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NARCOTICS AND FOREIGN POLICY

IMPLICATIONS OF THE BCCI AFFAIR

THURSDAY, AUGUST 1 , 1991

U.S. SENATE,

SUBCOMMITTEE ON TERRORISM , NARCOTICS, AND

INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.

Thesubcommittee met , pursuant to notice, at 10:01 a.m., in room

SD -419, Dirksen Senate Office Building, Hon. John F. Kerry (chair

man of the subcommittee) presiding.

Present: Senators Kerry, Helms, Cranston , Brown, and Jeffords.

Senator KERRY. This hearing of the Senate Foreign Relations

Subcommittee on Narcotics, Terrorism , and International Oper

ations will come to order.

I would like to begin by thanking Senator Pell , the chairman of

the full Foreign Relations Committee for permitting this committee

to proceed forward, and not only with this hearing, but with this

investigation over the long period of the last few years. I would

also like to thank him for the consistent support that he has pro

vided me at momentswhen I know he felt very strongly that this

was not the normal role for this committee.

What we want to try to do today is begin to tell the story. And I

think we are going to begin at the beginning in order to lay out

factually precisely what brought us to this point, what it is we

know in broad terms. There is a great deal more to be said by a lot

of different parties in this. I caution people to recognize that this is

only a beginning, that there is a lot of testimony yet to come before

the entire Congress. There are other committees that will be look

ing at this issue. There are other entities that will be looking at

this issue. And it would be a mistake to draw final conclusions of

many kinds until all of that testimony has been drawn.

The nature of a congressional hearing process is such that you

cannot do it all at once. You cannot even do it in continuum . There

is much that is not told in 1 day that does need elucidation in an

other day.

We are going to start with the big picture and with a few small

pictures that are snapshots inside of this extraordinary banking

scandal.

This committee will be hearing testimony in early September

from Mr. Clifford and Mr. Altman . I was in touch with their attor

ney over the course of the last days and we have locked in dates in

September, and we will announce those dates formally in the near
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future . They will testify voluntarily and without any subpoenas or

compulsion. They want to testify and we look forward to hearing

their testimony:

In May of this year before the Senate Banking Committee when

we held a hearing on BCCI, I shared my belief that I thought this

would turn out to be the biggest financial scandal that we had ever

seen . The disclosures of recent weeks have suggested that I might

even have understated the case .

This is not just another story , of big-time, big-money con artists.

It is a story of international lawlessness, of extraordinary greed

which is becoming too much the centerpiece of recent history . It is

a story of the big guys getting away with things that the little guy

could never hope to escape responsibility for, and the little guy

winding up getting screwed in the process. It is a story of the abuse

of power and the abuse of system . It is a big white -collar crime that

facilitates and encourages the two-bit street crime that kills .

BCCI is the most prominent and dramatic symbol of away of

doing business that challenges and diminishes people's faith in

Government, our Government and governments around the world.

Average people really do not believe, I think, that government is

on their side these days. They do not believe that we can or that

we want to protect them as we are supposed to do, and certainly

that we do not protect them from banks that become the private

playthings of the very rich and sometimes the crooked . Theydo not

believe that large and powerful corporations or powerful people

play by the same rules or are required to play by the same rules as

everybody else . And they are convinced that if you can afford to

hirethe best lawyers and the best accountants, you can get away

with almost anything in the world .

There may be those who say that what BCCI did is somehow a

victimless crime . I do not believe that . I do not think it is true .

There are a lot of victims. The first is our system in which we have

invested so much . And it is a victim because it tears apart people's

belief in the system and the ability of the system to work. But it is

a lot more than that . How is it after all , that drugs get into the

veins of our kids in our streets? Banks have becomethe facilitators

of drug trafficking. Banks are part of the conspiracy where they

have engaged in this. Banks that do not live by the rules adopted

at the Basel Convention of knowing their customer have been part

of the process of putting those drugs into our communities.

The same is true of guns that get into the hands of thugs in our

streets, or bombs into the luggage compartments of our airplanes.

Banks are often the depository of the secret funds and the secrecy

laws that protect that money is often purposefully there to protect
the nefarious transactions which surround those kinds of criminal

enterprises .

Manhattan district attorney , Bob Morgenthau , who has done an

extraordinary job in the course of this case, who is probably the

dean of all district attorneys in America, and a man of extraordi

nary integrity and capacity, he talked about this very thing the

other day in announcing the indictments in the BCCI case. He

sends thousands of drug users and common criminals to jail every

year . But as he pointed out , the people that make the real money,

the people who get filthy rich preying on the weaknesses and temp
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tations of others hardly ever get caught. So when corporations like

BCCI get away with either corrupting governments and regulatory

agents, or by simply evading them while serving as the bank of

choice for criminals, drug traffickers, illicit armsdealers, despots,

con men, and terrorists around the world, we all lose .

And if and when we turn over the rocks that have hidden the

truth about BCCI and its activities for the past decade or more,

when we bring to light of day their activities, I think that we have

an opportunity to win . It is that simple. I also think, maybe this is

a little naive, but I do believe it , that if you can do this and send a

signal to people that you can make the system respond , that by

doing so you can eat away at a little bit of the cynicism and the

anger and the sense of hopelessness that an awful lot of people

feel, and which is an attitude that truly corrodes American politics

today.

What is amazing, and I guess, frustrating to a lot of us , is that

BCCI's day of reckoning was so long delayed. Red flags were

present almost from the beginning. In England, the Bank of Eng

land in the late 1970's refused to grant BCCI a full -service banking

license because BCCI could not produce the financial records to ex

plain its remarkable growth in the United Kingdom. In this coun

try, the New York Superintendent for Banks, and the SEC, to their

credit, each blocked an attempt by BCCI to acquire a banking insti

tution in this country. And the Federal Reserve, which had serious

reservations about BCCI and the Middle Eastern shareholders who

were attempting to take over Financial General Bankshares took

the unusual step of holding a public hearing 10 years ago . And that

raised some of the issues that we are now reexploring and examin

ing today.

Notwithstanding those efforts, BCCI found a way not only to sur

vive, but to flourish . It found a way to escape real scrutiny by gain

ing the trust of influential people and using them to maintain a

cloak of legitimacy. We are inevitably left with the question of

whether the mere presence of these influential people was suffi

cient to keep lawyers and accountants and regulators from doing

their jobs for so long.

Three actions just this past month demonstrate the enormity and

the longstanding nature of BCCI's regulatory evasion . The Bank of

England submitted to the High Court of Justice Chancery Division

a petition to wind it up, affecting it in countries all over this

planet. The Federal Reserve levied the largest civil fine in the his

tory, against BCCI, $200 million . And the Manhattan district attor

ney indicted the top managers of the bank .

In announcing the indictments, Mr. Morgenthau stated that

BCCI operated corruptly for 19 years, that it systematically falsi

fied its records, laundered the money of drug traffickers and other

criminals, and that it paid kickbacks and bribes to public officials .

He also said that this largest of Ponzi schemes is over, but that we

have much to discover about this bank.

We do indeed . Mr. Morgenthau is correct . The crime has been

discovered, but the story has not been told . So today we begin to

tell some of that story. We will hear from witnesses who have

knowledge of how this bank operated in foreign countries and how
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it cultivated world leaders, of how central bank funds were placed

on deposit, and whether or not those funds can now be retrieved.

We will consider as well whether U.S. agencies could have acted

sooner based on information known to them . Two months ago I

asked the CIA for a memorandum that it had given in 1988 to

former Customs Commissioner William Von Raab, who will testify

today , a memorandum about BCCI. That memo was written in

1986. It was described by Commissioner Von Raab as discussing in

a general way BCCI's corporate criminality. When I asked the CIA

in conjunction with our investigation for that memorandum, my

staff was told it does not exist. Later, the CIA told us they had lo

cated it , but asked because of its " extremely sensitive nature,” that

it be held at the Senate Select Committee on Intelligence . It was, I

went there and read it, and subsequently requested the declassifi

cation of one sentence . And that sentence showed that the informa

tion regarding BCCI as a criminal entity, that it already owned

American banks, and that we knew that in 1982. It showed that

their information had been disseminated to a number of agencies

years ago.

I think the entire question about secrecy in government is once

again raised by this issue . Too often too many of us have seen in

stances where information that people want to keep away from the

accountability process is merely classified. There is no rightful

reason for it to be classified , there is no matter of national security

or urgency contained therein , but it is classified , and thereby we

have a secret government kept away from people, which is really

part of the constitutional process of this country.

I will tell you that in my judgmentthere is not one piece of that

memorandum that ought tobe classified, and I have sought its full

declassification . And I hope that we can achieve a process that

somehow rectifies the imbalance between legislative and executive

branch . Truly our country is threatened when there is a branch of

government that can hide whatever it does merely by putting a

stamp on a piece of paper .

I do not have the answer for why certain agencies or individuals

did not respond at certain times in the course of this . And I want

to be fair in this process . We are all capable of oversight . We are

all of us capable of just missing something . We are all of us capable

of being too busy, of having too much on our plate , of not having

adequate resources, there are reasons these things can happen .

And I am not going to make judgments at the outset of this process

as to what happened, except to try to examine and understand so

that there is nothing that is hidden when we finish this .

Over the 3 years that this investigative effort has gone on, we

have learned a great deal about the structure and organization and

practices of this bank. In some ways this investigation is just begin

ning, and I am certain that we are going to learn a great deal more

in the months to come.

I would just take one moment, if I may, I want to thank those

who have investigated it thus far , particularly one of our witnesses,

Mr. Blum , who will talk shortly who has spent enormous energy

and effort on it ; and Jonathan Winer and David McKean of my

staff who have toiled at great length in order to try to pull these

facts together over a longperiod oftime. Senator.



5

Senator HELMS. You know , Mr. Chairman, if you and I sat down

to write a book on such circumstances as this, there is not a pub

lisher in the land that would accept it. This is too bizaare. It is out

rageous.

But anyway, we have got the job, in part, of sorting out a welter

of facts and fictions andrelationships thatis almost impossible to

sort out. Before I make my comments, I am glad to see you, Mr.

Von Raab, we miss you. Mr. Blum, we appreciate your coming .

But John, seriously, about this book business. Just imagine, if

you will , that we sat down to write a book, a novel, about a group

of drug traffickers and arms smugglers and terrorists and money

launders, about 3,000 of them . Just suppose they had names like

Noriega and Abu Nidal andSaddam Hussein , and suppose further

that they wanted to start a full- service bank to advance their vari

ous enterprises, and suppose that they are smart enough to realize

that a single bank in a single country, even a small country with

convenient banking laws would be too exposed and isolated to

escape inquiry by a smart group of bank examiners.

If you put all those factors together, you would come up with the

founding concept of BCCI, or the Bank of Credit and Commerce

International. Now of course, there is a lot more that we could fill

in in this novel that we are going to write, which is going to turn

out to be true. These people need a bank based on dollars because

dollars are obviously the currency of the world, and their oper

ations are worldwide. So the bank of these crooks and criminals is

highly desirous of penetrating the United States . Do you see the

plot developing?

Now after a few false moves are repulsed , these crooks and

criminals realized that they need to do more than just penetrate

the U.S. banking system, they need to penetrate the U.S. political

system . So now the plot thickens. Now I have a chart over there

that will illustrate just how interwoven this operation is . And I

have passed out copies of this chart, I hope to all who want them.

You will see that a Pakistani man, no stranger in this town, set up

a group ofbanks and the first one,BCCI Luxembourg was estab

lished in 1971. Then he set up BCCI Holdings , also in Luxembourg,

in 1974, and then he set up BCCI Overseas in Grand Cayman in

1975. These three banks made up the BCCI group. Then this Paki

stani set up International Credit and Investment Corp. Overseas,

or ICCI Overseas, also in Grand Cayman.

Now, readers of our book might say, well, why did he need so

many banks ? According to the indictment handed down in New

York this week, the banks were undercapitalized and listed non

existent assets. As one bank was examined, money flowed in for

the examiner to count. The money stayed for a while, then it

flowed into the next bank in the group under examination . It is

known that this Pakistani's associate, Mr. Naqvi, kept two sets of

books. The banks operation, what the New York prosecutor called

a Ponzi scheme, needed cash coming in constantly through the

front door to cover the laundered cash going out the back door.

Now, do you not think our book is coming along pretty well?

Although $21 billion was taken in from the depositors, many of

them, of course, legitimate , the promoters, according to the indict

ment, skimmed off as much as $5 billion for themselves . Now, to
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cover themselves, these ersatz bankers needed some front men. On

the one hand, according to the indictment, they hired a group of

Middle Eastern businessmen to pretend that rich oil sheiks owned

the bank and were putting their cash behind it . That, however, was

part of the scam , of course, because the purported owners did not

own the bank. They allegedly had contracts that held them harm

less for personal liability .

The other scam was penetration of the U.S. political culture . We

know that BCCI illegally purchase First American Bank in this

city using the good offices of Clark Clifford and Robert Altman ,

both of whom maintain that they were deceived. Perhaps they

were deceived , but the press reports that in the process of being de

ceived, the pain of deception was eased just a little bit by a consid

erable sum of money.

So anyhow, the staff of this committee and many others have

analyzed these reports , and based upon the public figures, it ap

pears that Mr. Clifford and Mr. Altman had the opportunity to

make about $33,300,000 in 18 months time — I don't know what that

is an hour, but it is a fair amount - based upon insider loans from

BCCI to buy First American stock atan inside price, and the later

purchase of some of the stock by BCCI at three times the price.

Now, I understand that Senator Brown intends to discuss this in

some detail , and I shall listen with great interest. It is my hope

that Mr. Clifford and Mr. Altman will provide us with firsthand

testimony on these points as well . Now , Mr. Clifford's good fortune

was not his alone . It appears that BCCI's groupthrough Credit and

Commerce American Holdings, also purchased Burt Lance's Na

tional Bank of Georgia and Mr. David Paul's Centrust Savings

Bank in Miami, both of which were having, do you not know ,

urgent cash flow problems.

Now , Mr. Lance's political connections need no introduction to

anybody nor do Mr. David Paul's . Not even did our former Presi

dent, Mr. Carter, escape the kind attentions of BCCI either . The

press and other media have already discussed the millions of dol

lars from BCCI that went to President Carter's charities and the

personal assistance that BCCI provided for his high profile travels

around the world .

Nevertheless, however embarrassing as these events may be for

our friends in the Democratic Party, even more embarrassing to

me is the failure of our own administration to take vigorous action

against BCCI. In 1987 the Justice Department was on notice that

BCCI was a nefarious operation when former Customs Director,

William Von Raab, sitting right before us today, turned up evi

dence of money laundering in Miami which resulted in plea bar

gained judgments against BCCI operatives. Willie Von Raab provid

ed voluminous information on further BCCI activities which was

never followed up.

In fact, Mr. Von Raab himself was followed up, in the sense that

the administration made it clear that Willie Von Raab was persona

non grata in the fight against drugs. I think Mr. Von Raab will ac

knowledge that he and I went down that road together because I

made recommendations for Willie Von Raab to beput in places of

responsibility . I know first hand that he was personal non grata. It
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is a tragedy for this country not to have Mr. Von Raab in an effec

tive, responsible position .

Willie Von Raab wasthe only one, the only one in the Reagan

administration that took vigorous and effective measures against

the drug threat and against money laundering. And I am glad to

have a chance to say that publicly on your behalf, Mr. Von Raab. I

never could understand why Willie Von Raab was not given the

Medal of Freedom for his outstanding accomplishments in this

regard , but he could not even get a job in the administration de

spite the firm recommendations from this Senator and scores of

other Senators who admire and respect him.

Finally I note that the first solid information that the Senate re

ceived about the BCCI problem in testimony before this subcommit

tee was from a former associate ofMr. Noriega who defected to the

United States and gave detailed information against his former em

ployer. In fact, he was a principal witness in the indictment

against Mr. Noriega in 1988. And after Noriega was captured , he

was a key adviser in evaluating the Noriega papers andpreparing

the case against that dictator . But the administration has never

cared for Mr. Blandon . While Noriega was still in power, officials

attempted to get Mr. Blandon deported back to Panama. So I am

making this a bipartisan folly. It is not just on one side, it is on

both sides.

In recent months, the Justice Department has pursued a merci

less vendetta against Mr. Blandon, charging him with stealing U.S.

Government property. However, the property in question consists

of his own notes about Noriega. It is amystery why the Justice De

partment is seeking to bring a criminal indictment against the

most important witness the prosecution has against Mr. Noriega

and against Noriega's involvement in BCCI. Mr. Blandon, appar

ently knows too much about the failure of the Justice Department

to act. So, I guess , he must be eliminated .

There is plenty of blame to go around in this matter, Mr. Chair

man . So letus start thehearing.

Senator KERRY. Thank you very much, Senator Helms. Senator

Cranston .

Senator CRANSTON. First, Senator Kerry, I want to congratulate

you for the excellent work you have done, beginning sometime

back, on unearthing what columnist William Safire has rightly

called, "an underworld -wide financial institution . " You, Senator

Kerry, took on this when many others who should have joined you ,

particularly within the administration, were looking away. Time

has proven you right and the credit is yours for bringing us to this

point today.

As a way of opening our deliberation today, I would like to

review for a moment just what kind of activities I understand the

BCCI has been up to in the last decade, and perhaps longer. Top

British banking official, Robin Leigh -Pemberton charged that "the

culture of the bank is criminal.” According to the London Econo

mist, “ BCCI is uniquely baffling and unusually corrupt." Investiga
tors say there is evidence of fund transfers between BCCI and the

Atlanta branch of the Banca Nazionale Di Lavoro, the bank in

volved in the Iraq loan scandal.

9
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This week, as we all know , district attorney Robert Morgenthau

charged that BCCI has paid up to $3 million in bribes to senior offi

cials of the Peruvian Central Bank in 1986 and 1987 in order to

capture hundreds of millions of dollars in deposits.

The bank was used by Panama's drug-running dictator, Manuel

Noriega. It was used by Saddam Hussein . It was used by Haiti's

Duvaliers, by Ferdinand Marcos, and his well -heeled wife, Imelda,

and by the South American drug cartels.

BCČI has also been linked to Pakistan's renegade nuclear weap

ons program , a project reportedly carried out by the help of Libya's

Qadhafi, and Argentina's dirty war generals - last seen training

the Reagan administration's Nicaraguan freedom fighters.

BCCI is also at the center of a complex affair concerning allega

tions of illegal shipments of American-made arms to Guatemala's

vicious military.

This last item may very well have been the cause a very spe

cial tragedy.

This week a British journalist , Anson Ng, was found shot to

death in his Guatemala City apartment. Guatemalan authorities

are claiming the murder was the work of common criminals. Inde

pendent Guatemalan journalists say that Ng, who had a bullet

wound in the head and appeared to have been struck in the neck ,

had not been robbed, but his personal archives were looted . Three

Guatemalan generals are rumored to be behind the illegal U.S.

arms shipments . One wonders whether Ng was murdered because

his work on BCCI had brought him face to face with the truth .

What has become abundantly clear is that this sinister, criminal

enterprise, which Morgenthau has called one of the most complex

and secretive criminal organizations we have ever encountered,

served as the foreign policy arm of its owners, the rulers of the

United Arab Emirates.

Sheikh Zayed, the President of the United Arab Emirates, was

an early investor in BCCI and continues to be the principal share

holder in the bank.

The United Arab Emirate connection does not end there, howev

4

er.

1

One of Zayed's sons and the crown prince of Abu Dhabi; the Abu

Dhabi Investment Authority ; the personal holding company of

Sheikh Hamad Bin Mohammed Al-Sharqi, the ruler of Fujara, an

other of the Emirates, and Sheikh Humaid Bin Rashid al-Naomi,

thedeputy ruler of Ajman, a third emirate, are all shareholders in

BCCI front institutions.

According to the Financial Times, " The fraud which lead to the

closure of BCCI involved 'representatives of the shareholders,' the

ruler, and the Government of Abu Dhabi.”

Why is this important ?

Beyond the distress caused to BCCI depositors, tens of thousands

of whom are individuals and small businesses from the Third

World, beyond the lessons BCCI offers to the international banking

community, and beyond the damage done to society's fabric when

such criminality is carried out on such a scale, there is a further

consideration .
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The Bush administration has proposed to sell $682 million worth

of sophisticated conventional weapons to the United Arab Emir

ates.

This bristling bonanza includes 20 AH -64 Apache attack helicop

ters, the most advanced we have in our arsenal, and 620 Hellfire

missiles.

A second proposed sale of M1A1 tanks and Bradley fighting vehi

cles, was nixed by the UAE leadership themselves. According to an

unclassified cable from the U.S. Ambassador to the United Arab

Emirates, Edward Walker, published in this week's Defense News,

the United Arab Emirates decided to delay its decision on the tank

procurement " based in part on the conviction that UAE should not

go through a congressional notification process at this time,given

the potential for congressional criticism on unrelated subject."

This was clearly a reference to questions about whether the

United Arab Emirates would use drug profits laundered by BCCI to

pay the United States for these weapons, questions that I raised a

few days ago on the Senate floor.

The emiris may not have been very good bankers - after all , they

presided overa criminal enterprise seemingly destined to go down

in history books as the world's worst financial scandal.

They do, however, show some basic common sense strangely

absent in a Bush administration seemingly unconcerned about

shades of Noriega, shades of Saddam Hussein—the potential scan

dal of arms being paid for with BCCI drug money .

The administration justifies this foolish and indefensible sale of

the helicopters and missiles to the United Arab Emirates as a

payoff to Sheikh Zayed for his loyalty during the Persian Gulf war.

Šo inescapably the question arises, why the silence? Why the
lack of action on BCCI by this administration , so good at managing

the crises they themselves create. During the pastyears there were

no lack of danger signs concerningthis full service banking service

for terrorists, for drug mobsters, for nuclear proliferators, for as

sorted rogues and professional confidence men .

Who were they afraid of offending, and why ? Or, why were they

soincompetent in their pursuit of greed's global reach?

I agree with Senator Kerry's remarks that we can only conjec

ture about the answers to questions like this . Well-meaning human

beings do make innocent mistakes, but we must now seek the an

swers. Senator Brown .

Senator BROWN . Thank you, Mr. Chairman . I must say I am

shocked by your remarks. I believe the purpose of this investiga

tion ought to uncover the facts. I do not think it should be used as

a forum to launch a smear of an administration. I think the pur

pose of a Senate investigation committee is to get the facts out .

And I must say listening to the remarks just made, it seems to me

that the facts fell victim to the rhetoric.

I think it is appropriate we have these hearings. And I think the

purpose of the hearings ought to be to look into what broke down

here . The fact that there are crooks and thieves in this world is not

a surprise. We live in a world where we know and understand that .

What is a surprise is that the United States and its banking system

would fall victim to that scheme. It strikes me we ought to make

sure that these hearings are balanced , that they are thorough, that
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they are fair, and that the outcome of these hearings is one that

allows us to correct policy and change personnel where they are

necessary .

I am concerned that we make sure that every aspect of the U.S.

banking system, whether it is the Federal Reserve, whether it is

the Justice Department, or whether it is the system itself, be exam

ined and that all the facts brought out. I note that the Clifford

Altman stock deal , in 18 months saw the stock triple in value . At

the same time, the same people were receiving both fees as attor

neys and payment as bank officers. It seems to me that this is an

area that we need to follow up on , as well as the entire BCCI area.

But Mr. Chairman, I would close with this thought. If we are to

do our responsibility , it must be one done in a bipartisan manner,

not designed to gain political advantage, but to serve our constitu

ents that I think have a far more important interest here, and that

is to make sure the system works properly.

Senator CRANSTON (presiding ). Well, let me respond by saying

yes, of course we have to find who is responsible , we have to find

what policies and regulatory practices have failedand why, and

what to do about them . And I agree with Senator Helms that this

is a bipartisan failing in some respects. Yet at the same time we

have had Republican administrations in charge of the executive

branch , the banch that basically is responsible for regulation and

for these matters, for a good many years in the recent past .
The primary purpose of my remarks was to focus on the dire

dangers of permitting nuclear proliferation to occur while crooks of

the sort that have been involved in BCCI are involved . And my

purpose , in part , is to see to it that we change a policy of unwise

proliferation of all sorts of weapons in which our own country is

involved . And if we find that BCCI and its money launderers are

involved in all of that, that gives us a new facet to deal with, of

what I think is a genuine policy issue question,one very much on

the front burner in our country and in the Middle East, and in the

world . Senator Jeffords.

Senator JEFFORDS . Thank you, I certainly believe this committee

has the obligation to investigate, but I would hope that we would

keep in mind what our role ought to be. The burden has to lie with

the Department of Justice to continue along with other law -en

forcement agencies to seek out the culprits and the problems that

were created in this country.

But I think it is important for us to take a look at what went on

and to provide leadership to develop the international methodolo

gies to prevent a reoccurrence. International corporations that can

move and operate around the world without any effective regula

tion is the real problem which this committee should end up deal

ing with . And as the Senator from California has pointed out, that

is true not only in the sense of what we saw with money launder

ing here, but in the large sense, the more important problems of a

proliferation of nuclear weapons and other systems that enhance

the ability of nations to make war.

So I would hope that our ultimate goal would be to work toward

a system , an international system will effectively regulate these

matters without the kind of intervention of the law enforcement
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agencies as is being required in this situation . I thank the Chair

man .

Senator CRANSTON . Did either of our witnesses have opening

statements that they would like to make at this point ?

TESTIMONY OF MR . WILLIAM VON RAAB, WILLIAM H. BODE

ASSOCIATES

Mr. Von RAAB. It might be helpful for the record maybe just to

give some idea how this started off. I am often asked that question.

When I took over the responsibilities for Customs in the Reagan

administration , I was asked to increase the energy and muscle that

was being applied to criminal enforcement, particularly drug en

forcement. It became quite clear to me as time went on that the

nature of criminal activity was such, and the amount of money in

volved in it was so sufficient that banking was a much bigger part

of organized crime than it had been in the thirties when people

could keep their profits in suitcases and spend them in the local

bar. And that banks had to play a very , very important role, cer

tainly, in drug crime, and as well as even smuggling arms out of

the United States.

So the Customs Service undertook an effort to try to examine

some of the illegal banking activities under themoney-laundering

laws for which it was responsible at the time. It was then called

the Bank Secrecy Act, and it was subsequently improved and

strengthened by the Congress. And, as part of this exercise , the

Customs Service would set up stings around the country in which

it would actually go undercover anoffer to launder money for drug

traffickers.

And in one of these stings, the Customs Service was using BCCI

in Tampa.

Senator KERRY (presiding ). May I interrupt you for just one

second? I apologize for doing that, but I thought I would get back

here more quickly following the Senate floor vote. We dowant to

put all witnesses who appear here under oath . I think you knew

that, so I would just like to swear you, if I can, both of you, before

we go on, sothat alltestimony here will be sworn.

Mr. Von Raab. Will that be retrospectively as well as prospec

tively ?

Senator KERRY. We will presume that you did not get far enough

orwith anything complicated enough.

I will just ask you both to rise, if you would. And would you raise

your right hand? Do you swear to tell the truth , the whole truth,

and nothing but the truth , so help you God?

Mr. Von RAAB. I do.

Mr. BLUM . I do .

Senator KERRY. Thank you.

Mr. Von RAAB . So the Customs agents began to use BCCI, among

other banks, as a place to facilitate the laundering of their funds,

and the BCCI local managers recognized what the undercover

agents were doing, although they didn't recognize them for Federal

agents. And, they basically offered to assist them and to provide

them with even better schemes, and more facilities, and it became

clear after a short time that BCCI , certainly as a matter of local
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policy, was aiding, abetting, conspiring with, and actively partici

pating in money laundering.

As the investigation proceeded, it became clear to the Customs

agents, and now we are talking late 1987 , that BCCI itself, appar

ently, had a corporate policy of involving itself in any kind of activ

ity . It didn't matter whether it was criminal or not. As a result,the

Customs Service began a broader ranging investigation of BCCI,

largely centered out of it's Tampa office.

Senator Kerry. At that point , when you became aware of this

corporate policy, that was as a consequence of what?

Mr. VON RAAB. That was a consequence as our undercover

agents talking to individuals who worked for BCCI and who were

encouraging our Customs officers, once again, not known as Cus

toms officers, to introduce them directly to drug traffickers.

Senator KERRY. Was Customs alone in that investigation at that

time?

Mr. Von Raab. No, the IRS would have been involved in that be

cause it was typically — any drug money-laundering operation was

typically carried out by a joint team of Customs officers and IRS

officers . Although , in this case, the investigation was conducted by

the Customs special agent in charge, who was Bonnie Tischler at

that time , in Tampa.

Senator KERRY. Were the findings with respect to this corporate

policy and money laundering memorialized?

Mr. Von RAAB . They certainly would have been written down in

the Customs agents' daily and weekly reports . They were never me

morialized in a particular report to me that I can remember, al

though that that information was passed up to me in conversations

that I would have had with the individuals responsible for the in

vestigation .

Senator KERRY . Did you disseminate that information ?

Mr. Von RAAB. That information would, as a matter of regular

practice , would have been passed over to theTreasury Department

because they had a liaison officer in the Customs headquarters

who, on a daily basis , was made aware of all that headquarters

knew in Customs, and then he or she was expected by both Treas

ury and Customs, to relay what information was felt was important

for Treasury to know.

Senator KERRY. This was in 1987?

Mr. Von RAAB. This would have been late 1987. I mean , any in

vestigation like that necessarily begins at a very local level, and

it's only as its significance becomes more apparent to the local

people that they start to pass more information up top. But cer

tainly by the time we are in 1988, I was aware that this was a very,

very significant operation , and that BCCI was a very unusual and

probably a highly criminally oriented organization .

It was at this point that I felt that we should , if you will , interna

tionalize our effort and we then put together an operation which

we called Operations Sea Chase, or Cash or Currency, and I spoke

to my counterparts at British Customs and at French Customs and

told them that we had a very , very important case , and that I be

lieved it was important for international law enforcement that we

craft an international money-laundering team , almost sort of like

Interpol, that would specialize in money laundering . As a result of
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which we then put together an investigative unit consisting of sev

eral British Customs agents, several French Customs agents, and a

larger number of U.S. Customs agents and Internal Revenue Serv

ice agents.

This team worked on this in all three countries, although the

effort was obviously centralized in Tampa. And it proceeded and

We developed a case that ultimately resulted in a serious of arrests

that took place in Tampa, in London, and in Paris . I think it was

in October 1988, fairly well covered by the news at the time be

cause not only was it an important financial - international finan

cial institution, but there were also a number of other characteris

tics surrounding it . There was a phony wedding and other things,

which basically resulted in absolutely completenational news cov

erage of this particular matter .

From that point on

Senator KERRY. This was when?

Mr. VON RAAB. My guess is it was the end of 1988, October 1988,

something like that.

Senator KERRY . You said other kinds. What other kinds of

things ?

Mr. Von RAAB. Well, there was a famous marriage that never

took place . One of the ways that we persuaded some of the bad

guys to come to the United States wasto pretend to have the two

Customs agents who had masqueraded as boyfriend and girlfriend

plan to get married, and so all the bankers and all the drug traf

fickers planned to come to Tampa to go to this wedding, and they

were all arrested at the bachelors' party the night before.

Senator KERRY. I take it not at any strategic point in the pro

ceedings? (Laughter.]

Mr. Von RAAB. No, no. As a matter of fact, one of the particular

ly bizarre drug traffickers, when he was arrested at the bachelors'

party and was told that he was in Tampa, he was under arrest, and

they put some handcuffs on him and started reading his rights ,

turned to the agent that was arresting him and said boy, this is

really some kinky bachelors' party. (Laughter.]

But I'm afraid that was the end of the party and he went right

off to jail .

So then what proceeded from that is your normal continuing and

followup investigations following the initial set of arrests, which

took place in Florida, in London - or in England-and in Paris , and

this proceeded through 1988. More and more information was de

veloped , and it was carried out under the auspices of the U.S. attor

ney in Tampa whose name was Genzman .

As 1989 came along, it was clear that the bank was highly illegal

in many of its activities and some prominent names started to sur

face, particularly Noriega, as a client of the bank. At this point

there was a number - or, a number of documents that had been

produced were seized by British Customs which everyone felt would

be very, very significant. Those documents were subject to any

number of lawsuits, as to whether the U.S. Government would get

its hands on them.

At about this point in time, the Treasury Department decided

that I should be removed from the BCCI case, and so I was cut off

from any information .
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Senator KERRY . What date was that?

Mr. Von Raab. I don't remember exactly what it was, but it was

somewhere, I would say, April 1989. I am not certain when it was,

and I only

Senator KERRY. At what point did Justice become involved with
Mr. Genzman?

Mr. Von RAAB. Justice would have become involved certainly

before the arrests took place in Tampa, so Justice certainly was in

volved way back in 1988, and their involvement , of course, is a

technical question.

I am sure the agents in Tampa had told Justice about the case

before Justice formally accepted the case as a Federal prosecution ,

but they certainly were deeply involved well into the early part of

1988.

In any case , the other surrounding activity that is of some inter

est is the Customs Service did make some effort during the early

part of 1989 somehow to involve other banking governmental units,

and we held one or two meetings on a low level to try to inspire

the Controller's office and some of the other sort of Treasury -ori

ented banking organizations maybe to set up in some cohesive unit

to deal not only with the BCCI effort but also subsequently to es

tablish a unit within the Treasury Department that we felt would

be useful to deal with this kind of international money -driven , in

terms of money-laundering, crime.

Senator KERRY. Is this still 1989?

Mr. Von RAAB. It was still 1989, and I say just parenthetically

that the Treasury Department actually, on the day following my

resignation , announced the establishment of the Customs-designed

center which they called Fin Cen, which I would have assumed

would have played a large role in the further examination of BCCI,

and I think it is up to this committee to find out what exactly Fin

Cen did , but it was Treasury's special coordinating unit for dealing

with international criminal banking activity.

To bring the story to a close, I was cut out of the BCCI investiga

tion as I said early or mid -1989, and then the story really comes

from the newspapers as to the fact that there was subsequently a

plea bargain with the BCCI.

I was annoyed at the time of the arrest in Tampa that there

were not more significant indictments brought against higher level

BCCI officers and more significant charges brought against BCCI

as a corporation . At the time , and it sounded reasonable to me, the

Justice Department felt that the evidence that had been collected

up to that point was not sufficient to indict on the basis that we

wanted to the BCCI itself, and they did not feel that our evidence

was sufficient to drag in some of the more senior officials.

I had always hoped at that point that that would happen subse

quently. It certainly was the desire of the Customs agents that that

happen .

Senator KERRY . Did you note any frustration from the Customs

agents with respect to this investigation ?

Mr. Von Raab. The frustration really came more, at least from

what I saw, in 1989. They were quite excited about the fact that

they got some arrests and were starting off in 1988, so there was

an initial flush of great enthusiasm because we really had stum
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bled onto what we thought was certainly it was in my opinion the

most significant case that Customs had ever worked on in my ad

ministration, and I was there for 8 years.

In any case, I left the Government at the end of July 1989, and I

can only say that I was very disappointed in the fact that the plea

agreement that was made with BCCI was not what I think it

should have been , and that was tough and holding them up as a

bad example to the rest of the banking community.So — but at that

point I was not in a position to be arguing with Justice, since I was

out in the private sector.

So that is briefly a rundown ofhow the Government finally got

into the BCCI issue and how it dealt with it at least during my

term and, of course, I will answer any more specific questions that

you or yourcolleagues have .

Senator KERRY. Before we proceed , let me ask Senator Kasse

baum, who has not had a chance to have an opening statement, if

she has any ?

Senator KASSEBAUM . No, I do not . Thank you, Mr. Chairman.

Senator KERRY. Mr. Von Raab , what I would like to do is come

back to questions, but I would like Mr. Blumto draw a larger pic

ture here, and then we will come back with our questions . Mr.

Blum, would you identify yourself for the record ?

STATEMENT OF JACK BLUM, LOBEL, NOVINS, LAMONT & FLUG

Mr. Blum. My name is Jack Blum. I am an attorney in private

practice in Washington with the firm of Lobel, Novins, Lamont &

Flug. I did work for this committee over a period of years, first

from 1972 to 1976 doing a number of investigations under Senator

Church, and then at your request I came back

Senator KERRY. What investigations? Just give me a little bit of

background.

Mr. Blum. The most important was ITT. We did an investigation

of international banking which included IOS and Robert Vesco. We

did-probably the most important of all was Lockheed Aircraft

overseas payments. The investigation there created a furor in

Japan.

After that, I went into private practice . I was in private practice

for 10 years. Myfirst encounter with BCCI came during that period

in private practice, when I was working with a private client who

wanted to do a business deal with an affiliate of the bank.

I was asked to attend the meeting where he was seeking financ

ingfrom an American bank, and the client brought up thename of

BCCI and the response from the American banker was, we don't

want anything to do with that bank. We won't take their letter of

credit. I thought it was odd, but my role at that time was not inves

tigator. I just stored the information in the back of my head.

In 1987, I returned to the Foreign Relations Committee at your

invitation to work on the investigation of narcotics trafficking and

law enforcement and foreign policy. During that investigation , in

early 1988, we took the testimony of Jose Blandon, andas you'll

recall, Blandon put a chart up that showed what he called Norie

ga's criminal empire, and at the center of the chart he had BCCI.

Suddenly, the information I had parked in the back of my head

a



16

years before became relevant, and I began to seek out more infor

mation about BCCI .

Mr. Chairman, I understand that the staff has unearthed a series

of contemporaneous memoranda which outlined what I found and

who I talked to, and I'd ask that those memoranda be made part of

the record so that people can understand what was going on con

temporaneously.

Senator KERRY. Without objection , they will be.

[The information referred to follows:
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MEMORANDUM

TO:

FROM:

DATE :

SUBJECT :

Files

Jack 4. Blum 713

September 24. 1988

Memcon with Amjad Awan

WARNING : THE CONTENTS OF THIS MEMO ARE COMMITTEE SENSITIVE .

DISCLOSURE OF THE CONTENTS OR TAB PACT OF MR. AWAN'S

COOPERATION WITH THE COMMITTEE COULD ENDANGER HIS LIFE.

Awan was born in Pakistan on July 30 , 1947 . He left Pakistan and

travelled to Britain as a political refugee . His wife was born in the U.K. and

that made Mr. Awan eligible for a British passport and British citizenship.

Awan's first banking job was with Mr. Abadi when he was the head of

the United Bank , a bank that Abadi set up before the nationalization of the

Pakistani banking system. Awan left United Bank and was working at the In

ternational Resources and Finance Bank , a Luxembourg subsidiary of the Bank

of Montreal, when Abadi recruited him to come to BCCI .

Awan's first assignment with BCCI was as the marketing manager in

London , a job which he took on December 7 , 1978. His job was ruunning the

main branch of BCCI in London . Awan explained why the bank grew rapidly

in London. He said that at the time it started there were a large number of

Ugandan refugees in London who were being treated badly by the major

British banks. They did not want to continue dealing with them and found

BCCI a comfortable alternative . BCCI became known as " the immigrant's banka,

and the fact that it was owned by key figures in the Middle East and run by

Pakistanis and other third world nationals was appealing .

Awan held the London job for three years. During that time , Mr. Shaik ,

his immediate superior , introduced him to Noriega at a dinner party Shaik

gave for Noriega in London . Noriega introduced Shaik to President Royo and

when Royo came to London , Awan was given the job of escorting him around

the city . Shaik had been introduced to Noriega by his friend , the Panamanian

Ambassador to London . Mr. Shaik used his relationship with Noriega to get

BCCI the license to operate in Panama.

to the end of the twan's three year term in London , he wanted to take

ler a branch operation. He was offered a newly opened African branch but

opled instead lu take over the Branch operation in Panama.

He inoved to Panama in 1981. Th branch there had been in operation

for one year . when he arrived , there was a single office in Panama City and

the deposit base of the bank was about $40 million . Most of the depositors

had medium-sized accounts ranging from $50,000 to $ 200,000 . The depositors

were Lebanese and Palestinian merchants living in Panama . Later , a sig

nificant part of the Jewish community in Panama came to the bank. Awan said

that inany of them had come from Syria to Panama and spoke Arabic .

The bank was almost entirely deposit focused . There was little lending

authority at the branch level . Awan , as the branch manager could not make a

loan of over 550,000 without approval from London . Deposits were another
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matter . The bank paid the depositors the market rate on their money and

Awan sent the money to the Bank's central treasury operation in London

where he was credited with an automatic 1 % spread .

When Awan arrived in Panama he made a conscious effort to cultivate

both President Royo and Noriega. He said that he was particularly interested

in getting some of the banking business of the Panamanian Defense Forces.

Although Noriega referred some business to him , it was marginal and the ef

forts to get serious business did not bear fruit until 1982 when Noriega

opened an account.

Awan first came to know Enrique Pretelt through the Christmas gifts the

bank purchased from him for its significant customers . Pretelt owned the

highest class gift and jewelry shop in Panama City . Besides the store in

Panama City , he had two shops at the airport and had the concessions for

Cartier and other famous lines of crystal and jewelry .

Although Awan pressed him for account business , Pretelt did not come

to the bank until the bank opened an operation in the Colon free zone .

Pretelt asked the bank for a $ 100- $ 150,000 line of credit on his name alone

which Awan granted . He said that although it was well known that Pretelt

was a "wheeler - dealer " the account was satisfactory to the bank .

Awan described the free zone as the smuggling center for all of Latin

America and the Caribbean . Electronics , watches, perfume and other luxury

goods were imported there and then picked up by the families which con

trolled the smuggling in the important centers of the region. All the sales to

smugglers were for cash and the importers and wholesalers generated a sig

nificant demand for letters of credit.

Bilonick came to the bank once before the Inair bust to try to get a si

million line of credit. He offered no security for the proposed loan and when

Awan asked him about how he intended to repay the amount he pointed to his

gold Rolex . Awan said he threw him out of the bank .

Later , Bilonick came into the bank , and through one of Awan's assistants

opened an account with a large cash deposit. He then borrowed the maximum

he could against the deposit and left the bank. When the principal and inter

est on the loan reached the amount of the deposit, the bank wiped out the

deposit and closed its books on him . Awan says he later learned that Bilonick

had disappeared because of his role in the inair affair .

Asked why anyone would want to borrow against their just-inade cash

deposit , Awan explained that that was one of the most common transactions in

Panama. The account would be opened in the naine of a corporation and the

borrowing would be by the signatory on the account. Although the bank re

lated the two transactions and indeed used the deposit by the corporation as

collateral , all records of the connection between the two disappeared when the

account was closed out as collateral for the loan .

Awan did not meet Caisar Rodriguez until 1983 , when he was introduced

to hiin by Enrique Pretelt . Pretelt said that Roitriguez was a " business

associate" but never described the business they were in . The first request

was that the bank finance a fleet of limousines for Pretelt who wanted to start

a limousine business in Panama. The bank went forward with that project and
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Rodriguez asked the bank to finance the construction of a " bankers club " on

the top floor of the Bank of Boston building in Panama City.

Awan thought the idea was a good one and extended the line of credit.

He also financed a number of theatrical events for Rodriguez who, as an im

presario , brought performers into the country. Finally , Rodriguez came to the

bank to find financing for his bid on a $ 50-860 million hydroelectric project.

He was certain that his group would get the contract and that a Polish con

sortium would be hired to do the construction.

The Polish group never got the contract and the Bank was left with

about $3 million in outstanding loans when Rodriguez's plane crashed in

Colombia . Awan says that after the crash the staff of the bank came to him

and told him that Rodriguez was a gun runner , had a bad reputation and had

been involved in the Inair deal. When he went to Pretelt to complain, Pretelt

said that they were no longer business partners and that he, Pretelt, could do

nothing to help the bank recover the money.

Awan met Mike Harari at one of Noriega's parties. The word in Panama

was that Harari was the Mossad chief for the region . He was believed to have

been assigned to Panama after messing up an assassination effort aimed at the

Black Septemberist involved in the Munich Olympics massacre . Instead of kill

ing the terrorist , he killed an innocent waiter in Lillehammer , Norway , causing

a significant scandal .

Harari was known to be involved in the arms trade, but all of the in

volvement was assumed to be official. There were a large number of Israelis

throughout the region all engaged in arms sales and the all dealt with Harari.

Awan became involved in the sale of Contadora island when he was

asked to meet with President Del Valle in New York after he had been trans

ferred from Panama to the United States. Del Valle said that he was sent by

Noriega who wanted him to help find a buyer for Contadora Island . Noriega

had made the decision to sell the Island and he knew that Awan knew Gaith

Pharon , a wealthy Saudi who was a shareholder in the bank at that time .

Pharon had an interest in Club Med and the Hyatt hotel chain . Noriega

thought Pharon would be interested in bidding.

✓

Pharon took a close look at the deal and decided to make a relatively

low bid . Awan said that the problems with the proposal were that Contadora

lacked sufficient water , the hotel was run down and at least 55 million would

have to be invested to bring it up to first class standards , there was very

limited air service to the island from Panama and the owner would have to run

his own air taxi service .

Awan said that Aoki was a friend of Noriega and that he bought the is

land at a price that was too high , not one that was too low .

Awan said that BCCI stayed out of the arms trade . He said that the

bank did not finance weapons deals and that the only proposal he saw regard

ing a weapons deal was from Iranians who were trying to bur weapons in

Europe and wanted to finance them in Panama.

As Awan described it , cash came into Panama from all over the world

and all the banks that need cash tapped the Panamanian market . He said that



20

BCCI stayed out of the cash handling business because it was too expensive.

He said that an employee of the bank had been approached by Brinks , which

ran the only armored car business in Panama , and was told that for a commis

sion paid to Brinks, the bank could get cash deposits referred to it.

Awan said that the National Bank of Panama charged a 1 % cash handling

fee and the people at the National Bank always short counted the money sent

Chere by several hundred dollars . Given the low return that dwan could get

on deposits by sending them to London , it made no sense for him to pay com

mission to get the cash .

The bank did not use armored cars to handle the transfer of excess

cash . Awan carried the cash himself in the trunk of his car and did not

worry about being robbed . He said that Panama at the time was quite safe .

Awan said that the cash business that the bank did was in connection

with the Colon branch , where the cash was handled as an accommodation for

their customers . These customers were the wholesalers and importers who

were selling to smugglers who paid in cash . When asked about the Cuban

business in the Colon zone, Awan said that he knew that there was a Cuban

corporation in operation there and that the bank had one customer who did a

substantial business selling hotel equipment made in the United States to the

Cubans. He said he was unaware of the use of Colon as a place to move high

tech equipment to Cuba around the U.S. embargo.

Certain banks paid higher than market rates for deposits and seemed

far more interested in the cash deposits. These included the Swiss , Colombian

and large American banks . The Swiss established regular flights from Panama

to Switzerland to carry accumulated currency out of the country so that it

would not have to be turned over to the National Bank of Panama.

The questioning returned to the account General Noriega opened with

the bank . Awan said that he had been asking Noriega for business regularly

when one day Noriega called the bank and said that he wanted to open an ac

count . He told Awan that the account would be the secret funds of the

Panamanian Defense Forces and that he , Noriega , would deposit the money and

then call Awan to tell him how to disburse it . No Panamanian was to see the

account , it was not to be booked in Panama and Soriega did not want any

paper kept on it .

Awan said that he had to explain to Noriega that an account could not

be opened without some paper and that there had to be an owner of the ac

count who had the authority to make withdrawals . Awan drew up appropriate

papers and brought them to Noriega. The papers put the account in

Noriega's name .

The first deposit in the account was mostly cash in an amount around

S200,000 . There were some small checks in the deposit. Later , the deposits

were in the form of both cash and checks with most of the checks coming

from the Panamanian Defense Forces accounts and made payable to the bank .

Cash payments were frequently made out of the account. Vcriega would

call twan and tell him that someone would be coming to the bank to ask for a

cash payment . The person would then show Awan a note signed by Vurie ga

and Awan would then pay the money out . Most of the people who came for
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these payments were politicans and the first use of the fund was to buy

political figures in connection with the 1984 Presidential election .

AS Awan recalled it , the largest amount of cash to be deposited to the

account was 5900,000 and the balances in the account never topped $25 million .

In 1983 , the bank issued its Visa card to General Noriega, his wife and

his daughters . Payments on the Visa cards were made from the interest that

the amounts on deposit generated and the balances were automatically debited

to the account. Awan would also use the account to pay travel expenses for

the General and members of his party . He would accompany the General on

his trips and make sure that there was cash available as needed .

On one occasion the account was used to offset a loan on an apartment

in Paris . The total amount of the loan was $ 400,000 which meant that the

principal amount was somewhat lower. The loan was paid off from the interest

the account generated .

Awan left Panama in 1984. · He had reached the usual end of tour for a

manger and had the additional problem of having allowed the branch to be

come involved in a multimillion dollar fraud involving fraudulent treasury

checks. The fraud scheme started with a reputable Panamanian law firm open

ing an account in the name of a front corporation . The bank dealt with the

law firm because they were reputable and had given the bank good business

in the past. The beneficial owners of the account, BCCI was told , were Hong

hong Chinese. The lawyers deposited several million dollars worth of Treasury

checks. BCCI refuse to credit them until they had cleared and sent them to

the Bank of New York for collection.

When the Bank of New York notified BCCI that the checks had cleared

BCCI released the funds which were immediately transferred . Almost the day

the funds moved , BCCI was visited by Treasury investigators who said that

the checks were fraudulent and that the credit was being reversed . Although

some money was recovered the bank lost substantial sums . When that loss

was combined with the loss on the Cesar Rodriguez loans Awan did not look

too good .

When he was told that he was being transferred to Washington to work

in the representative office of the bank , Noriega called Abadi and told him

that he wanted Awan to stay in Panama. Abadi said that that could not be

done but that Soriega could continue to deal with Awan as his personal

banker. In that role , Awan traveled to Panama once every few months , con

sulted with Noriega on the phone and accompanied him on his visits to the

linited States. Awan says that his main function was to present loriega

with a statement of his account , showing him what bills were paid and how

much cash had been delivered according to his instructions .

In July 1987 , Awan was sent to Florida where he became the marketing

manager for the Latin American and Caribbean . He was based in the Miami

agency . The function of the bank's agency offices is to take deposits froin

mwn - resident foreigners . The money is almost exclusiveir flight ( apilai.

The nominal boss of the Miami operation was Mr. Shafi . He is old and

has the job because of his long standing relationship with Abadi . He: hac

little understanding of what was going on and holds his position as a
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figurehead . Patrick Lynch was the man in charge of the three Florida offices .

Mr. Jindani handled administration and personnel management , Marvin Hancock

ran the credit division , and Mr. Hassan was Awan's predecessor as the head of

the marketing department.

I asked Mr. Awan if he had ever been approached to launder drug

money . He said that the bank had a conscious policy of avoiding drug money

and that he was aware of only one situation where that sort of money had

been offered as part of a government sting operation . The bank told the

people involved that they would fill out the currency form on the deposit and

the conversation ended .
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MEMORANDUM

TO :

FROM :

DATE :

SUBJECT :

Senacor John F. Kerry

Jack A. Blum

October î 1988

BCCI : The Taliecown , Hack round and Talhing PO !!

Background

iring the next three days more than eignity people as

sociate , with the Bank of Credit and Commerce
International and

related companies will be arrested for mones laundering and drug

dealing . The arrests will be in more than a dozen locations here

and in Europe and have been carefully coordinated .

At the same time the bank itself and a variety of acounts

which have been indentified as drug accounts will be seized here

and in London and Paris . The seizures should total
more than $ 50

million dollars if the police are lucky .

The operation is being run by the Customs service . The Cus

toms Service , the Treasury Department and the Justice Department

will have a joint press conference . My understanding is that

they are working on snappy graphics and an elaborate show .

This is the centerpiece of a three part drug extravaganza

set for next week . The other peices involve large scale arrests

directed at the Jamaican posses and & roundup of large smug

gling organization . All of this is timed to preceed the Thursday

debate .

а

a

connec

The Customs operation is the result of two year sting

operation . officials of the bank were lured into a house in

Tampa rigged up as a recording studio where a variety of drug

deals were proposed and transacted . The . indictments all come off

the underoverwork and do not really tie ' the bank back to Noriega .

Further , the investigators have a somewhat limited knowledge of

the bank's shareholders , business activities and other

tions .

Our inition the bank began in April of 1987 when we
first cook ini :: par involvement in money laundering ac

tivia ,, vita . : . geria pened into the public testimony ose

Bländor Szala bilmirilsof bobank as part of the Noriega Criminal

Empire al Paling Leigh Rich and Mike Vogel' who said

that they were trecce to the bank by Noriega to launder money .

In March 1983 he committee voted to issue subpoenas against
the bank and a number of named individuals . When the Subpoenas

were voted the Justice Department asked the committee to delay

its investigation because of the undercover operation underway .

1
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that le did notle agreed to the delay and told the Department

lant co do anything to endanger their work .

it that time talked lo Joe Magri , the ( Hier Assistant in

thie Tanpa office about the case . I told Magr ; that we had infor

mation about Noriega's invoulement
will the bank . I tried to

describe the international operations of the bank and encouraged

the U.S. Attorney to look at the larger international picture .

In subsequent conversations I shared a considerable amount of

background information about the 21.K.

not

I continued to develop information about the bank through ::

former high level officer who Was involved the criminal

activity but suspected it was going and cuit because he did

not like what the bank doing .

ܐܐܠ

001

was

The attached documents and the deposition should give you all the

information you need to handle the press inquiries . In my vein

once Awan is arrested all our promises about keeping his material

confidential are off . I plan to call Altman shortly after the

arrests and tell him that all bets are off .

The only piece of information missing from the package is about

two other Pakistanis and two affiliated companies who will be

taken down at the same time . They are Capcom Finacial Services ,

Ltd. a commodities brokerage firm with offices in London , Miani

and Chicago , and its President Mr. Akbar as well a London

based trading company run by Mr. Ali Shaik .

as

Capcom is owned by the Saudi , Gaith Pharon , who financed Akbar's

entry into the business . People who know Pharon are certain that

he would know that the company was engaging in illegal activity

because he keeps his investments under very close watch . We have

met with Mr. Akbar on two occasions he lied about the nature of

his activities but gave us some general background .

Ali Akbar was the man who arranged the billion dollar loan to the

government of Nigeria . He developed close relationships with the

Nigerian government and we believe is involved in the laundering

of heroin money through New York and Lagos .

New Material for the Press

We should release the details of the bank's dealings with

Noriega , the Awan transcript , and the Noriega hotel bills . You

should ask why the government didn't do more to tie up Noriega's

money .

Note that the Swigs government has decided not to cooperate in

the takedown and complain about the Swiss lack of cooperation .

2
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lote that the Saudi3 who own the bank are the sëme people who own
First American in Washington . This will not le mentioned by the

Feds inlclough the press will be very aware of it .

This bank has close connections with the oprnmert
.) Bolivia

and the top people in that covernment . The President of Tigeria

keeps his account with the bank and the bank is close lo the

Nigerian Government . Note the international
implications .

the bank is uninsured and will most likely fail as the rest of

seizure and the raid because it will be followed by

whic . the bank cannot meet . Luxembourg does not back up

financial instiutions and no central bank will keep BCO ! afloat.

run

ts

Note that key Saudi shareholders were invoined In financing
operations for the U.s. in Central America and it is widely

believed they were involved elsewhere . This raises the question

of whether the bank has intelligence connections . ( Sources in

the intelligence community have said on an off the record basis

that it does have connections . )

This will be the largest financial scandal in world hisory and

repeats a pattern we have seen before starting with Bernard

Cornfeld in 1.0.5 . followed by Vesco then Nugen Hand Bank and

Bishop Rewald .
IOS was a $ 2 Billion dollar offshore fund , this

is a $ 20 billion institution .

You must alert the debate preparation team that this is going to

happen and prepare them for it .

We should take credit for fingering the situation and clearly

make the press look at the big picture rather than focus on the

busts and the bad guy transactions .

You are set with NBC for Tuesday and the Today show Wednesday

morning .
.

I would stress the questions it raises and insist on full inves

tigation of the related companies and the other connections to

governments .

3
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BCCI has very strong relationships in China and is said to be the largest for

cign bank operation in that country, Part of the strength of the relationship is

based on the relationship between the Chinese and the Pakistanis and the political

connections between Abadi and President Zia .
said that when Abadi had his

heart attack Zia was told about it and left his dinner table and guests to go to the

hospital to be with him.

believes that there are regional records on the large deposit relation

ships which are kept in Miami because the account executives are paid on a per

centage of the deposits which the generate . The region must know about there

deposits no matter where they are booked so that the individuals involved can be

rewarded appropriately .

I asked rif the operation wan similar to the kornfeld - l'esco IOS scam of

the 1970's and he said that it was. The difference is that the operation has taken

the form of a bank rather than a mutual fund and the techniques for moveing

money have become more sophisticated that the salement carrying suitcases employed

by Kornfeld .

Blum Observation: The Bank appears to be both a major money laundering

operation and to have relationships with the intelligence community . Much of what

was described by Calvo can be verified by getting the Bank records from the Miami

office and from the individuals involved.

The key players are:

2. Bank of Credit and Commerce International Overseas Limited , Miami

Agency 19th Floor 1200 Brickell Avenue

3. Bank of Credit and Commerce , Latin American Region , 15th floor
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Senator KERRY. But I would like you to describe it yourself at

this time.

Mr. BLUM . Certainly. The first piece of luck I had in the investi

gation was to find a very senior BCCI officer who was in the proc

ess of disengaging from the bank .

Senator KERRY . When was this ?

Mr. Blum . This wasin the spring of 1988,probably early March .

He met with me in Miami and said, look, I'm getting out of this

place. You haveto understand the business of this bank is dealing

with roughly 3,000 high net worth criminal clients, that most of

the other activity, the branch activity, the myriad corporations, is

not real banking business for them . What they do is fully service

these 3,000 clients.

He went on to say, for example, that they'd bought a bank in Co

lumbia, and the purpose was to get access to the drug cartel

money, to be in a position to service the drug cartels. He went on

to describe the relationship between the bank and General Nor

iega.

He identified for me the man in Miami who handled Noriega's

accounts, Amjad Awan . He identified all of the senior staff in

Miami familiar with Latin American operations, and he said that

Noriega's money was being managed by Awan from Miami and

that there were records in Miami relating to his activities as a

money manager.

Senator KERRY. Now , we are talking about 1988, the summer ?

Mr. BLUM. We are talking about 1988, the spring of 1988, while

we were then holding hearings on Noriega and money laundering.

Senator KERRY. You committed that to writing atthat time?

Mr. BLUM . Yes, and there's a memorandum , and the memoran

dum reflects roughly what he said.

Senator KERRY. Well, do not let me interrupt. Keep going with
what you discovered .

Mr. BLUM. We then - I came back to the committee and request

ed that the committee authorize the issuance of subpoenas against

the bank and against the named individuals for records relating to

Noriega and other matters. The committee unanimously voted

those subpoenas, and before the subpoenas were in fact granted

and issued I communicated with the U.S. attorneys in both Miami

and Tampa.

The problem was this. We knew there were pending indictments

of General Noriega. We also understood that if we gave a Senate

subpoena with a 30-day return date, if these people were as evil as

we thought they would destroy the documents, and I wanted to

make sure the U.S. attorneys had the opportunity to get a search

warrant, go in and get the necessary paper on Noriega, so that if

there weremoneys available that theycould reach they could seize

them and they could get the record of his financial dealings.

When I called Miami, I was referred to Tampa. I talked to Mr.

Joe Maigre, who was then the deputy in Tampa , who told me there

was an undercover operation underway,andthat was the well-ad

vanced operation C -Chase that was described by Mr. Von Raab.

I was not told the nature of the undercover operation . What I

was told was that agents' lives were in danger, and that he — and

then he was followed up by the Department of Justice in a formal
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way - requested that we defer the issuance of the subpoena until

we got a go-ahead, or else we would jeopardize this very major un

dercover operation. There's a memo that discusses that request and

the followthrough to it.

We deferred on the issuance of the subpoena, but I said to

Maigre, look , what I'd like you to do is give me the opportunity to

tell the agents working the case the depth and the seriousness of

the problems with this bank . Based on my conversations with the

witness in Miami and other information I had then gathered, it

was clear that I could add something.
Maigre arranged a conference call in which I talked to all of the

undercovers and the supervisors working the case . None of them

were ever identified on the phone. I subsequently learned the

names of a few of the people who were in the room, but the convera

sation was fundamentally with Maigre.

In the course of that, we laid out some of the history of the bank,

the nature of the criminal clientele, and the connections the bank

had. I invited them to come back at me with questions . The invita

tion was never followed up.

In July — this is now July 1988 — we were beginning to reach a

point with the subcommittee where it was clear that unless we

began to act quickly to issue the subpoena the work of the subcom

mittee was comingto a close . The investigation had been voted for

a 2-year period. My commitment with the subcommittee was for 2

years, and we simply had to get on with that subpoena or we

weren't going to do it .

We called the Department of Justice and the Department of Jus

tice , for reasons I do not know, said go ahead . There is no problem

with Tampa. I made that call . Kathleen Smith was on another line .

She was working with me. Tampa signed off, and we went forward

with the subpoenas.

As soon as those subpoenas hit Miami, my phone began to ring.

The first call was from a woman in London who wouldn't identify

herself and said there's a man you ought to talk to . His name is Ali

Akbar. Mr. Akbar has important information about the bank. Call

him. Here's his number.

I called Mr. Akbar and he said yes, he did have important infor

mation , that he had worked for the bank and he had run its cen

tral treasury operation . I asked, would he be willing to come to

Washington to talk to me about it, and he said yes , he would, if I

would fax him a letter inviting him—and that letter is one of the

documents, I believe , that has been released-he would be over im

mediately, and 2 days later he was sitting in my office.

Senator KERRY . Let me just interrupt you to say that that letter

will also be made a part of the record .

[The information referred to follows:
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JAMES LUCI MORTY SINOMECTO

United States Senate
COMMITTEE ON FOREIGN RELATIONS

WASHINGTON, DC 20510-6225

July 26 , 1988

Mr. Akbar

Capce . Financial Services , Ltd.

9-13 St. Andrew Street

London EC4

England

Dear Mr. Akbar :

Thank you for taking the time to talk to me on the

telephone today .

As 'I indicated during our conversation , the Senate Foreign

Relations Committee's Subcommittee on Terrorism , Narcotics and

International Operations has been actively investigating

certain international banking issues . Your name has been

suggested to us by an expert in the field who has told us that

you might be able to provide helpful infomation and insight .

My colleague Kathleen Smith and I are most anxious to talk

to you at an early opportunity and would like to arrange a

meeting at a mutually convenient time and place . We would

prefer meeting you here in Washington , although we are prepared

to meet you elsewhere in the United States or in London .

Please let us know as soon a possible what your schedule

is like so that we can make the necessary arrangements .

We are looking forward to meeting with you and again thank

you for your cooperation .

Sincerely ,

Jackco.f.c .
Jack A. Blum

Special Counsel

AC 702 92 2
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Mr. Blum . Mr. Akbar began to talk a bit about the capitalization

of the bank, and hinted that there were very , very serious prob

lems and that the bank's high officials were extremely nervous

about the investigation that I was undertaking. He was clearly

trying to find out what I knew, and we did a little bit of that inves

tigative horse-trading .

Then he said , by the way, I'm a good friend of Mr. Awan, the

man you have subpoenaed , and you may not know this, but the

subpoena was misdirected . A wrong Mr. Awan got the subpoena.

The Marshals Service gave it to the wrong guy, and now the law

yers for BCCI are trying to tell him to leave the country so he

won't have to get served with a subpoena. I think that I can ar

range to have you meet with him. I'm going to go down to Miami

and see if he won't follow their instructions and whether a meeting

can be set up.

He went to Miami, and I agreed to meet him 1 week later, or,

several days later, in New York, and I met him, and we had lunch

at the Intercontinental Hotel. I am delighted to say that I paid for

lunch, and I later found out that that was a $30 million lunch, be

cause according to reports that have recently been released, Mr.

Akbar was paid roughly$ 30 million not to deliver to the committee

computer diskettes which would have laid out in detail the fraud at

the heart of the bank.

Mr. Akbar arranged the meeting with Awan, and another week

later Mr. Awan came to my home in Annapolis.

At that time, another very interesting thing happened. I have

some very close friends in law enforcement here in Washington

who called me, and they told me that they were close friends of un

dercovers working in the operation in Tampa, and they wanted to

pass a warning to me that I shouldn't allow Mr. Awan near my

home, and I said, why is that, and they said these people are mur

derers , drug dealers, they're actually dealing in the narcotics, and

you're taking a great risk .

I had talked to him on the phone. He certainly seemed pleasant

enough, and I thought under the circumstances the risk was worth

it . We met and talked for probably 8 hours at my home. There's a

lengthy memo that goes into someof what he said.

Hewas clearly playing games. He gave me some information but

not all , and in that conversation it became clear that this bank was

a major criminal enterprise with many, many problems.

He arranged—I told him that I wanted him represented by coun

sel . I gave him a list of lawyers.

Senator KERRY. Would you share with the committee, perhaps at

that point — when you said many, many problems, a major criminal

enterprise, give us a sense, then, of what you knew about this

bank. What was motivating you then? What kind of knowledge did

you have that said , this isworthtaking risks, this is worth pursu

ing? Why should we care about it?

Mr. Blum. Well , first we had information that it was Noriega's

bank , which was in itself pretty significant. But then he goes on to

say, look, this bank is tangled up in a wide range of other activities

and it's dealing with criminals all over the world . That it's not just

here, it's in many other places that they are handling drug money.
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But on top of that he went on and talked about the ownership of

First American Bank. He talked about meetings that were held in

Europe where First American Bank was described as part of the

BCCI empire . He discussed the relationships between BCCI and

various Governments, and all of this led me to believe it was a very

major business.

From there, we made arrangements for him to get private coun

sel and proceeded to take his deposition , I believe in very early Oc

tober, and that deposition was released publicly the day after the

takedown on Operation C -Chase.

Senator KERRY. What date would that have been?

Mr. Blum. That probably would have been early October. I don't

have a precise date. It would have been around October 6 or 8 ,

something like that.

Senator KERRY. 1988?

Mr. BLUM . 1988. This was just prior to the committee really clos

ing down because of the coming election . Again , there's a contem

poraneous memo of the events surrounding the release of the infor

mation.

By then, I was also getting calls, back channel calls andhelpful

calls, from former employees of the Washington office of BCCI , and

here, remember, we had a subpoena out with a return date . An ex

tension was granted on that subpoena, and the return date was set

for September.

While that process of document collection was underway-and

we were visited by Robert Altman and another partner of his, Mr.

Kovens and assured there would be complete cooperation. They ex

pressed great mystification at the reasons for our request — while

the search for these documents was underway, I began to get calls

that Mr. Naqvi had flown over from London and the documents

had been shipped up from Miami and were being shredded in the

Washington office, that there was a team of people at work shred

ding documents that were due us under the subpoena.

I talked to Mr. Altman who assured me nothing like that could

be going on , that they were still trying to find documents, and

again with great protestations of cooperation kept telling me they

couldn't find anything. The problem was at that point we ran out

of time . There was nothing more I could do. To get contempt, you

need a committee . The committee was not to meet again , and we

discussed various options. The only option was to turn what we

knew , again , over to Federal authorities.

Again pursuant to your request, I contacted the authorities in

October, after the takedown, to say we had more information , did

they want it? They said they'd be back in touch, and there was no

further contact at that point. They never followed up to get the

further information we had.

We then began the process of wrapping up the investigation , as

you will recall, and that included writing a report, cleaning up all

kinds of things, boxing the documents, and getting them to ar

chives.

In the last week of March 1989, while I was in the process of

cleaning out my desk, literally, I received a telephone call from a

former client of mine who said, I was just talking to this guy who

was very highly placed at BCCI, and he brought your nameup, and
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he said that your investigation almost brought the house down

there and that there was a full court press to make sure that it did

not get anywhere, and I said , would this guy talk to me?

I arranged then with Customs and IRS to have a hotel room

wired in Miami, to meet this guy to find out what he had to say

and why this was going on . Customs and IRS wired the room. It

was in the Embassy Suites Hotel near the Miami Airport.

There were many sort of funny scenes, one of them when the

agents discovered that Embassy Suites uses cinder block between

rooms, and you can't drill through cinder block to run a wire

through the wall so they had to figure out how to get the wire

through the wall .

But we then debriefed this guy for 3 days — 3 /2 days — and in the

course of that debriefing he laid out in exquisite detail the false

capitalization of the bank, the question of strawmen holding stock ,

loans to the strawmen to pay for the stock but the loans would

never be collected , the use of the bank to purchase First American,

National Bank of Georgia , Independence Federal in Encino, CA

he went through the litany of things you are now reading about,

perhaps not to the final level of the so -called black unit in the

bank, but he was extraordinarily knowledgeable .

I have never identified him . The Customs Service and the IRS

have kept his name secret. He genuinely fears for his life. But in

any event, this man's tapes were then in the hands of Customs and
IRS.

At the end of the 3-day period , I said to him , look —

Senator KERRY. Mr. Blum, let me just interrupt you. Just so the

continuity hereis right and clear, the tapes were in their hands at

what time , now?

Mr. Blum . Well, this is now March .

Senator KERRY . The debriefing.

Mr. BLUM . The last week of March 1989 .

Senator KERRY. At that time, efforts to secure the documents

under the subpoena were continuing through Mr. McKean and Mr.

Winer.

Mr. BLUM . Yes, and further you will find in the documents that

are made a part of the record I communicated to you the materials

I'd heard about this fellow along with certain other memoranda

which I believe , to protect him, are still being kept confidential. I

do not believe they are part of the package, but you have, and had

at the time, those memoranda.

Senator KERRY . Correct.

Mr. Blum . We then proceeded to have a conversation . This fellow

in the hotel room and I , and I said , look , you're in a very serious

jam. You were very close to extraordinarily illegal activities. I

think you should become a cooperating Government witness, and

after working on him for about 2 hours and all of this is on

tape— I persuaded him to go to Tampa with me.

Customs and IRS accompanied us on the plane . We flew up to

Tampa and met with a team that consisted of other Customs and

IRS agents and two representatives of the U.S. attorney's office.

The agents were quite excited . They seemed ready and eager to go
forward .



33

>

I had lengthy conversations with at least one of the assistants,

Mark Jakowski. He was eager to go forward . They seemed very ex

cited by the new information they received and by the evidence.

Twoweeks later, off the Senate staff by then, moved out of my

office, I made a second set of arrangements for the— an earlier wit

ness who I'd encountered to come back, meet me in Miami and do

the same thing, and we went through the same routine. This time

we tried a hotel with more hospitable walls , and we flew with him

back up to Tampa where he talked again to further agents, laid out

his story, and agreed to cooperate with the Government as a wit

ness .

The strange thing is that after that effort to put this all in the

hands of the Justice Department and I might add that at the time

I went to Miami, at the instruction of the chairman I shared with

the agents working the case materials we had gathered, memos I

had written and other materials we had gathered, so that they

would have a complete picture of what we knew .

I waited for something to happen , and what happened was, I

started getting calls from the two guys I took to Tampa who said ,

they're not following up. Then I talked to the agents, and the
agents said well, we're very busy. We're working on preparations

for the trial.

No follow up, and I began to worry that something was very

wrong with this case . In-I now believe it was late May, I decided

that I would bring this matter to another jurisdiction, and that was

New York . Our Federal systemmercifully allows for parallel activi

ty. If the State government fails, the Federal Government is there,

and vice versa .

Senator CRANSTON . Could I ask what you thought was wrong in

that jurisdiction ? Why did you think it necessary to change?

Mr. Blum. I thought that if this evidence was before them and

they had so few agents that they couldn't follow up on this — and

the other problem was, Senator, they had seized so many docu

ments from that bank , the agents told me they paid $30,000 to

make one xerox copy of the documents.

When I got to Miami and met the team , they had 1/2 IRS agents

on the case, period, full stop. They had no one reading the docu

ments, andthey were not following up in any way I could under

stand, and I believe that with that level ofeffort, they were never

going to getto the evidence that I brought them, and I thought this

was really significant.

So I went up to New York and I talked to Bob Morgenthau and

essentially told him what I knew. On the basis of the same evi

dence , essentially, and he ultimately communicated with the same

witnesses, he produced the indictment that you read about the
other day.

Senator KERRY. Let me just interrupt you. We had already previ

ously had Bob Morgenthau into the committee to testify regarding

the New York link , had we not ?

Mr. BLUM. We had talked to him. We had had him here as a wit

ness on the issue of money laundering.

Senator KERRY. Prior to that time?

Mr. BLUM . Prior to that time, that's correct. Morgenthau really

did the investigation . He finished out the piece that I couldn't. He
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found the additional witnesses, and using a grand jury was able to

seriously subpoena documents in a way that was not possible from

where I sat. I then continued to be interested in this essentially as

a private citizen , and there are several additional pieces of infor

mation .

Because of my involvement, I became a magnet for people who

were interested in the problem and I got to meet even more people

who were associated with the bank and become involved in more of

the bank's problems.

As a footnote, Mr. Von Raab tells you about the flap that oc

curred when certain documents from British Customs became

public in the United States . Well, I was — in the summer of 1989,

July 1989, my wife and I were on our way to Europe for a month's

vacation and we were literally-the cab was in the driveway, the

bags were about to be loaded, and the phone rang. Customs, Inter

nal Affairs. We have to talk to you. It is absolutely urgent.

I said , nothing I can do. Theplane's leaving . We are on the way

to the airport. If we don't make this flight, my marriage is fin

ished. They said , we'll meet you at the airport, and sure enough,

two Customs Internal Affairs agents came to the airport, and they

didn't want to know about what was going on in Tampa or who

didn't follow up or why.

They wanted to know , what did I know about how NBC got these

documents that I had never seen, and they were so anxious to find

it out, they held the plane for half- an -hour, and of course my fellow

passengers must have wondered who I was, with Customs holding

the flight to talk to me while they're waiting for the takeoff.

I was surprised at the vigor they pursued the leak , and the lack

of vigor they used in the rest of the investigation .

There were additional pieces that beganto come clear , and they

became clear because the witnesses continued to talk to me and I

met yet other witnesses . The people who talked to me talked about

a variety of issues that have not yet been surfaced, and I'd like to

tick off a few of them because it may give you some idea of the

directions in which this investigation may go.

First , on the banking issue

Senator KERRY. Just before you get to that, so that we are clear

in the continuum here, during the period of early 1989, that was

the period when the report that the subcommittee put out was

being completed, is that correct ?

Mr. Blum . That's correct .

Senator KERRY. Then subsequent to that, after the committee

report came out, when you were no longer formally assigned to the

committee or part of the committee, you continued, however, I be

lieve, to discuss matters with staff on the committee?

Mr. BLUM . I continued to talk to David McKean and Jonathan

Winer.

Senator KERRY. During that period the committee, I believe , con

tinued to try to get its subpoena enforced , but was very frustrated

by the inability to get the documents which eventually Bob Mor

genthau was able to get hold of.

Mr. Blum. I thinkthe frustration about getting documents from

people who say they're cooperating fully was pretty enormous.

There would be — even in the period of thelate or early fall of 1988,
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there were protests yes, we're cooperating fully, and then docu

ments we knew existed never materialized. So that was a terribly
frustrating piece of business.

SenatorKERRY. Now, what were these matters that you suggest

edyou had been learning about since that the inquiry should focus

on?

Mr. Blum. Well, I should double back and mention one other

thing. When the plea agreement was entered into by the Depart

ment of Justice inJanuary 1990, I was personally infuriated .

I had taken what I considered to be considerable risk and gone

to, I thought, great length to put serious evidence in front of the

Department of Justice. The agents knew. The assistants well

knew — well knew — that there was more to this case , and that plea

agreement said, in relevant part, that the bank would not be pros

ecuted for matters then known to the U.S. attorney for the middle

district of Florida.

The problem was that everything on those tapes were matters

then known to the U.S. attorney for the middle district of Florida . I

could not understand that plea agreement.

To this day, I can't understand that plea agreement and, Sena

tor, I know you and others went to the floor tocomplain about it at

the time it wasentered, but I think I can now add a piece so that

people can really understand the dimension of my upset at the

time that agreement was entered into .

Senator KERRY. Please do.

Mr. Blum. I also in that period of time heard all kinds of rumors

and reports about myself, and that is a kind of awkward business

to hear.

For example, I was told that lawyers for BCCI around the time of

the plea agreement walked into one Senator's office, asked him to

do afloor statement saying it was a great agreement, and when he

said, but wasn't there some problem at Foreign Relations, wasn't

there an investigator who worked on it , I was told that they said ,

oh, he was fired . He was running off on his own and doing things

that nobody wanted done, and you shouldn't pay any attention to
that.

I tried to track that down . I brought that to the attention of Sen

ator Kerry. We didn't have a real way to get a handle on it , but it

was very distressing because there were an army of people working

in Washington on all sides trying to say this bank was a wonderful

bank, the people involved in it were honest, good, and true people,

and that anybody who said they were the criminals that I was

making them out to be had to be crazy .

I think the record today speaks for itself on that subject. I think

the record is also clear

Senator HELMS. Excuse me.

Mr. BLUM . Yes?

Senator HELMS. I will direct this question to the chairman and to

you. Did you make a matter of record at the time the identity of

the lawyer and the Senator ?

Mr. BLUM . I would be happy to share that in closed session . I

have subsequently attempted to contact the lawyer . He denies it . I

don't want to go into it in public session at the moment.
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Senator HELMS. Well, I do not care whether he is trying to em

barrass anybody or not . I am in favor of embarrassing.

Mr. BLUM . Well, I don't have enough to be sure that the anec

dote is absolutely accurate, and I don't want to embarrass those

people . I would be happy to tell you about it in closed session and

allow you to follow up, but I think there ought to be an opportuni

ty for the people involved to describe what happened.

Senator HELMs. I think we should, Mr. Chairman . Thank you. Go

ahead .

Mr. Blum . The areas that I think are going to open up that are

still totally unexplained are , this business was a factory. This bank

was a factory for the creation of falsified letters of credit.

In the last number of weeks, I've had the opportunity to go to

Miami and review files, some public files in the so -called Bilbeisi

coffee case . Those files indicate that BCCI had a very strange letter

of credit business. The letters of credit only went from one BCCI

bank to another BCCI bank. Instead of charging a half point, which

is a normal bank rate for letters of credit, they were charging 12

points .

The letters of credit appeared to be to falsify documents to aid in

smuggling, and false valuation of goods for Customs purposes. The

point being that a letter of credit is sort of a basic indicia that you

have paid what you're supposed to have paid and the goods that

are supposed to be there are really the goods, because a bank has

to check the box to make sure that the goods are the goods, and

you paid what you're supposed to have paid. These people would

apparently create letters of credit for anybody for anything.

It turns out that the record of BCCI in that area was brought to

the attention of the U.S. attorney for the southern district of Flori

da by the attorney in the case being brought about that smuggling
against BCCI, and he offered no response .

Further, a review of the record indicates that no effort was made

to prosecute any of the people involved until an IRS agent almost

at the end of the term of the grand jury himself insisted that a

casebe broughtagainst the arms smuggler who was involved in it,

one Munther Bilbeisi , and that has received considerable attention .

There's a story about it in last Sunday's New York Times and

there's no need for me to go into detail.

One other matter that I feel is one that will come up is a matter

of Third World debt . I began to hear that BCCI had gone into the

business of brokering Third World debt .

That would mean that if a country had obligations that it de

faulted on, was not going to repay — 20 cents on the dollar perhaps

would be the value -- you could find the right middle man and,

working through BCCI , connect with the head of the government

and get them to decide that this particular debt would be paid 100

cents on the dollar , and maybe there would be a swap involved,

that you would have to make an equity investment in the country,

but if you worked with BCCI, the equity investment would be an

nounced but never made, and BCCI would illegally handle the con

version of the currency.

That, I think, is very major business . I think it runs to billions of

dollars, and I think the people working this have been so immersed

in the internal fraud of the bank they haven't begun to look at
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nondeposit loan relationships or beyond straightforward arms deal

ing and money laundering.

Senator KERRY. Mr. Blum, we now have records which will sub

sequently be forthcoming on BCCI and the swaps with a number of

central banks, and there is evidence — you are familiar with the sit

uation in Peru and other countries. You might want to talk a little

bit and give members a sense ofwhat this really means.

Mr. BLUM. Well, the people I talked to at the bank would say,

this was a bank that was very strange, because it needed deposits

all the time, and if you're running a Ponzi scheme you need more

and more cash in to support the whole system of fraud that you've

generated

What it meant was that BCCI people would go out and bribe cen

tral bank officials and high government officials to get them to de

posit their country's foreign exchange at BCCI, and in exchange for

whatever amount of money, suddenly the foreign exchange re

serves of a country would be put there and put to use, and I am

assuming that once these relationships developed with the people

who controlled the central bank, the issue of debt equity swap and

Third World debt became a very simple matter .

There are other issues that are very much unresolved . People re

peatedly told me that this bank was a product of the Afghan war,

and people whowere very close to the Mujahadeen have said that

many of the Pakistani military officials who were deeply involved

in assisting and supporting the Afghan rebel movement were steal

ing our foreign assistance money and using this bank both to hide

the money they stole, to hide and market American weapons that

were to be delivered that they stole, and to market and manage the

funds that came from the selling of heroin that was apparently en

gineered by one of the Mujahadeen groups.

This is an issue that has largely been unexplored in public . It's

an issue that should be. It's a major issue of oversight.

Senator HELMS. Now, Mr. Blum, in executive session, are you

prepared to give us those names of thepeople?

Mr. Blum . Yes, indeed, and indeed , I have given some of those to

the Department of Justice at length , and again , some of it is in

memoranda in your possession .

Senator HELMs. Well , I think we ought to finish this loop in exec

utive session , because you are getting down to it .

Mr. BLUM. I'll be happy to come back to do that, because I know

you have a very heavy schedule .

But you know, the other areas here are, this organization appar

ently - and I talked to one of the people who said it was part of

what they called their black unit_served as a Federal Express

service for the delivery of various things , and as he described it ,

that was weapons, drugs, arms of different kinds , and gold and cur

rency, for anyone who wanted it , wherever they wanted it deliv

ered . What he said tied back to other things people at this bank
had told me.

I think that the Department of Justice now has the obligation to

carry forward with the case , and I am certain , based on what I've

heard, that there are a lot of people working on it .
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I should return to one aspect of the case which I think people

would want to know about. That is, the discovery that CenTrust, a

bank in Miami, was a virtual subsidiary of BCCI.

Senator KERRY . What was that, I am sorry ? I missed that.

Mr. Blum. CenTrust, a large savings and loan in Miami which

failed, left the taxpayers with a $2 billion hangover, was a subsidi

ary of CenTrust.

That may not have been the only S&L subsidiary of CenTrust.

CenTrust was involved in a wide range of dealings, and in those

dealing's appears to have had contact with people at other S & L's

through Independence Bank in Encino, and this is an area that re

quires substantial further investigation .

Senator KERRY. Jack, let mejust ask you, because you have

raised a question and I have said let the chips fall where they may

in this thing, and I am going to do that . It is a matter of record

that I knew David Paul previously when I was chairman of the

Campaign Committee. That is a matter of fact . The question I ask

you, and you are under oath, is when did you first learn of any

linkage between BCCI or CenTrust ?

Mr. Blum. As I left the committee in March 1989.

Senator KERRY. 1989?

Mr. BLUM . 1989 , and you will recall I told you when I found that

out, and told you about it .

Senator KERRY. Correct.

Mr. Blum. I recall your shock .

Senator KERRY. Now, with respect to - well, I don't want to cut

you off if you were going to finish on one other aspect, but I would

like to try to get in some questions .

Mr. Blum . Well, I think the subject is so wide and difficult, I

think it would be useful if I simply stopped talking and turned to

questions , because there are different aspects of this, and I'm pre

pared to try to answer as much as I can as you feel it necessary.
[The prepared statement of Mr. Blum follows:

PREPARED STATEMENT OF JACK BLUM

Mr. Chairman and Mr. Ranking Members , and distinguished members of the

Committee: Thank you for giving me the opportunity to testify before the Subcom

mittee today about my involvement in the investigation of BCCI.

When I left my job as Special Counsel to the Foreign Relations Committee in

March of 1989, BCCI was the most important piece of unfinished business I left

behind. I am delighted that this business is finally being finished.

What I proposeto do this morning is to review the chronologyof the BCCI investi

gation , outline what I learned , and detail the steps I took to bring the case to the

attention of the Department of Justice. It is my understanding that the Subcommit

tee has released the memos I wrote about the investigation at the time it was in

progress. Those memos will add substantially to a full understanding of what oc
curred.

In all , I have worked for the Senate for 14 years. My first em oyer was Senator

Philip Hart of Michigan. Six of those14 years were with the Foreign Relations Com

mittee — first from 1972 to 1976 and then from 1987 to 1989. My first work with For

eign Relations was with Senator Frank Church on the investigation of Multination

al Corporations. The subcommittee he chaired, and to which I was assigned, investi

gated ITT's role in Chile, multinational oil companies, international banking - in

cluding the IOS / Vesco case, and the Lockheed foreign bribery affair.

My first contact with BCCI came in private practice in the early eighties when a

client of mine tried to do a business deal with a BCCI affiliate . In the course of seek

ing financing we learned to our amazement that major American banks refused to

accept BCCI letters of credit. My client sought a different business partner.
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I returned to the Foreign Relations Committee after a 10 year stint in private

practice in early 1987. My agreement with the Chairman at that time was that I

would work on the investigation of drug law enforcement and foreign policy which

he proposedfor 2 years.

My knowledge about BCCI's reputation remained dormant until the day Jose

Blandon testified about General Noriega's " criminal empire " . He identified BCCI as

part of that empire and told the subcommittee that BCCI was central to his oper

ations .

When I heard BCCI's name mentioned I tracked down a senior BCCI executive

who was then in the process of leaving the bank . He told me the bank was in busi

ness to service roughly 3,000 criminal clients in addition to General Noriega , and

that the rest of the bank's operations were a cover for this , its central business.

Based on his information which I memorialized for the Committee, the Committee

voted to subpoena the bank's records in March, 1988.

Before the subpoena was issued I called the prosecutors handling the Noriega case

to be sure that the action we were about to take would not interfere with the De

partment's ability to trace Noriega's money. As a result of the call I was told that

there was an undercover operation under way and the Department formally re

quested that we delay service of process.

In March of 1988 I called Joe Maigre, the Deputy in the Tampa U.S. Attorney's

office and told him that we knew that BCCI was Noriega's banker, we knew who

was handling the money and we knew where the records were. He arranged a con

ference call with all the agents in the undercover operation . I briefed them fully on

what I knew .

In July of 1988 the Justice Department informed us that they no longer objected

tothesubpoena for BCCI. I drafted, and the chairman signed the papers.

While we were waiting for the return of service I was contacted by another

former BCCI officer, Ali Akbar who offered me further information about BCCI .

Specifically he told me that the bank had a “ capital problem ” and that its accounts

were less than accurate. He also arranged to have me meet with Amjad Awan.

Awan provided more information.

Messrs. Altman and Clifford appeared as BCCI's lawyers and requested a 30 day

extension on the subpoena. It was granted. They also said they represented Awan

and that Awan could not testify because he was transferred out of the country. I

knew better because I was talking to him .

In October, I deposed Mr. Awan, whowas then represented by separate counsel,

this was done without the knowledge of Mr. Altman . At the same time abank insid

er called to tell me that documents were being destroyed at BCCI's Washington

office. Unknown to me, Mr. Awan was making similar statements about obstruction

of our investigation to undercover Customs agents.

Unfortunately, no one from Justice ever advised me of this fact.

At the same time we were hearing about the destruction of documents Messrs.

Altman and Kovins were assuring us that they would cooperate fully and that they

were totally surprised by our suspicions.

In October, after the Tampa arrests, we were contacted by another BCCI ex-em

ployee who told us of the use of the Miami office for drug moneylaundering and of

his fruitless efforts to get the Federal government to act . His testimony and Awan's

testimony are part of the Subcommittee's printed public record.

Ultimately, in March, 1989, I arranged with agents of the Customs service to have

a hotel room in Miami wired. Through a mutual friend I arranged to have a senior

former official of the Bank, a man close to Abedi, the banks' chairman meet me. We

talked for about 10 hours over a 3 day period .

He laid out the entire story. It included BCCI's ownership of 1st American, the

lack of capital, the loan and stock transactions and the stealing by insiders. I per

suaded him to become a government witness and flew with him to Tampa. I intro

duced him to the Assistants on the case and was assured that they would follow up.

Two weeks later I did the same thing with a second witness.

The witnesses and the agents continued to talk to me and it became apparent

that little or nothing was being done to follow up on the allegations. When I real

ized that I went to the New York county District Attorney, Robert Morgenthau. His

investigation began with the same evidence and the same witnesses the Federal gov

ernment had in its possession.

I was personally outraged by the government's January 1990 plea agreement with

the bank which included a clausebarring further prosecution for "matters then

known by the Department of Justice" . The agreement precluded the use of the ma

terial I had furnished the Tampa team in any further case against the bank.
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Drug dealers needmoney launderers. BCCI was the biggest of the launderers. On

the day it was finally closed in the United States, the money on deposit here to

talled over $900 million. My guess is that little of that was legitimate. The people

who protected this bank on all levels must be held accountable - at least as account

able as the street dealers, and the “ kingpins” who face the death penalty under re

cently passed legislation .

I will be pleased to answer any questions you may have.

Senator Kerry. Let me ask you an additional question, if I can.

Mr. Von Raab, Mr. Blum has described his reaction with respect to

the plea agreement and you expressed something with respect to it.

Were you in concurrence with his judgment on that agreement at

that time?

Mr. Von RAAB. I think it was a shameless agreement. It had a

number of terrible aspects. First , before the plea agreement, the

international banking community had begun to recognize that

BCCI was a pariah, if not a criminal enterprise. They were begin

ning to stop doing business with BCCI in many cases, and so the

dynamic was such that BCCI was basically being spurned .

When the plea agreement was made, that dynamic was turned

around and BCCI was not exactly welcomed back into, but it reap

peared as an accepted part of the international banking communi

ty. It was a disaster in terms of the punishment that should have

been meted out to both the officers ofthe bank and the bank itself.

The amount, the fine that was levied or the asset forfeiture, de

pending on how technical you want to get, was only about $15 mil

lion , which was actually less than the bank had made from its

money-laundering activities . And so the bank didn't even have to

return to the American taxpayer its profits from the illegal activi

ty .

Now admittedly, this, in relative terms was a big fine, but it was

only with respect to other banking fines, but no one had ever seen

a crime quitelike this . So I mean , the Federal Reserve's suggestion

of $200 million is probably closer to the mark, although I suppose

the real punishment for BCCI should be maybe in the billions of
dollars .

Mr. Blum. If I could interrupt, just for a second, my understand

ing is that that $ 14 million was not even the bank's money . It was

the profit that the agents had created in the drug deals .

Mr. VON RAAB. That is what I am saying . It was the profits.

Mr. Blum .It was the profit from the drug dealing.

Mr. Von RAAB. Then obviously the individuals who were really

responsible , that is the higher level officials who promoted the

policy weren't touched by this exercise . They weren't punished and

then last and no one knows the problems that this would cause and

that is, that the U.S. attorney in Tampa, the middle district of

Florida basically had his arms tied with respect to any further

prosecution of the bank for those matters of which he had knowl

edge.

So I mean, it was a real triumph by the Washington power brok

ing establishment. I mean , we talk about a black unit within the

bank itself, I mean , there is a gray unit in Washington that was

working this case for all it was worth.

And let me tell you, whatever the Washington brokers got for

their involvement in protecting BCCI against the Federal Govern

ment, they earned every million dollar that they received.
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Senator KERRY. Now , Mr. Von Raab, I have asked some questions

aswe have gone along. I want to get my colleagues into this.

I just want to ask you one other area and then I am going to

pass the baton here, but with respect to the CIA memo, how did

you come to see that memo and what were the circumstances

under which you

Mr. Von RAAB. Thank you for asking this. This issue has come

up so many times. When I was preparing in the final stages of the

investigation to announce the BCCI case, and I wantedtoget more

information about BCCI, both for my own purposes as Commission

er of Customs and also to answer questions responsibly to the

press, Irang up the agency. I rang up Bob Gates.

And I told them what we were doing and I asked him what he

knew about BCCI and he quipped that it was known among his col

leagues , the agency, intelligence services as the bank of crooks and

criminals international.

And that he said that he was certain that the agency had

some

Senator KERRY. When was that? What was the date?

Mr.Von RAAB. This would have been September or October

1988. It would have been sometime, a short time before the take

down .

Senator KERRY. Before the takedown .

Mr. Von RAAB. And I don't remember exactly what it was, but it

was a telephone conversation. It was not a person -to -person meet

ing and it was a spontaneous act on my part. I am not an old

friend of Robert Gates.

Senator CRANSTON . Can I interrupt ? You started to say, he said

the agency had some, and then?

Mr. Von RAAB. Yes, I am sorry . I was backing up. And so he pro

vided me, he said I will send you a piece that we have done on

BCCI, and shortly thereafter came over to the Customs intelligence

unit, which was typically the way agency documents would be

passed over , I don't remember it that well, but a five- to seven -page

paper produced by the agency, typical, first-call agency printing

job ,that described sort of the origins of the bank, its MO.

Who they thought the owners were at the time and characterized

it in terms that implied that certainly it was involved in lots of

questionable or at least criminal activity.

It didn't prove to be particularly useful to us as an investigative

tool. It was useful to me because I got a sense of when the bank

was formed , what its corporate structure was and although I think

the information was probably somewhat inaccurate in terms of

who the owners were , it gave me a sense of the type of people that

owned the bank, should I have been asked that question .

And that was the complete loop with respect to the now famous

conversation between Bob Gates and me with respect to this memo

and his knowledge, as he told it to me of BCCI.

Senator CRANSTON. Did he say anything about the agency's rela

tionship with BCCI?

Mr. Von RAAB. No. There was no I didn't ask him about it and

he didn't tell me about it.

Senator KERRY. Senator Helms.
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Senator HELMs. Let us get back to the British Customs seizure of

a large amount of BCCI documents. What can you tell the commit

tee about what happened to those documents and the relations be

tween the Treasury Department and Customs, relative to those

documents ?

Mr. VON RAAB. Yes . Well, as part of Operation C -Chase, the Brit

ish Customs Service served warrants on the bank's offices in

London and collected a fair amount of documents.

The U.S. Government, meaning the Customs Service very much

wanted those documents to further its prosecution in Tampa. We

made those requests. We were aware, because of comments that

had been madeby British Customs agents to U.S. Customs' agents

that among other things there was information in those files about

Noriega. That obviously made it even more interesting and excit

ing

The documents were subject to a number of lawsuits in Great

Britain in an effort made by BCCI to prevent the documents from

being given to the United States . As the lawsuits progressed, the

final result was that the documents were turned over the United

States through the Customs Service.

However, some time before the documents were turned over, I

was prohibited by the Treasury Department from receiving any of

these documents. The documents were sealed up by my own Čus

toms' agents. I will admit that they did manageto pull one or two

or three documents which they gave to me as a sort of sentimental

favorite, which did describe in some minimal detail Noriega's, at

least, some accounts he had.

But the bulk of the documents, which were substantial , I mean ,

there were boxes and boxes and boxes, were loaded up, sealed with

some sort of duct tape, what have you , and were sent directly to

the Treasury Department; and I was, although I was not told per

sonally , the agents were told that I was notto have any informa

tion on the BCCI case and that was the period in which I was actu

ally cut out of the case and that was some time before I left the

Treasury Department.

Senator HELMS. The staff has just handed me a photostat of a

speech I made on the Senate floor on October 14 , 1988, in which I

discussed what you had been doing.

Mr. VON RAAB. I wonder if that speech did me any good or

whether it was bad for me.

Senator HELMS. It probably hurt you, which was not its intent.

All right. Now on this September 1986 CIA document, there was

a report this morning, I believe it was, that Treasury was on the

distribution list . Is that right ?

Mr. Von RAAB. There was a regular routine scheme in which

various intelligence documents were circulated among the so - called

intelligence community, which were certain departments and cer

tain agencies.

Without confusing the issue too much, the Customs Service was

not " in the intelligence community" because the Treasury Depart

ment was. And that meant that any highly classified documents

were given to the Treasury Department and it was its job to refer

them to the Customs Service if they felt it was of interest to the

Customs Service.
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Which meant we couldn't get documents on a routine matter

from the agency. We could ask for them, but they always went

through the Treasury Department. So it is likely that that docu

ment would have been given to the Treasury Department in a

normal course of business. Whether it actually was received by

Customs, I don't know the answer to that because some of the doc

uments that Treasury got, it didn't pass on to the Customs Service.

Senator HELMS. Willie Von Raab didn't get it from Treasury ?

Mr. VON RAAB. I didn't receive that document from the Treas

ury .

Senator HELMS. Willie Von Raab got it from the CIA .

Mr. VON RAAB. I got it directly from the CIA, that is right .

SenatorHELMs. That is the point. Somebody had been screening

what the Commissioner of Customs is going to see .

Mr. Von RAAB. Yes. Without implying anything sinister, there

was a screening process . They regarded it as administrative in

nature, but they could make a judgment as to what Customs would

see .

Senator HELMS. Let me ask you, I am not asking you to toot your

own horn , and I know the answer to this, wouldn't it be fair to say

that Customs and not the Department of Justice came up with the

idea ofOperation C -Chase ? Didn't that come from you?

Mr. Von RAAB. Well, you are forcing me to be somewhat parochi

al , but in any Federal prosecution there is an investigative agency

and the Justice Department prosecutes the case . The investigative
agency could be the FBI. It could be DEA. It could be Customs.

In the case of Operation C -Chase, the sole investigative agencies

were the Customs Service and the IRS. Any involvement of any

Justice investigative agencies was purely a matter of assistance,

maybe serving a warrant one day or what have you.

The operation was conducted under the supervision of an agent,

a woman by the name of Bonnie Tischler in Tampa and the in

volvement of the Justice Department in the BCCI investigation in

Tampa was solely as a prosecuting arm.

Now that is significant, but Customs and IRS were the support

ive investigative agencies. And so in law enforcement parlance,

this wouldhave been called a Customs case and if anyone had sug

gested that this was a Justice Department case, they would have

been punched out by the Customs agent that was working on it .

Senator HELMS. I just wanted to getthat on the record .

Mr. Von RAAB. So that is how it works.

Senator HELMs. Now while I went over to vote , I was filled in on

your discussion about the phony wedding sting operation .

Mr. Von RAAB. That is right .

Senator HELMS. Now didn't the Customs officers risk their lives

in doing this?

Mr. Von RAAB. There is no question but that the nature of the

drug traffickers involved, the level of money, influence, power that

all of the Customs agents who were undercover were risking their

lives, because the people they were playing with were mean, tough ,

and had killed people before and would they had found out what

was going on, they would have certainly thought about killing the

agents. There is no question they were risking their lives .
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Senator HELMs. They arrested the crooks at this so -called bache

lors party and it is nota fact that it was a Customs officer, not the

FBI, who arrested the BCCI money launders?

Mr. Von RAAB. All of the arrests that took place in the hotel

which was the putative site of the bachelor party were made by

Customs officers with some IRS officers as well.

Senator Helms. Right. But it was the Customs officers who seized

the BCCI documents, right?

Mr. Von RAAB. That is correct .

Senator HELMS . And when it was all over, did not Customs turn

the defendants and the seized materials over to the Justice Depart

ment in one little neat package for prosecution? Isn't that about

the size of it?

Mr. VON RAAB. In the simplest , but accurate terms, all of that

information would have been turned over by Customs to the Jus

tice Department by virtue of its working with the U.S. attorney's

office who would receive all of these documents.

Senator HELMs. Now Mr. Blum, you figured into this thing too,

and you interrupt and fill in anything that I am leaving out.

Now there were the bond hearingsforthese BCCI defendants in

the Tampa money-laundering case in 1988 , right?

Mr. BLUM . That is right .

Senator HELMs . And the assistant U.S. attorney stated that the

defendants had bragged in secretly taped conversations and you

know all about that, that they had the approval of BCCI's board of

directors to engage in money laundering of drug profits. Is that cor

rect?

Mr. Blum . Now those tape recordings , and this is something that

I would like to make very clear, there are two different sets of tape

recordings .

One is the set of tape recordings made by the Customs under

covers in the course of the investigation. Those tape recordings
ended at the time of the takedown . They were no longer meeting

with them and recording.

Those tape recordingsmake some of the most interesting reading

you will ever pick up, because what you get is the peoplethat this

committee serve subpoenas on talking to the Customs agents about

what they are going to do about our subpoena and what they are

being told by their lawyers.

And if you read that tape you will find that Amjad Awan says to

a Customs undercover that he is being advised by the BCCI law

yers, in this case , Robert Altman , that he is going to leave the

country for Paris, never to return so that he does not have to

answer the subpoena and talk to us.

Senator KERRY . Would my colleague yield for a moment?

Senator HELMS. Sure .

Senator KERRY. In the affidavit which will be made a part of the

record and I will label these, we will leave the record open for la

beling so they are in consecutive order. But the affidavit signed by

David Burris, who is the special agent with the IRS that you are

referring to , said in his affidavit said, quote: " Your affiant believes

the following statutes have been violated based on the information

in this affidavit: Title XXI , United States Code, Narcotics Conspira

cy ; Title XVIII, United States Code, General Conspiracy; Title
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XVIII, United States Code, Financial Transaction Money Launder

ing; Title XVIII, United States Code, Transportation Money Laun

dering; Title XXI, United States Code, Using a Communication Fa

cility in the Process of Committing Another Offense; Title XXI,

Travel Act; and Title XVIII, United States Code, Obstruction of the

Senate Investigation .”

And there were subsequent paragraphs referring specifically

thereto .

[The information referred to follows:)
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ETLAVIT

cá

Sept , 1988

: , David H. Burris , have been duly swom , states as follows:

Your affiant states that the facts stated in this apridavit are personally

known by your affiant or personally told to him by individuals identified

below .

I have been a Special Agent with the Criminal Investigation Division of the

Internal Revenue Service for 11 years . For the past 7 years I have been

assigned to investigate narcotics money laundering cases jointly with the

U. S. Customs Service .

I have been assigned to an investigation referred to as Operation coChase

since July 1986 . This investigation has involved the U. $ . Custons Service ,

the Internal Revenue Service Criminal Investigation Division , the Federal

Bureau of Investigation , the Drug Enforcement Adeinistration and authorities

in the United Kingdom and France . The investigation has utilized : U. S.

Custoas Service undercover operation to gather evidence against muterous

individuals and corporations . I have been assigned as the Internal Revenue

Service case agent since the case was initiated . In that capacity I have

pae personally Paniliar with the evidence described in this affidavit and
hove svenarized that evidence herein . Since this affidavit is made for the

linited purpose of obtaining a search warrant , I have not set forth each and

every fast learned during the course of this investigation .

Your alliant believes that the following statutes have been violated based
on the information in this affidaviti

a . Title 21 , United States Code , Section 846 ( Narcotics conspiracy )

. Title 18. United States Code , Section 371 ( General conspiracy )

c . Title 18 , United States Code , Section 1956 ( a ) ( 1 ) ( Financial transaction

noney laundering)

g . Title 18 , United States Code , Section 195610 ) ( 2 ) ( transportation money

laundering )

ei Title 21. United States Code , Section 843 ( 0 ) ( Using a communication

facility in the process of committing another offense )

f ) Title 21 , United States Code . Section 1952 ( Travel act )

3 Title 18 , United States Code , Section 190S ( Oostruction of a Senate

investigation )

ine following information relates to financialitraris actions conducted by a

maniking system , a financial service company and others , and undercover

contacts with orlicers of the banking system the financial service company

ind others Almost all conversations with the officers and others were tase

1
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a ) AWAN sayı BCCI will not backdato documents to allow Musolla toracoive the

$ 725,000 ( +59 ) frozen in his Panamanian account bocause they lear losing the

bank's charter in Panama 11 the backdating is discovered by a now govornmont .

b ) Musello told AWAN inal a lot of South American clients are flying money

out or ine U. S. to Colombia where tnoy are lator using the cash to pay people

in Bolivia and Poru who are actually involved in cooking their stull ' .

AWAN said that ICCI and five other banks are being scrutinized by a U. s .

Senato subcommittee Decause of maltors arising from the NOR I EGA indictmonis .

AWAN says that no personally will be looked at because he was the Manager of

the Panana branch when the American ( Steven KALISH ) says ho was doing businoss

with Morlaga and had doa linge with BCCI. AWAN said he doesn't recognizo

KALISH , but it is poubio no could have dono business with him . 8CCI found

out about this investigation because they have friends who are close to tho

Subcommittoo's activities .

d ) AWAN usid that BCCI has bought and controls First American Bank and

National Bank of Georgia through privato individuals . The banks more bought,

through individual news , rather than BCCI becaus . BCCI could not buy the banko

ind run the due to U. $ . law . Former Secretary of Defense , Clark CLIFFORD ,

To one of the persons who lo working on behalf of BCCI to gain control of

thos. U. $ . banki .

o ) wusolla tolls AWAN that one of mutollo's Colombian cllents , Jorg. OCHOA

sont MOR IEGA I coffin with a noto . Tho noto said that if the OCHOA ' , lost

any of their sonoy in Panama . MOR I EGA would do noading the carrin .

71 . on March 20 , 1998 , Musolla and Anlad AWAN nad a conversation in a limousino

10 Now York City . That conversation included the following :

a ) AWAH 1818 enat tho stock of BCCI is privately hold , primarily by groups

of individue is based in the Middle East . The biggest block or stock is owned

dy tno pokleteni group of which AVAN 15 member . About 20 % of BCCI's stock

is owned by i Saudl group .

D ) Tho prosident of BCCI ned i noart attack about a month ago . He had his

noart attack a few days ultor AWAN IDoko with him in Now York concerning , among

other things , BCCI's activities with General NORIEGA . AXAN wont to New York

after travelling to London to give the BCCI board a full report concerning

the bank's transactions with NORIEGA .

Last March , AWAN and roveril of his banking iasociztos spont govoral day :

In Las Vegas with General. NORIEGA .

72 . On March 30 , 1988 , Wu solla and Amjad AWAN mot In Room 1005 at the shorry

27
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directors concerning Saintsea Shipping Limited and Berens limites .

DI SILGRAMI advised Mugello to close the saintsed account at BCCI Faris becale

the fonana BCCI Saintsea account is in a risk position because checks on trai

account are given to musello's clients .

cl Musella explained that one of his clients generates 350 million per so

KILGRAMI askes Musella if it didn't bother him that he dealt with these

individuals because BILGRAMI knew them or Suspected them to have rather

difficult dispositions .

LE

a

154. On September 8 , 1988. Musella set with Akbar A. BILGRAMI at the Mia

BCCI office located at 1200 Brickell Avenve . BILGRAMI Purnished Musella

the original articles of incorporation and particulars of directors whic

Musella had provided to BILGRAMI the day before .

155. on Septeaber 9 , 1988. Musella net with Amjad AWAN at the Grand Bay Hotel

in Miami , Florida . They 1iscussed the following :

a ) AWAN said that BCCI had received three separate subpoenas from the U. S.

Senate Subconaittee . The bank received a subpoena for records of all

transactions conducted on behalf of Panamanian corporations . AHAN said that

he had been subpoenaed irdividually as hod Mr. SHAFI ( the General Manager of

the Latin American Division of BCCI ) . AHAN said he believed he had been

subpoenaes because of his former association with NORIEGA ,

DI AWAN said that the bank and its attorney , Clark CLIFFORD , advised that AHA
should be transferred to Paris to slow down the Senate investigation . AWAN

said that he could hurt the bank badly if he were to fully cooperate , but he
will not

c ) AWAN said that he will speak with a friend of his in Panana in an attest

to resove all but the most essential records of Musella's account activity

at the Panana branch of ECCI because of the Senate subpoenas .

136 . On Septenber 15. 1988. 563.010 in U. s . currency was picked up in Mp3
Florida Pron Juan TOEON ( Transaction 0102 , hereafter : # 102 ) , This currency

transported to Tampa , Florida by government agents and deposited to the ENE
account in St. Petersburg. Florida . A total of $ 63,480 was transferred into

Barkeville Limited account at BCCI Panana by check drawn on the FNE account .

September 16 , 1988 , Musella was given $ 1,000 in currency , 52.000 in traveler

checks , and was told that TOEON's funds had been converted to pesos or the

61ock markets in Colombia . These pesos were transferred to the account of

Jairo TOEON ( TOEON's brothers , account +350010542 at Banco Canadero Sucurso :

Poblado as followsi a check was issues against account 039-27588-9 of Judi '

53
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Senator HELMS. Mr. Blum, I want you to repeat carefully and

slowly what you said about Mr. Altman and the statement about

leaving the country for good.

Mr. BLUM. Well, this was what Mr. Awan told me about what he

was being advised by the BCCI attorneys

Senator KERRY. Would it be more helpful

Mr. BLUM. The transcript

Senator KERRY. The transcript speaks for itself and that has

been released to the public .

Mr. BLUM. But in addition

Senator HELMs. Excuse me, Mr. Chairman, but this is a lot better

than a transcript, to tell you the truth . It will get people thinking

about it. You go ahead.

Mr. Blum . Both the transcript and my conversations with Awan ,

he repeated the same thing, which was he was being advised to

leave the country, go to Paris, and stay out of reach so that we

would not be able to serve a correct subpoena on him and he would

not have to testify.

Senator HELMS. Advised by whom?

Mr. Blum. By his attorney and the people representing him at

that time, and they said they were representing him

Senator HELMS. Who was

Mr. Blum . Robert Altman and his partner, Mr. Kovins and of

course, the senior partner in the firm , Mr. Clifford.

Senator HELMs. Mr. Chairman, I am going to finish up. I need

another minute or two.

Now I want both of you to tell me why you think the Depart

ment of Justice accepted this minor plea bargain and did not

assign a task force to prosecute aggressively thehigher officials of
the BCCI?

Mr. Von RAAB. That is part of the larger question which this

committee is trying to drive at and why not much happened and

why didn't much happen for 3 years .

Senator HELMS. Thank you.

Mr. Von RAAB. So the first indication that not much was hap

pening was this bad plea bargain . I believe that it was a combina

tion of a general softening of resolve in the senior U.S. officials by

the incredible pounding theywere taking.

The result is that senior U.S. policy level officials were constant

ly under the impression that BCCI was probably not that bad be

cause all these good guys that they play golf with all the time were

representing them.

Second, the Justice Department was very, very concerned about

its Noriega prosecution . They wanted the best evidence they could

possibly get to prosecute Noriega. It was believed that BCCI was a

repository for great evidence against Noriega and if you look at the

plea bargain youwill see that one of the parts of it was a coopera

tion by BCCIwith respect to providing cooperation to get evidence

that may have been in BCCI against Noriega.

I believe that the Justice Department was blinded by that possi

bility and they saw the case much too much as a place to collect

evidence in another case and this was compounded by just a lacka

daisical and sort of worked over, tired Treasury Department and

Justice Department that resulted from the constant pounding it
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was receiving from the influence peddlers who either had been flat

tered, bought, or were just plain on contract by BCCI.

Senator HELMs. I noticed you were nodding your head.

Mr. Blum . I should say that the way I described

Senator KERRY. May I just say, before you answer the question ,

let me just ask you this , has Noriega been indicted for money laun

dering?

Mr. Blum . As far as I know that is not one of the counts.

Mr. Von RAAB. They didn't get much out of this agreement with

respect to BCCI, and so that was a

Senator HELMS. I do not know why I am laughing , it is a tragedy.

Mr. Blum . The description I would give of what happened was

high price anesthesia . What happened was, everybody was hired

and we know understand the bill for the legal defense of the

Tampa case, which included a guilty plea by the bank to all but

one count and convictions for all of the individual defendants to

talled $35 million .

Senator KERRY. Mr. Blum, with respect to those five defendants,

is it your understanding - do you know , not your understanding,

but do you know whether or not their legal bills were paid for by

the bank?

Mr. Blum. All of the individual defendants' legal bills were paid

for by the bank .

Senator KERRY. So the corporate entity got away and the five in

dividuals had $35 million worth of legal bills paid for by the bank.

Mr. BLUM. Absolutely.

Senator KERRY. Were there some condos involved or something ?

Mr. BLUM . Well, now what happened was the individual defend

ants never spent much time in jail prior to their conviction. The

bank arranged to have them live in a condominium in Tampa

which were procured by the bank and they were under guard by

local police in Tampa who were off-duty policemen.

And that kept them out of the prison culture where they would

have quickly come to understand that the only real out for a guy in

the position they were in is a plea bargain, and as a result , it is my

understanding, and I have heard this from a number of people con

nected with the case, although I cannot say it is firsthand knowl

edge, that there was never a serious effort to plea bargain the indi
vidual defendants.

I do not personally buy the Noriega case theory. The Noriega

case theory to me is one that does not hold up, because after all

you had the bank. You had the records, but moreover, we, this

committee, told all the people involved about General Noriega and

who his banker was in March 1988, and no one followed up on that

information .

I find it very hard to figure out why they are disinterested in

1988, in the spring , but so interested in January 1990 that they

give everything else away with respect to the bank.

Senator KERRY. Senator Pell . Let me say first, there is a vote on .

I understand we have back -to -back votes . We have another witness

from the Federal Reserve and I have the Banking Committee

markup. So we are running into problems. But , Senator Pell .
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The CHAIRMAN . Thank you very much, Mr. Chairman. I appreci

ate tremendously the kind remarks you made during your opening

statement.

And as you said, I was reluctant at first to authorize the investi

gation that you requested early in 1987. I was uncomfortable at

that time with the idea of departing from the committee's tradi

tional role of overseeing foreign policy, getting into investigations

of criminal activities which were properly under the purview of

other committees.

I was persuaded though that the foreign policy implications were

so compelling that we approved the investigation , and provided

substantial staff and resources.

I congratulate you for your hard work in unearthing activities

that are troubling to all of us, and hopefully this hearing and ones

to follow will help to achieve that goal and I look forward to being

of any help that I can as you move into this cesspool and trying to

clean it up

Senator KERRY. Mr. Chairman , I really appreciate that. I want to

thank you and Gerry Christianson. I know you have taken some

flack on occasion for some of the salesmanship that Jack Blum re

ferred to in the city , and I appreciate the fact that you have al

lowed this committee to do this. Senator Jeffords.

Senator JEFFORDS. Thank you.

Mr. Von Raab , I am sorry. I missed your testimony. I just

dropped in on this committee, and so I am trying to get into the

middle of things.

There is one comment that you made with respect to the plea,

that the USDA down there had its hands tied by the agreement

and the power brokers in Washington, DC.

I wonder if you would amplify what you meant by that.

Mr. Von RAAB. Well, as part of the agreement they basically

agreed not to prosecute the bank or the individuals for anything

that was — I am not sure what the exact words were, but anything

which the U.S. attorney there already knew about.

And that was a lot. I mean, most of the documents were there .

And it is not an unusual agreement, where you really have fin

ished off an investigation and you are trying to tie up loose ends

and you are getting some meaningful cooperation.

But it wasunbelievable, considering all of the loose ends and pos

sible directions in which this could go to agree to exempt from the

prospective scope of any investigation or prosecution all of the in

formation that was available or was known to the U.S. attorney

there.

It is once again a tribute to the influence team that was march

ing up and down the Eastern seaboard helping BCCI keep its neck

off the block .

Senator JEFFORDS. Were they just pushing their influence ped

dling inWashingtonor did they also

Mr. Von RAAB. No, there was a team in Tampa as well . They

were Washington lawyers, but they were operating there .

Senator JEFFORDS. Do you remember any of the lawyers names

that were there?
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Mr. Von RAAB. I cannot give you, maybe Mr. Blum knows who

were actually down negotiating the plea agreement. But it is all

the same crowd .

Mr. BLUM . I think to give you the flavor of how much was given

away in that agreement

Senator KERRY. Let me ask you a question, were any former Jus

tice prosecutors involved in that lawyering team ?

Mr. BLUM . I believe there were a number of them . One of them

was Larry Barcella for the bank; John Hume for Amjad Awan, but

I really don't know the full range of people who were involved .

Mr. Von RAAB. If you were to get BCCI's roladex for its influence

peddlers, you would have the blue chip list of Washington influ

ence peddlers .

Senator Kerry. Let me ask you something, sort of getting at

that , and I apologize to my colleague.

Senator JEFFORDS. That is all right, follow it up.

Senator KERRY. I hate to say this, but what is unusual about

that ? I mean, doesn't every big corporation come to Washington

and hire the biggest and best and hire people who can get them

what they need?

Mr. Von RAAB. I don't know what is unusual about it. I was in

my office when a friend of mine from Hill & Knowlton came to me

and he said , Willie , he said , BCCI wants to hire Hill & Knowlton

and they want me to work on it.

And he said , what should I do? And I said , don't work on it, it is

a sleazy operation . Well , the result was, Bob Gray and Frank Man

kiewicz worked on it . My friend left Hill & Knowlton .

So, it should not happen, and I think that the nature

Senator KERRY . Let me ask you a further question. I agree with

what you said , but , and here is the but , what if others didn't ask

you that question or had not sort of asked that and therefore didn't

know and along comes a big bank, but they aren't privy to the in

vestigations . They aren't privy to the insider reports. They aren't

privy to anything you knew and hadn't had the good fortune to ask

you .

So along comes a client and they ask, gee, this is a big client. It

is a big bank. It is all over the world. Why shouldn't we represent

it? I am just trying to flesh this out a little bit .

Mr. Von RAAB . It happens all the time. It should not happen,

and maybe the BCCI case will be the example that will cause some

one to change this influence peddling culture , to try to ask some

reasonable questions of the integrity of the people that they are

going to be representing.

I have no problem with someone representing a company ona

policy issue, but this is a criminal matter involving really , really

bad conduct .

Senator KERRY . What you are really suggesting is a kind of due

diligence standard that needs to be exercised , is that correct?

Mr. Von Raal. I think so , yes.

Senator KERRY. I amsorry . I thank my colleague.

Senator JEFFORDS . Who was running the showdown in Florida

from Justice?

Mr. Von Raab. The U.S. attorney is a fellow , was a fellow by the

name of Bob Genzman , who was new on the scene . He had just
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come out of Washington and so he was the titular sort of head of

the operation .

Senator JEFFORDS. He wasn't the district attorney.

Mr. VON RAAB. He was the U.S. attorney for the middle district.

He was the Federal prosecuting, senior prosecuting attorney for

the middle district of Florida. He reported directly, in effect, to the

Attorney General through the normal staff procedure.

But as a practical matter, the Customs Service was running the

investigation up until the point that the arrest took place andthen

the U.S. attorneys office more or less took over the lead.
Senator JEFFORDS. Mr. Blum .

Mr. BLUM . Senator, the failure is not limited to the U.S. attor

ney's office in the middle district.

Senator KERRY. Mr. Blum, let me just interrupt you for a second

to say that I am going to go vote. Senator Cranston apparently is

going to stay through that and he has some questions and then I

will return . Excuse me. I will ask them to hold the vote for you,

Senator.

Mr. BLUM. To finish, there are failings as well in the southern

district of Florida . The southern district has been aware for at least

14 months, possibly longer, that CenTrust, the very large S&L, $2

billion down the hole, the president with a yacht as large as a de

stroyer, an office worthy of the Emir of Kuwait, this was a subsidi

ary of BCCI, illegally.

That case has been in the hands of the U.S. attorney for the

southern district of Florida , there is yet to be an indictment .

Senator CRANSTON (presiding). Which case is that? Would you

repeat that?

Mr. Blum . That is the case involving CenTrust and the illegal

ownership of CenTrust, of which David Paul was president by

BCCI. They have known all about this. We are now well over a

year and some into it . The Fed was able to put it together. I cer

tainly heard about it and figured it out.

Everyone else who has looked at the records of a perfectly public,

private lawsuit has been able to figure out. Where are the prosecu

tors ? I can't understand it. Are there more important cases in the

southern district than a $2 billion S&L fraud tied to this criminal

mess? What he is doing?

When in the southern district, again , this smuggling case involv

ing Bilbeisi was put directly to the U.S. attorney in 1989. Nothing

was done. And the only way something happened was when IRS on

its own pressed the matter and the public record shows that .

Someone should be asking the IRS what they went through to

get that case on the table. I would call the IRS agent and say, what

were we upagainst ?

Senator JEFFORDS. Your testimony is terribly disturbing from

both of you and I have got to run over and vote . I think I am a

cosponsor of this amendment, Mr. Chairman. So maybe you can

pursue this line . I will be right back.

Senator CRANSTON . Mr. Blum, I want to say first that I admire

your courage in taking the risk that you took, knowing that the

sort of people you were investigating wouldn't like what you were

up to .
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Was there any time when you felt that you were under surveil

lance or that others working with you were under some sort of sur
veillance?

Mr. Blum . Well , the most recent period has been the most inter

esting. I have a telephone which is one of the more interesting set

of electronic noises you can find anywhere, and that started rough

ly when the publicity on this round about BCCI started.

But I don't think that I have been directly under surveillance

and I don't want to overstate any of that issue . I have, however,

heard of an instance where there may have been an effort to get

the book on me, that a private detective may have been hiredby

BCCI to investigate my personal life, to see if there was anything

they could find on me to discredit me. And I have made that infor

mation available appropriately.

And I would be happy to share that again with the committee in

executive session .

Senator CRANSTON . What is your view or your theory about why

so little was done by those who might have done more to investi

gate and prosecute?

Mr. Blum. This scandal is an embarrassment to everybody who

has anything to do with it. It is like the cesspool overflowing on the

front lawn. There is culpability all around. There is culpability by

foreign governments , within our own Government.

People know that they dealt with some of the same influence

peddlers and fixers. There is a trail here in which almost everyone

who touches it, says, my God, this is going to wind up sticking to

me . And I think there is a kind of overall sort of distaste for get

ting into it because they know where all of these different pieces

lead .

Now you could talk about some of the pieces: Iran Contra. These

people were the original bankers who helped establish the bank ac

counts for the enterprise. They worked in providing arms in Cen

tral America. They were Noriega's banker . This reopens a raft of
Iran Contra related questions .

There is the bribery in Guatemala. The generals in Guatemala

and the issue of what happened there. Why was a retired senior

U.S. military officer working with this crook to sell weapons in

Guatemala?

When I look at the range of people and issues and countries in

volved, I am not at all surprised at the reluctance . Everyone

wanted it to go away. The Bank of England desperately looking at

the biggest scandal in history . How do you explain yourself as a

regulator when you have a bank that for 15 years has cooked the
books, totally cooked the books?

To give you the flavor of that , one of the most difficult problems

I face and everybody else who has looked at paper in thiscase has

faced , is the paper doesn't mean anything. That is say normally

you try to follow a paper trail . You match a document with an
other document.

You try to figure out the corporate structure . You figure out who

was an officer . What these people did was steal the money and

invent the paper . What you would do would be anytime there was

a hole in the balance sheet , you would invent a depositor, invent a

borrower, put the paper in place and hope like hell that nobody
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would ask questions as to who they were or where they were or

what they borrowed.

And I think that that, the enormity of it is so embarrassing, it's

not at all surprising that there have been multiple proposals for

packaging all of the bad loans and letting them rule of Abu Dhabi

bail them out, anything, get it off my front lawn.

Senator CRANSTON. What is youropinion of the handling of the

case bythe U.S. attorney in Miami, Mr. Genzman?

Mr. BLUM. I've told him to his face, I think it is worse than abys

mal.

Senator CRANSTON . Do you have a view, an answer to that same

question about Mr. Genzman?

Mr. VON RAAB. Well, Genzman had a problem . He was new. He

was scared. He was inexperienced. He had a red hot case on his

hands. He really was nervous about taking any decisions himself,

and he was referring all kinds of decisions to the Justice Depart

ment.

So I just think that his failed performance was a function of basi

cally a lack of backbone and experience . So apart from that , I

think he did a good job.

Senator CRANSTON. Mr. Blum, do you have a further comment?

Mr. BLUM. I have a further comment here . I have some docu

ments which I would like to have made part of the record , a deposi

tion of Adolfo Calero in the lawsuit in Miami which involves this

arms dealer, Munther Bilbeise in which the bank is a defendant.

And that lawsuit rather outlines some of the connections in Cen

tral America with the bank, and I would ask that this be made

part of the record .

Senator CRANSTON. That will be made a part of the record.

Mr. BLUM. Also, the general who was down there helping sell the

arms, Gen. James Vought, was deposed in the same case, and I

would like to have that deposition made part of the record .

Senator CRANSTON . That will go in therecord .

Mr. Blum. Finally, the letter that was sent by the attorney for

Lloyds in this case with a copy to Richard Thornburgh , that went

to Dexter Lehtinen and that lays out what ought to be done and

the problems here, and the investigation that should have been un

dertaken by Dexter Lehtinen .

Now the important issue is this , and I tell you it's an important

issue for everybody who looks at this case : The records have to be

preserved. There are records everywhere. There are records in

London. There are records in Miami. There are records at the Fed .

There are records, I am sure, in the Middle East and in Pakistan .

People are trying to destroy, hide , and lose those records as we

speak; 3 weeks ago there was a large fire in a warehouse in

London. My understanding is several firemen were injured fighting

it. That was BCCI records.

There are a lot of people who will be embarrassed by those

records. I think every effort should be made, both by this commit

tee and by the courtsto protect the records that exist from destruc

tion and make sure that the various agencies and committees that

investigate don't come and find empty boxes.

I would remind everyone in this room that this committee has

already seen what can happen within our own Government. We
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were in Miami in the spring of 1988. We were approached by a

DEA informant, in fact, Deborah DeMoss of the minority staff was

the one who he approached.

And he had a box of BCCI documents he was trying to remove

from Panama. He brought them to the American Embassy in

Panama City . He sealed them . He came up here independently. He

said if he was caught smuggling them out,they wouldkill him .

He got to Miami and the DĒA headquarters. The box had been

opened. The documents were missing. We raised it in the hearing.

DEA said we have an internal affairs investigation . To my knowl

edge, the documents were neverfound, no onewas ever prosecuted.

Senator CRANSTON. Can I add on the matter of the documents,

the records this committee has subpoenaed, a subpoena is supposed

to mean you get what you request, and that we have received as a

result of those subpoenas are uniquely fragmentary and very in

complete. That's the sort of response we get from this sort of a
bank.

Mr. BLUM. Well , you have to understand that they begin with

the proposition of being complete criminals, so the notionof well,

we will face contempt. What is contempt when you are up for

murder, delivery of weapons, and heroin dealing?

And it really is trivial . That is the least of the crimes you have

to worry about, so why bother sweating a mere contempt citation

from Congress.

Senator CRANSTON . One more question about U.S. Attorney

Genzman, who in Justice would have been supervising his work in

this matter?

Mr. BLUM . U.S. attorneys report to the Attorney General.

Senator CRANSTON . What did you mean when you said a bit ago

regarding CenTrust ? You said the Fed was able to put it together.

Mr. BLUM . Well, the Fed , in its most recent release, haslinked

the two banks and has made it clear, based on the records in its

possession that CenTrust was effectively floated past an audit in

Atlanta by the Home Loan Bank Board with money from BCCI and

inconnivance with key BCCI people.

The Fed has that out as a public document. It has been known

for months and months and months and the U.S. attorney is no

where.

Senator CRANSTON. In your opinion , did the Fed have a similar

opportunity to be aware of what was transpiring in connection

with the acquisition of First American and Independence Bank in

California.

Mr. Blum. I really am not familiar enough with the situation at

the Federal Reserve to tell you what they knew or what they

should have known, and what in fact they should have done about

it .

I can say this , I have heard that the Fed has its share of extraor

dinarily interesting documents, and you might want to ask them

about an audit they did of First American Bank which I have

heard includes information about payoffs in Washington and the

lists that they appear to have seen of people who were paid off by

the bank and where those lists are and who they have given them

to .
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Senator CRANSTON. We will most certainly follow that lead . As

you know , when pressure began to be put on Panama's General

Noriega for his participation in illicit narcotic operations, many of

these enterprises moved south and particularly to southern South
America .

What can you tell us about this and do you make a connection

between this activity and the decision of BCCI and people like Mr.

Pharaon to invest in countries like Argentina, Chile, and Uruguay.

Mr. BLUM . I think the Argentine connection , in particular, needs

careful examination. Mr. Pharaon moved south as the money op

portunities moved south. He has engaged in debt equity swap. He

has been involved in a wide range of dealings , financed by BCCI in

Argentina and I would argue that that merits careful investigation .

Idon't have personal knowledge of it, but I can tell you from the

patterns I have seen emerge, that an investigation would be fruit

ful.

Senator CRANSTON . There was talk a few years ago, back in Ar

gentina, of setting up an offshore banking zone. Do you believe that

proposal had anything to do with Mr. Pharaon's presence in Argen
tina?

Mr. BLUM . The first I heard the idea , believe it or not , of an off

shore banking zone was when Robert Vesco tried to persuade

Mu'ammar Qadhafi to open one up. The idea of a place where

there was no bank regulation at all has appealed to international

crooks and con men for a long time .

I have talked to people from Argentina who maintain that that

was a particular project of Mr. Feron's. That he wanted an interna

tional bank zone between Paraguay and Argentina and that he

would have an opportunity to move in there .

I really don't know more about it than the comments I have

heard .

Senator CRANSTON. There have been allegations that Argentina,

during its military rule , and Libya under Qadhafi, and Pakistan

used BCCI in their efforts to construct a nuclear device . Do you

have any information on that?

Mr. Blum. I don't, but again , the people involved in BCCI who I

have talked to , have suggested that that was probably the case.

They don't have firsthand knowledge. What has to happen is this

has to be probed through. We have to get those bank people. They

have to be put under oath and they have to be given the opportuni

ty to tell the story.

I think we are going to find out an awful lot . Look, I was told in

one meeting about BCCI helping finance and ship scud missiles

from North Korea to Syria ; assist in the movementof Chinese silk

worm missiles from China to the Middle East; handle the financing

and the payoffs involved in the purchase of Chinese armaments in
many parts of the world.

I found it extraordinary that the Government of China, and ap

parently it had to have been the Government of China, intervened

to block the closing the Hong Kong branch of BCCI.

Mind you , the Bank of England close it one day and BCCI Hong

Kong waited another several days . And I can't help but wonder if

that was not to give certain people the chance to get their money

out of the bank.

4
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Senator CRANSTON . I mentioned a bank in California that was in

volved with BCCI and just for the record , I would like to note that

California and Florida and the District of Columbia , are not the

only States that have banks of a BCCI connection . Other States

where we have discovered that sort of a connection include Tennes

see, Maryland , Virginia, New York , and Georgia .

This case seems to have far-reaching foreign policy and defense

implications , as well as financial and drug and criminal aspects.

Have you seen any evidence that pressure has been brought to

bear by the State Department in connection with any of these ac
tivities?

Mr. BLUM. Yes, Senator, I know of one instance in which an

agent tried to get permission to travel to a foreign country to inter

view people about Mr.Feron , and the State Department refused

him permission to go . The State Department gets a final signoff on

thetravel of law enforcement people to foreign countries.

There is a second thing which I found utterly astonishing, seren

dipitously, when I left the committee in March 1989 , I was invited

by the U.S. Information Agency to travel to Thailand and Pakistan

to talk about narcotics law enforcement issues .

When I got to Pakistan I found the Ambassador was rather upset

with the idea of my coming because he figured out that I was asso

ciated with the BCCI matter. My visit then planned to Islamabad

was quickly canceled and I was advised not to talk about BCCI

while in country.

Senator CRANSTON. Advised by whom?

Mr. BLUM . By the USIA people, and I believe there were a series

of unclassified cables that lay that out, but more astonishingly , I

talked in country to State Department people who said , oh , yes , we

know all about the linkages between the government and the bank

and all kinds of things , and it was clear that the State Department

in Pakistan was way ahead of the Justice Department in Tampa.

I would guess that there is a need for closer coordination be

tween the two.

Senator CRANSTON . There seems to be a need for a lot more co

ordination on a lot of fronts.

Do you recall at any time during the summer of 1988 receiving a

phone call from the Ambassador of Nigeria?

Mr. BLUM . I did .

Senator CRANSTON. Could you describe that conversation ?

Mr. BLUM . He said my President had asked me to call , what can

you tell me about BCCI? It is rather astonishing when you are a

member of the Senate staff and an Ambassador of a country calls

you by name and says , the President of his country called him to

call you .

I have never met the President of Nigeria.

Senator CRANSTON. Did you, during the same time, receive a

phone call from President Seaga of Jamaica?

Mr. Blum. We had a hearing, and that was another time in

which BCCIwas mentioned, in which one of our witnesses testified

that there had been a lot of money laundering through Grand

Cayman . His name was Lee Ritch, and one of the things he said

was that high officials in Jamaica, particularly Prime Minister
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Seaga, then Prime Minister Seaga, had done it through Grand

Cayman.

I received an astonishing telephone call from the Prime Minister

himself lambastingme for allowing this guy to make a remark he
made absolutely off the cuff. I think it was to an open -ended ques

tion from Senator Kerry.

I think now we discover that Jamaica had central bank deposits

at BCCI. The Jamaica state oil company, JamOil banked with BCCI

and a series of people closely connected with Jamaica have been

BCCI's good customers in Boca Raton .

I think that bears further investigation and discussion .

Senator CRANSTON . Apparently, the Government of Jamaica had

connections with BCCI too, is that correct?

Mr. Blum . That would be the central bank deposits, yes .

Senator CRANSTON . You mentioned that a faction of the Afghani

stan guerrillas, the Majahadeen were involved in heroin traffick

ing. Could you tell us which of the factions were?

Mr. BLUM. Again , this is from people who are involved in it, but

I don't have firsthand knowledge. It is the faction controlled by

Hecmonti Ar, which is the faction we have supported . There has

been some reporting on that. I think there should be a lot more.

Senator CRANSTON . Can you tell us anything you know about

BCCI's relationship, if there is one, to narcotics trafficking next

door to Afghanistan - in Pakistan and in China?

Mr. BLUM. It is very hard to say except that the people I talked

to at the bank, again , one who was a participate in the black unit ,

said the branch networks in China were established to service the

needs of people who were smuggling heroin out of southern China.

BCCI was one of the very few private banks operating in southern

China.

As far as the relationships in Pakistan, people have said that

that is the core of the matter, and that we should be looking, at an

investigative matter, about the links between the bank, the Paki

stani Government and the Pakistani military, and particularly the

links with the money we have expended in support of the war in

Afghanistan , through that military.

Senator CRANSTON . Do you have any indications that the late

military strongman , dictator Zia, tolerated or benefited in any way
from these activities ?

Mr. Blum. I have been told that Zia and Mr. Abedi were very

close friends, to the point where when he had a severe coronary, it

is said that Zia left a State dinner to be at his bedside . Beyond that

I can't offer you anything.

Senator CRANSTON. Given the revelations that were made yester

day by Senator Kerry concerning CIA knowledge of BCCI activities,

and looking in retrospect, what do you think was the relationship

between BCCI and U.S. Government agencies, including the CIA

and any others ?

Mr. Blum. Senator, I am very terribly reluctant to speculate

about who and which and how. I know that there are many people,

particularly at the CIA, who thought very badly of this organiza

tion .

Whether there were other intelligence people who were involved

in it is very hard to sort out, however, we can say that there are
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links back to what appear to have been the old network that was

being run out of the NSC, and whether that continued , whether

there is information in this bank that that network continued , I

can't answer. But I think that is a matter for serious inquiry.

Senator CRANSTON . Thank you very much for your responses.

Mr. Blum. I should add one thing on the nuclear weapons issue

you asked meabout. The man involved with the bank that is now

being sued in Miami, Bilbeisi, was in fact involved in an attempt to

sell enriched uranium to SouthAfrica, from South Africa, and that
was supposed to go into a Middle East country, and there are docu
ments to that effect in the case in Florida.

Now whether the bank was involved in it, I can't say, but Bilbei

si's brother was the branch manager in Jordan and Bilbeisi was

the reason for their operation in Boca Raton, and he was at the

center of whole range of business that the bank was involved in .

Senator CRANSTON . Was that supposedly going to a Middle East
country, en route to South Africa ?

Mr. Blum. No, it was from South Africa to a Middle East coun

try.

Senator CRA STON. Did the Hong Kong and Shanghai Bank have

a relationship with BCCI, as far as you know ?

Mr. BLUM . I really can't speak to that. I haven't seen the docu

ments .

Senator CRANSTON . I want to get back to you with one question a

bit later , after 1-a joint question for you and Mr. Von Raab, and

Mr. Von Raab, I want to compliment you too on your perseverance

andyour diligence and the fine record you have of trying to get to
the bottom of things, and working so hard on fronts like this.

There have been allegations that Argentina, during its military

rule , and Libyaunder Qadhafi, and Pakistan — this is a question I

put also to Mr. Blum-used BCCI in their efforts to construct a nu
clear device .

Obviously, given the fact that the administration is now unable

to certify that Pakistan does not have a nuclear device, this charge

is very, very grave.Doyou have any information on this?

Mr. VON RAAB. No, Idon't have any information on it .

Senator CRANSTON. In 1983 a Dutch court convicted Dr. Abdul

Quadir Khan, the chief of Pakistan's nuclear program, on charges

of stealing blueprints for a uranium enrichment factory.

A similar plant was then built in Kahuta in Pakistan . According

to the British newspaper, the Guardian, Khan'slawyer, a former

Pakistani justice minister, was paid by the bank. Do you know any.

thing about that case?

Mr. VON RAAB. No, I don't .

Mr. BLUM . I don't either.

Senator CRANSTON. If you do at any point , please say so . In 1984 ,

Nazir Vaid, and two other Pakistanis were indicted in Houston

with attempting to buy and ship to Pakistan high speed switches,

instruments that could be used to trigger nuclear weapons.

According to the Guardian, the trio offered to pay in BCCI sup

plied gold . Do you know anything about that?

Mr. Von RAAB . That would have been a Customs case. I don't

recall from the time when I was there and the case was being con

ducted, that BCCI came up in that, but in fairness, BCCI was not
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quite the household word that it is today and therefore, it may or

may not have .

And I think the best way to look at that would be to ask the

present Customs administration to review that file and see whether

it came up. I am sure if it did it is still in the file .

Senator CRANSTON. I would like to ask about just two more cases.

In 1987, two Americans, Rona and Arnold Mandelwere, together

with a Hong Kong businessman named Leung Yiu Hung, indicated

by the U.S.attorney in Sacramento, CA, on charges of illegally ex

porting to Pakistan nearly $ 1 billion worth of oscilloscopes and

computer equipment for Pakistan's nuclear program .

It's reported that 15 shipments weremade between July 1982

and August 1983 through Mr. Leung's Fortune company in Hong

Kong to a Pakistani company calledAftab Bros. Do you have any

evidence of BCCI's involvement in that transaction?

Mr. VON RAAB. I don't have any evidence of their involvement or

lack of involvement. I just don't know the answer to that .

Senator CRANSTON . I am told there are court records to that

effect.

Finally, a Pakistani born Canadian , Arshad Pervez, was indicat

ed in Philadelphia of conspiring to export to Pakistan restricted

specialty steel and metal which can enhance a nuclear explosion .

According to court documents, BCCI was involved in financing that

particular deal . Is that case familiar to you?

Mr. Von RAAB. The case is , but BCCI's connection , I am not

aware of it, but it is quite possible . As Mr. Blum indicated , that

was one of the lines of business that they had was basically helping

to finance and make easier deals like that .

Mr. Blum . Senator, the problem that weare all having in deal

ing with this bank is that, go back to the first proposition : It had

3,000 criminal customers and every one of those 3,000 criminal cus

tomers is a page 1 story .

So if you pick up any one of those accounts you could find financ

ing from nuclear weapons, gun running, narcotics dealing , and you
will find all manner and means of crime around the world in the

records of this bank.

And what we have to do is kind of find some structural frame

work in which to look at the various issues raised by the bank, and

I think one thing that we have to be absolutely certain of is that

the records of these 1,000 criminal clients are maintained and that

is the thing that I think is the most important of all .

Senator CRANSTON. One final question. You said earlier, Mr.

Blum , that the bank was a factory for falsified letters of credit . I

thought that Mr. Von Raab might have information on the ship

ments to Pakistan because of the issue of false Customs declara

tions and the question I would really like to put to both of you is

whether you know of transactions of this sort of nuclear devices or

otherwise that were financed with false letters of credit from

BCCI?

Mr. Blum . I don't . I just can say to you that the letter of credit

business they maintained was like none other in the banking

world.

Senator CRANSTON. Do you have any information ?

Mr. VON RAAB. No.

45-702 - 92 - 3
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Senator CRANSTON . It seems to me that it is a logical speculation

that that was the case .

Mr. Chairman, that completes what I wanted to do at this point.

Senator KERRY (presiding). Thank you very much, Senator, and

thank you for carrying on during the break . I appreciate it very

much .

Senator Jeffords.

Senator JEFFORDS. I will pass.

Senator KERRY. Senator Simon .

Senator Simon . Mr. Von Raab, you mentioned that you were

squeezed out of the information circle in the Florida situation by

the Treasury Department.

Mr. VON RAAB. Right .

Senator Simon . Why were you squeezed out?

Mr. Von RAAB. That's a tough question . They felt that I was

overzealous in my drug enforcement efforts and they were uncom

fortable with the degree to which I worked with Congress and the

press in trying to push some of the cases .

And so in this case, they felt once again that I was pushing the

case too hard publicly. I am not suggesting that they were opposed

to my pushing the case with agents, but they felt that I was being

too cooperative with the news, too cooperative with Congress.

don't agree with them .

I felt and still feel that one way to get good response on a law

enforcement case is to be as cooperative as you can with Congress

and with the press, because that in turn brings more pressure on

that, gets youmore agents , makes people more nervous .

And it was basically a fundamental disagreement between Treas

ury and me as to how the Customs Service should be run . They

wanted it run quietly , on a much more low-keyed basis and I felt

that drug enforcement had to be run at the highest energy level .

We split there, and one of the areas in which we had a disagree

ment was on the BCCI case .

Senator SIMON . Mr. Blum , would you agree with that assess

ment?

Mr. BLUM . I really don't know what happened. I know that the

public zeal for drug law enforcement tapered off considerably as we

moved into the new administration , and the issue began to get a

much lower profile attention .

I think what happened may have been associated with it , but I

really don't know what happened inside the Treasury Department.

I have heard that the battalion of lawyers involved went to great

lengths to isolate people who were very hot on this case . I simply

don't know whether they got to anybody at Treasury .

Senator Simon . Mr. Von Raab , do you know who at Treasury

made the decision to keep you out of the information circle?

Mr. Von Raab. No, but it would have I mean, I reported to the

Secretary of the Treasury, so it certainly wasn't some GS- 9. It was

certainly, at least him or his deputy .

Senator Simon . It had to be at the very highest level?

Mr. VON RAAB . Yes .

Senator SIMON . And who was Secretary of Treasury at the time?

Mr. Von RAAB. Brady.
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Senator SIMON. Mr. Blum, and I regret, I was over voting when

the two African questions came up, one while I was here, South

Africa. Was this a South African bank that was involved or one of

the branches of BCCI

Mr. BLUM. What happened was an arms dealer who was connect

ed with the bank, whose brother was a branch bankmanager , who

was a major bank customer, was involved in an effort to sell the

enriched uranium from South Africa to the Middle East , and that

is in documents which are in the court in Miami.

Senator SIMON. And was there any South African governmental
involvement?

Mr. BLUM. I really can't speak to that . I can only speak to the

telexes that this arms dealer had. So what you have to do is look at

that and then go back and see whether it married any kind of re

ality on the other side .

There is one cautionary note I should put forward here. What we

have discovered in looking at documents is, sometimes these docu

ments don't mean anything . So for example, inside the bank you

will find documents saying so and so borrowed $400 million .

Well, they didn't . The loan documents in the files were created

for the express purpose of creating assets on the books where there

were none, andit's that kind of thing that is very, very troubling.

Senator SIMON. I think you are getting a little additional infor

mation there. (Pause.

Mr. Blum . Yes, one other thing I am reminded of by a friend and

colleague is that Bilbeisi sold weapons from Jordan to South Africa

and he has long record as an arms dealer and he was a close col

league of the bank's.

Senator Simon. And this would have been approximately at what

time period ?

Mr. BLUM . In the 1970's, 1975, mid- 1970's .

Senator SIMON. So it was well before the de Klerk regime?

Mr. Blum . Right.

Senator SIMON. And my colleague , while I was over voting asked

about Nigeria . I chair the African subcommittee, and if you don't

mind

Mr. BLUM . Well, BCCI is the largest private bank in Nigeria.

BCCI has more branches than any other bank in Nigeria and BCCI

lent the Nigerian Government $1 billion to get around require

ments put on it by the IMF.

There are extraordinarily close relationships at all levels of the

Nigerian Government with BCCI. And what I had pointed out was

that I had been called when this investigation was going on by the

Nigerian Ambassador who had been asked to call by the President

to say, what's happening here? What are you guys doing with re
spect to BCCI?

I don't know that that is probative of what his interest was, but

the bank had an enormous set ofconnections in that country.

Senator Simon. One of the things , Mr. Chairman , that is in

volved here, there are those in developing nations who said , our

only resource in terms of getting funds for our needs has been
BCCI.

Mr. Blum. Those countries who put their money with BCCI and

their trust with BCCI, I think have been looted and now that the
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bank is closing, they will see that this was not an assist to the

Third World, but rather a looting of the Third World by some very

rich people who made themselves all the richer , and in the process

of doing that looting, also brought all manner of crime and corrup

tion to their countries.

And I don't think this was any benefit to the Third World at all .

SenatorSimon . No question about it, but what it means is that

by our failure to be diligent and do what we should, we have im

posed an additional penalty on the poorest of the poor in the world.

Mr. Blum . Absolutely, and I will point out one other thing, take

a country like Argentina, Argentina has more external assets, that

is to say, Argentines hold more wealth outside of Argentina than

Argentina owes to all of the banks it's borrowed from .

And the story there is that Argentina's economic development

has been starved by flight capital. When a bank like this comes

along and says, we will help you get your money out, we will move

all the money you want by suitcase or otherwise . We will convert

the money. They are destroying the opportunity of that country to

develop and that is exactly what has gone on in places like Argen

tina and Peru and all over Latin America.

And we have been here before. The same thing happened with

Robert Vesco and IOS and the history of Latin America has been

major banking institutions facilitating the movement of capital out

of the continent and leaving the continent with the begging bowl

and the World Bank and other public institutions which have to

makeup the difference.

And I think a lot of this has to do with bank regulation and bank

policy .

Senator SIMON . And the net result is that people who are desper

ate , you mentioned Peru for example, massive economic problems

there, and those problems have been compounded by our lack of

diligence here.

Mr. Blum . I think that that is very much the issue , and we owe,

we owe these countries and ourselves, the obligation of regulating,

because they certainly couldn't regulate BCCI.

Senator Simon . I have no further questions right now, Mr. Chair

man .

Senator KERRY . Thank you very much, Senator Simon . Senator

Jeffords.

Senator JEFFORDS. No further question .

Senator KERRY . Senator Cranston .

Senator CRANSTON . What can you tell us about the knowledge or

lack thereof of BCCI activities in the Third World countries by the

World Bank and IMF officials ?

Mr. Blum . Well , one of the areas that is going to have to be ex

amined carefully is BCCI maintaineda huge representative office

in Washington. That representative office spent a lot of time deal

ing with the World Bank .

I am very curious about the nature of those dealings. I don't

know what was going on there , but I would certainly like to . I

know too that the BCCI people spent a lot of time cultivating the
U.N.

Perez de Cuellar was flying around in their airplane when the

U.N. couldn't afford to transport him in appropriate style , it was
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the BCCI jet that carried him around. The U.N. lost money in
BCCI.

They obviously got very close to the major international organi

zations and institutions, and the question is, to what end and for

what purpose ?

Senator CRANSTON. Let me finally put this question to both of

you. The premise first, it is bad enough that we have this corrup

tion and criminality in financial circles in our country and else

where. It is bad enoughthat many innocent individuals have lost

their fortunes or a significant part of their fortunes by making ill

advised deposits in this bank .

It is worse that poverty in the Third World countries which can

contribute to world unrest and grave dangers has been aggravated,

not reduced, by the activities of this bank. It is still worse that one

of the worst plagues of the human race right now, narcotics, has

been served to spread by this bank; and finally, it seems to me that

it is worst of all that the grave threat ofnuclear weapon use has

been enhanced by BCCI's involvement and transference of nuclear

technology from one place to another and one country to another .

What advice can the two of you give us as to what policy and

regulatory steps we should try to institute to reduce, if not abolish ,

the danger that this sort of thing canhappen again?

Mr. BLUM. I would start off by saying that we are now confront

ed with an extraordinarily serious question, and that is, can the

system cleanse itself ? Will there be the will to follow these trails to

ground ? Will there the resources?

Will the various prosecutors and agencies of Government in fact

cleanse themselves and not be so embarrassed by past errors that

they find it difficult to really do themop up and the clean up?

I think that is the first question. Thesecond one is we can't go to

sleep at the switch . You can't tell the regulators, look, this is busi

ness, we are not going to look at it. You can't walk away.

Banking is the kind of business which is almost like a religion ,

you believe in money. You believe in banks. You believe in theway

it works, and when someone comes along and perverts the entire

system , the only protection you have is government and regulation .

And must say that countrynow has been given the oppor

tunity to learn that lesson , painfully, over a long period of time.

We have had S & L's, commercial banks, insurance companies, and

now this which just for ugliness surpasses everything, not dollars ,

but for sheer ugliness surpasses anything else we have seen .

You can't not mind that store.

Senator CRANSTON . Mr. Von Raab ?

Mr. Von RAAB. Well , there are two other points that strike me.

One is that regardless of the slowness of law enforcement in re

sponding, it is quite clear that they didn't have a mechanism or

anything else with which to deal with this .

I mean, we have basically relied on the press, Congress, everyone

else to develop information, and yet, the Government itself, you

would think, could start to pull together some of that information .

I, in a small way, tried to establish this very minimal interna

tional money-laundering team which we called Operation C -Chase ,

and the Treasury Department began to fumble with the issue of a

central repository for collection of data, passage of data back and
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forth , and communication among those agencies that have respon

sibility for dealing with international financial enterprises.

Someone has to breath some life into that because the problem

with international financial transactions is more and more signifi

cant with respect to any activities , criminal activities , whether

they be the bilking of Nigeria's treasury or whether they be arms

deals from one country tothe other.

And our executive branch doesn't have any legitimate cross -de

partmental coordinating effort. I think Treasury is on the right

line, maybe that is the right place to put it, but someone has got to

try to pull together a cooperative effort, collect the data . And

this — I don't mean it is expensive, I think it is more a matter of

leadership on the part of some cabinet secretary to pull this togeth

er.

Senator KERRY . Well, is FinСen not envisioned as that entity?

Mr. Von RAAB. It is supposed to be, but all it has done so far is

rent some space and it hasn't gotten the cooperation of anything

outside the Treasury Department. It has not received any leader

ship that I have seen from anyone other than the people that work

directly in it .

So I think that should be looked at as to why we don't have

something that could at least pull some of this that you are trying

to pull together - I mean , it's very nice that you are doing it , but

really it should be the executive branch .

And then second , I just think it's a real problem in Washington ,

and that is foreign influence being brought to bear on the execu

tive branch, whether it's a matter of tariff rates on trucks coming

into the United States or whether it is a matter of a foreign finan

cial enterprise being protected by hiring lots of important people,

that just shouldn't happen .

We should be able to take careof our own affairs without having

hired guns, paid enormous sums by people from outside the United

Stateswho desire to bilk or defraud or in some way, to pull the

wool over our eyes.

And I don't know how you do that . I don't know if you do that

by

SenatorKERRY. Let me ask you a question on that, if I could

interject. I mean , the marketplace, I am coming from a strange

place, but the marketplace is the marketplace and people have the

right to push their ideas and hire people to push theirideas and it

has always been a reality .

Is that the problem, per se? Is it the problem that those who are

there to serve as the watchdogs, thosewho are there to regulate ,

those who are there , are not doing that part of the job?

Mr. Von Raab. The problem is that in too many case those who

are regulated are afraid of the influence that the people who are

attempting to change their minds have. I mean , if Bob Gray or

Frank Mankiewicz goes to somebody and talks about something,

they realize that they are going to be at dinner the next night at

the White House.

Or if Clark Clifford goes to see somebody, he realizes that at the

next important Democratic meeting, Clark Clifford will be there

and he is afraid of what is going to happen . And I don't know how

you do it. I hesitate to say that you should prohibit it .
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But someone should give a strong talking to the men and women

in Washington who we look up to but who are doing nothing but

selling their reputations to foreigners who want to make a quick

buck.

Senator KERRY. Senator Simon . I am sorry, Senator Cranston.

Senator CRANSTON. I would just like to thank you both, you are

two remarkable Americans.

Senator SIMON. I join in that sentiment.

But let me ask you this , you said we need a watchdog.Ultimate

ly the watchdog on lawenforcement in this country is the Justice

Department. Do we need some restructuring there? Has the Justice

Department done an adequate job in this deal?

Mr. Von RAAB. I didn't say we needed a new watchdog. Senator

Kerry said we needed a new watchdog.

Senator SIMON . Someone did , all right .

Mr. Von RAAB. I don't think the fundamental structure is wrong.

I justthink that somehow the concept of public service for its own

good has got to be brought back and we cannot continue to hold

people in high regard because they are rich and they are powerful.

That in turn converts to influence, and that in turn converts to

venal and corrupt activity.

And maybe that is the - that is what's happening in Washington,

and if you look at the important names who haveassisted BCCI in

this, they are all embarrassed, but I wonder if they would do it

again .

Senator SIMON. But if it is not a structural change that is

needed , what you are saying is clearly , there is a change in will

that is needed .

Mr. Von RAAB. That's right.

Senator KERRY. Gentlemen , let me ask you, if you will , we have

gone longer than we thought we would. We are going to put, I need

toask youboth , Senator Brown does have a few questions.

We would like to tide you over to 2 p.m. , if we can, for a brief

period of time and then we will do Mr. Mattingly and I think we

are going to have to adjust on the question and Mr. Taylor.

And we will have to adjust on the question of the subsequent

portion of the testimony.

Senator SIMON. I think Mr. Blum was going to answer me.

Mr. Blum. I just had one point I wanted to add to your question

about what do we do ?

I worked with Senator Kerry, it was his amendment on the issue

of drug money laundering and how we were going to get some

international agreements that would begin to reign in the money

laundering operations.

And I have watched how the State Department has danced and

waffled and woven and failed to deliver up on the necessary agree

ments that would begin to get a handle on this .

Then the question is: How do you hold them accountable? What

do you do when an administration says, hey, that is the law but we

don't care , we are not going to do it . Or, we will do it so slowly , it's

largely irrelevant.

We have got to find some answer to that . There has got to be

better accountability, and I don't know quite what the answer is ,
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but it's at the heart of the system of checks and balances, and right

now, Congress is losing that one.

Congress doesn't have the tools to force accountability and bring

people to book when they don't deliver. You can hold a hearing.

You can embarrass them for a few minutes, but it has gotten so

bad, they don't even come to hearings anymore.

Senator Kerry. Let me just say to both of you that I appreciate

your testimony very much . You will be back at 2 p.m. , and maybe

return on another occasion , depending on developments here.

The committee will be following up, as I said , with Mr. Clifford,

Mr. Altman, and others in September. But let me just say one

thing, you know, I know, personally that what you have said is dif

ficult.

I guess you sort of cast caution to the wind and it's no fun being

a target . And both of you , by being direct and being blunt, are obvi

ously not going to win friends and there are those who are going to

try to attack you and attack the process and so forth .

I want to express my appreciation for your bluntness. We need

some bluntness around here, and we need people who are willing to

tell it like it is and do something about it.

And I think that both of you serve notice to people that individ

uals actually can make a difference if they are willing to take

things on a little bit , and I think you have done that over the

course of time.

Mr. Blum, your perseverance and efforts to take this to the dis

trict attorney and to stay in touch with us and to keep prodding

and pushing have been important, and I think you deserve enor

mous credit for the courage that you displayed in the course of the

investigation , the risks you took on occasion , and I know about

those personally from that time.

Mr. Von Raab, I know exactly what happened to you, and I was

here on this committee and I was chairman of the Narcotics and I

was very much involved in the early effort of the drug war and I

helped draft the two drug bills we passed, and I have seen what

has happened to that effort.

And you have been willing to suffer the slings and arrows by

virtue of your decision to speak up and that is painful, but it is also

part of the best of our process, and I just want to express my appre

ciation to both of you for it .

And thank you for being here for this morning. I look forward to

when Senator Brown has some questions that he wants to ask you

this afternoon .

[Whereupon, at 1:03 p.m. , the subcommittee adjourned, to recon

vened at 2 p.m. , the same day. )

AFTERNOON SESSION

The subcommittee met, pursuant to notice , at 2:01 p.m. , in room

SD-419 , Dirksen Senate Office Building, Hon . John F. Kerry (chair

man of the subcommittee) presiding.

Present : Senators Cranston, Kerry, Simon , Wofford , Kassebaum,

Brown, and Jeffords.

Senator KERRY . The hearing will come back to order .



69

We are waiting for Senator Brown who said he had some ques

tions of Mr. Blum and Mr. Von Raab .

What I would like to do prior to the arrival of Senator Brown, if

I may, Mr. Blum, is ask you a couple of questions.

I would like you to give us a sense of what you think , No. 1 , the

foreign policy implications are of this bank. What does this mean

in general terms. And second, overall , I tried in my small way at

the opening of the hearing to say what I think this means to

people. What do you think this means to people ? Why should

people care about this ?

Mr. Blum . The first and foremost policy message is a straightfor

ward one that we worked on for a number of years which is the

narcotics problem . This bank provides a worldwide infrastructure

for narcotics dealers. And we're talking about cocaine, heroin, the

drugs of choice in different places.

And what this is a support system for crime on the streets in the

United States and the death and destruction of a generation of

children. In that sense, it's an immediate domestic issue .

In the larger sense it has implications for democracy everywhere

because when you have a group of people running around the

world corrupting fragile governments in places that are having a

hard time, what you get is not democracy, what you get is a kind of

Mafia government. And that doesn't do anything for average

people. It destroys the faith of people in democratic institutions .

The issues with respect to development, the perversion of inter

national lending schemes to support Third World development, I

think is another major foreign policy issue .

And finally, there is an overwhelming domestic policy issue. I

can't imagine why the United States of America would allow key

people who are connected to the intelligence services of foreign gov

ernments to own a major bank in Washington, DC. Banks are noto

rious places for the collection of intelligence . And when you own a

bank you can get to see the bank records of all the depositors . You

get to see who's vulnerable. You get to be in a position to put

money in the right places . I think that is an aspect of this that

hasn't been looked at.

In other words, was this a political influence peddling scheme in

Washington by foreign governments? We shouldknow that.

Mr. Von Raab. Senator, may I just add one point to that?

I know that the Congress has attempted to deal with this issue a

number of times and this case may give it a renewed basis for ad

dressing it again . And that is there really is no effective interna

tional cooperative mechanism for dealing with international bank

ing crimes. Each country has its own banking regulators . They

don't exchange information.

Once a bank transaction has left the shores of one country,

whether it be in cash or whether it be by virtue of a wire or some

thing else, that information is effectively lost to the regulators or

the law enforcement people of the country from which it went.

And I know that this steps right into the issue of banking as reg

ulated or as managed by one country versus another , different pri

vacy rules, and the fact that banking is central to business .

Banking is also central to crime. And somehow the State Depart

ment, the Treasury Department, and the Justice Department have
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got to get together in some way and get together with their respec

tive pieces in other countries and work out some schemes in which

we have effective law enforcement and regulation of the kind of

international transactions that can lead to the creation of the

BCCI's of this world .

Senator KERRY. Well, do you not think that the so -called Kerry

amendments were an effort to try to force exactly that?

Mr. Von Raas. Iwas an internal supporter of the Kerry amend

ments. That's why I never testified on the Kerry amendments.

I think that there are legitimate concerns about the Kerry

amendments, but I think the balance of interest would have to sup

port the Kerry amendments, yes.

Senator KERRY. Does not the change in the marketplace now, the

rapid -fire transfer of trillionsof dollars, the movement of capital so

quickly between countries, the increasing relaxation of the lines

that used to be both barriers as well as just demarcation points be

tween countries, all of that is being erased now.

So in terms of international law enforcement efforts, in terms of

fighting lawlessness internationally , and the kind of thing we have

seen , we have seen whole governments taken over by criminal en

terprises or nearly taken over in recent years. Banks and the way

in which capital is moved are integral to that .

Mr. Von RAAB. Absolutely .

Senator KERRY. Therefore, it seems to cry out, BCCI seems to

say, boy , here is an example of how, if all of you want to maintain

the sovereignty of our governments and the sanctity of your laws,

you better have a means of cooperating and of having some inter

national standards that people adhere to or you are always going

to have somebody out there who can subvert that. Is that accurate ?

Mr. Von RAAB. And I watched the fumbling that went on when

your amendments were being discussed and the administration was

attempting to oppose them . They were desperate to get even a level

of cooperation in discussion that they could describe to the Senate .

They weren't even coming close to getting a real level of coopera

tion in a practical sense .

But the other countries were so unwilling to unbend and to open

up some of their systems to us that even the preliminary discus

sions were almost fruitless.

Senator KERRY. We held you over here for Senator Brown. We

have the Federal Reserve waiting and a number of other witnesses

waiting. And we really need totry to keep things moving.
So, Senator Brown, I will yield to you .

Senator BROWN . Mr. Chairman , thank you . I particularly appre

ciate the opportunity to chat with these witnesses.

And I might say I think I share with you a shock at the kind of
revelations that have come out today.

Mr. Blum , you reported incidences of people at the bank shred

ding documents that were under subpoena. Can you tell us who it

was at the bank thatwas shredding the documents ?
Mr. BLUM . My information , which was provided by one of the

people who worked at the Washingtonoffice, was that documents

had been boxed in Miami , shippedto Washington , and the people

had come over from the bank's London office and were systemati

cally shredding them .
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I confronted the attorneys for the bank and they said no, no , it

couldn't be and assured me that was not the case . On the other

hand, I now learned that many documents that we asked for then

are suddenly being found piecemeal and haltingly . And it's taken

Senator Kerry's staff years of badgering the bank to ecker out

what remains of what wasn't shredded .

Senator BROWN. Can you tell us who was it that told you this

story ?

Mr. Blum. Yes, it's one of the witnesses whose names are

blacked out in those memoranda.

Senator BROWN. So I take it that is available to the committee?

Mr. Blum. Yes, it is .

Senator BROWN. I take it that means it's available to follow up

on?

Mr. BLUM . Absolutely . And it was given to Justice at the time.

Senator Brown. Why was it that it was blacked out?

Mr. BLUM. It was blacked out because the man involved was not

an American, is not living in the United States, and is in a country

where this issue is extremely hot . And he has a genuine and well

founded fear for his life .

Senator BROWN. Did you pass this information on to the Justice

Department?

Mr. BLUM. Yes.

Senator BROWN. Who was it you told about it ?

Mr. BLUM. Well , where do we begin? I worked first with a series

of Customs and IRS agents, Steve Cook, Bob Moore, Dave Burris . I

talked to the U.S. attorney.

Senator BROWN. Are these all Customs agents?

Mr. BLUM. Burris is IRS. Cook is Customs. Moore is Customs.

And I want to say and I think the record should clearly reflect this,

I have rarely worked with people of such courage and skill . And I

was amazedfrankly that some of them would stay on the job, given

the stress and the salary level and the things they were being
asked to do. I have no fault at all with them .

Senator BROWN . Mr. Chairman, the reason I want those on the

record is I would assume one of the things that is going to interest

us is to follow this chain where significant evidence is involved .

Mr. BLUM. Then I also dealt with the assistants in the Tampa

office. I dealt directly with Mark Jakowski and an assistant by the

name of Rubenstein .

Senator BROWN. And they were advised of this destruction of evi

dence under subpoena ?

Mr. Blum. They were. In fact, if you will recall , there is an affi

davit from Burris about the problem with the witness being asked

to leave the country. So I would say there was a real understand

ing. There was an effort to tamper with this investigation.

Senator BROWN. But just to make the record clear, youconveyed

that to these two gentlemen in the Tampa office. Andas far as you

know , they did nothing to follow up?

Mr. BLUM. I have to say too I can't be precise as to whether the

shredding incident by itself was, but certainly problems with the

documents were.

I just don't recall at this point precisely what I told them . But

they knew it was a serious problem with the investigation .
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Senator BROWN . What about the two witnesses that were de

briefed, I believe you said in 1988? You mentioned that both Cus

toms and IRS officials had received that information .

Mr. BLUM . Yes.

Senator BROWN . Can you tell us who that was?

Mr. BLUM . Well , the two bank people who were debriefed, you

have the identity of one of them . Both of themare under

Senator Brown . I meant the agents for the IRS.

Mr. BLUM . Oh, the agents? Again, it was the same people who set

up the tapes and ran the tapes. And most tapes, by the way, have

now been turned over to Robert Morgenthau and I believe are

under the - are grand jury material .

Senator BROWN. I meant the names of the agents .

Mr. Blum . The names of the agents? The same ones. It was the
same team .

Senator BROWN . Can you tell us the names of the agents then?

Mr. Blum . That worked on this? Again, Bobby Moore, Dave

Burris, Steve Cook .

Senator BROWN. The Customs agents who held up the plane, to

follow up onyour source of information , do you recall any names of

those people ?

Mr. Blum . No, those were internal affairs. And what they

wanted to know was how some documents had gotten into the

hands of the network. And these were documentsrelating to the

Noriega case, BCCI documents seized in London. And most guys

were from an internal affairs unit and I've forgotten their names. I

wasn't taking notes . I wanted to get on with my vacation.

Senator BROWN. Sure. You mentioned letters of credit were

issued with a 12-point differential, which is as you described , highly
unusual .

Mr. BLUM . Right .

Senator BROWN. Can you give us an idea of who that was report

ed to?

Mr. BLUM . That was material that was turned over to the U.S.

attorney in the southern district of Florida by the attorneys for

Lloyd's of London in the Bilbeisi coffee smuggling case .

What makes this significant is there is a lotof smuggling that

goes on . And that smuggling, to get away with it, you need to

paper your shipments so that people can't understand what's going

on. If this place was churning out as many letters of credit as the

records in that case suggest, this was a factory for assisting smug

glers and assisting people who wanted to misvalue their goods and

come in and show Customs, hey, look , this is what we paid for.

Don't bother us and try to collect extra tariffs.

And I'm sure Mr. Von Raab can tell you how significant and

dangerous that kind of problem would be.

Senator Brown . As far as you know, this particular practice was

never prosecuted ?

Mr. Blum . It wasn't . Indeed, Dexter Lehtinen, the U.S. attorney

for the southern district never followed up on the materials that

were given to him .

Senator KERRY. To your knowledge.

Mr. Blum. To myknowledge.
Senator BROWN . Sure.
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Mr. BLUM. Now I would say that IRS on its own came in and

went after one of the parties to the smuggling transaction . But the

other part of it , the letter of credit part of it that was brought to

the U.S. attorney's attention was never followed up on . And I be

lieve the statute of limitations may have, by now, run on some of

that.

Senator BROWN. In this process of reviewing, which is really an

indepth process that you have been through, were there reports

thatresulted, that had recommendations with regard to legislation

that might be helpful in this?

Mr. Blum . Well, I didn't at that time generate reports other than

help draft a committee report which was issued that had signifi

cant legislative recommendations and policy recommendations.

And that report, of course, is a committee document. And I am

sure it bears rereading because I think it will hold up in light of

what's being disclosed as being a not bad piece of work.

Senator BROWN. Icannot recall if it was you or Mr. Von Raab

who talked about Third World debts and the potential scam in that

area.

Mr. BLUM . I did .

Senator BROWN. Can you give us specifics with regard to coun
tries?

Mr. BLUM. I'm reluctant to do that because what I've heard there

is not of my direct knowledge. And I think it needs to be fleshed

out more.

The country that has been mentioned to me is in Latin America.

I don't want to go beyond that. I would be happy to do it in a

closed session . But I think it would create unnecessary further tur

moil. And at this point to name it publicly and now have a hard

back of material would be wrong.

Senator BROWN. I would appreciate that and I am sure we all

would appreciate that information in closed session .

Can you give us the names of the people at Justice that you had

passed this information on to ? At least my recollection is that you

mentioned them.

Mr. Blum. I will say again that the people I've named are the

ones who I dealt with.

I think the question of Third World debt is not one that I've dis

cussed with Justice. That's come to my attention more recently

fromother people. And frankly, Justice certainly hasn't sought me

out . I've been available at all times and I've offered to help .

Senator BROWN. I would appreciate your evaluation of whether

or not you think a coverup was involved here, either by Justice or

the Customs Service or the Internal Revenue Service .

Mr. Blum . That's a very difficult question to answer, to make a

judgment on. It's something that really has to be asked, though.

And it has to be probed through. Without going into the internal

processes of the Department of Justice, youcan't really answer it .

But I've got to tell you these cases should have been prosecuted.

Somebody, given 1984 a man walks into IRS and he says I'm drag

ging sacks of money around Miami. He gives them documents. He

supports it. That man's name was Azziz Ruman .
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In 1986 there's a money laundering case in Chicago, a Miami

BCCI banker is convicted. Nobody links it up with the earlier

report.

In 1987 you have the Tampa case and you get that plea bargain ,

that God -awful plea bargain. You can go right down this list of

warning flags and signals.

And if you want to go through the banking endof it, the number

of warning flags and signals of the ownership of First American, on

the ownership of National Bank of Georgia , this case has been vir

tually dancing in public and nobody's bothered to go track it down

or see it through to the end.

Senator Brown . On Azziz, Azziz Ruman, I think you mentioned,

can you tell me when that information was made available and to

who?

Mr. Blum. Well, precisely , we had a deposition . We deposed him.

The information was givenby him to the Internal Revenue Service .

And all ofthat material including a receiptfor the data he deliv
ered from IRS is in a transfer to this committee.

Senator BROWN. Well that should give us the specifics we need to

follow up.

Mr. Von Raab. Senator, if I might just respond to your question

just to tell you my exposure to Customs agents today, obviously, is

much different from what it was. But I still know a lot of them . I

have never heard any of them suggest that there was a coverup.

And they typically would. If they saw it, they would comment and

bridle , as it were.

But a lot of them have suggested there was just no interest in

the case and just a complete sort of going to sleep on the part of

the higher level officials from whom they take their signals. I

mean , whatever commitment agents have, they take their signals

from the people for whom they work. And there was virtually no

interest or encouragement that came from that level , which im

plies to me that there was a sort of lethargy, a feeling good about

things that just shouldn't have been there .

It's obviously not conclusive , but I have never been told by an

agent that he or she felt that someone somewhere was stopping

something. I think it was a question of not encouraging this thing.

Senator BROWN . But in light of some of the extremely inflamma

tory

Mr. Von RAAB. Oh, I agree .

Senator BROWN (continuing) . Of what I think is the inflamma

tory nature of some of this, are not these the kind of revelations

that would generate their own followup ? I mean, you would almost

have to take action to stop . I do not mean to lead you to a conclu
sion .

Mr. Von Raab. No, I understand what you're saying.

Senator Brown .But I think the question asks itself.

Mr. Von Raal. But I think there is a difference between a cover

up and getting an agency to move forward on something. Agents

are necessarily looking at specifics. And agents, unless they feel

there is support at higher levels, are less likely to begin a broad

ranging investigation.

I mean , the result of my problems with the Treasury Depart

ment, my being taken out of BCCI, I can assure you caused the
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Custom agents in Tampa immediately to limit their scope because

they realized — and it's not because someone told them to do that ,

but what they realized was that no longer was the fellow in charge

going to protect them if they spent a few extra days chasing down

something that didn't work or if they got in trouble because they

were pushing their own jurisdictional authority somewhere. They

knew that was over.

And so what they did is they dropped back and did exactly what

they were told when they came to the office . And that's a big dif

ference.

Senator KERRY. Would my colleague yield for one question?

Senator BROWN . Yes.

Senator KERRY. Did any of the agents while you were there

reduce to writing any of their frustration in any memos?

Mr. Von RAAB. Not that I saw. And I'm not saying that they

didn't do it and it went somewhere or I didn't do it . I didn't receive

that.

Senator BROWN . One last question for my part .

I wonder if you all could summarize for me the crimes or at least

indications of crimes that could have been prosecuted that were

notprosecuted because of the plea bargain agreement .

Mr. BLUM. I would start out by saying you had almost 2 tons of

documents seized from a bank in Miami, Boca Raton , and Tampa

and virtually all of its business was in some manner or other,

criminal. That suggests to me that there are an awful lot of crimes

in that stack . And that somebody should have been over them very ,

very carefully and been fishingfor that and saying we're going to

move forward.

But the most significant crimes on which the ball was dropped

all together are misrepresentations to the Fed, misstatements on

audit papers delivered to regulatory authorities everywhere, falsifi

cation of all of the bank's books, aiding and abetting a variety of

smuggling schemes, which would make them co -conspirators. And

then I think a wide array of other pieces of business , including

bribery and other forms of corruption . All of that was on the table.

We are beginning to see how much there was. I just hope people

will insist that you follow through and get to the bottom of all of

that criminal activity .

Senator BROWN. Was there evidence of other money laundering

schemes other than the what that

Mr. Blum. You bet. You bet everything that you touch with this

bank. It's like every time you turn over a rock, all of these things

start scurrying around . It's like turning the lights on in a roach

filled kitchen . (Laughter.]

Everywhere . And I'll give you an example. We began to look at

the papers that Azziz Ruman gave us. And this is early on . and

there was a verypeculiar thing, a $20 million deposit for the North
Miami GeneralHospital. Well, that was in the Bahamas branch of

BCCI and it was paying a point less interest than the going rate .

That ought to be a significant clue that something is very wrong.

If you backtrack through the history of the North Miami Hospi

tal, you found out that itwas sold by some people. It was a charity

and they sold out to a Texas corporation. The rules are that when

a charity sells its assets, it has to give the money to another char
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ity . And here is the money sitting in the BCCI Bahamas account,

paying less than market interest. Was there a crime? You bet

there probably was.

Mr. Von RAAB. To give you an idea, even at the time of the ar

rests in October 1988, there was unhappiness among the Customs

Service at the kinds of charges that were brought at that time be

cause Customs felt that we could have charged people higher in the

bank and we could have made stronger charges against the bank

itself.

But we were, I won't say assured, but lead to believe that that

would follow . Well , let's just get this done. We'll arrest these

people, but we don't want to cause that problem now. So in effect,
Justice acknowledged that with a small amount more work to fill

some technical requirements, those greater charges against more

important people and againstthe bank could be brought.

Well, those were never brought. Those were then , in effect, I

won't say prohibited, but probably covered by this plea bargaining

agreement. The kinds of charges that Morgenthau brought in New

York respecting money laundering are the same as could have

been brought inOctober 1988 , October 1989 , October 1990, and they

weren't .

Mr. BLUM . What's so startling, Senator, is that when this bank

was finally seized , my understanding is they showed some $900 mil

lion booked in U.S. accounts. This is 2 years afterthe plea bargain

in Tampa when everyone knew what they were all about. I have to

wonder what went on that enabled the bank to go out and tell the

world that this was a minor problem limited to a few people in

Tampa and that the bank had now cleaned up its operations.

That's just an amazing development given what we now know.

Mr. Von Raab . Hill & Knowlton is a very good public relations

firm .

Senator Brown . How did the plea bargain agreement jeopardize

cases outside of, that could be prosecuted outside of that district or

did it?

Mr. Von Raab. I don't know. I don't know the details or the tech

nical side of it .

Mr. Blum . As I read the language , there is a prohibition on the

use of material then known to the U.S. Government.

I understand that the Justice Department argued that thatis

only limited to what is known to the U.S. attorney in Tampa, FL.

As far as I am concerned , that is splitting hairs. That kind of a

clause should never have been in a plea agreement and there was

no reason for him to accept it in the first place.

Senator BROWN . Thank you, Mr. Chairman.

Senator KERRY . SenatorJeffords ?

Senator JEFFORDS. I just have one followup question . If you have

answered this , I will look at the record . But you made the state

ment, I believe, that you did not believe the Noriega excuse. I

wonder if you would elaborate on that .

Mr. Blum . I just think we brought about information about Nor

iega to the Department early . And the response wasrather, we're

going after the money launderers . We're going to hold back on sub

poenaing the records of his banks accounts and his dealings and all

the rest of it .
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Then after the arrest and the indictments come January, we get

to a point of now we're going to bring these people to trial and

we'regoing to use them to make the case against Noriega. So the

odd thing is when there was a chance to getthe evidence up front,

they didn't take it. And then after the fact, they say the reason

they don't go after the bank is because it's going to give them a

shot at Noriega. I just can't put the two together.

Mr. Von RAAB. We disagree on this point .

Senator JEFFORDS. Maybe that is why I asked .

Mr. Von RAAB. But there isn't a lot of disagreement .

I am aware the Noriega prosecution originally was very much

opposed by DEA. DEA felt that Noriega had cooperated a lot with

them . And Jack Blum and Tom Kelly just could not believe that

this guy was as bad as everybody said. And they questioned the

witnesses and a lot of other things.

So they weren't moving very smartly on that case . And they just

were reluctant because they felt this was a fellow that had helped

them in many respects. But once the case was basically accepted by

the Justice Department, the attorney general got behind it and ob

viously the President as well , the DEA and everyone else changed

their position . And at that point, I think they became desperate to

develop a good case againstNoriega because they saw all this pres

sure coming down on them .

Senator KERRY. The only issue is, let me just ask you, and I am

not contesting any of this .

Mr. Von RAAB. This is all speculation .

Senator KERRY. I agree it is speculation . But the critical question

if all of that is true is, one would have thought there might have

been superseding indictments or you would have looked for a

money laundering charge or you would have looked to see , and

there has not been any of that. Am I correct?

Mr. Von RAAB. Yes, but I think they got conned by BCCI . They

didn't get any good information out of BCCI.

But theNoriega prosecution is a whole other issue . I will say this

much. It does give you an example of the kind of pressure that can

be put on a case if the right people get involved . I mean , they

really did jump on the Noriega issue for a while. But I feel and I

have some reason to believe from some of the agents that the

agents felt that the Justice Department looked at the BCCI cases

as a source of evidence.

Senator KERRY. Let me just make a comment there because I

think this really underscores the kind of problem that has been dis

cussed here.

I was very much involved in the Noriega effort. This is the com

mittee that first let people know in this country that Noriega was

banking in America, money laundering in America, and so forth .

And it wasour hearings that created a lot of public view of this.

Mr. Von RAAB. I was the first Federal official to get into trouble

for being critical about Noriega, too .

Senator KERRY. You were very good about it and Senator Helms

was working jointly in an effort to say something ought to be done

about this guy.

Frankly , nothing was being done until the press picked up on

what General Noriega and the linkages meant. Thenyou had sort
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of a public issue . And then it became a political necessity, not a

public obligation. And it was because it was a political necessity

that , as former commissioner says, people suddenly jumped on it .

And, indeed, I agree . It was a hell of a good example of what

people could do when they put their mind to it in the span of a few

months to make something happen. And something did happen .

But unless it seems like there is that fire under it or something

is happening, there does not seem to be that spontaneous sense of

public obligation. And I think that is what both of our witnesses

have been trying to underscore to us today.

I do not want to put words in your mouth.

Mr. Von Raab. Oh, no, I agree .

Senator KERRY . Senator Simon?

Senator SIMON . I just have one policy question.

Within the next few months Congress is going to be facing the

question do we take down the firewalls of Glass -Steagall that pro

hibit banks from getting into insurance and securities and other

things.

What do you , as you reflect on BCCI, would it be wise for Con

gress to do this ? Can we learn something from this operation?

Mr. Von Raab. I think if you can getthe Secretary of the Treas

ury to come before this committee and convince you that he under

stood what happened in BCCI, then you should do what he sug

gests. Butif hecomes beforethis committee and draws a blank,

then you'll realize that the Treasury Department doesn't know

what crime is . They only know what bank loans are .

Mr. Blum. I think that there is a lesson . And the lesson is not

only that it's very dangerous to play around with those firewalls

because you've seen that it's difficult enough in straight banking to

keep track of what's happening.

Now you see that where they are criminal and they're playing

around with the books, it's even more difficult. Just add to the

complexity of the institution and the regulators will be totally, to

tally swamped.

Senator SIMON . Without those firewalls, BCCI could have been in

both the insurance business and the securities business.

Mr. Von RAAB. With all due respect, if BCCI wanted to be in

those businesses , it would be in those businesses anyway.

Mr. BLUM . I hate to say this . I may have been . It turns out that

Ghaith Pharaon owned an insurance company. David Paul owned

an insurance company. We may yet find out that despite firewalls,

because various people were asleep at the switch , they owned it

anyway .

Mr. Von RAAB. Firewalls are only good for people that respect

them . And the people involved in BCCI respected nothing.

Senator Simon . Thank you. Thank you, Mr. Chairman.

Senator KERRY. Thank you very much .

Gentlemen , I want to thank you. As I say we are reserving the

right if we may to recall you if such questions arise or if there is

followup by the members. There is a lot of material that you have

laid out. As I said earlier, we wanted to start with the big picture .

You have given us the big picture . This is not a narrow trail, but a

very broad one.
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But I thought it was appropriate at the start of this hearing to

really get a sense of what the record is, where it began , and where

we are leading to .

This afternoon we have yet to hear from the Federal Reserve.

There are some major implications about the currency and the

First American Bank in Washington and so forth.

We are going to recess for about 5 minutes or 10 minutes so that

we can vote. We will return as soon as this vote is over.

TA brief recess was taken .)

Senator KERRY . The hearing will come to order please.

Thank you very much.

We have Mr. Virgil Mattingly, General Counsel of the Board of

Governors of the Federal Reserve System and Mr. Williams Taylor,

Staff Director for the Banking Supervision and Regulation Section

of the Board of Governors Federal Reserve System.

Gentlemen , I am very appreciative to you for your patience. This

has been a longer day than we anticipated. And I think you can

understand why. And I thank you for hanging in there.

We would like to invite your opening statements. I would ask

you if you have long , prepared statements if you want to submit

them for the recordand can summarize, I think it would be very

helpful. Your full statements will appear in the record as if read.

I would like to ask both of you if you would also rise so I could

swear you in as weare swearing all witnesses.

Do you, Mr. Taylor and Mr. Mattingly , do you swear to tell the

truth , the whole truth , and nothing but the truth , so help you God?

Mr. TAYLOR . I do .

Mr. MATTINGLY. I do . Senator KERRY. Who is leading off ?

STATEMENT OF MR. VIRGIL MATTINGLY, GENERAL COUNSEL ,

BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM; ACCOM

PANIED BY MR. WILLIAM TAYLOR, STAFF DIRECTOR, BANKING

SUPERVISION AND REGULATION , FEDERAL RESERVE SYSTEM

Mr. TAYLOR . I am . Thank you, Senator Kerry.

Mr. Mattingly and I have filed a joint statement, which we ap

preciate your putting in the record in its entirety . I will try to sum

marize and shorten it.

Senator KERRY. Without objection, your full statement will be
placed in as if read in full.

Mr. TAYLOR. Thank you .

Most of thebackground, I think, has been given on BCCI. And in

our previous hearing I think we've talked and discussed with the

committee what actions that we had taken leading up to the point

of the more recent events.

So what I would really like to do if I could is to skip that part

and just go into the part commencing really since the committee's

last hearing

The early 1991 information received by the Bank of England

about BCCI and its activities raised fresh questions about the con

dition and integrity of the institution as a whole. In turn the infor

mation prompted the Bank of England to commission Price Water

house to undertake a special audit under the provisions of British

banking law. The results were
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Senator KERRY. Just a quick question. Has Price Waterhouse

done previous audits?

Mr. TAYLOR . Price Waterhouse had done previous audits, yes.

Senator KERRY. Price Waterhouse was the auditor of record in

the past?

Mr. TAYLOR. It was the auditor of record as of the date it was

appointed on the special , I think it started as the auditor with the

statements of yearend 1989.

Senator KERRY . Thank you .

Mr. TAYLOR. The resulting so -called section 41 report was com

pleted and made available to the Bank of England in draft form on

June 22 , 1991 .

The Bank of England's filings in British court indicate that the

report disclosed evidence of a complex and massive fraud at BCCI.

It was the findings of this report that led to the decision by the

authorities in the United Kingdom , Luxembourg, and the Cayman

Islands to seize BCCI.

The Federal Reserve was informed by the Bank of England on

Friday, June 28, that a near-term seizure of BCCI was in the

works. In light of this information the Federal Reserve promptly

dispatched senior officials from the Federal Reserve Bank of New

York and the Board of Governors to London, myself specifically

from the Board of Governors to begin the coordination efforts that

led to the seizure of the BCCI offices on July 5 .

The primary concern of the Federal Reserve was to take allrea

sonable responsible steps to insure that the seizure of the BCCI

banks did not precipitate serious disruptions to the U.S. banking

markets or in the dollar-based payments and clearing systems both

here and abroad.

Four factors loomed in the deliberations of the Federal Reserve

in this regard . First, while BCCI's banking activities in the United

States were small in balance sheet terms, a large global share of its

activities, a large share of its global activities were conducted in

dollars , which must be settled in banks within the United States.

Second, while the Federal Reserve was reasonably confident that

the direct exposure of U.S. banks to BCCI was rather limited, we

could not be sure that banking exposures in other banking markets

or to other institutions might not cause disruptions in the inter

bank markets, payment flows, and foreign exchange transactions.

These could spill over into U.S. markets and to U.S. institutions .

Third, there was also a danger that other banking institutions in

the Gulf could come under pressure by virtue of uncertainties cre

ated by the BCCI seizure .

And finally, there was a more general concern that the prece

dent of seizing an institution with operations in 69 countries could

by its very nature unsettlebanking markets on a global scale.
By midday Wednesday, July 3 , it was increasingly clear that the

seizure would, in fact, take place on Friday, July 5. The Federal

Reserve informed senior officials at the State banking departments

in New York and California . As the licensing authorities for the

BCCI agencies in New York and Los Angeles, these departments,

and not the Federal Reserve, were responsible for initiating actions
to close these agencies .
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While the exact timing of the seizure of the BCCI banks had not

yet been determined , the expectation on July 3 was that it would

be timed to coincide with the close of business in New York on

July 5. A special unit was established at the Bank of England to

coordinate global regulatory actions and to provide a central point

of supervisory information and advice.

For several days officials of the Federal Reserve Board and the

Federal Reserve Bank in New York were stationed at the Bank of

England to assist in that effort. A parallel unit focusing on pay

ments and settlements issues, as well as activities in U.S. banking

markets more generally, was established at the New York Federal

Reserve Bank. This unit and a counterpart group at the Board here

in Washington were staffed 16 hours daily during the first week

after the closure .

Throughout the day of July 4 the Federal Reserve maintained

close contact with the Bank of England. Based on these discussions ,

it was still expected that the closure would occur on the close of

business in New York, July 5 .

On the evening of July 4, however, the Federal Reserve was in

formed that the timing of the closure was being reconsidered due

to legal issues that had arisen in Luxembourg. Over the course of

the night of July 4 it became apparent that the goal of effecting

the seizure at the close of business at New York time could not be

realized.

Rather than have the seizure occur during the business day, it

was decided to accelerate the seizure so that it would precede the

opening of business in New York. This created a complicated task

of getting the personnel and other arrangements in place in the

early hours of the morning after the Fourth of July holiday. It was

accomplished without major problems or difficulties.121Public an

nouncements in Europe and the United States were coordinated at

8:30 a.m. New York time. The States of California and New York

acted promptly. Bank examination personnel were fully deployed

by 8:30 a.m. and the information clearing centers at the Bank of

England and the Federal Reserve remained operational throughout

the day of July 5 and over the ensuing weekend.

Because of this cooperative effort among central banks world

wide and because the Federal Reserve and State authorities had al

ready acted to scale back BCCI's limited operations in the United

States, the seizure of BCCI was effected on a global scale with vir

tually no adverse effect on U.S. markets.

As a result of earlier regulatory action on the day, the U.S. of

fices of BCCI were closed by the States of California and New York.

BCCI was funding its business in the United States basically from

other non-U.S. BCCI operations, and as a result , had very little ex

posure to creditors in this country.

Although the exposure of this firm on a balance sheet basis had

been over $ 1 billion some 2 years before, 18 months before, by the
time the business was wound down, the net exposure on the day of

closure was less than $20 million .

Mr. Mattingly will now discuss how BCCI was unable to obtain a

substantial legal presence in the United States and decided to se

cretly control the shares of certain U.S. banks.
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I might just add here that what is significant, I think, and some

thing that concerns us , as it did the former witnesses, is the fact

that we consciously , consciously from 1978 on, sought to avoid the

presence of this company in this country and the Federal Reserve

at no time approved anyapplication of BCCI to do anything in this

country. It is especially upsetting to us that they would do this ille

gally . Mr. Mattingly ?

Mr. MATTINGLY. Senator Kerry, I , too , am pleased to be here

today to appear before this subcommittee .

I won't go over or rehearse the history of the First American

matter. That's contained in our earlier testimony .

I'll go right to the Board's investigation and what that has un

covered.

Senator CRANSTON . Could you move the microphone a little bit

closer , please?

Senator KERRY. And when you refer to your earlier testimony,

what do you mean? The one submitted today.

Mr. MATTINGLY. No. That is the testimony before the Subcommit

tee on Consumer

Senator KERRY. Before the Banking Committee, the one where

you testified before me in May.

Mr. MATTINGLY. May 23 , yes , sir.

Senator KERRY. I think what we will do is make that testimony a

part of this record also. Without objection .

Mr. MATTINGLY. It is attached to our longer statement.

Senator Kerry, as you know, on January 4 the Board ordered a

formal investigation as to whether BCCI had illegally and secretly

acquired control of the First American banks here in Washington

in 1982 and whether false or misleading statements were made to

the Board by BCCI and others in order to achieve and conceal that

secret control .

This investigation , the Board's investigation, built on prior in

quiries that the Board had conducted into a possible link between

BCCI and First American. These inquiries had gone all the way

back to the time of the initial application in 1981.

A very significant development in the Board's inquiries into this

matter came in late 1990 when the NewYork County District At

torney, Mr. Morgenthau, with whom the Federal Reserve had been

working, advised that he had received information from an inform

ant that an auditor's report showed BCCI loans to CCAH share

holders.

The Federal Reserve had been attempting for some time to deter

mine whether those loans existed despite having been told repeat

edly and as late as 1990 by BCCI that it had not lent to acquire

those shares .

The Fed demanded access to the report from BCCI and, after

some resistance, we were able to review a copy of that report dated

October 3 , 1990, in London in early December 1990. The report con

firmed the existence, this is the Price Waterhouse report, it con

firmed the existence of over $ 1 billion in longstanding nonperform

ing loans by BCCI secured by the shares of CCAH . CCAH is the

parent, top -tier holding company, for First American.

Senator KERRY: Did it have a date as to when that transaction

was effective ?
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Mr. MATTINGLY. No, it did not. The report merely listed the fact

that there were over $1 billion in loans going back some years se

cured by the stock .

That review provided the Federal Reserve with evidence of a vio

lation of the Board's 1981 order which approved CCAH's acquisi

tion of First American on the basis that BCCI would have no role

in that acquisition and would not fund the shareholders' acquisi

tion . The Board , thereupon, ordered the formal investigation.

That investigation has gone on for some 7 months now and has

uncovered evidence of extensive and secret loan and nominee ar

rangements between BCCI and its customers. These arrangements

were designed to allow BCCI to acquire in the name of these cus

tomers the stock of the First American banking organization as

well as three other federally insured depository institutions in this

country .

These arrangements in many cases , most cases , involve sham

loans to the BCCI customers with side agreements, which we have

seen , with the customers that the customerswould not be required

to repay or service the loans and that BCCI at any time it chose

could sell the shares and retain the profits. In return for the use of

their names, our evidence suggests, that the customers received
fees and indemnities.

Most of the CCAH loans were never serviced or repaid except

through other loans from BCCI. From the evidence available , it ap

pears that though bookkeeping manipulations of CCAH stock and

loans to repay or service loans, BCCI generated hundreds of mil

lions of dollars in fictitious paper profits to cover massive losses in

its trading and lending accounts.

As a result of the information acquired in the early stages of our
investigation, as soon as we had information about these nominee

arrangements, the Board on January 22 made criminal referrals to

the Department of Justice and proposed a cease and desist order

against BCCI.

As issued in March, the cease and desist order had four principle

aims. It required BCCI to divest promptly its CCAH shares accord

ing to a plan to be submitted to the Fed . It required termination of

transactions between BCCI and the First American banks. It re

quired BCCI to have sufficient liquid assets at its New Yorkagency

to cover liabilities in those agencies. And finally, it required termi

nation of BCCI's residual business presence in the United States

within 1 year, as quickly as possible, but within 1 year. In other

words, the Federal Reserve decided that BCCI should leave this

country.

In connection with the investigation, the Board has also taken

steps to monitor through the examination process the operations of

the First American banks. Events have made the requirement that

BCCI divest the CCAH shares under its control more difficult.

BCCI had submitted to the Board two proposed divestiture plans.

These planscalledfor a transfer, at our suggestion , of the shares of

CCAHheld by BCCI to a trustee acceptableto the Federal Reserve .

The trustee would have complete control over that stock and would

be directed by the trust agreement to negotiate the sale of that

stock to a third party acceptable to the Federal Reserve as prompt

ly as possible. The Federal Reserve would have given the trustee a
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certain amount of time to negotiate the sale . At the end of that

time without a sale , the Federal Reserve could have directed the

holding of a public auction on the stock .

Implementation of BCCI's divestiture plans has, however, been

delayed by the seizure of BCCI by the regulatory authorities on

July 5. After that date , the officers and counsel for BCCI were no

longer able to negotiate or effectuate a divestiture of CCAH or the

other bank stock thatBCCI acquired .

The July 5 seizure does not , however, void the Board's divestiture

orders. Those orders remain fully effective and legally binding . The

seizure shifts the responsibility and the task of implementing those

orders from BCCI to the receivers for BCCI.

Senator KERRY . Let me understand that now for a minute. The

receivers for BCCI? Where?

Mr. MATTINGLY. This would be the receiver

Senator KERRY. Does that take us to London?

Mr. MATTINGLY. It would take us to Mr. Smouha, yes , to London

and Luxembourg.

Senator KERRY. So you are now telling us that resolution of First

American bank shares lies , not in our hands or our control , but es

sentially in control in another country?

Mr. MATTINGLY. No, I'm not .

Senator KERRY. That is what I am trying to understand.

Mr. MATTINGLY. The Board has an order outstanding, a divesti

ture order.

Senator KERRY. The Board has an order outstanding, but the

Board cannot get its order implemented. Is that accurate ?

Mr. MATTINGLY. We have asked for a plan from the receiver to

implement that divestiture order.

Senator KERRY . But you cannot do it until you receive a plan

from Luxembourg ?

Mr. MATTINGLY. We have asked them for the plan , yes .

Senator KERRY. What would the date be? Do you have an antici

pated date?

Mr. MATTINGLY. I have a meeting arranged with them . I have

met with them already . I have been in contact with their lawyers.

Senator KERRY . Let me let you finish , and then I will pursue

some questions .

Mr. MATTINGLY . We are going to meet again with them next

week regarding this point .

The receivers have stated in these meetings with us that they

intend to cooperate with the Federal Reserve to achieve a divesti

ture. Our discussions are continuing . The Board is also exploring

other avenues to regularize the ownership of CCAH. We do have

an effective order outstanding . And there are certain remedies

available to the Board to make sure that that order is enforced and

carried out .

The Board's investigation of the BCCI matter is continuing and

is the most comprehensive in our experience. As part of the investi

gation, the Board is proceeding with enforcement actions as the

evidence to support those actions is accumulated . Thus, on July 29

the Board assessed a civil money penalty against BCCI of $200 mil

lion . The notice covered the illegal acquisition of First American

and two other banks, the National Bank of Georgia and CenTrust
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Savings Bank. I should also note that the Board earlier in July

issueda notice with regard to BCCI's alleged illegal acquisition of

the Independence Bank in California .

The Board has also taken actions to bar permanently nine indi

viduals associated with this from any involvement in U.S. banking .

At the request of the U.S. attorney for the District of Columbia, the

Board has deferred temporarily the assessment of substantial civil

money penalties against the individuals charged pending comple

tion of the U.S. attorney's criminal inquiry .

Senator Kerry, as you know, as a result of the BCCI matter and

other recent compliance problems that the Federal Reserve has

had with foreign banks, the Board has proposed and recommended

legislation to strengthen the supervision and regulation of foreign

banks in the United States. Those proposals were introduced in the

Senate as Senate bill 1019 by Senator Riegle, Senator Kerry, and

Senator Garn and are being considered as we speak by the Senate

Banking Committee as part of a comprehensive banking reform

proposal.

Senate bill 1019 is intended to help assure that the important

banking policies established by the Congress are applied to all

bank operations in the United States and that the sizable foreign

bank community in this country adheres to legal requirements and

operates in a safe and sound manner.

One of the most important of those recommendations is a recom

mendation that no foreign bank be allowed to open additional of

fices in this country unless the Federal Reserve is assured that

there is home country supervision for that bank. And that recom

mendation grows directly out of our experience with the BCCI

matter.

BCCI at its apex was a holding company. It was also a bank hold

ing company. But it was a holding company and it operated with

out a supervisor that could ensure consolidated supervision over

the organization as a whole. The absence of supervision, of consoli

dated supervision , was crucial, critical, to BCCI's ability to carry

out the manipulation of its books and the concealment of its actual
financial condition .

In closing, I wish to point out that the Board's legislative recom

mendations do not guarantee that BCCI problems will never reoc

cur. Fraud is hard for any regulator to detect, especially when the

transactions are deliberately and intentionally structured to con

ceal relationships and when the relevant information is maintained

outside of the United States.

TheBoard's proposal is an attempt to address the potential for

such illegal activities by creating a bar to U.S. entry by weakly

capitalized,poorly managed, and inadequately supervised organiza
tions. Thank you.

(The prepared joint statements of Mr. Taylor and Mr. Mattingly

follows :)

PREPARED STATEMENTS OF J. VIRGIL MATTINGLY, JR. , AND WILLIAM TAYLOR

We are pleased to appear before this Subcommittee to describe recent develop
ments in the case of Bank of Credit and Commerce International , S.A. and its affili

ates (collectively “ BCCI ' ) . As has been widely reported, bank regulatory authorities

in the United Kingdom , Luxembourg, Grand Cayman, the United States, and sever
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al other countries took action on July 5, 1991 , to secure control of the BCCI banks

as an initial step toward the liquidation of BCCI. This action was taken in response

to evidence of widespread fraudulent conduct by BCCI and its management. More

recently, the Federal Reserve assessed a civil money penalty of $200 million against

BCCI for its unlawful acquisition of the stock of U.S. banks and its concealment of

this control in regulatory filings. TheFederal Reserve has alsoinitiated actions to

bar nine individuals associated with BCCI from involvement with U.S. banks. The

New York County District Attorney's Office has also secured indictments against

BCCI and two of its senior officers.

SUMMARY OF REMARKS

Our remarks today begin with a summary of BCCI's operations, both abroad and

in the United States, and a description of the events leading to the seizure of the

bank's assets . We will then discuss the effect of BCCI's seizureon two U.S. banking

organizations, First American Bankshares of Washington , DC , and Independence

Bank, Encino, CA , the shares of which the Board believes are controlled by BCCI.

Finally , we will discuss the Board's ongoing enforcement actions and its legislative

proposals to strengthen the supervision of foreign banks operating in the United
States.

BANK OF CREDIT AND COMMERCE INTERNATIONAL

Structure of BCCI

BCCI was founded in 1972 and until recently operated principally under the lead

ership and management control of individuals from Pakistan. Initial equity financ

ing of BCCI was provided by Middle Eastern investors and Bank of America. Bank

of America's ownership interest in BCCI was sold in 1980. In April 1990, in order to

bolster BCCI's sagging financial position , the ruling family and the Government of

Abu Dhabi provided additional capital thatincreased their ownership interest in

the shares of BCCI from about 30 percent to 77 percent.

BCCI's operations encompassed subsidiaries, branches and affiliates in 69 coun

tries, principally in developing countries. BCCI, however, was not one of thelargest

banks in the world. Its total assets of roughly $ 20 billion ranked it about 200th in

the world . The parent holding company,BCCI Holdings (Luxembourg) S.A. , was

chartered and headquartered in Luxembourg, and the two largest banking subsidi
aries of the company-Bank of Credit and Commerce International S.A. and Bank
of Credit and Commerce International (Overseas) Limited — were chartered in Lux

embourg and the Cayman Islands, respectively. Although nominally headquartered

inLuxembourg, BCCI's global business was operated out of its London offices.

Under Luxembourg law, holding companies are not subject to supervision. Thus,

BCCI was able to avoid consolidated home country supervision of its activities. Vir

tually from BCCI's formation , concerns were raised about a bank operating interna

tionally without a home country regulator.

BCCI's Operations in the United States

BCCI has never been permitted to operate a branch in the United States that ac

cepts deposits from the general public; nor was it permitted to operate or control an

insured bank. BCCI at one time maintained state -licensed agencies in New York,

San Francisco, Los Angeles, Miami, Tampa, and Boca Raton and representative of

fices in Washington , DC, and Houston . None of these offices could accept domestic

deposits. Because of actions taken by state and federal supervisory authorities as

well as BCCI's plans to restructure its operations, four of the six agencies were

closed by January 1991 , and the remaining two had very substantially reduced their

operations. The representative offices were closed by August 1990.

Under a Federal Reserve Order issued earlier this year, BCCI's remaining oper

ations in this country were scaled back and the company was ordered to terminate

its activities in the United States within a year. On July 5 , 1991 , the two remaining

state-licensed agencies — in Los Angeles and New York - held combined assets of ap

proximately $ 250 million but less than $20 million in liabilities to unrelated credi
tors .

BCCI's offices in the United States were licensed and supervised on a regular

basis by state authorities. As the residual supervisor of U.S. branches and agencies

of foreign banks, the Federal Reserve participated in some state examinations and

conducted some examinations of its own. Under the current framework governing

foreign bank operations in the United States established in the International Bank

ing Act of 1978 , the states are the primary regulators of the branches and agencies

they license, and the Federal Reserve is directed to rely on their reports of examina
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tion insofar as possible. As described in the last section of this testimony, the Feder

al Reserve believes that the time has come to require the same type of federal su

pervision and examination for foreign bank operations in the United States that ap

plies to U.S. banks.

Supervisory Actions- Money Laundering

In May 1987 , a Federal Reserve examination of the Miami office of BCCI identi

fied money laundering activities, and a criminal referral was filed with the Internal

Revenue Service, the Federal Bureau of Investigation and the U.S. Attorney in

Miami . In October 1988, BCCI and a number of its U.S. employees were indicted for

money laundering through BCCI's Tampa , FL, office. The Federal Reserve, with co

operation from state authorities, immediately commenced a coordinated examina

tion of all ofBCCI's U.S. offices. The examinations of the New York and Boca Raton

offices revealed other money laundering activities, and additional criminal referrals
were made in October and November of 1988.

The examinations also revealed that internal controls and lending practices of the

BCCI agencies were poor and that remedial action was required. The Federal Re

serve issued a cease and desist order against BCCI in June 1989 designed to

strengthen the U.S. banking operations of BCCI and enforce compliance with cur

rency reporting requirements.

Post - Indictment Period

The indictment for money laundering in the United States further weakened

BCCI's already fragile reputation in the world financial community. Federal Re

serve staff was advised that BCCI was experiencing some outflow of deposits in

London and was encountering difficulty in finding counterparties for its banking

transactions. In addition, BCCI's auditors had raised questions about whether cer

tain loans were collectible, which brought into sharper focus the need for fresh cap

ital. To address these developments , the Government and ruling family of Abu

Dhabi in the spring of 1990 provided capital resources ofnearly $400 million , in

creasing their ownership of BCCI from 30percent to about 77 percent.

BCCI's problems, however, continued to mount . In October 1990, Price Water

house delivered a reportto BCCI's board of directors that identified substantial ad

ditional problem loans. This report gave rise to renewed discussions between the

bank and its principal shareholder and European banking authorities concerning

possible approaches to a broad-based restructuring of the bank. These discussions
continued into 1991 .

By early 1991 information received by the Bank of England about BCCI and its

activities raised fresh questions about the financial condition and integrity of the

institution as a whole. In turn , this information prompted the Bank of England to

commission Price Waterhouse to undertake a special audit under the provisions of

British banking law. The resulting so-called section 41 report was completed and

made available to the Bank of England on June 22, 1991. The Bank of England's

filings in British courts indicate that the report disclosed evidence of a complex and

massive fraud at BCCI, includingmismanagement, substantial loan and treasury ac

count losses , misappropriation of funds, unrecorded deposits, the creation and ma

nipulation of fictitious accounts to conceal bank losses, and concealment from regu

latory authorities of BCCI's true financial position . It was the findings of this report

that led to the decision by the authorities in the United Kingdom , Luxembourg and

the Cayman Islands to seize BCCI .

The Seizure of BCCI on July 5

On Friday, June 28, the Bank of England informed the Federal Reserve that the

findings contained inthe Price Waterhouse report made it likely that the authori

ties in the United Kingdom , Luxembourg and the Cayman Islands would move

during the following week to take control of the principal banks in the BCCI group .

This information, while still tentative in nature, was provided to the Federal Re

serve in part as an outgrowth of the continuing dialogue that had been occurring

between the FederalReserve and the Bank of England regarding the overall investi

gation into the BCCI affair, but also because it was recognized that the seizure of a

global bank operating around the clock in some 69 countries would have to be exe

cuted with great care in order to avoid banking disruptions on a national or interna

tional scale .

In light of this information, the Federal Reserve promptly dispatched senior offi

cials of the Federal Reserve Bank of New York and the Board of Governors to

London to begin the coordination of efforts that led to the seizure of the BCCI banks

on July 5, 1991. With respect to that action , the primary concern of the Federal Re

serve was to take all reasonable steps to ensure that the seizure of the BCCI banks
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did not precipitate serious disruptions in U.S. banking markets or in dollar -based

payment and clearing systems here or abroad . Four factors loomed large in the de

liberations of the Federal Reserve in this regard:

First, while BCCI's banking activities in the U.S. were very small in balance

sheet terms, a large share of its global activities were conducted in dollars ,

which must be settled with banks in the United States. From the perspective of

the Federal Reserve, and with the experience of the Herstatt failure of 1974

very much in mind, this fact made it very important that the announcement of

the seizure of the BCCI banks be timed so as not to occur during normal busi

ness hours in New York - a judgment that was shared by the Bank of England

and others.

Second, while the Federal Reserve was reasonably confident that the direct

exposure of U.S. banks to BCCI was limited, we could not be sure — especially in

the face of the multiple uncertainties about the underlying condition of BCČI—

that banking exposures in other markets or to other institutions might not

cause disruptions in interbank markets, payment flows, and foreign exchange

transactions that could spill over into U.S. markets and institutions.

Third, there was also the danger that other banking institutions in the

Gulf - institutions with no connections with BCCI and several of which have a

major presence in London and NewYork — could come under pressure by virtue

of uncertainties created by the BCCI seizure.

Finally, there was the more general concern that the precedent of seizing an

institution with operations in some 69 countries could-by its very nature- un

settle banking markets on a global scale.

Over the course of Tuesday, July 2 and Wednesday, July3, the Federal Reserve

briefed the Treasury Department, the Office of the Comptroller of the Currency, the

Federal Deposit Insurance Corporation and others about the unfolding develop

ments in Europe. The Federal Reserve's efforts took place in confidence in part be

cause of the still uncertain course of events in Europe and in part to ensure that

premature disclosure of information did not place some creditors of BCCI- related en

tities in a preferred position .

By midday Wednesday, July 3, it wasincreasingly clear that the seizure would, in

fact, take place on Friday, July 5. In these circumstances, the Federal Reserve in

formed senior officials at the state banking departments in New York and Califor

nia. As the licensing authorities for the BCCI agencies in New York and Los Ange

les, the state banking departments not the Federal Reserve - were responsible for

initiating the actions to close those agencies.

While the exact timing of the seizure ofthe BCCI banks had not yet been deter

mined, the expectation on July 3 was that it would be timed to coincide with the

close of business in New York on July 5. A special unit was established at the Bank

of England to coordinate global regulatory actions and to provide a central point of

supervisory information and advice. For several days, officials from the Federal Re

serve Board and the Federal Reserve Bank of New York were stationed at the Bank

of England to assist in that effort. A parallel unit, focusing particularly on payment

and settlement issues, as well as activities in U.S. bankingmarkets more generally,

was established at the New York Federal Reserve Bank. This unit and a counter

part group at the Board here in Washington were staffed 16 hours daily during the

first week after the closure .

Throughout the day of July 4 , the Federal Reserve maintained close communica

tion with the Bank of England. Based on those discussions, it was still expectedthat

the closure would occur at the close of the business day in New York onJuly 5. On

the evening of July 4, however, the Federal Reserve was informed that the timing of

the closure was being reconsidered due to legal issues that had arisen in Luxem

bourg. Over the course of the night of July 4, it became apparent that the goal of

effecting the seizure at the close of business New York time could not be realized .

At about 2 a.m. , Friday, July 5, the Federal Reserve was informed that theonly

practical options were to coordinate the seizure either at mid-morning New York
time or to accelerate th ction so th it would precede the opening of business in

New York . The choice to accelerate the process was clear. This created a complicat

ed task of getting the personnel and other arrangements in place in the early hours

of the morning after the Fourthof July holiday, but it was accomplished without

major problems or difficulties. Public announcements in Europe and the United

States were coordinated at 8:30 a.m. , New York time, the states of New York and

California acted promptly, bank examination personnel were fully deployed by 8:30

a.m., and the information clearing centers at the Bank of England and the Federal

Reserve remained operational throughout the day of July 5 and over the ensuing
weekend.
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Because ofthis effort involving the close cooperation of authorities in a number of

countries and because the Federal Reserve and state authorities hadalready scaled

back BCCI's limited operations in the United States, the seizure of BCCI was effect

ed on a global scale with virtually no adverse affects on U.S. markets and institu

tions . As a result of earlier regulatory action , on the day the U.S. offices of BCCI

were closed by the states of California and New York, BCČI was funding its business

in the United States from other non-U.S. BCCI offices and not from U.S. sources. As

of July 30, it appears that less than $20 million of the $252 million in liabilities on

the books of the U.S. offices of BCCI are to third parities.

THE FIRST AMERICAN BANKS AND INDEPENDENCE BANK

As the Chairman of this Subcommittee, Senator Kerry, will recall, we testified on

May23 about BCCI'sefforts to gain controlof U.S. banks before a subcommittee of

the Senate Banking, Housing and Urban Affairs Committee. That testimony, a copy

of which is attached and which we will not repeat in detail here, indicated BCCI

had used loans and nominee agreements to secretly gain control of the majority of

the shares of First American Bankshares in 1982. The testimony also describes con

tinuing efforts of the Federal Reserve to detect and prevent BCCI control of First

American's shares, and the violation of explicit commitments that BCCI would have

no interest in the First American organization and would not fund the acquisition

of First American .

On January 4, 1991, the Board authorized a formal investigation concerning
whether BCCİ had violated the Bank Holding Company Act by unlawfully gaining

control of First American , and whether false or misleading statements were made to

the Board by BCCI and others in order to conceal BCCI's control. This investigation

built on prior inquiries into a possible First American-BCCI link made by the Feder

al Reserve in 1989 and 1990 .

In late 1990, the New York County District Attorney, with whom the Federal Re

serve had been working, advised that he had received information about an audi

tor's report showing BCCI loans to shareholders of Credit and Commerce American

Holdings, N.V. (CCAH ), First American's parent. The Federal Reserve had been at

tempting for some time to determine whether such loans existed , despite having

been told by BCCI as late as 1990 that it had not lent to acquire CCAH shares. As a

result of the information , the Federal Reserve demanded that BCCI provide access

to the auditor's report. After initial reluctance by BCCI's auditors, the Board's staff

was able to review a copy of that report in London in early December 1990. The

report confirmed the existence of over $1 billion in nonperforming loans by BCCI

secured by shares of CCAH . That review provided the Federal Reserve with substan

tive evidence of a BCCI- First American link , and the Board thereupon ordered the

formal investigation.

That investigation as it progressed over the next several months uncovered evi

dence of extensive and secretloan and nominee arrangements between BCCI and

customers of BCCI designed to allow BCCI to acquire in the name of these custom

ers the stock of the First American banking organization as well as other depository

institutions in the United States. These arrangements in many cases involved sham

loans to the BCCI customers with side agreements that the customers would not be

required to repay or service the loans and that BCCI could sell the shares and

retain the profits. In return for their services, the customers received fees and in

demnities. These nominee arrangements are described in detail in the Board's civil

money penalty and prohibition actions of July 12 and 29, 1991 .

Many of these CCAH loans were never serviced or repaid except through other

loans from BCCI. From the evidence available, it appears that these arrangements,

particularly in later years, enabled BCCI to generate hundreds of millions of dollars
in fictitious profits to cover massive losses in its trading and lending accounts .

The Board's Cease and Desist Orders

As a result of information acquired in the early stages of the Board's investiga

tion, the Board on January 22, 1991 , made criminal referrals to the Department of

Justice and proposed a cease and desist order for BCCI. The cease and desist order,

which was joined in by the New York banking authorities and consented to by BCCI

on March 4 , had four principal components: requiring BCCI to divest promptly its

CCAH shares; ending business transactions between BCCI and the First American

banks; ensuring that BCCIhad sufficient liquid assets to cover liabilities in the U.S.

agencies; and terminating BCCI's residual business presence in the United States.

The order required BCČI promptly to divest its interest in CCAHthrough a plan

to be submitted to the Board for its approval . Theorder, anda similar one against

CCAH , also prohibited transactions between BCCI and the First American banks
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( other than capital injections into the banks and certain clearing transactions in the

ordinary course of business). After entry of the order, the Richmond Reserve Bank

informed the First American Bank of New York that its clearing transactions for

BCCI should be wound down and terminated before the end of 1991.

The Board's investigation continued after issuance of the March 4 order and dis

covered further evidence indicating that BCCI also had acted through a nominee,

GhaithPharaon , to acquire the Independence Bank, Encino, CA , in violation of the

Bank Holding Company Act. On May 3, the Board issued a second cease and desist

order requiring BCCIto submit to the Board a plan for the divestiture of any shares

of Independence Bank within its control . A criminal referral relating to this viola

tion was also filed .

In conjunction with the investigation, the Board has also taken steps to monitor

through the examination process the operations of the First American banks, and to

determine any relationship with BCCI. Examinations and special reviews were un

dertaken by the Federal Reserve and other federal and state banking authorities in

January 1991. These efforts continue.

Implementation of the Orders

As a result of the orders, transactions between BCCI and the First American

banks and Independence Bank have been steadily eliminated . The relationship be

tween BCCI and the First American Bank of New York-with which BCCI had

maintained a correspondent relationship — was wound down substantially by July 5.

Events have made the requirement that BCCI divest the shares of CCAH under

its control more difficult to achieve. On May 3 , BCCI submitted to the Board a pro

posed divestiture plan for the CCAH shares, and on July 3, BCCI submitted a dives

titure plan for the Independence Bank shares. The CCAH plan called for transfer of

the shares of CCAH held by BCCI , and possibly shares held by other CCAH share

holders, to a trust administered by an independent trustee acceptable to the Board.

The trustee would vote the stock and negotiate its sale within a time frame agreed

to by the Board . We found the trust arrangement to be acceptable, but considered

the proposal to be deficient because it failed to set forth the timing of the sale

specifically, there were no guarantees that the divestiture would be a prompt one,

as required in the Board's order.We therefore rejected BCCI's proposal by letter of

May 10, and required BCCI to submit within 10 days a revised plan that addressed
this concern.

On May 20, BCCI did submit a revised plan, which also relied on a trust arrange

ment. Although this newplan did not contain a timetable, it did contain details and

conditions that appeared to expedite the sale . A preliminary draft of the trust

agreement was submitted by BCCI on June 20.

Implementation of BCCI's proposed divestiture plans has been delayed by the sei

zure of BCCI by regulatory authorities. After those authorities seized control of

BCCI on July 5 , the officersand directors of BCCI were no longer able to negotiate

or effectuate a divestiture of CCAH or Independence Bank stock on behalfofBCCI.

The July 5 seizure order does not void the Board's divestiture orders, however.

The orders remain fully effective and legally binding . The seizure shifts the task of

implementing the orders from BCCI to the receivers for BCCI . We have been in con

tact with the receivers , explaining to them the need to achieve total divestiture as

soon as possible, and requesting that they submit promptly a revised divestiture

plan . The receivers have indicated a desire to cooperate with the Federal Reserve to

achieve divestiture , and our discussions arecontinuing: The Board is also exploring

other avenues to regularize the ownership of CCAH and Independence.

4

ENFORCEMENT
1

The Board's investigation of the BCCI matter is continuing and is the most com

prehensive in our experience. As part of its investigation , the Board is proceeding

with enforcement actions as the evidence to support such actions is accumulated.

On July 12 , the Board issued a notice of intent to bar from U.S. banking individuals

participating in the Independence Bank violation . Those individuals are Agha

Hasan Abedi and Swaleh Naqvi, two former senior officers of BCCI; Kemal Shoaib,

a former officer of BCCI and the former chairman of Independence Bank; and

Ghaith Pharaon , the owner of record of Independence Bank and a shareholder of
BCCI .

More recently, on July 29, the Board issued a Notice of Assessment of $ 200 mil

lion in civil money penalties against BCCI for its illegal acquisition of CCAH, the

National Bank of Georgia and CenTrust Savings Bank . The Board also issued a

notice of intent to bar permanently nine individuals associated with BCCI from any
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future involvement with U.S. banking organizations. On the same day , the District

Attorney's Office for the County of New York secured indictments of BCCI .

The Board is continuing to cooperate with law enforcement agencies, and will of

course consult those agencies before taking enforcement action so as to avoid preju

dicing any criminal investigation. Thus, at the request of the U.S. Attorney for the

District of Columbia, the Board has deferred temporarily the assessment of substan

tial civil money penalties against the individuals already charged , pending comple

tion of the U.S. Attorney's criminal inquiry.

CURRENT STATUS

As of July 6, 1991, governments of 18 countries were known to have closed or re

stricted the activities of BCCI operations in their jurisdictions . By July 29, 1991, a

total of 44 countries had closed BCCI offices in their respective jurisdictions . BCCI

offices continued to be open under varying degrees of regulatory presence in 25

other countries as of the same date.Although complete information is not yet avail

able, it appears that governments of some developing countries could havesome ex

posure to BCCI.

LEGISLATIVE INITIATIVES

a

As a result of the BCCI matter and other recent compliance problems with for

eign banks, the Board reviewed the statutes, regulations, and supervisory policies

governing foreign bank operations in the United States. In order to help prevent

problems such as those presented by BCCI from recurring, the Board has sent to

Congress a set of proposals to strengthen the supervision and regulation of foreign

banks operating in this country. Those proposals, collected as the Foreign Bank Su

pervision Enhancement Act of 1991 , were introduced in the Senate as S. 1019 by

Senators Riegle, Kerry and Garn, and are to be considered aspart of the compre

hensive banking reform proposal currently before the Senate Banking Committee.

This legislation would establish uniform federal standards for entry and expan

sion of foreign banks in the United States, including, importantly, a requirement of

consolidated home country supervision and the application of the same financial,

managerial, and operational standards that govern U.S. banks. The proposal would

also grant regulators the power to terminatethe activities of a foreign bank that is

engaging in illegal, unsafe, or unsound practices. Regulators would be provided with

the information -gathering tools necessary to carry out their supervisory responsibil

ities .

As this case amply demonstrates, continuing consolidated supervisory oversight of

a bank's operations is essential to maintaining the integrity of the bank's operations

and preventing adverse effects on the financial system .BCCI operated without a su

pervisor that could demand consolidated financial reports; this method of operation

was critical to its ability to carry out the manipulation of its books and the conceal

ment of its actual financial condition.

The proposed foreign bank legislation is intended to ensure that no other foreign

bank may participate in this country's banking system unless the books and records

showing the financial condition of that organization are open to inspection by a

home country supervisor and the bank is supervised on a consolidated basis . The

legislation provides the regulatory tools needed to implement this policy.

CONCLUSION

The Federal Reserveis monitoring the BCCI situation closely and will continue to

cooperate with Federal, state, and foreign bank supervisors and law enforcement
agencies. Further information concerning the extent of BCCI's fraudulent activities
and the individuals involved may come to light as the numerous investigations un

derway progress.

Ourimmediate goal is to make the current separation in fact between BCCI and

CCAH and Independence a complete separation in law, so that these banks can be

relieved of any taint thatthey might be suffering from an association with BCCI . In

the coming weeks, we will be working with British , Cayman and Luxembourg au

thorities toward that end.

Senator KERRY. Thank you very much, Mr. Mattingly .

Let me just say, because I think it is important, as criticisms are

surfacing here and as questions arise about performance, I think it

is also important to point out where there has been good perform

ance and where people have been responsive.
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And I want to personally thank you and I want to thank Chair

man Greenspan and the Fed who have been very responsive to our

concerns this year . The Chairman personally has responded a

couple of times to suggestions that we had . I want to congratulate

the Fed for its recent efforts in this .

I know the Chairman was in touch with the Bank of England

some months ago and was talking with them about the problem

and there were great questions about how to proceed .

I think in recent months you have proceeded courageously and

appropriately .

There are questions, obviously, about who knew what and when

and who should have known what when and whose responsibility it

was to do what when. And those are clearly on the table to a cer

tain degree here.

I think one also has to put all of that in perspective and balance

it against the role of the Fed and what the Fed is really equipped

to do and supposed to do and so forth .

The record is clear and I concur with the record that in recent

years there has been a conscious effort to prevent BCCI from being

able to gain te foothold that it did gain surreptitiously. But there

are other questions that I want to ask you in terms of this .

And I would like to begin in one area and then we will move

over to another . Who, according to the Fed, owns First American

Bank now? Who owns the bank?

Mr. MATTINGLY . The banks, the First American banks are owned

by a bank holding company registered with the Board located here

in Washington , DC. The holding company is called First American

Bankshares.

First American Bankshares is owned by a series of holding com

panies, three other holding companies. The top tier holding compa

ny is called CCAH.

Senator KERRY . And who are the principals of CCAH?

Mr. MATTINGLY. It is the stock of CCAH that we believe, over 50

percent of the stock of that holding company, we believe, is con

trolled by BCCI . We also know that 29 percent of that stock is con

trolled , owned and controlled, by the Government and ruling

family of Abu Dhabi, one of the United Arab Emirates .

Senator KERRY. So in effect, when you peel off the layers and

work down the corporate ladder, in point ofreal control ofwho has

the capacity to govern , it is fair to say that the Government of Abu

Dhabi owns First American Bank?

Mr. MATTINGLY. I would say that the Government of Abu Dhabi,

the Government and the ruling family, the Government and the

siyal family of Abu Dhabi, have a control block , yes . I would agree

with that .

Senator Kerry . So the largest bank in Washington - do you have

a correction of that , Mr. Taylor ?

Mr. TAYLOR. No. Other than to observe that I agree with Mr.

Mattingly . However, I think if you were to ask those people and

they were here, they would say they don't have very muchcontrol

at all in reality in the sense of calling the day-to -day shots.

Senator KERRY . And the reason for that would be what?
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Mr. MATTINGLY. Pursuant to the original Board approval order

in 1981 , control of those banks was put in the hands of an Ameri

can board of directors, the First American Bankshares directors .

At that time, it was Mr. Clark Clifford, Mr. Altman, Senator

Stuart Symington , General Quesada, General Gavin . Representa

tions were made to the Board that these Middle Eastern investors

were only in this as a passive investment, that real control of the

operations of those American banks would be in the hands of this

American board of directors that I've described .

Senator KERRY. Now in terms of the legal issues here and the

rights of the Fed, so to speak, is there a legitimate distinction be

tween legal control by shares owned and day-to -day control as it is

exercised ?

Mr. MATTINGLY. Under our statute there is such a distinction ,

yes.

Senator KERRY. Can you clarify that for the sake of the commit

tee ?

Mr. MATTINGLY.Thereare two types of control . The first type of

control under the Bank Holding Company Act is ownership or con

trol over the stock of a bank. It is that which we believe that BCCI

has.

The other kind of control covered by the Bank Holding Company

Act is control over the way the bank does business , a so -called con

trolling influence test; can this person cause the bank to do certain

thingsor not do certain things . That is the control that, when the

Board approved the order, was vested in the board of directors , the

American board of directors .

Senator KERRY . Was it vested in the board of directors in the

knowledge that the bank would, in effect, by virtue of stock con

trol , passive or otherwise, be in the hands of the ruling family and

connections of Abu Dhabi?

Mr. MATTINGLY. Yes, at that time the Abu Dhabi, part of the

royal family of Abu Dhabi, I believe, was to own approximately 10

percent of the CCAH. And ADIA, the Abu Dhabi Investment Au

thority was to own about 8percent. So the original

Senator KERRY. The original transaction which took place in

1981 .

Mr. MATTINGLY [continuing) . Was consummated on April 17 ,

1982. The Abu Dhabi interest, I believe , had about - I can get you

the exact figure. I think it's 18 or 20 .

Senator KERRY. We would like the exact figure for the record if

you have it . You do not have to do that now, but is it 18 percent or

20 percent?

Mr. MATTINGLY. I have it right here .

Senator KERRY . Then I will wait for you .

Mr. MATTINGLY. The Abu Dhabi Investment Authority had 8.24

percent . And then it shows here, I'm sorry - 13.72 percent that was

held by a gentlemen named Abdullah Darwash. And he was hold

ing those shares as trustee or personal representative for a minor

son of the ruler of Abu Dhabi. So, together you have approximately

21 percent, a little over 21 percent, 22 percent.

Senator KERRY. Now Darwash at that time was under house

arrest, was he not, I believe? And this is the issue that came up in

the course of

45-702 - 92 - 4
-
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Mr. MATTINGLY. Yes, on the day that the Board approved the

order. The Board subsequently learned that Mr. Dharuash was

under house arrest in Abu Dhabi.

Senator KERRY. Subsequent to this purchase, a clandestine series

of transactions took place, is that accurate?

Mr. MATTINGLY. That's our information , yes .

Senator KERRY. And those specifically were what ?

Mr. MATTINGLY. The manipulation in the stock.

Mr. TAYLOR . A series of loans were basically made by BCCI to

individuals secured by the stock . And indeed , the terms at least

from what we can determine, the terms of the loans were such as

to not make them loans at all , but really to cast them more in the

light of a nominee holding . That's in layman's terms.

Senator KERRY. And in effect, because they were not serviced ,

ownership was transferred ?

Mr. TAYLOR. Not just because — I should let the counsel answer.

Senator KERRY. Not just because they were not serviced. Go

ahead.

Mr. MATTINGLY. They were sham loans. You know, in our view.

What it alleges , the Board has issued a 110-page indictment that

describes the various transactions that occurred in that stock be

ginning in 1982. What's alleged in here is that they weren't loans,

that that stock was owned by BCCI right from the beginning and

loans were — there were loans made to individuals , stock was regis

tered in individuals names, and fictitious loans were made to those

individuals to purchase the shares.

Senator KERRY. And as a consequence of those fictitious loans, it

is the judgment of the Fed Reserve today that BCCI in effect owns

First American , is that correct ?

Mr. TAYLOR . That's correct.

Mr. MATTINGLY . What is alleged in this document is that begin

ning in 1982 they had at least 25 percent, which is legal control

under the Bank Holding Company Act and over the ensuing years

they may have had more. Over the ensuing years ending in 1989,

they acquired , we believe they hold today, 60 percent of the stock
of CCAH .

Mr. TAYLOR. But one of the questions that comes up when one

looks back to see what happened and when it happened, and the

question is not , could BCCI lend to these individuals . There is noth

ing in our order that prohibited BCCI from lending to individuals

for other purposes.

But it was very clearly in the intent in the original application

and it was the Board's understanding when it approved this appli

cation that they would not borrow from BCCI for the purpose of

affecting the transaction . Not just because the loans were past due,

but also because of other documents that were found indicating

prior arrangement as opposed to straight debt.

Mr. MATTINGLY. I think for the benefit of the committee, if I

could, in our prior testimony before the Banking Committee, there

are listed out on pages 8 and 9 a sampling of the various state

ments and representations made to the Federal Reserve Board in

1981 in connection with that application . And one of them, I think,

bears repeating.
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The application stated , quote, “ BCCI owns no shares of FGB,”

that's First American, “ CCAH or CCAI either directly or indirect

ly, nor will it if the application is approved. Neitheris it, BCCI, a

lender nor will it be with respect to the acquisition by any of the

investors of either First American, CCAI, or CCAH shares .

In our view , nothing could be clearer.

Senator KERRY . Now , Mr. Mattingly , Mr. Taylor, are you pre

pared to make available to the committee a copy of the Price Wa

terhouse report ?

Mr. MATTINGLY. This is the Price Waterhouse report dated June?

Senator KERRY. The June Price Waterhouse report .

Mr. MATTINGLY. I would think that if the Federal Reserve re

ceived a formal request from the committee, that would be given

appropriate consideration, serious consideration . [Laughter.)

Senator, I am not at liberty to make that decision.That decision

would have to be made by the Board.

Senator KERRY. Can you tell me any reason why the committee,

we are just looking at this issue, should not be able to see the

report on which the judgment was made that massive fraud was

involved ?

Mr. MATTINGLY. The Federal Reserve received that report from

the

Senator KERRY. You guys do not classify things , too, do you?

Mr. MATTINGLY. No, we did not . We received that report from

the Bank of England. And we received it under an arrangement

from the Bank of England that we would have to notify them of

any request that we received for access to the report . I add that

that report

Senator KERRY. Well , I would take the liberty , we are aquorum

here of the committee, I do not know how everybody feels, but I

would like to see that report and I would like to request it? Does

anybody disagree ? (No response . ]

So consider this a formal request of the committee.

Mr. MATTINGLY.I would hope that we could submit that report.

Senator KERRY. Let me ask you another question . And we would

hope that you can submit it shortly.

Have you or any of your investigative staff, Mr. Taylor, seen an

alleged list of U.S. officials reportedly prepared by officials at BCCI

thatindicates payoffs or bribes in any form ?

Mr. TAYLOR . Wehave been hearing about this list for the last 3

weeks or 4 weeks. We havequestioned almost everyone we can find
in our organization to see if there is anything that could have been

determined to be such a list . And we havenot been able to find

such.

The only thing I can think of is that early in the examination I

told the examiners to be sure and get a full list of all of the cus

tomers of First American so that when we had known names from

the Middle East or from Europe or from wherever who were people

who might be linked to BCCI, that they could check it against the

full list of the customers.

So our examiners have that list . But we do not - to answer your

question directly - I know of no list of individuals who received

payoffs. I would like to have such a list. And I would be happy to

turn that over to the committee immediately .
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Senator KERRY. Do you have any evidence at this point of either

bribes or payoffs?

Mr. TAYLOR. We have a few instances where there are expenses

paid for people to take trips and attend conferences and the like.

There are some expenses - you know obviously, any bill to a law

firm , any bill paid to a law firm — that you have to know what's

behind them . We don't know of anything at this point.

We have some list of people as consultants - really not a list, I

guessone or two consultancies — that you could say, what did the
consultant do and so forth . But we don't have any big list .

Senator KERRY . Just one last question before I turn it over to my

colleague here.

Are you aware of an audit completed recently by the auditors for

First American which suggests that certain U.S. officials may have

received unusual services or payoffs from the bank? Have you
heard of that?

Mr. TAYLOR. I'm not aware of that .

Senator KERRY . You are not aware of that? So you do not have

either of those in your possession?

Mr. TAYLOR. No.

Mr. MATTINGLY. I'm not aware of it, Senator.

Senator KERRY . Fine. We have just been hearing about it and I

wanted to ask.

Mr. TAYLOR. We have, too. And we are most interested in any

information that could lead us to find such a list we would appreci

ate .

Senator KERRY. Thank you very much . Senator Brown?

Senator BROWN. Thank you, Mr. Chairman.

Mr. Taylor, or perhaps Mr. Mattingly, I wonder if you can tell

me when the Federal Reserve first had information forwarded to it

that raised the question of BCCI having taken control of the bank

or purchased indirectly controlling interest ?

Mr. TAYLOR . We had, I think the first indication that I had was

really through a contact that our Mr. Ryback had internationally

that indicated there were loans at BCCI in Luxembourg. I mean ,

that was the first time I think I had heard of a specific statement.

There were allegations from the beginning, I mean from 1978 on .

But as far as information on someone having control and there

being an identifiable individual that made that statement, I think

it was not until the middle of November 1989 that we had anything

specific.

Mr. MATTINGLY. I think that's correct. As I testified in front of

the SenateBanking Committee- I'm groping here for the date.

Senator Brown .Well , that is about 13 months prior to when the

investigation was ordered .

Mr. Taylor. That's until the order of investigation was given,

that's correct.

Mr. MATTINGLY. What we did after we received that was to do

you want to continue?

Mr. TAYLOR . Let me back up.

First of all , as it relates to BCCI and what I'll call the modern

era of 1986, 1987 on, I mean, in 1987, of course, the Federal Reserve

through its examiner in Miami made a criminal referral for money

laundering in 1987 to the Justice Department and to the Internal

1
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Revenue Service, which was then the procedure for Bank Secrecy

Act suspected violations.

Senator BROWN. I am sorry , repeat that for me? Who was it that

made that?

Mr. TAYLOR . Our examiner in an examination of the agency of

BCCI in Miami suspected money laundering and made, through the

Atlanta office of the Federal Reserve Bank, a criminal referral to

the Justice Department.

I believe the procedure was that after they had made that refer

ral, we received it in Washington at the Fed, and we were the ones

in Washington who made the referral on to the Internal Revenue

Service . So there were two referrals of the money laundering in

1987 .

Senator BROWN. Was there anything in that period that was

passed on to the Fed that would have suggested that BCCI had an

equity interest ?

Mr. MATTINGLY. Yes. There was telephone call that a member of

the supervisory staff received from a Customs official on December

27, 1988, a Customs officer asking our supervisory personabout a

possible connection between First American National Bank of

Georgia and BCCI. The Customs official asked for all the docu

ments, the Y - 7's, the reports and anything else that we had . And

in the course of that conversation he mentioned to this Federal Re

serve staff person that he had an indication from a BCCI employee

that BCCI owned First American banks.

Senator Smith: What action did the Federal Reserve take when

that information came to their attention?

Mr. MATTINGLY. I don't know whether this was in response to

that or not, but in January 1989 the Federal Reserve Bank of Rich

mond conducted a review to determine whether First American ,

whether there was a link between First American and BCCI .

Senator BROWN. So the information came in 1988 and 1989, and

they began a review ?

Mr. MATTINGLY. And the review did not detect

Mr. TAYLOR . You have to remember that the information that

came to us was a statement that someone had made. There is no

corroborating evidence of that , that I'm aware, and the first time

we found a place where there might be corroborating evidence is

really when we had the supervisor in Luxembourg tell our Mr.

Ryback that there certainly are loans .

Senator BROWN. That was when, again?

Mr. TAYLOR . That was November 1989.

Senator BROWN. November 1989. Tell me, in the financial state

ments that the nominees had submitted when they acquired their

interests in the banks that as I understand it you all review, were

those consistent ? I mean, looking back on them, are they financial

statements that you think would be reasonable for people acquiring

this large an interest ?

Mr. MATTINGLY. Remember, BCCI did not purchase First Ameri

can as far as we knew.

Senator BROWN. I understand that, but the people who were the

so- called — the purported purchasers of the bank.
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Mr. MATTINGLY. Yes, the original application—they were submit

ted with the original application statements by those people show

ing, in most cases, very, very substantial net worths.

Senator BROWN. Were those financial statements audited ?

Mr. MATTINGLY. No, they were not . There were some of them

that were submitted by accounting firms. There were also confir

mations of account balances at banks. In addition to that, the Fed

eral Reserve went to the point of holding a hearing and having

four of those investors come in and testify in front of that hearing.

Those individuals came in—it was an informal hearing. Those indi

viduals came in and made statements that they were going to

make the acquisition with their own personal funds. They were not
borrowing from BCCI .

Senator Brown . What did the Fed do to verify those bank state

ments — those personal financial statements ?

Mr. MATTINGLY. The staff of the Federal Reserve made inquiries

of other Government agencies about any information that they

might have about these particular individuals . They went to the

CIA, the State Department, the Commerce Department, and so

forth .

As I said , the financial statements that were submitted with the

application , there were requirements that they also submit in cer

tain cases statements from banks indicating that the banks were

holding balances for those individuals .

Senator Brown. Now, according to our press , Mr. Clifford and

Mr. Altman or about May 3 presented Federal bank regulators

with a financial statement outlining their purchase and sale of

First American stock in the 1986-88 period. Do you understand

that to be correct? Is that newspaper report correct?

Mr. MATTINGLY. Well, the Federal Reserve did not find out

well , Mr. Altman and Mr. Clifford reported in certain of the official

filings with the Board by the company that they had purchased

stock of CCAH . During our investigation , we found out that BCCI—

that those acquisitions — that those acquisitions of stock were fi

nanced by BCCI , and that is the report that I think you're refer

ring to .

Senator BROWN . Uh-huh.

Now, there is a chart before you that may help, but basically, as

I understand it , the stock in the roughly 1 /2-year period tripled in

value. A portion of that was sold at an enormous profit, and a por

tion of that stock remains in those gentlemen's names.

My question is , what is going to happen to the stock that they

continue to hold , and what will happen to the stock-to the profit

that was recognized off of those stock sales?

Mr. MATTINGLY. Senator, as I indicated , the Board's investigation

into this matter is continuing, and I believe it would be—I would

ask your consideration that we not answer that question . That is a

matter that's directly involved in our investigation as well as your

investigation.

Senator BROWN . I can appreciate your position . Let me ask , is it

within the purview of the Board to take action regarding a stock

sale and take action regarding the stock ? Is that one of the things

that comes under
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Mr. MATTINGLY. That would be within the purview of the Board

under our supervisory responsibilities, yes .

Senator BROWN. If I understand what you said , these are both

areas which you are looking into?

Mr. MATTINGLY. The Board is looking into the entire matter of

this BCCI- First American link from 1978 when it started until the

present. We are looking at every aspect of that from every possible

angle, and asI indicated, when we get evidence, we take action.

Now , in this indictment that we issued the other day, there are

schedules which set out who bought the stock when and for how

much, and when they sold it. I can read . I can tell you that from

that document it's alleged that Mr. Clifford and Mr. Altman - that

Mr. Clifford and Mr. Altman in a rights offering conducted in July

1986, Mr. Clifford purchased 4,495 shares of CCAH at $2,216 per

share; Mr. Altman purchased 2,247 of CCAH at $ 2,216 per share.

I can also say that the notice that was issued by the Federal Re

serve Board indicates that in 1987 Mr.—I'm sorry . In 1988, Mr.

Clifford sold 3,200 of the shares for $6,800 a share. Mr. Altman sold

1,600 of his shares for $6,800 a share.

Senator BROWN. Thank you. One last question if I may, Mr.

Chairman. I would be interested in knowing your view as to wheth

er or not it would be of value to ask for audited financial state

ments from individuals when they are making applications .

Wouldn't that have solved some of this problem?

Mr. TAYLOR . Not if they were the kind of audits that were done

on BCCI. I mean, a serious answer is that we oftentimes find that

an audited statement does not necessarily give you the picture that

you would expect it to , and it's sorely disappointing that that hap

pens as frequently as it does.

Senator BROWN. Well, I can appreciate if you are talking about

an international bank, but if you are talking about an individual

financial statement, surely if someone has dramatically misrepre

sented their net worth, financial — an audited financial statement

is of great value, is it not?

Mr. TAYLOR. It certainly doesn't hurt a thing . It certainly can't

detract. But I mean, it is not necessarily a comprehensive state

ment of truth, unfortunately.

Senator BROWN. Well , I assume without knowing the substance

of those statements, if someone showed the ability to buy hundreds

of millions of dollars worth of stock and it turns out they have

nothing in the way of assets , a basic check of those financial state

ments could have shown that ~ turned that up, could it not?

Mr. MATTINGLY. Senator, that's exactly why the Federal Reserve

requested detailed financial statements. The individuals these

Middle Eastern investors who the Fed was told were going to buy

this stock are very — the statements show that they are wealthy.

There are a number of them who are rulers of emirates of the

United Arab Emirates .

Senator Brown . One last question . My understanding is Mr. Clif

ford is the chairman of FirstAmerican and Mr. Altman is its presi

dent . I also understand that you have the authority or the ability

to remove them or replace them with officers or directors that are

not tainted by connects to BCCI . Is it your intention to exercise

that authority?
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Mr. MATTINGLY. As I indicated , Senator Brown , the Board's in

vestigation is continuing, and when we obtain evidence that indi

cates that enforcement action should be taken , we take it. Other

than that, I really would not like to comment on the status of the

decisionmaking going on within the Federal Reserve about what

additional supervisory - what specific additional supervisory ac

tions should or could be taken next .

Senator KERRY. But that is within the purview of the Board?

Mr. MATTINGLY. The Federal Reserve Board has authority under

the statute to remove a director or an officer of an American Bank

or bank holding company upon-if it meets certain tests . There has

to be a violation of law, damage to the bank, and so forth.

Mr. Taylor. I might add, not as it relates to this case, but the

removal of an officer from a U.S. bank is no easy task . It is very

difficult, in a legal sense , to do that , and in fact we have offered

corrective language, have we not?

Mr. MATTINGLY. We have proposed corrective language.

Senator KERRY . What, if any, action is the Fed taking to protect

records and guarantee the records are not destroyed?

Mr. MATTINGLY. Senator Kerry, when we commenced our investi

gation one of the first things that we did was to take physical pos

session of every piece of - all of the CCAH records that we could

get our hands on .

Now, there are certain records that we were not - that we have

not yet been able to gain access to because of claims of attorney

client privilege . There were procedures put in place, however, to

safeguard those documents, but when anyone told us of documents

we acted . When we were told that there were records at the Miami

agency that were useful for our investigation , we issued a subpoe

na, and we have thousands of boxes of documents from the Miami

agency under subpoena. When we are told of information , we go
after it .

Senator KERRY. Senator Cranston?

Senator CRANSTON . Thank you very much, Mr. Chairman.

Am I correct in my understanding that BCCI has or had repre

sentative or agency offices in Washington, DC, New York, Miami,

San Francisco, Los Angeles, Boca Raton, and Tampa?

Mr. MATTINGLY. Senator Cranston, they had offices in those

cities . In Washington , DC, was what's called a representative office

and in Houston it was a representative office. In others there were

agencies .

Senator CRANSTON . Are they still active and open?

Mr. MATTINGLY. On July 5 , there were two left. There wasone in

Los Angeles and there was one in New York, and both of those

were seized on July 5 by the State of California and the State of

New York

Senator CRANSTON . What about the agencies?

Mr. MATTINGLY. Those were agencies.

Senator CRANSTON . I mentioned this morning some banks with

some sort of relationship in some other States, or in addition to

those we have been discussing.

One is the former Bank of Commerce, now First American, in

New York. In Florida , the former Bank of Escambia, now First

American of Florida . In Maryland, former Financial General, now
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First American, Maryland. In Virginia, former Financial General,

now First American , Virginia , and in Tennessee, First American.

First, am I correct in my understanding that these are not con

nected with First American here in Washington ?

Mr. MATTINGLY . No, they are . First American here in Washing

ton , DC, owns most of the banks directly that you named. They

own a bank in Washington , DC , a bank in Maryland, a bank in

Virginia, a bank in New York, a bank in Tennessee, and a bank in

Florida.

Senator CRANSTON . Is that within a holding company?

Mr. MATTINGLY. Yes. It's a holding company and they own sub

sidiary banks.

Senator CRANSTON. Regarding the Independence Bank of Encino

out in California and part of Los Angeles, does — or did Ghaith

Pharaon own the Independence Bank?

Mr. MATTINGLY. Yes.

Mr. TAYLOR . Yes and no .

Mr. MATTINGLY. The bank was bought in his name. We allege

that BCCI used Mr. Pharaon as a nominee to purchase the bank.

Senator CRANSTON . Is he still the owner?

Mr. MATTINGLY. He is the record owner.

Senator CRANSTON . What is the current status of that bank?

Mr. MATTINGLY . That bank is under a divestiture. BCCI is under

a divestiture order from the Federal Reserve to dispose of that

bank as promptly as possible.

Senator CRANSTON . Have there been transactions between Inde

pendence Bank and the BCCI office in California or with other

BCCI institutions?

Mr. MATTINGLY. The Federal Reserve issued an order against

BCCI in connection with the Independence matter in May of this

year and that order was intended to terminate the transactions be

tween the bank and the BCCI . There were some transactions, how

ever, between Independence Bank, I believe, and BCCI's operations

in the United States . Those transactions are being looked at by the

Federal Reserve.

Senator CRANSTON. Were any former BCCI employees employed

by Independence Bank?

Mr. MATTINGLY. Yes . There was a BCCI employee named - yes.

There was a BCCI employee who, our information is , negotiated

the acquisition of the Independence Bank and then was - our in

dictment says was — then put in as the chairman or chief executive

officer of Independence Bank.

The Federal Reserve has issued an action removing, barring that

person . He's no longer at Independence Bank, but there's an action

outstanding to keep him out of U.S. banking in the future.

Senator CRANSTON . Ghaith Pharaon, while owning the Encino

Bank on behalf of BCCI, also helped BCCI acquire 25 percent of

CenTrust in Florida , according to the Federal Reserve order of July

29 which just came out . Can you tell us how, and for what purpose,

Pharaon and BCCI obtained an interest in this failing S&L?

Mr. MATTINGLY. Senator Cranston, the Federal Reserve — the

focus of the Federal Reserve's investigation-has been on the First

American organization . In the course of that investigation , we
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.

come across other information that BCCI has acquired banks and

we act on it .

In this particular case , the CenTrust Savings Bank in Florida, we

came across that within the last 3 or 4 weeks. We found some docu

ments in London that indicated that in fact BCCI had funded Phar

aon's acquisition and that the shares had been pledged to BCCI and

that BCCI had voting control over those shares. I cannot answer

your question about why BCCI acted in that way.

Senator CRANSTON . Regarding First American here in Washing

ton, does the Federal Reserve have any questions about whether of

ficials of the Government of Abu Dhabi may have violated U.S.

laws in acquiring the bank?

Mr. MATTINGLY. Senator, again the Board's investigation, as I in

dicated before, is looking at all aspects of this thing. As we get evi

dence, we act on it . Theindictment that the Federal Reserve issued

on July 29 does not charge the Government or ruling family of Abu

Dhabi with illegally acquiring control of First American.

Senator CRANSTON . But that may be a matter that is being

looked at, is that correct?

Mr. MATTINGLY. We are looking at all matters in connection with

this case .

Senator CRANSTON . What is the current financial status of First

American? For example, has new capital been placed in First

American in 1991 ?

Mr. TAYLOR. That's correct.

Senator CRANSTON . Can you tell us by whom and how much?

Mr. TAYLOR. Yes. The Abu Dhabi Government and Abu Dhabi in

vestment authority and Abu Dhabi ruling family since - really

since , let's say , September 1990 — within the last year, has placed

approximately slightly over $200 million into First American, some

of it to deal with debt at the holding company level and some of it

to put into capital of the subsidiary banks.

Basically what happened in the beginning of the year is we

asked the other agencies — the Federal Reserve is not the primary

supervisor of any of these banks, but we asked and received the co

operation of the other supervisors, the Comptroller of the Curren

cy , the FDIC, the various States involved , and they have examined

the bank. What we then did was go to the Abu Dhabi people and

say that the capital requirements of the supervisors are x, and we

expect you to put that in there. And they did , and a little more ac

tually .

Sothey've been fairly cooperative, even though they fully under

stand that they're under — that the whole thing is to be divested as

soon as possible .

Senator CRANSTON . Do you know if any commitments were made

bytheU.S. Government in return for this infusion of capital?

Mr. TAYLOR . None that I know of, and I'm the one who asked for

the money .

Senator CRANSTON . Mr. Taylor, you mentioned in 1987 criminal
referral by

Senator KERRY. Would my colleague yield for just a minute ? We

are trying to cover some logistics here. We are almost at 4 p.m. We

have not had the State Department folks on yet.
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What I am going to do, with the permission of my colleagues , is

suggest that we put State Department's current statements in the

record as if read but not proceed forward to question them today,

and build off those and have them back at a time when we have

more time to pursue those questions , because I think there are

going to be limits to what we can digest , and we do have another

we want to try to deal with the issue of Peru and so forth . Is that

agreeable ?

Senator WoFFORD. Yes.

Senator CRANSTON. Yes.

[The prepared statements of Messrs . Borg, Kreczko, and Burleigh

follow :]

PREPARED STATEMENT OF PARKER W. Borg

Mr. Chairman : Good afternoon. I am Parker Borg. I have been Deputy Assistant

Secretary in the Bureau of International Narcotic Matters at the Department of

State since May 1989. I would like to focus my statement on the narcotics money

laundering issues arising out of the BCCI affair .

The Bureau of International Narcotics Matters (INM ) works with other Bureaus

at State and other U.S. agencies in the development of narcotics money laundering

policy, strategy and implementation. While State plays an important role in policy

formulation, it is not the lead agency inimplementation, but cooperates on a day -to

day basis with Justice, Treasury, the Drug Enforcement Administration , Customs

and other agencies.

Some examples of INM'sefforts against money laundering might be useful. INM
is a member of the U.S. delegation to the Financial Action Task Force (FATF) ; our

staff monitors money laundering developments around the world , and participates

in numerous international meetings, including U.S. delegations to both bilateral

and multilateral meetings, someofwhich it chairs. INM develops the money laun

dering chapter of the annual International Narcotics Control Strategy Report,

known as the INCSR . We draw on information from Embassies, the intelligence

community, the law enforcement and the financial affairs agencies. That informa

tion has helped detail illicit activities undertaken by BCCI worldwide.

In 1986 , Congress mandated that narcotics-related money laundering be one of the

three criteria for making the Presidential determination to certify whether govern

ments were cooperating on international narcotics control matters.

As a result, we decided to add a chapter devoted specifically to money laundering

in the INCSR beginning with the March 1988 Report. The 1991 report contained a

money laundering chapter of 63 pages, with detailed reports covering 122 govern

ments. Each of the four annual reports since 1988 has contained information on in

vestigations that involved BCCI, although legal and intelligence sensitivities pre

vented us from identifying BCCI by name in as many cases as we would have liked.

The 1989 INCSR provided 13 paragraphs of discussion of the charges against BCCI

and its officers, resulting from Operation C -Chase,a U.S. Customs operation,which

focused inter alia on BCCI operations in the United States and overseas . A follow -up

report on this investigation of BCCI was provided in the 1990 and 1991 INCSR re

ports to Congress.

The March 1991 Report noted as a final tally of results:

-Operation C -Chase resulted in the arrest of 53 individuals, 9 of whom were

high -ranking BCCI officials;

-BCCI had pled guilty to one count of conspiracy and 28 counts of money laun

dering;

-BCCI SA had pled guilty to one count of conspiracy and two counts of money

laundering;

_These convictions resulted in BCCI's forfeiture of approximately $ 15.3 million in

criminal penalties to the United States;

-Five BCCÌ officials in Florida and two in the United Kingdom were convicted of

moneylaundering conspiracy and given prison sentences;

-From BCCI forfeited funds, we shared $2 million with the Government of

France and $ 3 million with the Government of the United Kingdom through

the U.S. Customs asset sharing program .

-We noted also the role of the United Arab Emirates in the ownership of the

bank and their pledge of cooperation in the investigation of BCCI operations.



104

What have we learned ?

The BCCI affair and other investigations have demonstrated we need controls

that are specific to narcotics money laundering. BCCI has figured in severalnarcot

ics money laundering investigations, but it is by no means the only bank through

which drug proceeds have been laundered. We do not know how many drug dollars

may have been bottled up by the closing on about July 5 of BCCI branches around

the world , but we know enough about their global networks to know that narcotics
money laundering did not stop on that date.

Where there is a criminal conspiracy to conceal money transactions and a deliber

ate will to circumvent reporting and other disclosure requirements, even the best

narcotic countermeasure programs with the most comprehensive of laws are vulner

able to exploitation.

What are we doing?

What we can do,and are doing , is to understand the methods used to launder

money, through BCCI and other banks as well , and continuously refine our counter

measures while expanding our networks of cooperation .

Working bilaterally and through multilateral organizations, the United States has

become a leader in the effort to expand the global consensus on good banking prac

tices to prevent narcotics money laundering.

Our efforts have promoted initiatives against money laundering over the last 3

years as an important foreign policy issue as well as a financial management priori

ty in many key financial center countries. These priorities are reflected in whole

sale changes of laws and regulations in many countries.

Cooperation between the financial and enforcement communities in these govern

ments has improved considerably, abetted in good part by the ratification of the

United Nations Convention Against Illicit Traffic in Narcotic Drugs and Psychotrop

ic Substances (the Vienna Convention ), the adoption of the recommendations of the

Financial Action Task Force, the approval of the European Community's new policy

directive and other commitments and especially by the deliberations which led to

the drafting and approval of these international accords.

We have addressed these concerns vigorously on a bilateral basis with numerous

governments, including countries as diverse as the United Kingdom, France, Swit

zerland, Austria, Australia , Panama, Luxembourg, Hong Kong and Singapore. In

the past year, we have participated in regional discussions about money laundering

in Latin America, the Middle East, Africa and Asia, where we have promoted the

findings of the FATF.

In accord with the Vienna Convention and FATF recommendations, numerous

countries have adopted or are now deliberating provisions which criminalize money

laundering, regulate the flow of currency and monetary instruments, mandate

records of currency and other monetary instrument transactions, require declara

tions of beneficial owners of accounts , and compel disclosure of suspicious transac

tions.

Banks and bankers are compelled by due diligence conventions and other sanc

tions in numerous countries to accept responsibility for ensuring that their institu

tions take affirmative steps to prevent narcotics money laundering. These changes,

and a much improved attitude on international cooperation , have strengthened law

enforcement agencies on every continent, and help ensure that the kinds of narcot

ics - related transactions attributed to BCCI and other banks do not recur.

Thanks to the adoption of these new laws and regulations, we believe banking sys

tems in many key countries are less vulnerable today. These changes result from a

growing international conviction that drug trafficking cannot be halted unless we

deprive trafficking organizations of their vast proceeds and develop a shared sense

of responsibility for reducing the production , trafficking and consumption of drugs,

which have been increasing dramatically in Europe and Asia .

We believe this challenge is becoming more complex . As we noted in the 1991

INCSR, we are detecting money laundering schemes involvinga second tier of coun

tries which were not of major concern to us 3 years ago. Traffickers, and more par

ticularly their professional money managers, are actively seeking those countries

and territories where there are central banks with minimal capabilities, financial

systems with limited controls on foreign exchange, and restrictive bank secrecy

practices. We are responding by extending the dialogue throughout the world .

While compliance with the Vienna Convention and the FATF recommendation

will remain high priorities, the challenge for the future will also include the appli

cation of these same standards to non -bank financial institutions . We need to work

to tighten requirements for incorporating or licensing businesses which might

engage in financial transactions or make use of bearer shares and certificates. We

need to develop means to regulate exchange houses and other traditional family fi
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nancial systems which are at the core of financial exchanges in many developing

countries around the world.

In summary, we have been aware of BCCIs involvement in narcotics money laun

dering fora number of years, and have indicated that awareness in our reports to

Congress. Working with information from the Embassies, the law enforcement and

intelligence communities, we have acted on the lessons learned from the BCCI expe

rience, on how banking systemscan be penetrated and manipulated. By working

with enforcement agencies as well as policymakers at Justice and Treasury we have

formulated recommendations for the Financial Action Task Force and other multi

lateral organizations, as well as for use in our bilateral negotiations with other fi

nancial center countries on cooperative countermeasures. We have made important

progress in the last few years, but there is a lot more to do.

PREPARED STATEMENT OF ALAN J. KRECZKO

Mr. Chairman and Members of the Committee: Good morning. I am Alan J.

Kreczko, Deputy Legal Adviser at the U.S. Department of State, and I am pleased to

be here with you today to provide the Committee with information relating to the

Department's efforts to facilitate the ongoing investigation into the operations of
the Bank of Commerce and Credit International (BCCI).

Let me begin by emphasizing that the State Department has viewed this matter

from the outset as one properly conducted and controlled by law enforcement and

bank regulatory officials. The Department has undertaken to cooperate to the full

est extent in assisting the various investigative efforts of the Federal Reserve and

theDepartment of Justice.

With the support of our embassies and consulates abroad, the Department has on

various occasions provided direct assistance to U.S. investigative authorities . While I

cannot disclose in public all of the details of our involvement, we have, for example,

obtained and distributed certain background information to U.S. investigators, and

provided advice and technical assistance to the Federal Reserve in connection with

their investigation of BCCI.

We have also assisted in providing such investigators with access to bank records,

as well as opportunities for discussions with current and former bank officials,

stockholders and othersin possession of relevant information concerning the bank's

ownership structure and overseas operations. Weare,of course , pledged to continue

our involvement, particularly with respect to facilitating contacts between U.S. gov

ernment officials and foreign government investigative agencies, and current or

former foreign government officials.In addition , the Department has endeavored to

keep itself informed, of the course of the various investigations so that we would be

aware of, and be able to prepare for, any foreign policy implications .

The Committee has indicated its interest in pursuing our understanding of the

history of BCCI, in addition to a widerange of foreign policy questions which may

flow from the recent disclosures and charges in connection with that history . As to

the details of BCCIoperations in the United States and abroad, the State Depart

ment will defer to the Federal Reserve and the Justice Department, both of which

undoubtedly have a far greater understanding than do we, in the wake of their in

vestigative efforts to date.

In terms of the broad implications for our foreign policy, I can state that we have

not seen an adverse impact on our bilateral relations with the countries whose na

tionals have been named in the recent Federal Reserve enforcement action . We

have repeatedly made clear that from our perspective our BCCI investigation is pri

marilya law enforcement matter: personsdoing business within the United States

must obey the laws of the United States or face the consequences for failing to do
So.

While we will try to be responsive to the Committee's questions, I would note that

we are necessarily constrained in our testimony for several reasons. First, as the

Committee is well aware, there is an ongoing criminal investigation of BCCI and its

operations being undertaken by the Justice Department. We are not privy to the

details of this investigation, but even if we were, wewould not wish to say anything

that might jeopardize or complicate these efforts. Second, given the early stage of

this investigation, we are unable to reach firm conclusions on the potential implica

tions for our foreign policy. In light of the complexity and worldwide scope of this

scandal, until the investigative efforts of the Federal Reserve and the Justice De

partment have been completed and all of the details of the BCCI operations have

been made public, and other governments have completed their actions, the State
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Department will be unable to systematically review the full extent of the implica

tions of this case .

Having said that, I would note that many of the policy issues raised by the disclo

sures to date are ones with which the State Department is quite familiar. We have

for some time been well aware of the ability of international narcotics trafficking

organizations to employ the resources of sophisticated financial institutions, and we

have long worked with this Committee on efforts to fight the vexing problem of

money laundering. Similarly, we have made a concerted effort in the past few years

to develop a comprehensive approach to fighting international terrorist organiza
tions .

With me todayare representatives from the Department's Bureau of Internation

al Narcotics Matters, and the Office of the Coordinator for Counter- Terrorism , who

will speak to the policy issues addressed by their respective offices.

1

PREPARED STATEMENT OF A. PETER BURLEIGH

Mr. Chairman and Members of the Committee: I am A. Peter Burleigh, the Coor

dinator for Counter-Terrorism at the Department ofState. I have recently assumed

this position, replacing Ambassador Morris Busby . I look forward to working closely

withthis Committee particularly, in pursuit ofour common goals.

I have a short statement which addresses the links between BCCI and the Abu

Nidal Organization (ANO) and the actions the U.S. Government took and continues

to take in cooperation with other governments to disrupt the ANO's commercial en

terprises. The Committee will understand that there may well be issues raised

which I cannot discuss in “ open session ”, given the criminal proceedings which are

underway and the need, as always, to protect intelligence sources and methods.

What I can say about BCCI and its links to terrorists can be summarized as fol

lows :

• The ANO organization, in view of its lethality , its international reach, and its

virulent anti-American and anti-Western bias, has been and remains a signifi

cant threat to U.S. interests. A major and continuing objective of U.S. counter

terrorism policy has been to eliminate the ANO's terrorist capacity.

• In 1986, the intelligence community developed and disseminated information

that linked ANO activities to a BCCI branch in Europe. We learned that Sabri

al-Banna, the leader of the ANO had established significant business operations

through the use of front companies. Operating through a business center in

Warsaw , and under the direction of his key financial aide, the notorious Samir

Najmeddin, the ANO traded profitably and successfully in weapons, construc

tion services, and other business enterprises. We launched a major diplomatic

effort to have the concerned governments — which included the previous Com

munist regimes in East Germany as well as Poland - expel the ANO personnel

responsible for these businesses and to close down the companies themselves.

Mr. Chairman , the efforts we undertook in close cooperation with other govern

ments to disrupt the ANO's commercial activities have been comprehensive and suc

cessful. The business front companies that financed a major portion of ANO's activi

ties have been shut down . We have shared with many friendly governments infor

mation on the ANO's business activities and helped alert thesegovernments against

similar activities. The United States and other countries have strengthenedtheir

domestic legislation against financial support for terrorist groups; some of the U.S.

proposals are incorporated in the “ Crime Bill" recently passed by the Senate .

Meanwhile, the ANO itself has experienced significant internal purges. Neverthe

less, it still retains major capabilities to engage in terrorism .

The efforts that we undertook regarding ANO are another example of the Admin

istration's commitment to counter the terrorist threat posed to American interests

around the world . Consistent with the three -pronged strategy for countering the

international terrorist threat explained by my predecessors in previous appearances

before this Committee, the United States will continue our long-standing " no con

cessions ” policy , our efforts to convince state sponsors to withdraw their essential

support to terroristgroups, and a variety of initiatives that we refer to as “ practical

measures." Included among these “ practical measures” are efforts such as those we

undertook against the ANO and its commercial fronts.

Mr. Chairman , this completes my prepared statement. I will be pleased to address

your questions as fully as possible , consistent with the public nature of this proceed

ing .

Senator Kerry . I am sorry to interrupt you .
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Senator CRANSTON . Mr. Taylor, you mentioned in 1987 a criminal

referralby an examiner to Justice regarding BCCI in money laun

dering. Do you know if that led to a criminal investigation?

Mr. TAYLOR . I do not. I know that a criminal investigation result

ed within 1 year — within 1 year after that. I think it was in April

1987 that the referral was made and the raid in the Tampa situa

tion occurred in October 1988, I believe, approximately 14 months

later.

Senator CRANSTON. Mr. Mattingly, you mentioned a criminal re

ferral also. Was that the same one or a different one?

Mr. MATTINGLY. The criminal referrals that I mentioned were

with respect to when we obtained evidence in January that sug

gested that there was an illegal acquisition by BCCI of the First

American organization , the CCAH stock . We made criminal refer

rals to Justice in connection with that .

Senator CRANSTON . Do you know if that led to a Justice Depart

ment criminal investigation?

Mr. MATTINGLY. I'm not at liberty to answer.

Senator CRANSTON . Back to the matter of infusion of capital .

When did the last capital come into First American?

Mr. TAYLOR. The last capital came into First American I believe

in June, the first or second week in June—the last week in June. It

was either mid to late June, just prior to the closing, I might say.

Senator CRANSTON. Was that a large infusion ?

Mr. TAYLOR . No. I believe the capital that went into the banks

was something on the order of $39 million-pretty sizable — and of

course at the same time I believe Abu Dhabi people assumed the

holding company's debt, which was somewhere on the order of

magnitude of $80 million.

Senator CRANSTON . In addition to the several banks that I have

mentioned that you verified have been owned or affiliated with

BCCI in the United States, do they own or control any businesses

beyond that in our country ?

Mr. TAYLOR. Not that I am aware, Senator . Virgil probably has

more from the investigation .

Mr. MATTINGLY. Senator , I don't think the investigation has

turned up any evidence of that, but you know, according to the re

ports they filed with the Fed they didn't own any banks in the

United States either, and one has to question their credibility on
all points.

Senator CRANSTON . That would not be a thing that you would be

looking into as much as you would be looking into financial institu

tions .

Mr. MATTINGLY. Our investigation-it's difficult to keep it fo

cused, but our investigation is directed and focused at those banks,

but to the extent that we get any evidence of any other illegal con

duct or suspected illegal conduct, we make appropriate referrals.
Senator CRANSTON . Mr. Chairman, I have just a few more ques

tions, but my time is up.

Senator KERRY. Well, let me just see if Senator Wofford has ques

tions . He has not had a chance. Then we will come back to you,

Senator Cranston . Senator Wofford ?

Senator WOFFORD. I have three simple questions . Did the CIA

ever tell you that BCCI owned First American ?



108

Mr. MATTINGLY. Senator, I do not believe so . We have — as you

can imagine, we have searched our records . There is no indication

that that information was conveyed to the Federal Reserve. I have

asked the individuals at the Board who routinely receive informa

tion from CIA . They indicate they do not recall ever seeing that

document. They believe they would have recalled seeing a docu

ment if it had in fact been submitted to the Fed .

Senator WoFFORD. Did the Treasury Department ever tell you

that BCCI owned First American?

Mr. MATTINGLY. Senator , I can only speak for myself. I have re

viewed the record in this matter. It is voluminous. I find no evi

dence that anyone—that the Treasury advised us . I cannot say that

they did not advise some other official who did not make a note of

it . I just can't say.

Senator WoFFORD. By " you," I mean you and the corporate body,

too,so Iappreciatetheanswer.

Mr. MATTINGLY. Well, we looked through the records and we can

find no indication that information was transmitted to us .

Senator WoFFORD. Do you think they were obligated to tell you?

Mr. MATTINGLY. I would hope that when any American or U.S.

agency finds information about irregularities under the Bank Hold

ing Company Act or the statutes that the Federal Reserve adminis

ters, we would hope that that would be referred to us . We try to do

the same when we come across information about irregularities

under other - involving other agencies.

Mr. TAYLOR. My understanding, though, is that the information

in the CIA report is more or less speculative in the sense that it's

not documented with any evidence that you could follow up on,

that it makes kind of the assertion . We have had that assertion ,

but it doesn't

Senator KERRY. Well, the assertion — the CIA document, if I

recall correctly — I do not have it in front of me - states as a matter

of fact that they tried to buy the bank shares in 1982, 1981 , were

rebuffed , but completed control - completed the transaction and

takeover . It states it as a matter of fact.

Mr. TAYLOR . Six months later , right?

Senator KERRY. Six months later. It says this was completed

the one thing they do say is, we do not know the exact structure of

ownership, but they state as a matter of fact it was completed and

purchased .

Mr. TAYLOR . Yes, and that may have been helpful in the sense of

alerting us

Senator KERRY. May I say also that I have seen the entire rest of

the document, and as I said earlier I cannot understand-there is

no national security in it whatsoever that this Senator can see, and

I think the entire document ought to be released , and we are going

to ask for it .

Senator WOFFORD. I appreciate Senator Kerry's helpful persist

ence right now, but most of all his persistence in getting at this

matter which turns out to be persistence that was well-justified.

Could I turn to the procedure by which the Federal Reserve

checks the background of foreign investors with the CIA, and for

give me if you have gone through this before, before I was able to

get here. Could you just take us through that procedure and show

>



109

us what the paper trail would be in checking the background of

foreign investors with the CIA once again?

Mr. MATTINGLY. Well, in this particular case — as it stands now,

we check foreign investors with law enforcement authorities, the

DEA, CIA, FBI — there are detailed procedures to do background

checks on any foreign individual or company that seeks to acquire

an Americanbank.

In this particular case , the information that we had , which listed

10 or 13 Middle Eastern investors, was sent to State Department,

CIA, Commerce — at least those three . We received back no adverse

information from those three agencies.

Senator WOFFORD. So you did not have that, and therefore you

did not take any action ?

Mr. MATTINGLY. No. We got back affirmative responses from the

CIA and the State Department that they had no objection, no ad
verse information .

Senator WOFFORD . No more questions right now.

Senator KERRY. Senator Cranston?

Senator CRANSTON. I want to ask you just a few questions about

central banks and their problems out of all of this . Has the Federal

Reserve learned of the use of BCCI by any foreign central banks ?

Mr. TAYLOR. We have various reports of the use of BCCI by cen

tral banks. For example — not necessarily central banks, but by

Governments. The Peruvians have been up to see us about that sit

uation , and there are other rumors about various developing

nation banks being involved with BCCI .

As yet, I don'tbelieve they have documented — the receiver or

any of the Bank of England people have documented — any specific

deposits or losses to date by central banks, although it indeed may

be in the works.

Senator CRANSTON . What are the implications of this for central

banks with the sizable deposits of BCCI , and what are the implica

tions for international financial markets?

Mr. TAYLOR . Well, I think the thing that has been almost deafen

ing is really the lack of specific informationyet, as it relates to any

major loss . In other words, a loss that would really take some large

bank or country or charitable institution down .

We think that most of the central bank activity - weare just not

aware at this point of anything that has any dramatic impact as

yet , although all of this is unfolding, and I would underscore that

we watch it day by day and that when we make these statements

we might indeed be forced to make another statement the next
day.

Mr. MATTINGLY. Senator Cranston , I have some information from

the Board's legal files in response to the question that Senator

Wofford asked, and if it's permissible, could I read that into the

record ? This has to do with the Federal Reserve's background

checks of those individuals in 1981 .

Senator CRANSTON . Yes .

Mr. MATTINGLY [reading ). Board staff has consulted the Central

Intelligence Agency and the Departments of State and Commerce

to determine if they possess any information that would have any

bearing on the integrity of these individuals and the other inves

tors, or that would suggest that they should not be permitted to be
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associated with the U.S. banking organization. Board staff was in

formed that the CIA has no derogatory information in its files,

while individuals consulted at the Departments of State and Com

merce stated their belief that there is no reason why the investors

in CCAH and BCCI should not be associated with a U.S. bank.

Senator KERRY. That is what year? That is 1981?

Mr. MATTINGLY . Yes, sir.

Senator KERRY. That is 1981 , and that is referencing specifically

Sheikh Zayed and other

Mr. MATTINGLY. Well , Sheikh Zayed was not an investor in the

original application .

Senator KERRY. Kamal Adham?

Mr. MATTINGLY . Yes.

Senator KERRY . Well, that is Kamal Adham & Co. at that point
in time?

Mr. MATTINGLY. Yes.

Senator CRANSTON . Would funds deposited by a central bank in

any country

Senator KERRY. Excuse me, was he not either former head or

chief of Saudi Intelligence?

Mr. MATTINGLY. That is what was reported, yes .

Senator CRANSTON. Would funds deposited by the central bank of

any of these foreign countries with BCCI be guaranteed in any

way?

Mr. MATTINGLY. Not to our knowledge.

Mr. TAYLOR. They may in some cases have been wise enough to

take collateral , and maybe not, and in that sense they would have

a chance of a prior lien, but we are not aware of any insurance spe

cifically.

Senator CRANSTON. One final, broader question . You spoke of the

legislation that Senator Riegle , Senator Garn, and Senator Kerry

have introduced to try to prevent things like this from happening

in the future. Obviously, we have to give that a lot of scrutiny to

make sure that it is as strong as possible , and the hearings there

and in the Banking Committee now going on the markup there

and hearings here will lead , I hope, to strong legislation.

But let me ask this question : Can any American laws that we

might write really deal adequately with what is an international

problem, or do we not need to take a look at what strengthening of

international regulatory institutions may be required to really cope

with this kind of a situation?

Mr. TAYLOR. I think clearly it is - I mean, your question is in a

sense rhetorical , and I agree with it . Obviously wemust do some

thing internationally. We just can't pass laws here, although it

would be helpful in certain instances, but internationally I think it

is very critical that we create, I think as indicated by prior wit

nesses, a greater sense of cooperation and information exchange

and a certain setting of standard.

We've started that process in a number of areas through the

Basel Committee on Banking Supervision that meets at the BIS.

We meet there quarterly, and although sometimes it seems that

progress is painstakingly slow , there have been very encouraging

instances of breakthroughs in recent years . I point to the capital

agreement, whereby we finally got an agreement that somewhat
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defines capital and says how much a bank should have to operate

internationally.

We had some success in an American -sponsored approach to

money laundering whereby it was recognized by the member na

tionsand the membercentral banks thatusing thebankingsystem

for illicit purposes was something that no one wished to permit.

And, indeed, I think in the European countries that have reputa

tions for secrecy, you see that secrecy perspective lessening, and

you see more open philosophies, and you see more States in Europe

sponsoring legislation against money laundering in favor of an

openness that protects the banking system and the public from

these criminalities.

Senator CRANSTON . I thank you both very much . You have both

been very helpful, and I applaud your direct, concise , and brief re

sponses to our questions. Thank you .

Senator KERRY. Senator Kassebaum .

Senator KASSEBAUM . Thank you, Mr. Chairman . My apologies .

We are marking up the banking bill in the Banking Committee,

but I was anxious to come down for just a moment to ask the rep

resentatives here of the Federal Reserve particularly a question in

response to a letter that I had received from a constituent regard

ing the BCCI settlement and the whole plea bargaining relation

ship.

I bucked the letter over to the Department of Justice , and the

letter I got back had a sentence which I thought was interesting,

and if I just may read that sentence : " Moreover, the bank has been

placed on a 5-year probationary term which contemplates intense

scrutiny of its activities by the Federal Reserve Board of Gover

nors. Should BCCI violate its probation , the trial court could fine

the bank $500,000 for each violation ."

I guess at that point I would be curious — with this plea bargain

ing arrangement, which I am not really familiar with other than

asit has begun to unfold in recent stories, did it trigger any sort of

additional activity on the part of the Federal Reserve, or would you

normally be involved in a situation such as this?

Mr. MATTINGLY. Well, I'll tell you what I know about that , Sena

tor. The plea bargain that was negotiated between the Justice De

partment and BCCI, I believe one of the provisions—

[Pause .)

Mr. MATTINGLY. Senator Kassebaum, as a result of the indict

ment the Federal Reserve issued a cease and desist order in mid

1989 against BCCI requiring them to put in — their management

and procedures were abysmal here in the United States , so the Fed

put in a cease and desist order requiring them to clean up their

act, have appropriate books and records and things like that, and

that was I believe that was done in June 1989 .

The Justice Department then incorporated—when they had their

plea agreement and conviction or guilty plea , they incorporated

that order into that and therefore required BCCI to comply with

the order through that mechanism also.

Mr. TAYLOR . But we were not a part of the plea bargain at all .
Senator KASSEBAUM . I realize that .

Mr. MATTINGLY. They knew that we had a cease and desist order,

and they just simply incorporated in their plea agreement a re
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quirement that BCCI obey the Board's cease and desist order and if

they failed to obey it, then they would be subject to the fines that
you mentioned.

Mr. TAYLOR. Immediately upon the sting operation in Tampa, as

soon as that happened, in conjunction with the States who were

really the primary supervisor of these agencies, with their coopera

tion the Federal Reserve and the States immediately examined all

of the agencies in the United States of BCCI to see if there was any

more money laundering and to see if they were complying with

reasonable procedures.

As a result of that , the two - the additional criminal referrals

were made out of New York and the cease and desist order was

issued to correct what we thought were rather substantial deficien

cies in the recordkeeping and in the controls.

Senator KASSEBAUM . Was it that cease and desist order — and you

say that was June 1989, that you first entered that?

Mr. TAYLOR. I believe that's correct .

Senator KASSEBAUM . It did not seem to have much effect, did it,

at that point?

Mr. TAYLOR . No.

Senator KASSEBAUM. Well, I came in late , and I expect you have

covered a lot of this territory, and I do not want to keep you here

any longer, but I do appreciate the answer to that, and I regret

that I came so late because I would like to have heard some further

testimony . I will read your statements .

Thank you. Thank you, Mr. Chairman.

Senator Kerry. Thank you, Senator. Thank you very much.

First of all , let me ask just a few questions before we wrap up.

You hear of varying amounts of money that are supposedly just

gone. In England , they are talking about $5 or $6 billion , may be

more. We have heard $ 4 to $8 billion . Some people say more than

$ 10 billion . Is that correct?

Mr. TAYLOR. All of those figures are correct, as far as I know. It's

very hard to get a sense of where it starts and where it stops. I

think only when the liquidator really gets a chance to see what is

there and what isn't there will you have any accurate figures. It's

pretty safe to say, from the statements that I've seen, that there is

massive fraud involved. Massive fraud would mean massive money.

Whether it's $5 or $ 10 billion , it's hard to say.

Senator KERRY. Do you have any indication of where the money

that we do know about, whatever concrete number there is — I

think one of the complaints alleges $4 billion to $5 billion . Where is

that? Where did it go?

Mr. MATTINGLY. We would love to know . That is the unanswered

question inthis matter, which is where did all of that money go?
Senator KERRY . But there is no doubt that it has gone some

where .

Mr. TAYLOR. There are clearly loans that have been made that

the accountants feel are not repayable, and those are substantial.

Some to various types of companies, shipping companies, real

estate interests , oil , whatever, but I mean , it is not a case of_I

mean , there may indeed be basic fraud, but there are also lending

problems wherethe loans are overvalued on the books.
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Senator KERRY. Were they overvalued on the books as part of the

scheme to enrich people, or were they overvalued because these

people were doing bad business ?

Mr. MATTINGLY. It might be a bit of both . It's clear they were

doing very bad business. I mean, from what we've been able to see,

everything they touched turned to a loss and they had to cover

those losses up. I mean, this is a bank that showed profits. Its re

ports that were filed showed profits every year. The profits were,

our evidence suggests, fictitious.

Senator KERRY. Well, you talked about sham transactions with

respect to the purchase in Washington, DC .

Mr. MATTINGLY. Correct.

Senator KERRY. Do you have evidence of other sham loans?

Mr. MATTINGLY. Senator, those are the ones that we're looking

at. Wedo not have any direct evidence of other sham loans.

Senator KERRY. Well, is it not true that the Price Waterhouse

report which you are going to deliver to us very shortly is indica

tive of that kind of

Mr. TAYLOR . I think the Price Waterhouse report will show you,

you know , where some of the bad loans — it'll show you the names

of bad loans, and so forth , but it is not in sufficient detail to really

give one a grounding in what the loss amount is .

Senator KERRY. Now , with respect to that, this is the report that

triggered the closing, correct?

Mr. TAYLOR. Thisis the report

Senator KERRY. This is the report by the hired auditor. You are

saying it is not sufficiently detailed to be able to tell you what hap

pened,yet it is an audited report?

Mr.TAYLOR. No, I think it's sufficiently detailed . I mean, one of

the statements in the report that captures your attention is one

that says we cannot put a balance sheet together on this bank, so

we don't know what it has and what it owes to whom .

Senator KERRY. But do you not think it would be interesting for

Price Waterhouse to come in here and explain its auditing proce

dure on this bank?

Mr. TAYLOR. Well, you know, I think what they found — and I

think it was really quite - I mean , it's quite a courageous audit

report. It says that

Senator KERRY. Well, let me ask you about that. It conducted an

audit report how many months prior to that?

Mr. TAYLOR. I think the last statement was 1989 , so that would

have been

Senator KERRY. How about October 1990?

Mr. MATTINGLY. There was a statement that they—that was the

critical statement that I discussed in my testimony, October 3 ,
1990.

Senator KERRY. Prior to that there wasone in 1989. Well , what

happened to Price Waterhouse that suddenly between 1989 and

1990 they noticed their figures were wrong ?

Mr. TAYLOR. I would have to say that it is a good idea to get

Price Waterhouse in here and let them explain it .

Senator KERRY. Now, what are the foreign implications of the

central bank infusions that we are learning about in this? Are

there implications?
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I mean, in Peru right now there are a lot of questions . We are

going to be hearing from witnesses probably tomorrow morning

now, at the rate we are going, who are going to describe some of

the problems down there. We have got problems in Nigeria. We

have got other countries that are reeling from this . Are there im

plications for us in that context?

Mr. TAYLOR. Well , I think there are implications to the extent

that that turns out to be the case, and it is material enough to ad

versely affect those nations ' central banks ability to carry out their

mission. We just don't know if that's the case asyet.
Senator KERRY. OK.

Now, Mr. Mattingly, at the last hearingwe had I asked you ques

tions about Mr. Adham , and we just talked about it briefly. Mr.

Adham was one of the original CCAH shareholders and was a

former head of Saudi Intelligence, and that was known at the time,

correct?

Mr. MATTINGLY. That was reported at the time, yes.

Senator KERRY. But did anybody advise the Fed that another

original investor in CCAH, Mohammed Irvani, was funding former

CIA director Richard Helms' Washington consulting office ? Were

you aware of that?

Mr. MATTINGLY. Senator, I have looked through the records . I

have seen no evidence of that. I have seen no evidence that anyone

reported that to us .

Senator KERRY. Or that you knew of it then? Did the CIA advise

the Federal Reserve that Adham had employed agency personnel

in his business ventures?

Mr. MATTINGLY. Agency personnel? CIA personnel?
Senator KERRY. Correct.

Mr. MATTINGLY. No, sir .

Senator KERRY. After the 1981 takeover, was the Federal Reserve

ever advised by the CIA or the State Department or the Treasury

Department or the Justice Department that First American was

owned by BCCI? Did any one of those entities ever advise you, for

mally or otherwise ?

Mr. TAYLOR. We have—I have no record of that, and we've

searched the record and will continue to search the record .

Senator KERRY . What would the format be for such notification ?

I mean , would you get a letter? Would you get mail? This was pre
fax, I believe .

Mr. MATTINGLY. Pre -fax, yes. This would probably have been a

letter or some sort of memorandum that would be submitted to the

Fed .

Senator KERRY. Normally when a matter is called to your atten

tion of that import that is the normal process, is that correct the

customary business procedure, as we say?

Mr. TAYLOR. Yes . You know, once again

Senator Kerry. Those records have been checked and there is no

record at the Federal Reserve of any notification of ownership ?

Mr. TAYLOR. I know of none.

Mr. MATTINGLY. By

Mr. TAYLOR. By Treasury, CIA.

Senator KERRY. Treasury, CIA, State Department, or Justice?
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Mr. MATTINGLY. Treasury, CIA , Department of Justice , State De

partment. Certainly not the CIA until just

Mr. TAYLOR . Recently.

Mr. MATTINGLY. Until very recently.

Mr. TAYLOR. Everybody now seemsto know it.

Mr. MATTINGLY. Senator, I - to the best of my recollection , no ,

not from those .

Senator KERRY. Well, do you want to go back to the record one

more time and just be certain ?

Mr. MATTINGLY. I will, and I will be happy to answer that for the

record. The answer is “ no . "

Senator KERRY. Now, on page 2 of the July 29 press release an

nouncing the civil money penalty, you make the following state

ment: “At the request of the U.S. attorney for the District of Co

lumbia, the Board has deferred temporarily the assessment of sub

stantial civil money penalties against individuals pending comple

tion of the U.S. attorney's criminal inquiry.” Did you meet person

ally with Jay Stevens regarding that?

Mr. MATTINGLY. No, we did not. Obviously, the Federal Reserve

does not want to take any action or to do anything that would

interfere with bringingtheresponsible parties to justice.

Senator KERRY. I understand, but did you make a judgment - did

the Federal Reserve make a judgment that it wanted to impose

civil penalties but that you were told by Justice that might inter

fere with the criminal process ?

Mr. MATTINGLY. Senator Kerry, we sent the notices over to the

Justice Department. There were civil money penalties assessed in

the draft notices.

The Justice Department said that there were legal problems with

the Federal Reserve— there could be legal problems with the Feder

al Reserve proceeding to assess civil money penalties, that a civil

money penalty assessment could becould preclude subsequent

criminal prosecution of these individuals and the Justice Depart

ment

Senator KERRY. What is the theory of law there ?

Mr. MATTINGLY. It appears there wasaSupreme Court casethat

came down - I think it's 2 years now. Halper, the United States v .

Halper — which indicates that under certain circumstances — it may

indicate that under certain circumstances a civil penalty, or a

civil - a civil penalty could be so substantial that it could be pun

ishment and trigger the double jeopardy clause .

The Justice Department hasn't made any decision on that, of

course, but they are looking into that question and that is the

reason for this

Senator KERRY. No, fair enough. I just want to understand it,

and I accept that.

Did you meet with anyone at the Justice Department in the

courseof the last couple of months regarding this matter?

Mr. MATTINGLY. We have had a number of meetings with the De

partment of Justice personnel about this investigation, yes.

Senator KERRY. Beginning in what period of time?

Mr. MATTINGLY. Oh, right after the criminal referral . We met

with the - I met with the U.S. attorneys assigned to the case . The

actual attorneys who are investigating this matter have met on
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any number of occasions with Department of Justice personnel

about this case .

Senator KERRY. Now, Mr. Mattingly, I know youhave been very

cooperative with the district attorney in New York, and we went

through the issue of cooperation last hearing . This may be a hard

question for you, but I am going to ask it .

Has anyone at Justice Department suggested to you that you

should cooperate more with them than with the district attorney in

New York?

Mr. MATTINGLY. No, sir .

Senator KERRY . It has never been suggested to you?

Mr. MATTINGLY. Not to me.

Senator KERRY. What about any of your investigators?

Mr. MATTINGLY. I haven't had that brought to my attention .

Senator KERRY. Let me ask you this . The complaint that you

issued the other day suggests that - makes several references to the

fact that BCCI owned CenTrust Savings & Loan in Florida. When

did the Fed learn of that connection , and how?

Mr. MATTINGLY. Our investigators were in London trying to get

documents. We were going to interview some witnesses - it was 2 or

3 weeks ago - interview witnesses and obtain documents with re

spect to the illegal acquisition of the National Bank of Georgia.

When we looked through some documents that were seized from

BCCI's offices, we found documents in there that I described that

indicate that BCCI actually had a substantial interest in CenTrust.

If I could , just about the Justice Department, one comment. I

mean, we didgo to them with this last civil money penalty of $ 200

million , and I want — they gave us the green light to proceed with

that. I want that on the record . I would like to put that on the

record .

Senator KERRY. To proceed with the civil penalty?

Mr. MATTINGLY . Yes. They gave us a green light to go ahead and

assess the $ 200 million civil money penalty against BCCI.
Senator Kerry. Did they think it was a little steep ?

Mr. MATTINGLY. They did not convey that to me, no, sir .

Senator KERRY . Do you have any evidence that the shredding of

documents or destruction of documents that Mr. Blum referred to

earlier in fact has taken place? Is there any way for you to deter

mine gaps in the records you have, or partial?

Mr. MATTINGLY. We, with the seizure - with the seizure of the

New York agency on July 5 we commenced inquiries to try to

locate the files at the Washington, DC, representative office. The

State of New York has taken action to secure those, as has the

county attorney in New York, and I believe the Justice Depart
ment also .

Senator KERRY. Does that mean that you are having difficulty

doing that?

Mr. MATTINGLY. I don't know the current status of that. I'm in

formed it has been done.

Senator KERRY . It has been done, so those have been secured in

full , but you do not know whether or not some items are missing or

not missing? You have no way of telling?

Mr. MATTINGLY. No, sir . We have not had the time to go through

those files. We certainly intend to do so .

>
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I might add that the California authorities have also seized the

files at the Los Angeles agency, and they are in the process of

going through those records to determine what is there.

Senator KERRY. Let me say that I am going to move on here.

There are some sort of housekeeping areas of inquiry. There are a

lot of detailed questions that we do not need to go through right

now, but we would like to leave the record open so that some of

those can be asked . We have been at this for a long time, and I do

not want to — I think people are getting a little bleary -eyed. I know

this Senator is.

Senator Jeffords, doyou want to inquire for a moment?

Senator JEFFORDS. Just for a moment yes , although if Senator

Cranston wants to go ahead, he was here ahead of me.

The New York grand jury indicted BCCI— I think it was count

4 — for grand larceny committed against the American Express

sometime after January 1, 1983. When did the American Govern

ment discover that American Express was a target of criminal ac

tivity by BCCI, if you know?

Mr. MATTINGLY. Senator, the first that we heard of that was in

the indictment. The first that the Federal Reserve heard of that

was when we received a copy of the indictment .

Senator JEFFORDS. Do you know of anyone else in the Govern

ment that had prior notice?

Mr. MATTINGLY. I do not, sir.

Senator JEFFORDS. I believe you testified earlier about some activ

ity on the international scene looking at how to prevent further oc

currences of such things . I think you talked about money launder

ing discussions and matters like that . Are there any other meetings

or discussions going on as to what ought to be done at the interna

tional level to try to make sure that a BCCI does not occur again?

Mr. TAYLOR . I think first of all the Basel Committee continues

and there are also efforts underway in the European group, the

EEC Group, which is another bank supervisory group - and I am

sure that when this BCCI thing is fully out on the table both com

mittees — will look at it and try to take what actionsare appropri

ate . I think it's very significant, at least from a U.S. perspective.

We are very happy to see the chairmanship of the Basel Supervi

sors Group pass to Jerry Corrigan of the Federal Reserve Bank of

New York. He will chair that committee, and in fact he has been

voted as the chairman, so the U.S. perspective will get a clear

statement from the chairman's seat .

Senator JEFFORDS. Well, would that be the kind of group that

would be looking at international mechanisms to observe what is

going on and have regulatory authority in the international sector,

or things along those lines?

Mr. TAYLOR. Yes. The Basel Supervisors Group consists of major

industrialized countries — and the representatives of those countries

that came to the meetings are basically central banks and bank su

pervisors. They have authority in their own countries and have

powers in their own countries to make these kind of coordinated

arrangements work. So it is the right body to be working with.

Sometimes they — some countries will have to go back and get

their laws changed, but I think there has been progress, especially

on money laundering. And I don't think there's anyone on the com
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mittee that feels anything else than the banking system shouldn't

be used for criminal purposes at all and all are prepared to do

what's necessary tomake surethat doesn't happen.

Mr. MATTINGLY. I might just add a footnote to that, Senator Jef

fords. The banking bill that's being marked up today has a provi

sion , an important provision , in itthat provides that if a foreign

bank wishes to do business in the United States, the Board cannot

give its approval unless the Board is satisfied that the foreign bank

is supervised on a consolidated basis by its home country.

Senator JEFFORDS . Would these kinds of mechanisms apply to

what you are doing, to monitoring the transfer of funds country to

country?

Mr. TayloR. Well, I think that's one of the things that is being

discussed, the whole question of the safety of the paymentsmecha

nisms, not just the use — the potential criminal use of it, but the

effect of that criminal use should you have some kindof blowup. In

other words, would you, in effect,stop the capacity of the world to

clear its transactions?

So there is not only the interest in excluding the criminal ele

ment, but there is also the self-interest of the system itself, that

only if the participating countries respect the system will it func

tion properly.

So I think it's probably an area that needs work and should re

ceive attention .

Senator JEFFORDS. I have certainly heard about the shell-game

type situations that we saw with BCCI and how they may or may

not be criminal . You cannot really tell. But unless you are able to

monitor a pattern of activity of those kinds of things

Mr. TAYLOR. Well, over the years in banking supervision we've

had the same problemdomestically in the sense that you see some

one abuse a bank in North Dakota and all of a sudden you find

him down in New Mexico doing the same thing. And it's a sore dis

appointment to the examination business to ever allow that to

happen .

I think that systems, and specially the electronic progress, is

coming to the point where that type of thing is going to be much

harder to do domestically and much harder to do internationally .

For example , we have a criminal referral system now among the

agencies whereby we plan to have all criminal referrals exchanged,

so that there's an automated record . Not just so that we have all

the paper, but so that we have access to the paper, and so that we

can type the name into the computer and have it tell us if any.

thing exists , as opposed to just seeing boxes and boxes of file cabi

nets. And I think that type of thing is also working internationally.

Senator JEFFORDS . I know we have the international stock mar

kets and futures markets operating. I am concerned as to how in

theworld we are ever going to know what is going on.

Thank you. Thank you, Mr. Chairman .

Senator KERRY . Thank you very much, Senator Jeffords.

Gentlemen ,just before we wrap up here, has anyone at any level
to your knowledge in any way at any time tried to interfere with

the regulatory efforts of the Federal Reserve?

Mr. MATTINGLY. No, sir .

Senator KERRY . Mr. Taylor?
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Mr. TAYLOR. No, sir.

Senator KERRY. Have you come across any evidence in the course

of your investigation that indicates that anyone at any time any

where has tried to interfere with other regulatory efforts in other

States, or even within the law enforcement regulatory efforts ?

Mr. MATTINGLY. I can't think of any offhand, sir.

Mr. TAYLOR . I can't, either .

Senator KERRY. Do you concur with the judgment of the commit

tee that there is a legitimate concern with the change in the finan

cial marketplace and the potential for criminal elements to move

money as easily as they can, and to create cardboard cutout enti

ties which mask true ownership and which in a sense threaten law

enforcement's capacity as well as the sovereignty of some Govern

ments ? Is that a concern to the Federal Reserve ?

Mr. MATTINGLY . Absolutely.

Mr. TAYLOR. Absolutely.

Senator KERRY . Is it your sense that we should be doing more

with respect to money laundering and the tracking of the origin of

funds ?

Mr. TAYLOR . Yes.

Senator KERRY. That runs right up against the bank secrecy that

has pervaded the system for these last 60 years or more, does it

not? 90 years, maybe.

Mr. TAYLOR. I and a lot ofmy colleagues around the world in su

pervision feel that it's absolutely essential that that secrecy-no

matter the respect for privacy - that there must be a way to stop

the criminal element from using that as an excuse to just launder

money, so we fully concur with the committee on that.

Senator KERRY. Is it fair to say that it is more than simply laun

dering money, but that it is a really false facade of business, that

in some cases is not laundering money but is legitimately moving

money into concerns. I mean , it is what used to happen here in this

country with organized crime but now has far more ways of

moving that capital. I mean , is it not really —

Mr. TAYLOR. It's the whole scope of illicit activity that really has

to be looked at, Senator, and not just money laundering .

Senator KERRY. It has to be done without multilateral protocol?

Mr. TAYLOR. I think it would be difficult to have any — to partici

pate in the world financial community while trying to do that just

in isolation . I really think you must have a multilateral approach

to it to be effective .

Senator KERRY. Is it not also fair to say that the G-7 at least ,

maybe the G-15 or something, but that the G-7 and G-5 certainly

have the ability , because of the power of their currencies and the

need to clear through their systems, to leverage the Cayman Is

lands, Luxembourg , Hong Kong, and various other places into a
stronger standard of behavior ?

Mr. TAYLOR . I think it's quite possible , and also leveraging a

stronger sense of behavior within their own countries .

Senator KERRY. Why don't we do it? Why isn't it happening?

Mr. TAYLOR . Well, I think that , although , as I said , it looks pains

takingly slow , I think that the mechanism is in place and there can

be an effective multilateral effort through Basel. There has been

on some things, and this just needs to have a priority.a
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Senator KERRY. Before we wrap up, we have legislative friends

here from Peru and we have officials, previous officials from Ar

gentina and Peru, and they have waited very patiently all day. I

appreciate that. Our interpreters who are going to be necessary for

this have also waited all day, and I thinkthey would prefer if we

went over into the morning . I just want to make certain that is

clear .

So I think what we will do is take that portion of the testimony

in a very brief session tomorrow morning at 10 a.m. , and if there

are no further questions I just want to place in the record — this

morning Senator Cranston mentioned the case of a Financial

Times journalist who was murdered in Guatemala.

On Wednesday, an article appeared in the Mexican newspaper ,

Excelsior, which links this death with the investigation that the Fi

nancial Times reporter was doing on BCCI, and I ask that a copy of

this article be translated and then placed in the record in full.

Without objection , that will occur .

[The information referred to follows:]

British JOURNALIST KILLED IN GUATEMALA

GUATEMALA City, July 29 , 1991 (AP).-A British journalist who worked for the Fi

nancial Times of London was found shot to death in his Guatemala City apartment,

officials said Monday,

A maid found the body of Anson Ng Yong, a British citizen born in Malaysia, in

his apartment Monday morning, police said .

He had a bullet wound to the head and appeared to have been struck in the neck ,

the police statement said .

Yong had lived in Guatemala for 7 years.

British Embassy officials said they had no additional information on Yong's

death .

Senator KERRY. Gentlemen , I want to thank you very much .

Again , I repeat , I think the Fed has been very forthcoming in this

process. We appreciate enormously the response and the coopera

tion , and we look forward to working with you as we go down the

road here, and I want to thank you very much .

I know there are reasons that you are under pressure here , and I

want to thank the chairman for making you available and I want

to thank the chairman for his cooperation .

Mr. MATTINGLY. Thank you, Senator.

Mr. TAYLOR . Thank you, sir.

Senator KERRY. We stand adjourned.

[Whereupon, at 4:36 p.m., the subcommittee adjourned, to recon

vene at 10:10 a.m. , August 2 , 1991. ]



NARCOTICS AND FOREIGN POLICY

IMPLICATIONS OF THE BCCI AFFAIR

FRIDAY, AUGUST 2, 1991

U.S. SENATE,

SUBCOMMITTEE ON TERRORISM , NARCOTICS, AND

INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC .

The subcommittee met, pursuant to notice , at 10:10 a.m. , in room

SD-419, Dirksen Senate Office Building, Hon. John F. Kerry (chair

man of the subcommittee ) presiding .

Present: Senators Kerry, Cranston , Brown, and Jeffords.

Senator KERRY. The hearing will come to order .

I am going to start by making a few opening comments .

We have a vote that just started at the moment that we are be

ginning. So I apologize that there will be a small interruption here.

We meet this morning to resume consideration of the global fi

nancial banking scandal involving BCCI . Before I move to explain

today's proceedings, I would like to make one or two comments.

Last night I noticed that the distinguished minority leader of the

Senate seemed to suggest in a statement on the floor of the Senate

that he at least discerns conceivably some partisan political pur

poses in the investigation .

I want to make it very clear that if that is what Senator Dole

meant to suggest, I truly believe that he is mistaken . And I regret

that he felt that way.

At our hearing yesterday the senior Senator from North Caroli

na, who is certainly not usually known as a partisan of Democratic

causes said that if there was an ever an issue of legitimate biparti

san concern , it is BCCI. And I agree with the Senator from North

Carolina . The fundamental issue raised by this scandal has nothing

to do with partisan politics.

The issue is very simply whether we are going to allow a crimi

nal conspiracy of the size and influence of BCCI to be able to run

all over our political and financial system , and to bankroll terror

ists , to launder drug money , and to take average citizens to the

cleaners. That is the issue.

And yesterday there were enough Democratic names and Repub

lican administration criticisms to fill everybody's pot . It had noth

ing to do with one or the other. I would hope that members of both

political parties would simply agree that this is an effort to try to

get at the truth .

( 121 )
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Now there will be some who will want to discredit the process

and who want to discredit those involved with it . We have, unfortu

nately , been subjected to that kind of attack before. And there are

some who will be embarrassed at the process of this effort. There

are some who may not want to see the full record on the table .

But I did not see how I could begin a hearing or begin a legiti

mate investigation that does not lay the groundwork of wherewe

have been and how we have gotten here. And if you are not willing

to look at where you have been and how you have gotten here, you
are certainly not willing to look at what is at stakehere.

I would also say that the minority leader asked rhetorically

whether Democrats have shown an interest in investigating the ac

tivities of CenTrust . It is sort of ironic that he asks that on the

evening of the very day in which Democrats such as me have asked

numerous questions at a public hearing about CenTrust, a financial

institution in southern Florida that has been under investigation

for a number of years.

As the record makes very clear, this subcommittee and this

chairman issued a subpoena for the records of CenTrust several

months ago. We have been looking for those records. We have been

asking about that investigation . And yesterday we received more

testimony about it and this chairman asked about it .

So in summary, I hope that my impression of the minority lead

er's statement was wrong. I look forward to working with him and

with my Republican colleagues in an effort to try to continue down
the road that we have embarked on .

Now this morning's hearing is different from yesterday and dif

ferent from the hearings this committee normally has.

First of all , we do not normally have, although we have had on

occasions, foreign nationals testifying before the committee. We

certainly do not do it as to policy issues that involve the national

security of the country in normal terms . But this is a factfinding
quest .

It is also very important for us in order to be able to understand

the implications of the scandal tohave an understandingas to how

it has played out in other parts of the world. We need to learn how

BCCI operated overseas , so we can better understand how it may

have undermined U.S. efforts tocombat drugs .

We need to understand BCCI's participation in arms trafficking

that has run counter to American interest in the world.

Moreover, it is important for law enforcement to have an under

standing. We have mutual legal assistance treaties with other

countries . We have international cooperative efforts legally. And it

is vital for us to understand that the implications of our law en
forcement efforts and how those may or may not be impacted by

what is happening in other countries.

I would like to make one thing very clear . I have said this previ

ously to the witnesses and they understand it and agree. This com

mittee does not want to get involved inthe internal politics of an

other country. We are not seeking to do so. That is not our pur

pose.

We do not want to know about the internal squabbles or battles

similar to our own between parties and between factions. And we

certainly are not looking to impune any present or past official. We
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want to know about BCCI. We want to know how BCCI functioned

in these countries and what the impact has been on those countries

of consequence to the actions that BCCI took. Those are the param

eters of today's hearing.

I look forward to the witnesses adhering to that standard.

Our first witness today is the DeputyDirector of Exchange Oper

ations of the Federal Reserve Bank of Peru, Mr. Ricardo Llaque. I

would ask Mr. Llaque if you would rise so that I may swear you in

before we take your opening. And I am going to go vote before we
do that.

Mr. Llaque, would you raise your right hand? Do you swear to

tell the truth, the whole truth , and nothing but the truth , so help>

you God ?

Mr. LLAQUE. I promise.

Senator KERRY. Thank you.

Now we will recess, I regret, momentarily until I can go vote and

come back from the vote, at which time we will pick up.

The committee will stand in recess until that time.

( A brief recess was taken .)

Senator CRANSTON (presiding] . The hearing will please return to
order.

Let me explain, we will not proceed with the witnesses until Sen

ator Kerry returns. But I have an opening statement that I wish to
make at this point.

First, let me add my voice of welcome to the witnesses today.

They have come many miles to help us understand the global di

mensions of the BCCI mess. I appreciate the sacrifices they have

made and I look forward to hearing the views of the witnesses.

Before we begin, I would like to make two general comments and

one specific matter I want to discuss briefly. The first concerns

something I read in yesterday's New York Times which worries me

very much. If this report is true, virulently antisemitic and anti

Israel slanders have been voiced by an important Pakistani official

in connection with the BCCI scandal.

The chief minister of the Sindh Province, Jam Dadoq Ali ,

reached into a timeworn bag of canards to put out a bigot's chest

nut, " The West and Israel,” he said, "were responsiblefor the clos

ing of the bank . BCCI," he said , " was the Third World Bank, and it

took to the challenge of breaking a hegemonistic control of the

Jewish lobby on the world's financial institutions.

These comments seek not only to inflame hatred and intolerance ,

nor are they merely outrageous on their face. Scapegoating is

always one of mankind's more miserable ways of explaining fail

ure .

If, in fact, these words were uttered , I call on the Government of

Pakistan to publicly repudiate Dadoq Ali's remarks . They are

shameful andthe mark of a terribly ignorant man.

And as far as BCCI being the Third World's bank, we heard testi

mony yesterday about how it diverted funds intended to alleviate

poverty in Third World to the private profit, criminally , of a few
individuals.

Second, I want to express my concern about Argentine President

Carlos Menem'sapparent desire to blame his own current political

difficulties on Argentina's independent press, which is working

2
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under very difficult circumstances to uncover the truth about BCCI

in that country.

Yesterday I spoke about a Financial Times journalist whose

murder a few days ago in Guatemala may be related to his own

probing of BCCI's ties to arms smuggling there.

Now in Argentina Menem has publicly rebuked themuckraking

Buenos Aires daily newspaper, Pagina 12 , in a way which appeared

to harken back to the days of Argentina's authoritarian past. He

has attempted in the crudest sort of way to smear Pagina 12 as an

organ of terrorist and drug peddlers .

Pagina 12 , which was recently written up in Time Magazine for

its innovative and incisive reporting, has been giving extensive cov

erage to the BCCI scandal and its effects in Argentina . It has

sought to investigate charges already in the public domain about

involvement by Menem family members and friends in the drug
trade .

Finally , it was Pagina 12 which unearthed the so-called Swiftgate

scandal, an apparent attempt to extort an American company in

Argentina. The attempt was allegedly made by a top government

official.

I know how criticism , especially that from the fourth estate can

hurt, but President Menem is way out of line . I urge him to stop .

Before we begin I would like to place into the record documents

just received by the committee as a result of a subpoena of BCCI

records in Miami . The 42 pages I am submitting seem to bear out

some of the worst suspicions about BCCI's role in international

arms trafficking.

The pages describe in a luxury of detail French Mirage III/B's

owned by the Argentine Air Force . From them we learn that these

planes were " modified to Argentine Air Force requirements follow

ing years of combat experience."

We also learn that they are constructed with Delta wings, have

aerodynamic airflow fuselage, are powered by an improved and

augmented ATAR 9c5 engine, and have a maximum air speed of 2
mach.

According to these documents, these airplanes include wing edge
stations modified for Sidewinder and Shafrir missiles , making them

very dangerous instruments of war.

On page 34 , why BCCI has these documents , papers whose details

suggest that somewhere they might be considered a military secret ,

comes into focus. All spares and repairs , the document on page 34

says , " will cover 2 years of operation at the organizational and in

termediate levels . Long-lead items will be identified immediately

after program go ahead to assure early procurement action .”

The next page tells us that “ ground support equipment will be

provided for all models of aircraft." Adding, “ The AAF” -presum

ably Argentine Air Force— " will provide an engine test cell - porta
ble ."

Page 38 concerns pilot training, “ It is proposed that is the cus

tomer country training is required,” the document reads, “ the AAF

is prepared to provide this training in Argentina. A complete flight

training program will be defined between AAF and customer coun

try with all costs to be negotiated separately at that time. ”
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)

“ After completion ," it goes on, “ the flight training AAF is pre

pared to provide a pilot in the customer country as an adviser for a

defined period of time."

And concerning packing and crating, page 41 tells us that, " AAF

will pack and crate logistic support material and store it at Rio

Cuarto , Argentina, for picking up customer country.”

Mr. Chairman , these documents exist. They are in our hands.

They come to us from the liquidators of BCCI in Miami. The se

quence of pages is as I read it. But in fact the best information was

revealed right here on page 2 down in the right-hand corner where

there is a little handwritten notation on these documents.

In pen someone, presumably from BCCI, has written in English ,

quote, “ 22 units of aircraft plus adequate spare parts, includingsix

spare engines, at a price of $110 million ." That is the end of that

handwritten notation on the document.

I do not know what policy guidelines Argentina follows in pro

curing and selling weapons. I look forward to asking Mr. Alconada

Sempé, who is a former Secretary of Defense, whether he has any

knowledge of this proposed sale of 22 high technology fighters or

whetherthis has beendiscussed publicly.

But I do find it worrisome, very worrisome, that BCCI Miami, an

institution which served as Gen. Manuel Noriega's banker and

about which all kinds of allegations of criminality abound, appears

to have been given the go -ahead as a go-between for the sale of

military instruments.

I also think these documents suggest in a very vivid way the

degree of which Ghaith Pharaon andBCCI have penetrated to the

upper reaches of government, including specifically, Argentina's

political and /or military establishment, for the purpose of profit

eering on the sale of weapons to Lord knows who. They speak of a

customer country. These documents do not, however, make it clear

where these weapons were headed .

But this is the sort of activity by this international bank that

plainly cannot be tolerated . We have to understand all of its rami

fications and then cope with what it takes to prevent this sort of

thing from happening in the future.

Mr. Chairman, thank you verymuch.

The information referred to follows:
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AIRFLYI ILIGHT HOUPS

G D

NISUR

SIAL

MY

TOTAL

HOURS

TOIT FTIODIC

D :SPECTION

AVAILAELL HS .

NDXT DISEAT .

DISFACTION CICI :

10 CAT OU .

** C -701 2425 65:00

E5 : 002 C - 702 2316

2362 E ! : 03C-703

C - 704 2053 65:03

5 ES: 00* C -705

C -706

1247

2416

2073

65:00

7 C - 707 65:00

B -C - 708 2230 65:00

9 C - 709 2104 65:00

10 C - 710 1487 65:00

65:001491C - 711

C - 712

S
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s

V1-12-13-12-1:

VI -V2 - V3-12-1 :

Vi - V2-13-12 - : --

V : -12-13-12-1 :

VI -V2 - V3 -V2 - V :-)

Vi -V2 -V3-12 - V : - ?

V7-12-13-12-1 :

vi -12-13-12 - V : --

Vi -V2 -V3-12- " :

V1-12-13-12-1 :

V1-12- V3 -V2 - V : - ?

VI -V2 -V1- : 2 - V .. !

V :-V2-13-12- V :

VI -V2- V5-32 - : -:

V4-V2-':-:-: --

V1 -V2-13-12 - V : --

VI - V2-13-12-19- ?

VI - V2 -V3 -V2 - V :-

V1 -V2 - V3 - V2 -VJ - P

: V1 -V2 -V3- V2-12 - P

VI - V2 -V3 - V2 - V. - P

VI -V2-13-12-13 - P

1949 65:00

C - 713 2028 65:00

14 C-714 1912

15

65:00

65:00

65:0016

17 65:00

18 65:00

C-7: 5 1760

C - 716 1858

C - 717 1934

C - 716 1669

:: C - 719 1675

C - 720 (B ) 1775

C - 721 (B) 1477

C - 722 (B) 1501

19 65:00

20 65:00

21 65:00

65:0022

NICS :

1) Inspection cicles : vi -V2 -V3 ere carried out each 65:00 night

hours . On reaching to 390 : 00 hours , the aircraft goes into it

" P " inspection .

S
E
N

0
0
1
3
7
3

2 ) All aircraft which have a general total of ::: than 2000 :::

must go into overhaul et 2.0 ::::: .

The remainder aircraft =: : : .:: :: t ::.::: : ? SCO her !.

1
6
)

C 3C01571
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Senator KERRY (presiding) . Thank you very much, Senator Cran

ston .

Senator CRANSTON . Let me add that those documents will be

made available to the press if they have not already gotten them .

Senator KERRY. Senator Brown?

Senator BROWN. Thank you, Mr. Chairman .

Mr. Chairman, I simply wanted to mention at the start of our

hearings today that I believe the course of inquiry that our sub

committee is on is one that is not guided by partisan approach, nor

should it be. I believe a fair review of the actions of the subcommit

tee thus far would bear that out.

We are looking for the facts wherever they are going to lead us

whether they embarrass Democrats or Republicans or Independ

ents or Liberals or Conservatives, no matter what interest. This

committee has a responsibility, I think, to bring those facts out.

And I believe that thus far the way you have conducted the hear

ings, the inquiries that have been made, the information subpoe

naed has shown a commitment to that kind of open , full, unbiased

inquiry. It is in that spirit that I want to express my appreciation

to you for the way this has gone forward and pledge to you that I

will do my best to work with you to make sure that continues

along that path .

Senator KERRY. Senator Brown , thank you very much. I appreci

ate the comment.

I also want to say that I have enjoyed enormously working with

you. We have been doing extraordinarily well working on this and

also on the POW/MIA issue . I look forward to continuing to work

with you on that, to get to the bottom of that one, too.

Let me reiterate one thing before we begin , Mr. Llaque. This

committee's job is not to try also to prosecute any issue in Peru.

We are really factfinding, and factfinding exclusively.

There is no effort by this committee, and I want to absolutely

assure this for any foreign journalist or any people who are con

cerned about it, there is no effort by this committee, I underline

this , no effort by this committee to influence those decisions in the

country or to influence politics whatsoever .

But because this bank was involved in each of our countries all

around the world and because of the many implications of drug

trafficking, arms dealing, covert activities, and so forth that have

tied our countries , it is very important for each of us to try to un

derstand what is the truth here. That is the spirit in which we ap

proach this morning and the questions .

Mr. Llaque, I am particularly appreciative for your patience . We

thank you. You have traveled some distance to be here . You put up

with the inconvenience of yesterday as did the other members of

your party and other witnesses . And we really appreciate your re

specting our delays and our process here.

We thank you for taking the time to come here and share with

us your knowledge.

If you have an opening statement, we would now receive that .
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STATEMENT OF RICARDO LLAQUE, DEPUTY DIRECTOR OF

EXCHANGE OPERATIONS, FEDERAL RESERVE BANK OF PERU

Mr. LLAQUE. I have been asked by the board of directors of the

Reserve Bank of Peru to cooperate with your committee and report

on the relations that the Central Bank of Reserve of Peru had with

BCCI.

First of all , I would like to recount the financial situation that

my country was in at the beginning of 1986.We had very restricted

availability of line of credit abroad to finance our foreign trade.

In the face of this situation , the Central Bank took measures to

enter into operations with new corresponding banks, trying to get

reciprocity for deposits made by our Central Bank. Reciprocity

meant the granting of lines of credit to Peru channeled through
the local banks .

In April 1986, we received the instruction from our management

to talk to a number of banks to see if it would be possible to estab

lish corresponding relationships and get such reciprocity. I am talk
ing about in order to get credit for our country.

The technical areas of the Central Bank, or the technical depart

ments, analyzed the situation of a number of banks, including

BCCI. Finally, after drawing up a technical report, the board of the

Central Bank in April 1986 instructed us to establish a correspond

ing relationship with BCCI .

Our steps culminated on April 28 of that year. That was the date

when, after having reviewed all of the relevant documentation;

namely, the documents which are usually requested , the general

business agreement for the handling of numbered accounts, et

cetera, et cetera , we signed an account for a numbered account

with BCCI in Panama.

I want to explain why we established numbered accounts. Under

these circumstances, there was the possibility of an embargo

against the Central Bank accounts , since we had stopped paying on

our foreign public debt, so we established call accounts and time

accounts in BCCI's office in Panama.

The Central Bank in BCCI set up its accounts on May 6, 1986, for

1 month, placing $ 15 million in one checking account. That same

month we made deposits up to an amount of $200 million during

that same month . At the end of that same month, we signed the

first agreement with BCCI whereby that bank placed at the dispos

al of our Central Bank a line of credit for $60 million to be used for

Peruvian foreign trade in order to confirm letters of credit for im

ports .

What the Central Bank did was distribute this $60 million

among the various major Peruvian banks so that they could fi

nance our foreign trade. Considering the benefit brought to the

country by the use of this line of credit, we asked BCCI to increase

this line of credit by $50 million more. That is to say, to $110 mil

lion .

That, at the request of BCCI, required an increase of deposits of

the same amount. In other words, that our deposits of the Central

Bank of Peru, to Peru, became $250 million . We are talking about

March 1986. March 1986 .
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Thereafter, in August 1986 the Central Bank again asked for an

increase in this line of credit by an additional $50 million . That is ,

the line went up to $ 160 million . At that time, the Central Bank

did not increaseits deposits in BCCI .

It is important to point out that during this period the interest

rates paid by BCCI on our deposits were varied and sometimes

were related to market rates , although I must underscore, too , that

in the period between October 1986 and March 1987 interest rates

paid by BCCI were under average international market rates for

deposits.

A very important point that I also want to underscore is that the

amount of deposits of the Central Reserve Bank of Peru in BCCI

were about 25 percent of the total deposits of the Central Bank. We

also had deposits in other banks – German, Japanese-and in re

gional economic or financial organizations such as the Andean Re

serve Fund .

During the middle of 1987 , new information arose to bc taken

into account in our relationship with BCCI, especially the rather

unsatisfactory results of the BCCI holding company in Luxembourg

and the fact that profits went down a great deal, indicting poor

performance by the bank during the year ending in December

1986 .

At the same time, it was established that BCCI's legal constitu

tion in Luxembourg did not allow it to be a lender of last resort ,

especially if there were to be a default in any of the operating

units such as the one in Panama .

In the face of this situation , the Central Bank of Peru decided to

restrict or cut its deposits which would go beyond any reasonable

reciprocal compensation. The withdrawal was made gradually by

the Central Bank of Peru, considering that we had a debt vis - a -vis

that bank of $ 160 million and that the last period would come due

in about October 1988. The last due date would be then .

So the deposits of the Reserve Bank of Peru culminated as fol

lows : The dollar deposits, U.S. dollar deposits, were kept until the

end of October 1988. That was the month, as I said a moment ago,

when we stopped paying our last payment, or when we finished

paying the last payment of our line of credit .

We obviously had to suspend the distribution of funds from this

line of credit to our various Peruvian banks. The Central Bank also

had deposits in German marks and yen which were maintained

until June 1988. The final payoff, or closure , of the numbered

checking accounts happened on May 31, 1989, which ended the

whole relationship of the Peruvian Central Reserve Bank with

BCCI .

That is all I have to say . Thank you , Mr. Chairman .

Senator KERRY. Thank you very much , Mr. Llaque.

Let me ask you first of all some details , if I can . What is your

official position at the Reserve Bank?

Mr. LLAQUE. My official position is that I am the deputy manag

er of exchange operations. This is a job that I have held since abouta

1981 .

Senator KERRY . The first involvement that you came to have

with BCCI was specifically what-the first involvement?
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Mr. LLAQUE. As I said, approximately March 1986 when , upon in

struction from the board, we began to look for new corresponding

banks that were notalready creditors of Peru.

Senator KERRY. The reason you had to look for the new corre

sponding banks, not creditors, was that your credit with the other

banks was a problem, correct ?

Mr. LLAQUE. That is right.

Senator KERRY. How did you come across BCCI? Did somebody

recommend it to you? Did you know about the bank ?

Mr. LLAQUE. BCCI presented itself to Peruvian authorities in

about 1984, introduced itself and asked to open a branch office

under Peruvian law foreign branches of banks are approved by the

Superintendency of Banks and Insurance at the favorable recom

mendation of the Central Bank. That was when in the country we

first learned of the existence of this bank.

Its request was approved by the superintendency, but the bank

changed its mind and did not set up this branch. It had sent its

people to Peru, and when we began to look for new corresponding

banks the bank was already there. It was in Panama, and it was in

Panama where we were holding most of our deposits anyway be

cause of our fear of this possibility of embargo that I mentioned.

Senator KERRY. So you had already put Central Bank's funds,

Peru , into the branch of BCCI in Panama - in other banks ?

Mr. LLAQUE. In other banks in Panama. German banks, Swiss

banks, but not in BCCI .

Senator KERRY. Was there any one individual who presented

himself to you to suggest that BCCI would be able to deal with

your credit problem?

Mr. LLAQUE. No. I do not remember that there was any specific

person who came forward . Normally letters come, telexes come

into the Central Bank offering. That is normal. That is what

always happens.

At that time, for instance, we received letters from other banks

offering us good conditions, favorable conditions for deposits, con

sidering, Mr. Chairman, that for a bank to have a Central Bank

deposit is a source of prestige, because Central Banks are usually

very careful because they manage the reserves of their countries,

so they first take into account security or safety, and only after

that , profitability.

Senator KERRY. What was there about BCCI at that time that

commended it to you in terms of meeting the standards that you

just articulated ?

Mr. LLAQUE. Well , first of all the bank at that time - as I said at

the beginning of my statement, we were looking for two things:

safety and reciprocity. As to reciprocity, the bank offered us the

line of credit that I already talked about and also a series or a

whole range of services which go along with any commercial bank .

Senator KERRY. Were these the same services as other commer

cial banks, or were they different?

Mr. LLAQUE. They were the same as other commercial banks.

They also offered to keep a numbered account for us in Panama,

and this was of interest to us because of the possibility of an em

bargo, which I have already mentioned.
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Senator KERRY. If I can interrupt you, I apologize. When you say

“ it offered us a numbered account in Panama," one of the services

that you were looking for was an ability to be able to hide the

money from seizure , was it not? You did not want the money to be

snatched by a creditor?

Mr. LLAQUE. Yes. Perhaps “ hide” is not the word , but it was that

the Central Bank would have security, having secured deposits out

side of places where an embargo could happen , but this embargo

did happen. Wehad atleast two cases of embargoes of funds from

the Central Bank in U.S. banks, and also an embargo of funds from

commercial banks in the United States as well .

Senator KERRY. Now, it is my understanding on the deposits of

Central Bank funds that you made with BCCI you only got credit

for half the dollar that you put in . In other words, you would put

in $1 , but you were only credited with 50 cents on the dollar. Is

that accurate ?

Mr. LLAQUE. That is right. Indeed , exactly .

Senator KERRY. Why would that be ?

Mr. LLAQUE . I cannot give you an exact reason, but you have to

consider that Peru's situation at that time was not very favorable

in the sense, in the first place, that we did not have very many

places to deposit our money, and second the scarcity of lines of

credit, so there was not necessarily an equivalent relationship be

tween deposits and the line of credit . Deposits could be much

higher.

We have had cases of deposits at very high levels in banks that

did not offer us lines of credit. That was the case of the Interna

tional Bank of Settlements, where we had about $ 1.3 billion on de

posit and we did not get a line of credit at all . It was not that

bank's mission. All we were considering then was the aspect of

safety or security.

Senator KERRY. Did not other banks in Panama offer numbered

accounts ?

Mr. LLAQUE. Yes, but not levels of credit which were very high .

We had numbered accounts, for instance, in the Deutsch -Sidmen

kanische Bank in Panama, which is a branch of the Hamburg

bank .

Senator KERRY. The key to you was the line of credit which you

believed you were receiving or did receive from BCCI?

Mr. LLAQUE. It was one of the most important points in the deci

sion of the board of the Central Bank to accept the corresponding

relationship, the deposits, and the line of credit which reached a

level of $160 million, and since it was a revolving line of credit it

meantthat this was a benefit for Peruvian industry at an amount

much higher than what the nominal amount of the line of credit

really was.

Senator KERRY. It is my understanding that efforts were made

to , in a sense , hide the BCCI-Peru money trail . I mean, that was

the essence of security. Security meant that this is out of reach of

somebody's capacity to attach it. That is why they chosethe num

bered account, that is why Panama, and that is why BCCI. Is that

accurate?

Mr. LLAQUE. Well, I want to clarify this point in the following

manner. Indeed, an important factor was the possibility of an em
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bargo, an attachment, but we had the same criterion in mind with

other deposits, and let me mention deposits at the end of 1986 and

during 1987 in the Bank of International Settlements that I al

ready mentioned , in the National Bank of Argentina where we de

posited a large amount of money, in the Deutsch -Sidmenkanische

Bank, in the Banco de Brazil, the Bank of Tokyo, in Bladiks, which

is an import-export regional bank headquartered in Panama, and

Credit Lyonnais of France, so there we use the same criteria to try

to avoid these seizures or attachments or embargoes.

Senator KERRY. Let me try to ask that a different way because I

am not sure that you are answering my question directly. Does the

code name Terra Firma mean something to you ?

Mr. LLAQUE. No, it does not.

Senator KERRY . The code name Terra Firma in connection with

BCCI and Central Bank money?

Mr. LLAQUE. No, we have never heard that. Our accounts were in

our name with a number, as is the customary way of doing it.

Senator KERRY. I understand that. I just wondered if you had

heard of this code name.

Do you know whether or not

Mr. LLAQUE. I did not hear you, I think.

Senator KERRY. Are you aware of any evidence of payoffs having

been made by BCCI to officials of the Central Bank ?

Mr. LLAQUE. No, we have no evidence of that in the Peruvian

Central Bank. Absolutely no evidence of that.

Senator KERRY. You have heard of allegations to that effect; is

that accurate ?

Mr. LLAQUE. Of course . Just Monday of this week we have all

read about that.

Senator KERRY. I do have some more questions with respect to

what began to happen to BCCI and your perception of it that made

you change and pull money out. I want to turn to Senator Brown

before we do that.

Senator BROWN . Mr. Chairman, thank you.

Let me reiterate the comments you made earlier and how much

we appreciate your coming to help us in this inquiry.

I would be interested in knowing if there were reasons other

than economic reasons that you completed or finished your rela

tionship with BCCI. Was it simply a matter of getting a better deal,

better return on your deposits elsewhere?

Mr. LLAQUE. We had some information alerting us that our de

posits were not safe in BCCI. This happened at the end of July

1987. Not only that, we received a telex at our own request from

IBCA Banking Analysis of London informing us that over the past

few years, that bank had had significant losses in its operations on

the options market. And this institution also told us that the bank

was using an accounting system which was rather unusual, that

did not allow easy identification of the level of losses as well as the

activity that gave rise to such losses.

When we got this information and of a technical nature , we in

formed the board of the Central Bank and we recommended that

we cut our deposits gradually, as I explained in my statement.
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Senator BROWN. Very wise . Did BCCI ever suggest anything to

you that you considered improper? Illegal? Any course of activity

that would be illegal or improper?

Mr. LLAQUE. No. They never suggested anything of this sort. Our

relations with that bank were strictly financial and deposit - rela

tions like you would have with any corresponding bank. The only

thing we got was a request from them to maintain our deposits in

the face of our gradual withdrawals between August and Septem

ber 1987 .

The telexes we got from Panama were almost begging us to keep

our deposits there, but we had already decided to withdraw them .

We took out $ 30 million . That was a large amount. And then we

took out similar amounts until we finished in October 1988. Before

anything was heard in the press about the problems of BCCI, we

had withdrawn practically all, virtually all , of our money from that
bank .

Senator BROWN. I would be interested in knowing during the

period that your country has suspended payments on foreign debt,

if there is any portion of that in which you have gone back and

paid off. Have all foreign creditor been treated the same, or have

some been paid off during this period ?

Mr. LLAQUE . We stopped paying our debt unilaterally at about

the end of 1984.Thesuspension of payments was more pronounced

starting in middle of 1985. I am talking about our public debt, our

government debt, and public enterprise debt. Before that and be

cause of balance of payments problems, we had already stopped

paying on our short-term working capital debt . That was one of the

reasons why we had to look for new corresponding banks.

We have just reinitiated some payments starting in 1991 on our

foreign debt. We have reached some specific agreements, swaps. We

have been paying off debt with certain commodities on the basis of

certain agreements. We have been doing this with countries as well

as with certain banks.

Senator BROWN. Did BCCI ever make recommendations to you

with regard to how those obligations should be handled ?

Mr. LLAQUE. No. We never received any suggestion or recommen

dation from BCCI. Our relationship was strictly one of a depositor

bank and a creditor bank in respect of commercial credits.

Senator BROWN. Thank you.

Senator KERRY. Mr. LLAQUE. No central bank is going to make a

decision to put its deposits somewhere simply on the basis of a

telex and a secret number of letter. There had to be some contact

with somebody.

Mr. LLAQUE. Yes, of course . We had coming to Lima some officers

of BCCI with whom we had formal conversations . These were au

thorized representatives to negotiate the account, the deposits , and

the line of credit. I have the names of some of these people which
appear in formal letters.

Senator KERRY. Who did come and negotiate?

Mr. LLAQUE. One person , Bilgrami, he signed the communication

offering us the line of credit.

Senator KERRY. Is that Mr. Akbar Bilgrami?

Mr. LLAQUE. Yes. Initials A.M. Bilgrami.

Senator KERRY. Did you do any background check on him?
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Mr. LLAQUE. No, we did not investigative those representatives of

the bank.

Mr. KERRY. The record should show that this is the same Mr.

Akba who was subsequently convicted of the money laundering in

BCCI in Tampa.

Who are the other individuals who came?

Mr. LLAQUE. I do not have any other name right here but I re

member one. I will look for it here in the document. But his name

was Kureshi .

Senator KERRY. Do you know what Mr. Kureshi did? What was

his role?

Mr. LLAQUE. Just like the other official. He was discussing terms

for opening the account and the line of credit. That was all.

Senator KERRY. Whom did he meet with? Who made the deci

sion?

Mr. LLAQUE. The final decision is usually taken by the board of

the Federal Reserve Bank of Peru on the basis of technical docu

mentation .

Senator KERRY. Who did he specifically meet with? Who were

the meetings between? Who represented Peru in those meetings ?

Mr. LLAQUE. Well, it is not a representation of Peru; it is techni

cal representation . In the Central Bank, the people managing for

an accounts are the people in them, in the management office, for

foreign accounts. This is the manager of international operations.

And it is up to him to deal with corresponding banks, and we do

this every day.

Senator KERRY. Do you happen to know who met with Mr. Bil

grami?

Mr. LLAQUE. No. I do not have any evidence, but it is up to the

management for international operations . There are a number of

different managers over the years.

Senator KERRY . Would there have been just one meeting, or were

there a series of meetings which Mr. Bilgrami took part in?

Mr. LLAQUE. I personally was not there, but I understand there

were a number of meetings. This is customary. At least four or five

meetings, I am sure , to discuss the terms and the details.

Senator KERRY . When you say, Mr. Llaque, that an analysis or

evaluation was undertaken of the central deposits at BCCI, what

prompted that? Anything in particular?

Mr. LLAQUE. Well, we received news or reports that BCCI was

having some financial problems. That is why we asked the special

ized organization in London to give us this information . This was

in August 1987 , as I said a moment ago.

Senator KERRY. Did you learn at that time anything about drug

laundering ? Money laundering?

Mr. LLAQUE. No, at that time we knew nothing. We found out

nothing of that sort at all . This we found out much, much later

from press reports after we had withdrawn all the funds of the

Central Bank of Peru from BCCI.

Senator KERRY. Now, when you received the information in 1987

about the difficulties that BCCI was having, was that reported to

any other agencies ofthe Peruvian Government or was itsimply a
Federal Reserve decision on its own?
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Mr. LLAQUE. The only one that had relations and deposits with

BCCI was the Central Bank, but when we were given a line of

credit, we had to establish accounts by local banks with the BCCI

in Panama. So we informed the local commercial banks that we

were ending our relationship with BCCI, and when the last pay

ment was made on the debt with that bank, those Peruvian com

mercial banks would also have to close their accounts with the

BCCI branch in Panama.

Senator KERRY. To what degree was the decision to move out mo

tivated by concern over General Noriega and his involvement in
Panama?

Mr. LLAQUE. No, really, we did not take that into account at all .

We were just worrying about the problems of BCCI itself. In any

case , Panama really did not offer us the security it used to because

of its political problems. So the Central Bank was looking for other

places to deposit its funds. So in 1988, approximately, our bank

made its deposits in Swiss banks.

Senator KERRY. Who is Mr. Alberto Calvo, R. Alberto Calvo?

Mr. LLAQUE. I do not know him, Mr. Chairman.

Senator KERRY. Do you know who Mr. Daniel Carbonetto is?

Mr. LLAQUE. Daniel Carbonetto was an adviser to the Peruvian

Government between 1980 and 1985. He was an adviser to the

President of Peru . Imeant 1985 to 1990. Excuse me.

Senator KERRY. We have a vote . We will stand in recess for the

duration of the vote . As soon as we return , we will pick up where

we leave off.

We stand in recess .

(A brief recess was taken .]

Senator KERRY. The hearing will come to order.

Mr. Llaque, thank you. Weare just going to be a few more min

utes. I just want to try to establish a couple of things here if we

can. Let me ask you again . You are saying that Mr. R. Alberto

Calvo is not somebody who is known to you ? You never heard of

him?

Mr. LLAQUE. That is correct . I have never heard of him , Mr.

Chairman.

Senator KERRY . What about Mr. Shafi ?

Mr. LLAQUE. Shafi. No. I do not know him nor do I have him in

the documents that I have here before me .

Senator KERRY. What about Mr. Oscar Riizo Patron?

Mr. LLAQUE. No, I do not know him either .

Senator KERRY. Just asking a curious question to see if you can

identify any of these documents. Now, I want to understand then

the substance of your testimony is that BCCI presented itself be

cause of the need to find credit somewhere, because there was a

number to count, because there was security, and the decision was

made to get the line of credit from BCCI and put Central Bank

money into BCCI in return . Is that accurate?

Mr. LLAQUE. Yes, if you would allow me. I would just like to ex

plain these decisions were taken gradually. Letmeexplain .

At the outset , we had information - here I am talking about

April 1986 — that BCCI had capital of a bit more than $ 1 billion - or

$ 100 billion . So through the board of directors, we decided that we

could deposit approximately 10 percent of that amount in capital .
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Later, in the face of our need to get more credit, this percentage

went up and that was when we had a bit more than $200 million

on account. This was decided first at a technical level . It was a rec

ommendation, not a decision .

We have a staff in the Central Bank which is very professional.

They are investigators and economists, and they draw up reports

and they are taken to management — first to the general manager

and then to the board of directors . And that is where the decision

is taken . So you cannot talk about a person negotiating for the

Central Bank. The terms, the concrete terms, were simply estab

lished for the deposits and the credit. Then this was taken to the

board for its final approval.

Senator KERRY. On August 7 , 1987 , you received a memorandum

which said in three paragraphs — let me read the paragraphs.

Paragraph A: The legal establishment of the BCCI Holding Luxembourg, with

headquarters in Luxembourg, does not offer the guaranty of being the lenderof last

resort in case of a default in any of its operational units .

B , the last 2 years of the bank in mention showed significant losses in operations

in the options market, and C, it uses an unusual accounting system in that it does

not make it possible to clearly identify the level of losses of the fiscal year or the

activity that led to them .

Now those are the three substantive reasons that you decided to

begin to pull money out . Is that accurate?

Mr. LLAQUE. That is right . I was referring to that memorandum

when I first spoke. This was August 7, 1987 ,and there was another

memorandum to the general manager recommending the with

drawal of funds specifically. This is a document dated July 21 , and

it was approved by the board August 13 , and there it was decided

finally to withdraw the deposits.

Senator KERRY. So in 1987 , it was known that the bank had an

unusual accounting system, and that was known in London . It was

known that the bank had significant losses in the options market,

not a traditional place for banks to be fooling around. And you did

not have the ability to be the lender of last resort — that is, its de

posit base, its capitalization was in question. Correct ? In 1987 .

Mr. LLAQUE. That is right .

Senator KERRY. This document will be made part of the record in

sequential order .

[ The information referred to follows:)
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Translation - Spanish
.

Central Reserve Bank of Peru

SABE /3.08.2.1.2No. 020-87

MEMORANDUM

To: Juan Villanueva

Asst. Manager of Intl . Investments,

Planning and Relations

From: Gonzalo Aramburu

Chief, Section Analysis of

Foreign Banks

Ref: Telex IBCA Banking Analysis Ltd.

London DEL 07/31/87

Date : August 1987

Attached to this document you will find the telex received from IBCA Banking Analysis

Ltd., London , where they report the following to us :

a) The legal establishment of the BCCI Holding Luxembourg, S.A., with headquarters in

Luxembourg, does not offer the guarantee of being the lender of last resort in case of a default

in any of its operational units .

b) The last two years of the bank in mention showed significant losses in operations in the

options market .

c) It uses an unusual accounting system in that it does not make it possible to clearly identify

the level of losses of the fiscal year, or the activity that led to them .

Because of the above, as well as the high level of placement that this Central Bank has

in that bank, it is recommended that the operational technical level be reduced .

Sincerely,
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Translation - Spanish

CENTRAL RESERVE BANK OF PERU

MEMORANDUM

To : Ana Ma . de Reategui

Manager, International Operations

From : Carlos Saito

Asst . Manager , International Investments,

Planning, Relations

REF : Evolution of BCRP deposits abroad

Date : July 8 , 1987

According to your request, I am pleased to send you a report on the evolution of the

BCRP deposits abroad, considering the fundamental aspects that affected their operative

handling and the decisions to mobilize the assets abroad .

At the same time, reports are included corresponding to the International Settlements

Bank (BIS ) and the Bank of Credit and Commerce International (BCCI) .

Sincerely,
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DEVELOPMENT OF BCRP DEPOSITS ABROAD

1. Until mid -October 1984, the administration of the currency deposits abroad was carried out

according to thejoint application and consideration of the criteria related to the administration

of assetsin normal times : reciprocity , security, liquidity , efficiency, and yield . Column 1 of the

attached chart reflects what was in practice the application of the criteria of reciprocity and

security (diversification of risk) reflecting the number of banks and markets involved. The

distribution of funds by types of deposit ( current, call and term ) which responded to the

criteria of liquidity, efficiency , and yield.

2. As of mid -October 1984 the country began to have a series of problems with its private

creditors as well as some international organizations, due to problems related to the payment

of its foreign debt, it being necessary to take emergency measures whose results can be seen

in the second column of the attachment.

3. The first measure taken was to withdraw practically all our deposits from U.S. banks,

transferring the majority to the Fondo Andino de Reserves ( FAR : Andean Reserve Fund ) As

of November 1 , 1984 , and to European banks. In addition , in the desire to ensure all of our

funds, the BCRP decided to seek markets or institutions that met the fundamental

requirement of funds not being subject to attachment.

4. In this context deposits were made in several currencies in the Bank for International

Settlements (BIS ), the only institution at that time that met the requirement mentioned above ,

and it began to receive funds as of November 18 , 1985 even though the remuneration for our

deposits was always 1/4 below the referential market rate . Toward the end of January 1985,

FAR and the BIS had almost 50% of our term deposits abroad. (See column 3)

5. Diverse inquiries and legal definitions determined that the FAR funds were not immune to

a attachment and therefore, as of July 15 , 1985 the funds began to be withdrawn and

transferred to the BIS . (See column 4 ) . The US $70 million remaining in the FAR were kept

as reciprocity for the loan that this organization had made to the country.

6. Having the BIS as a safe institution and fearing that the reprisals could come also from the

rest of international correspondent banking, since at the end of September the divergences

became accentuated between the new Peruvian government and the IMF and creditor banking,

it was decided to withdraw all the time deposits (even before their date of expiration ) from all

correspondent banking and to concentrate them in the BIS . This process culminated at the end

of October ( see column 5) .

7. Once these emergency measures were taken, the BCRP decided to reestablish its policy for

investments of current assets within a context of maximum security and not just in the part

corresponding to foreign currencies but also in those made up of precious metals. In addition ,

an additional element is introduced , that of reorganization of portfolios.

Regarding foreign currencies , it was decided to open special accounts in the market in

Panama, which have maximum security. Also consultations were made in places such as
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Austria, Switzerland, Liechtenstein and others but they do not manage to meet the BCRP

requirements.

8. Toward the end of November 1985 , the search for correspondents with numbered accounts

in Panama was necessary in view of the BIS refusal to provide yield for our funds that were

renewed as of that date if they were not decreased considerably. At the end of December work

was underway with four banks in Panama in which around US $ 333 million had been

deposited in term deposits coming exclusively from the BIS, thus alleviating the above

mentioned problem with the latter institution .

9. This process of opening accounts in Panama continued ; so it is that at the end of June 1986

work was already underway with seven banks, which had US $ 362 million in deposits. The last

bank with which correspondent relations were established was the Bank of Credit and

Commerce International (BCCI ) with which work was begun under the system of special

accounts as of June 27 , 1986. At the end of the same month this bank had deposits of US $ 65

million . (See column 7)

Regarding the numbered accounts in Panama and the deposits maintained in the banks

of this market, two aspects must be kept in mind . On the one hand, the conditions that make

the BCRP prevail are "sui generis" (special contracts for the handling ofaccounts , commitments

of no possibility of attachiment, right of set -off, comfort letters , etc.) and in some cases they

hinder the negotiations and in many cases they cancel them definitively.

On the other hand , it is known that one of the conditions of security for keeping funds

in a bank is not to exceed a certain total related to its capital and reserves , for example . In this

respect care was taken , except for special cases or acts of god, to keep them within those limits.

10. The situation described in the above section continued to mean keeping deposits in the BIS .

This lasted until February 18 , 1987 when all funds were finally withdrawn , which at the end

of 1986 had already been reduced to US$ 293 million allowing the Panama market to gain US $

565 million on that same date .

Meanwhile , given the credit facilities granted by the BCCI, the BCRP in reciprocity

went on increasing its deposits in that bank . On September 30 , 1986 the term deposits

exceeded US$ 145 million , at the end of 1986 they were US$ 229 million and in February of

this year rose to US $ 242 million .

11. The situation from February to date has undergone slight modifications. On the one hand,

thanks to the creation of the FAR Treasury Notes, highly liquid , and of easy transfer by

endorsement , the deposits have been increased in this institution, and they currently total

some US $ 113 million .

On the other hand , the agreement for the handling of numbered accounts was signed

with Credit Lyonais.

Regarding the distribution of time deposits in Panama, which represented 84% of the

total of this type of deposit , one should note the share of the BCCI , which with US $ 245

million constitutes 27% of the funds deposited in that market and 31% of the total term

deposits.
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12. The steps that the BCRP was taking were also reflected in the handling of the call

accounts, this in respect to a number of banks since the level of funds to be maintained in this

account follows the operational goals of the moment. This evolution can be seen in attachment

2.

Although the number of banks that handled the call accounts was reduced to almost

half, it is worth noting the concentration of these funds. Just three banks with numbered

accounts in Panama currently handle more than 90 % of the call accounts . (See attachment 2)

13. Finally, some comment must be made on the profitability of our funds abroad. In this

sense it should be mentioned that with the exception of the BIS , which always paid on our

funds with 1/4 percent below market, all the rest of our deposits on time have been paid at a

rate similar to or above the market rate.

Regarding our deposits in the BCCI, for example, a calculation ofthe accumulated yield

of all our deposits until June 1987 with respect to a referential market rate , shows a favorable

total for this bank (See attached graph ).
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Translation - Spanish
.

Central Reserve Bank of Peru

DIM / 3.08.2.1.0 -No. 003-87

MEMORANDUM

To: Carlos Saito

Asst. Manager of Internatinal Investments,

Relations, and Planning

From : Arturo Handabaka

Chief, Market Research Dept.

Re : Relations with the BCCI

Ref: 1 ) Memo SGP 11/45 of 4/1/86

2 ) Board Agreement of 8/14/86

3) Memo SGP11 /256 of 12/26/86

4 ) Memo SGP 11/279 of 7/13/86

5 ) Telex BCCI-Panama of 7/22/87

Date : July 22 , 1987

The purpose of this memorandum is to do an inventory of the main aspects that have

determined our relations of international treasurership with the BCCI, as well as to make

known new elements of judgment that should be taken into account in our future relations

with that institution .

Through the first document of reference, the Asst. Management of International

Investments, Relations and Planning, at the suggestion of the General Management, proposed

the opening of correspondent relations with the BCCI-Panama, in view of the wilingness of

that entity to grant us lines of credit for purposes of foreign trade, as well as because of the

good financial-economic situation of the home office in Luxembourg, i.e. the BCCI Holding,

100% owner of the BCCI Overseas of Grand Cayman and at the same time 100% of its Panama

branch .

Due to the existing relationship between the BCCI-Panama and the home office , as well

as the commitment of the latter to back all the activities of the first, it was established that

the deposits that the BCRP made in the future would have as reference the capital and
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reserves of the home office, since in 1984 it exceeded US $ 1.009 billion, and the limit of

deposits US $ 100 million (in capital and reserves).

Note: text may be missing, as the next page of the memo begins with a 3./a

3. Given the difficulties at that time in getting facilities for purposes of foreign trade and the

amount that the BCCI was granting in exchange, the Board of the Bank approved the

correspondent relations, accepting the concrete proposal ofthat foreign bank to the effect that

it would grant us a line of credit up to US $ 60 million, at the same time making a deposit up

to US $ 200 million . (Document 2).

4. Subsequently, around the end of 1986 , the BCCI decided to increase the previously

mentioned line to US $ 110 million in exchange for the increase in our deposits up to US $ 250

million . As indicated in document 3 of reference, our deposits between call and time rose on

11/26/86 to US $ 255 million . This level, with some variations, has been maintained to the

present.

5. The utilization of the line of credit, according to the Department of Operations in Foreign

Currency, has at its moments of highest demand reached US $ 80 million, approximately, there

being no operational problems in the handling of the line , nor with the deposits which are kept

in that institution .

6. However, it should be mentioned that the reciprocity that the BCRP maintains with the

BCCI is more than what it has with the other banks with which it currently works, with the

exception of the Deutsche Sudamerikanische Bank, which handles almost all the call accounts

in Panama and has preferential treatment because of being regional. Something similar can

be observed in the level of the ratio deposits BCRP /Capital and BCCI Reserves.

In effect, with the exception of the Banks Sudameris and Bladex, which being small

have quite a high statement in Peru regarding their own capital and reserves , the deposits that

the BCRP maintains in the BCCI represent 18% of the capital and reserves of this bank .

7. New elements of judgment have arisen that have led to this memorandum and that we

believe should be taken into account for our future relations with the BCCI. In fact, in

document No. 4 of reference, endorsed by No. 5, one can see unsatisfactory results of the BCCI

Holding S.A. (Luxembourg) and what is more, they seem to worsen year by year. Their net

earnings decreased substantially and with them the yield on their assets, indicating bad

performance of the bank during 1985 and 1986.

In its annual report for 1986, the BCCI credited these poor results to adverse effects

coming, on the one hand, from significant devaluations in certain developing countries where

the Group operates and the smaller differential margins during the year; and, on the other

hand, to the exceptional losses that the group had to assume as a result of the poor

transactions of options contracts by the Grand Cayman subsidiary , which at the end of 1985

had lost US $ 150 million .

These losses were absorbed almost totally during the 1986 fiscal year and it is hoped

that they will not have a considerable influence on the results of this fiscal year .
a
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In addition , proceeding with the Group policy of strengthening its patrimonial base, the

1986 report pointed to a considerable increase in the bank's capital. A part of this increase

comes from the issuance and total subscription (by the stockholders themselves) of US $ 250

million in stock , as well as of other subscriptions for US $ 370 million in replacement of US $

306.5 million that they were redeeming.

8. Because of the above, and precluding some other greater problem that the BCCI could face,

a fact that recently could be known in the middle of the next year with the bank balances or

just shortly before through specialized means , this Department suggests reviewing the level

of deposits being held in the BCCI, to the extent that the necessary reciprocity that should be

maintained allows .

Sincerely

/illegible
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Translation - Spanish

Central Reserve Bank of Peru (BCRP )

MEMORANDUM

Date : 8/26/87

To: Cesar Ferrari Quine

General Manager a.i.

From : Ana Maria T. de Reategui

Manager, International Operations

RE : BCRP relations with the BCCI

Ref: Memo No. 302.2.0.1.0.0

Attached to this memorandum you will find the report referring to our relations with the Bank

of Credit and Commerce International , which was requested by the Board of Directors of our

Institution through the memorandum of reference, in expansion of Document No. 0536 heard

in the session of the 13th of this month.

Sincerely,
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BCRP RELATIONS WITH THE BCCI

1. In view of the restrictions that were being observed regarding the availability of lines of

credit from abroad , the Board of Directors of this Central Bank decided to adopt measures

leading to seeking, through the direct participation of the Central Bank, to offset those

restrictions somewhat.

Among these measures was one to carry out operations with new correspondents,

seeking to obtain reciprocity for deposits of the Central Bank, through lines of credit offered

by those banks. In this respect the Board designated the President and General Manager to

establish contact with banks from abroad .

2. In this context , in March 1986 I received the order from the General Management to

evaluate the possibility of opening a correspondent relationship with the Bank of Credit and

Commerce International (BCCI) .

3. The Board of Directors of this Central Bank , in a session of April 1 , noted the report

prepared by the Management under my responsibility, in which it was recommended that the

bank proceed to open the corespondent relationship with the BCCI and make deposits in that

bank up to US$ 100 million , a sum equivalent to 10% of the capital and reserves of the BCCI

(Attachment 1 ) .

In that matter , it should be noted that as a general standard for the purposes of proposing the

maximum sums to be deposited in our correspondent banks, one takes into account 10% of the

capital and reserves of the respective banks.

4. After analyzing the report mentioned in point 3 , and after taking note of the verbal report

presented by General Management, noting the offer of the BCCI to grant a credit line for

purposes of foreign trade of up to US$ 60 million , the Board of this Central Bank , in a session

of April 1 , agreed to make deposits up to US$ 200 million . ( Attachment 2)

5. From that time , the Management under me began steps to establish a correspondent

relationship with the BCCI , Panama, as well as to sign an agreement on numbered accounts

with that bank.

6. The steps referred to in point 5 culminated on April 28 , 1986 , the date on which after having

reviewed the pertinent documentation (General Business Agreement for the Handling of

Numbered Accounts, Comfort Letter and Commitment Letter), the "Numbered Account"

agreement was signed with the BCCI , Panama, in which the opening of current accounts was

made feasible, as well as call and term deposits. (Attachment 3) .

7. On that same date (4/28/86 ) the BCCI , through its officials in Panama, formalized their

offer of a commercial credit line of US$ 60 million , to be used in the confirmation of letters of

credit of importation and on demand and in the financing of exports. The offer was for a one

year period, with possibilities of renewal , and with an interest rate of prime plus 1 % .

(Attachment 4 ) .
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That offer was contingent upon the deposits made by this Central Bank, up to US $ 200

million, being maintained with " sufficient equivalent totals ," as noted in the communique of

4/28/86 (Attachment 6), which was attached to the letter in which the credit line mentioned

above was offered .

In that respect, it should be noted that these communications were delivered as

preliminary working documents, and were signed just by the BCCI officials, Panama, and

without having evaluated the details of the operativeness of that line of credit.

8. Regarding the beginning of our deposits, through the instructions of General Management,

action was taken in the following manner :

a) On May 5, 1986, the Deutsche Sudamerikanische Bank, Panama, was instructed to transfer

with value date ofMay 6, US $ 15 million to the BCCI, Panama, for the purposes of opening

a current account in that correspondent. That transfer was aimed at initiating the correspon

dent relations and that sum of US $ 15 million was maintained until the agreement was signed ,

through which they granted us the credit line up to US $ 60 million .

b ) As of May 7 and 8, 1986 , deposits were made in call accounts, for US$ 100 million ,

respectively, the sum of US $ 200 million being kept until the end of that month.

The Board of this Bank, in a session of May 16 , 1986 , approved the creation of the

Export-Import Fund (FIEX), in order to facilitate foreign trade . That fund was initially formed

with US $ 60 million offered by the BCCI.

In that session in addition , the distribution of these resources among the entities of the

Financial System , at the proposal of the Assistant General Management, was approved

(Attachment 6) .

page missing in text, including remainder of 8 , as well as 9 , part of 10/

of import credit on demad and with payment deferred up to 90 days, financing of exports based

on letters of credit on demand or term of payment up to 180 days and financing of exports not

based on credit letters with term of payment up to 180 days .

That line of credit was signed for a period of one year, subject to review every six

months, and renewable after the year . The distribution of resources was the one agreed upon

by the Board in its session of May 12, 1986 and the rate of interest on the financing was set

at 1.25% over the prime rate , which is competitive with those charged by other foreign trade

credit sources, ours being considered a "risk country ."

As can be seen , the rate differed by 0.25 % from the one offered by the BCCI in its

communique of 4/28/87. This rate was the minimum one accepted by the Regional Office for

Latin America of the BCCI, whose officials were responsible for the signing of the agreement,

in consideration of the operational costs associated with the participation of more than 20

banking institutions of Peru . Initially the BCCI , Panama, made its interest rate offer under

the understanding that the line would be handled exclusively by the BCRP and used for

operations of significant sums.
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11. In signing the agreement mentioned above, the BCCI notified us that in view of our

deposit ofUS$ 200 million, they were puting at our disposal the line of US $ 60 million , under

our mutual understanding that in case the total deposits should decline to below the credit

facilities granted, the lines of credit would be reduced for us accordingly. (Attachment 8)

12. As of June 19 , 1986 the BCRP signed the corresponding contracts of allocation of the

FIEX -BCCI with the different financial entities, so that the resources of that line would be

used.

13. The utilization of the FIEX -BCCI line, although quite gradual, did not show operational

difficulties; to the contrary , in few months the banks of greater movement began to demand

increases in that line.

In view of that situation , in December 1986, this Management began conversations with

the BCCI in order to gain an increase in the line . After the evaluation of the banking needs

and in coordination with the General Management, a request for increase in the line of US $

50 million was formalized, whose distribution is seen in Attachment 9. On this occasion, there

was negotiation so that the line would take place with an increase in the deposits by US$50

million .

14. On March 12 , 1987 , the second FIEX -BCCI agreement was signed, in the amount of US $

110 million , which included the US$ 60 million from the first agreement (Attachment 10) .

In this new agreement there are some favorable variations : the time for confirmation

of the import credit letters is increased from 90 to 180 days and the financing of imports up

to 180 days is included .

With the signing of this second agreement, the BCCI delivered to us a communique, in

terms similar to those described in point 11 , with the change that the deposits were US $ 250

million and the line was for US$ 110 million (Attachment 11 ) .

15. It should be noted that throughout the period of validity of the FIEX -BCCI agreements,

there have been redistributions of resources between the financial entities , based on the rates

of utilization of those resources .

16. The initial deposits made by this Central Bank under the modality of current and call

accounts, were subsequently converted to time deposits for the most part, keeping in mind the

larger yield that this latter would provide compared with the former . (Attachment 12)

With respect to the characteristics of the term deposits, it should be noted that they

have been being renewed generally in periods of one month, a rate of interest being obtained

whose accumulated yield shows favorable results with respect to the one that would be

obtained according to the referential market rate.

It should be noted that the rate obtained is significantly higher than the yield obtained

by our deposits in oti . - correspondent banks (Bank for International Settlements, BLADEX ,

Swiss Bank , Bank of Tokyo, Credit Lyonnais, among others ) , in which , however, we have found

it necessary to maintain deposits for security in case of attachment and in order to diversify

our risks.
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At present, this Management is taking steps with the BCCI for a new increase in the

line, of US $ 110 million to US $ 140 million , which would be obtained in reciprocity to the

deposits already made in the amount of US $ 250 million, which through a telex of 8/19/87 has

been accepted by the BCCI. (Attachment 13).

That increase will be ofgreat utility given the recent greater reductions observed in the

availability of lines of credit from abroad.

Additionally, and in coordination with the General Management, the BCCI has been

asked for US $ 20 million additional, which would raise the line to US $ 160 million.
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Chart No. 6

Surpluses Shown in 1986

(Millions of US $ )

Banking Entity Jan
Feb Mar Apr May June July Aug Sep Oct
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Total: 480 280 97 74 52 75 117 29 38 47

The surpluses observed during the first months and which reached a total of US$480

million and US$ 280 million respectively are explained by the need to increase the number of

banks with which the BCRP could operate through numbered accounts, and by the refusal of

the BIS to renew the growing deposits that were kept in that entity.

However , during the months of March to October significant excesses were registered

over the maximum limits of deposits approved by the Board of Directors, without the express

authorization of that level , mainly in the Deutsche Sudamerikanische, Bank of Tokyo, Bank

of Brazil and the BCCI .

Although the BCRP call accounts were handled in the Deutsche Bank, during the

months cited the issuing institute kept resources in this account that exceeded the limit

approved by the Board of Directors, without considering the important time deposits that were

renewed in that entity. In the Bank of Tokyo and the Bank of Brazil, time deposits were made

and kept above the limits referred to , which , in the case of the first bank, caused a greater

excess , in considering the deposits in call accounts on the order of US $ 6 to 7 million.

Early in November of 1986 , an extraordinary entry of foreign currency coming from the

sale of gold made came about, causing an increase in the levels of deposits of the BCRP in

banks abroad . At a session of the Board of Directors (November 7 , 1986) , the limits were

modified for the handling of the deposits according to what has been stated, and it was

determined that they would be adjusted periodically at the suggestion of the International

Operations Management, after acceptance of the General Management.
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In evaluating the compliance with said limits, permanent surpluses were seen in the

Deutsche Sudamerikanische and in the BCCI (overseas), in the amounts indicated in the

following chart:

Chart 7

Excess Amounts Appearing in 1987

(Millions of US $ )

Banking Entity Approved 1986 1987

Tech. Lt. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. July Aug. Sept. Oct.

200 11 61 89 61 45 29 93 3 6

200 * 7 53 41 63 20 4 7 14 18 1 28 28

18 53 41 124 20 93 68 59 47 94 31 34

--

Deutsch Sudam .

BCCI

TOTAL

.

* As of Sept. 10, 1987, it is reduced to US $160 upon the orders of General Management

The surpluses in the Deutsche are explained because of the decision of the BCRP to

maintain time deposits in that bank above the US $ 114 million after February 1987 , among

which some US $38 to 45 million are included as collateral for the line of credit of DM 66

million granted, which, added to the resources in call accounts above US$ 120 million, caused

said situation . The BCCI case is discussed in a specific observation .

The deficiency mentioned originated in the lack of periodic information to high

management regarding the status of total deposits per bank (time deposits, call and demand

accounts ), and the maximum limit approved by the Board of Directors in the matter, as well

as the reasons that cause any excess, in order to decide on the pertinent corrective measures.

This information is obtained, partly , through the daily reports called " Position of Eurodeposits

on time" and "liquid assets in foreign currency ," which, because of being statistical documents

issued by different areas of the bank, are not consolidated or analyzed in order to issue a

timely opinion on the facts noted .

One should also note the case of the deposits made by International Operations

Management in the Credit Lyonnais during 1987 , which , between February and July of that

year reached a level fluctuating between US $90 and 100 million .

The opening of the respective numbered account and the setting of the maximum limit

to be deposited in that financial entity was not approved by the Board of Directors, as seen in

the respective minutes, and according to what the Bank Administration admits. However, it

is adduced that said authorization of the Board of Directors, regarding the periodic adjustment

of the maximum limits for deposits (Session of November 7, 1986 ) included the power to decide

on depositing resources in the Credit Lyonnais, which was not in keeping with the text of the

session proceedings and attachments.

These situations have caused the failure to comply with the express instructions of the

Board of Directors, meaning that greater risks were taken than those technically recommend.

able and authorized regarding the international reserves deposited in Panamanian banks.
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3.4 Deposits have been made up to US $270 million in numbered accounts opened

in the BCCI (Overseas ), obviating minimum standards of security and credit

reciprocity

During the period in which numbered accounts were opened in Panamanian banks, an

effort was being made fundamentally to protect the international assets against any risk of

attachment or coercive action promoted by the creditors of the country , without overlooking

the evaluation of the financial entity in which the resources would be deposited. Thus, to

January 1986 , authorization had been granted to operate with eight Panamanian banks up to

certain maximum deposit limits.

Given the accelerated restriction of the short-term lines of credit for financing the

foreign trade of the country, the Central Reserve Bank decided to work with banks that agreed

to give some reciprocity for its deposits , through lines of credit.

Under these circumstances, the Board of Directors, in a session of April 1 , 1986,

approved a correspondent relationship with the Bank of Credit and Commerce Int. (Overseas)

BCCI , accepting the concrete proposal in the sense of receiving a line of credit for US $ 60

million for making a deposit ofUS$ 200 million, this being the first line of credit of this nature

granted throughout the history of the deposits made by the BCRP .

The approval of the correspondent relationship under the conditions mentioned lacked

the necessary information for meeting the assurances of the case and the minimum reciprocity,
as seen below :

a. Document No. 212 attached to the minutes of the Board of Directors of April 1 , 1986

as support for the approval , does not include all the minimum information required as general

standards for approving correspondent relationships with banks abroad (Session of 3/4/82 ). In

fact, information is not included on the financial status of the BCCI (Overseas) or of

management ratios of the past three years, it being mistakenly pointed out that the BCRP only

had information up to 1981. It is understood that for reasons of security it was necessary to

evaluate the BCCI Holding, for purposes of requiring a " Comfort Letter" as an additional

guarantee; but the fundamental security of the BCRP deposits in the BCCI (Overseas) was

based on the management and performance of this bank, which was not evaluated.

Nor was there a comparison of the information of the Holding and the bank with the

performance of other correspondent banks of similar magnitude, in order to evaluate their

importance and management.

Document 212 evaluates the importance of BCCI Holding by comparing the level of its

assets with respect to the largest banks in the world ( IBCA Banking Analysis Limited - 1984 )

sidestepping the analysis of the financial-economic status of the subject of the corresponding

relationship : the BCCI (Overseas), and neglecting to comment on the importance of the bank

in the financial markets in which it operates.

It should be noted that the approval of the correspondent relationship by the Board of

Directors does not mean the corroboration of the sufficiency of the information provided by the

Bank's administration and specifically the Management of International Operations.It is the
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responsibility of the technical area to provide sufficient information to allow the adoption of

correet decisions.

b. There was no evaluation of the background of the BCCI - Holding or of its main

subsidiaries (BCCI-Luxembourg and BCCI-Overseas ), considering that they were not

correspondents of the BCRP, they lacked exposure and in the files of the issuing institution

there was qualitative and quantitative referential information on these banks, contained in the

"Application of the BCCI-Luxembourg for opening a branch in Peru ' ( A /D of 2/1/85 ). Among

that information was a report of BCA Banking Analysis Limited London which indicates the

BCCI S.A. of Luxembourg as being " aggressive and innovative and that on several occasions

it had had problems with the supervisory authorities," such as the Bank of England.

In addition, in evaluating that Bank from the legal point of view it considered it in 4th

or 5th place, i.e. it placed it in one of the last places.

Although International Operations Management states it did not have such information

in its possession , it knew of its existence and could have made an effort to obtain it . In any

case the Bank Administration proposed to the Board the approval of the corresponding

relationship , neglecting to report on that background dealt with at that level by the members

of the Board operating until 1985 .

c . There was no analysis or evaluation for practical purposes of the security of the BCRP

deposits and of the effectiveness of a Comfort Letter, and of the importance of the fact that

BCCI-Holding and its two most important subsidiaries had their main offices in Luxembourg

and the Grand Cayman . Thuse financial centers were characterized by their great liberalness

and because the monetary authority does not guarantee the deposits or offer any services such

as lender of last resort, i.e. in case of financial emergency the authority will not come with

assistance from these financial institutions , the latter having to rely on the financial capacity
of its stockholders .

It should be noted that this opinion was shared by the Central Bank , and it was a

preponderant factor for withdrawing some 58,000 O.T. in gold which it kept in the Dresdner

Bank-Luxembourg ( A / D 6/6/85 ).

d . Documentary evidence is lacking prior to the approval of the correspondent relationship,

of having requested and/or negotiated other concrete proposals for lines of credit in order to

have alternatives among which to choose the best, considering the criteria of security and of

minimum reciprocity. It is estimated that the BCCI (Overseas ) proposal was the only one that

existed and that it was accepted under conditions far from a minimum security policy .

The Bank Administration indicates that subsequently they requested lines ofcreditfrom

all correspondent banks with which they maintained numbered accounts in Panama, which

refused to increase their exposure in Peru. That action has not been documented .

The pertinent documentation (General Business Agreement for the Handling of

Numbered Accounts, Comfort Letter and Commitment Letter ) was signed on 4/28/86 , the

commitment being obtained from the head office (BCCI-Holding ) to back its BCCI (Overseas)

affiliate in all its activities . It is on the basis of this consideration that initially the Deputy

Management of International Investments and Investments recommended a maximum deposit

45-702 - 92 - 7
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limit of US $ 100 million, equivalent to 10% of the capital and reserves of the Holding, in order

to obtain the line of credit of US$ 60 million; however, the Board authorized the deposit of

US $ 200 million for the same total line of credit.

CHART No. 8

Evolution and Importance of Deposits in the BCCI

DATE Deposits in the

BCCI (US Millions)

Share in the

Total Deposits

Amount Above

Limit

1986 15,196

1,933

4,042

5/14

6/27

7/31

8/29

9/30

10/31

11/21

12/31

215,196

201,933

204,042

199,031

196,380

206,772

207,056

253,287

16

15

15

16

15

15

17

24

6,772

7,056

53,387

1987 1/30

2/27

3/31

4/30

5/29

6/30

7/31

8/31

9/30

10/30

11/20

12/30

257,597

261,499

254,423

253,435

256,231

270,709

262,568

251,269

188,143

188,227

153,126

114,353

25

28

31

28

26

28

28

29

28

31

36

33

57,597

61,499

4,423

3,435

6,341

20,705

12,568

1,265

28,143

28,227

With respect to the technical limits for deposits in the BCCI approved by the Board in

the amount of US $200 million as of May 1986 and of US$ 250 million as of March 1987,

excesses have been shown almost constantly in those authorized levels during the period May

1986 - October 1987 (one year and four months) as shown in Chart No. 8, the case appearing

that between December 1986 and March 12, 1987 these were more than US $ 50 million in

excess, explaining the concentration of deposits in the BCCI (Overseas ) Ltd., on the order of

24% to 28% without the express authorization of the Board or of the General Manager,

according to the Agreement of the Board of November 7, 1986 , but with the knowledge of the

Management of International Operations, as indicated in Memorandum SGPII /3.08.2.0.0 /256

of December 26 , 1986 .

In addition , through a letter of April 28 , 1986 the BCCI (Overseas ) Limited informed

the BCRP that in consideration of the deposits of US$ 200 million it was granting it a line of

credit for US$ 60 million , it being understood that in case of decline in the deposits below the

credit facilities granted, the line would be reduced.
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It is appropriate to note that in March 1987 , the line was increased to US $ 110 million ,

but that the maximum amounts debited in their use only reached around US$ 85 million .

However, the reciprocity that the BCRP maintained with the BCCI was always above that

received (US $ 250 million in deposit against the line of credit used up to US $ 85 million ) and

even much above what it was keeping with other banks with which it worked, no evidence

being found of the reasons for this significant concentration of resources .

As can be seen in the following chart, the reciprocity that the BCR maintained with the

BCCI was 3.31 more than what it hadwith the other banks with the exception of the Deutsche

Sudamerikanische BK , which handled the call accounts of the BCRP in Panama and had

preferential treatment since it was a regional bank .

The facts pointed outshow that initially the BCRP did not investigate sufficiently into

the background of the BCCI (Overseas), which would receive a significant part of the country's

reserves in deposit, nor into the Holding that would support it in the operations, assuming a

risk greater than the one technically recommendable and without considering a criterion of

minimum reciprocity.

At the same time , during 1986 and 1987, the issuing institution kept high sums in the

international reserves deposited in those banks , generating a high concentration of assets in

currencies in that bank , thus increasing the risk initially assumed. On December 31 , 1987 , the

total deposits in this bank reached US$ 114,353,000 .

If it had not maintained such high immobilized sums in this bank , the BCRP would

have been more dynamic in the search for new lines of credit as reciprocity for the deposits

that it could establish .

The lack of constant information for the Board on the total deposits maintained in the

correspondent banks ( term , call , etc. ), and their relationship to the technical limit approved for

that level , explain the permanence of this situation .

CHART No. 9

Concentration of Deposits and Credit Reciprocity of the BCCI with respect to Other

Correspondent Banks

47

Capital & Total Depost. Expos .** Recip. Dp BCR /CAP

Reserv. BCR - 7 /20 /87 & Res.

12/86 (2) (3) (2 ) + (3) (2 ) div . (2)

( 1 )

BCCI 1,471 265 80 3.31 18.0

D. Sudamerika BG 3,432 267 4.82 6.6

Credit Lyonnais 2,518 93
123 0.76 3.7

Banco do Brasil 5,448 66 86 0.77 1.2

Banco Nac . Arg. 1,145 53 16 3.30 4.6

Banque Sudameris 151 38 64 0.59 25.2

Swiss Bank Corp. 5,220 32 0.46 0.6

Bladex 75 20 55 0.36 26.6

** Latter data known provided by the foreign bank itself

70

.
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Senator KERRY. Let me ask you this . What is the impact of this

experience in terms of the Federal Reserve in Peru in its dealings

with BCCI?

Mr. LLAQUE. Well, we have always been very careful in our rela

tionship with our corresponding banks, as I said at the outset. This

time, fortunately, we had no loss of any damage. This is very im

portant for our Central Bank because under our constitution, our

Central Bank does administer our country's reserves. And that is

why we are so careful, I repeat.

Senator KERRY. When you say you had no loss, you were giving

50 percent on the dollar. So you took dollars and devalued them by

50 percent in order to be able to use BCCI in Panama. Is that not

accurate ?

Mr. LLAQUE. No. Technically in interbank operations this is not

exactly the way it is . Let me explain . The deposits in a bank obvi

ously earn passive rates and credits get active rates . There is a dif

ferential there. It is not a loss , but there is a differential between

the passive rate it pays on the deposits and what it charges. This is

really not a loss . This is a normal banking

Senator KERRY . Is it normal to give 50 cents on the dollar?

Mr. LLAQUE. No. It is not that they gave us 50 cents on the

dollar. It was simply a line of credit, and I want to recall once

again what I already said . We had deposits in banks that did not

give us any credits at all . It is not a matter of loss or gain . There

was not an effective loss in the sense of the resulting account.

Senator KERRY. Mr. Llaque, thank you. Senator Cranston has a

couple of questions and then we will move on to the next panel .

Senator CRANSTON . I think I have just two questions. First, how

important is the phenomenon of drug money laundering in Peru? I

would like to askyou to please be as specific as you can in terms of

the amounts of money involved and its relative importance within

the system of your country .

Mr. LLAQUE.We do not have any precise information on money

laundering in Peru. We in the Central Bank set up standards, or

set down standards for exchange operations, and we have free ex

change at the present time so there is free availability and free

transferability of foreign currency in Peru . Therefore, we cannot

give any figuresthat could be indicative of money laundering. Our

banks work freely abroad both in sales and in purchases and in all

other banking transactions .

Senator CRANSTON . Do you have any impressions about the scale

ofmoney laundering without having any precise figures ?

Mr.LLAQUE. Well, I do not have any information. I am talking as

an official of the Central Bank. I have an area under me which has

to do with exchange operations, but I do not have any information

on the magnitude of this . We have not done any calculations of this

kind .

Senator CRANSTON . What can you tell us about patterns of flight

capitalfrom Peru in the last 10 years?

Mr. LLAQUE. Well , in Peru there has been an economic policy

which has changed a great deal over time . We have had differen

tial exchange rates , we have had certain restrictions on capital,

and this has caused some capital flight, more than likely , an aspect

which has changed over the last few months. There is a lot of cap
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ital returning now , and there has been a notable return of capital

to Peru over the last few months.

Senator CRANSTON . What has caused that return ?

Mr. LLAQUE. In the first place, we established an exchange

policy — a free exchange policy. For instance, there is no need to

give the Central Bank the value of exports. There is no export con

trol, and there isa new policy - a new investment policy from the

point of view of the rules in the country as well as from the point

of view of the rules of the Andean Group to which we belong under

the Cartagena Charter, so there are certain advantages forforeign

investors now , and this is what caused a return of capital. Not just

foreign capital, but Peruvian national capital which had been held

abroad.

Senator CRANSTON . Thank you very much .

Senator KERRY. Mr. Llaque, thank you very much. Again, we ap

preciate your testimony and we very much appreciate your pa
tience and waiting until today. Thank you.

If we could have the second panel come up, Mr. Fausto Alvarado,

Ms. Lourdes Flores, Pedro Cateriano, and Fernando Olivera .

Senator KERRY. Could I ask you each to stand and raise your

right hand ? Would you raise your right hand, please ? Do you swear

totell the truth, the whole truth , and nothing but the truth, so

help you God ?

Mr. ALVARADO . Yes.

Mr. OLIVERA . Yes.

Ms. FLORES. Yes.

Mr. CATERIANO . Yes.

Senator KERRY. Would you each identify yourself, please ? State

your name and title or position , and bring the microphone close to

you. State your name and your title .

Mr. ALVARADO . I am Fausto Alvarado. I am a deputy. I am a

member of the investigating committee on the illicit enrichment.

Mr. OLIVERA . I am Fernando Olivera . I am president of the inves

tigative committee of the Parliament of Peru, the deputies examin

ing the financial operations in Peru and abroad regarding the

former President of Peru, Alan Garcia Perez.

Ms. FLORES. Lourdes Flores, the commission's head.

Mr. CATERIANO. Pedro Cateriano. I am a deputy and member of

the investigative committee regarding the presumed illicit enrich

ment of former Peruvian President Alan Garcia Perez.

Senator KERRY. Each of you has identified yourselves in a way

that makes a statement about the former President, which is not

what we are looking at here.

We are looking at the question of BCCI, and I want to know the

relationships, but I do not want to know unsubstantiated allega

tions or anything that is not known as a matter of fact, that is not

supported by document or by testimony. What we really want to

know is how BCCI operated in Peru, and to get a sense of what is

known as a matter of record about its dealings there.

I must ask you in the openings to try to be brief, because we

really want to have some time for questions. We are running

behind again . We cannot go into the afternoon, and we have Ar

gentina, which we also want to cover afterward, so the shorter you
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are with respect to the openings, the more time we will have to ask

questions .

Now , is one person going to speak for you in an opening? Is your

chairman going to speak ? I gather, Mr. Olivera, you will be pre

senting an opening statement?

Mr. OLIVERA . That is correct.

Senator KERRY. We look forward to receiving it, and again, I will

repeat to all of you we are very appreciative for your patience, and

thank you for making this journey.

STATEMENT OF FERNANDO OLIVERA, MEMBER, PERUVIAN

HOUSE OF DEPUTIES; ACCOMPANIED BY FAUSTO ALVARADO ,

LOURDES FLORES, AND PEDRO CATERIANO

Mr. OLIVERA. Mr. Chairman, distinguished Members of the U.S.

Senate, allow me as my first words to express a feeling as a Peruvi

an which all of us in the committee feel, and I am sure almost ev

erybody in the country . It is a feeling of indignation and enormous

concern to see the name of Peru involved in a case of corruption

where the eyes of the world have been targeted.

Yesterday, we saw the picture which showed how the BCCI oper

ated and an example of corruption of the Central Bank was given .

This was the Central Bank of Peru, I mean. I have to say very

briefly that despite the fact that this is a case where corruption of

officers of the bank, the Reserve Bank of Peru, has been demon

strated, it is not representative of what we , the Peruvians, are .

The great majority of Peruvians are hard working and honorable

from their ancestors the Incas, when they summarized the feelings

of Peruvian people by saying “ No seas osioso, no seas mentiroso, no
seas ladron . '

This means, don't be lazy , don't be a liar, and don't be a thief,

and I mean by that that in Peru we live in a democracy where the

authorities don't cover up the commission of crimes , and that's

why, in the Congress of my country, investigating committees have

been set up to shed light on any commission of crimes or bribes,

even up to the highest level .

These commissions before the U.S. Senate and before the eyes of

the world are bound and determined to shed light on this case, and

we have come here with a spirit of mutual cooperation between the

two investigations which you are presiding over so well, Senator

Kerry, and the investigations being carried on by our investigative

committees, because unfortunately we must say that corruption

transcends party lines . It does not distinguish as between ideolo

gies. It does not respect frontiers or borders.

We can say here that the BCCI—BCCI are initials, not of Bank of

Credit and Commerce International, but mean the Bank of Crime

and Corruption International, and we have to defeat corruption ev

erywhere, wherever it is, and we have to close ranks and fight to

gether, all of us who fight for the cause of justice .

That is why I have come here to buttress our request for collabo

ration insofar as possible, because we are members of an investiga

tive committee which has to expose its findings to the Peruvian

Parliament and we will reveal things which can be revealed so that
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the authorities of the world can support us in our investigations as

well.

Moreover, we have to reserve some investigations that are still

ongoing and which are still being confirmed or worked on . I will

refer fundamentally to the operation of deposits ofthe internation

al reserves of Peru in BCCI, in its Panama branch, and the oper

ation of resale of 14 Mirage jets which belonged to the State of

Peru and in which BCCI also participated, especially in its London
office .

In 1986, the Central Bank of Peru deposited in Panama in the

BCCI substantial amounts of our international reserves . It did so

by a decision approved or made in May of 1986, and thereafter de

posits were made reaching substantial amounts, and at one point

even exceeded $200 million .

Senator KERRY. Let me interrupt you there . The question would

be asked by the casual observer, so what? The bank competed.

There were other banks that wanted to get into extending a line of

credit because this meant money to them . They are in the business

of making money. Peru needed an outlet, so what is so strange

about that ? I am just trying to take us down the road here a little
bit.

Mr. OLIVERA . It was argued , as the officer of the Peruvian and

Central Bank already said, that there was a possibility of attach

ment of our international reserves, and by means of legal studies

conducted, Panama was chosen as a place which offered security to

avoid such seizures or attachments because the Government of

Peru had entered into a kind of rebellion .

In 1986 in Panama the Reserve Bank had reserves already in a

number of prestigious banks — the Deutsch -Sidmenkanische Bank,

Banco Tokyo, the Bank of the Argentine Nation , the Swiss Bank

Corp .-- this means that not necessarily did they have to go and de

posit Peru's reserves in the BCCI as well.

Also, we have to say that in the decision taken to choose BCCI in

Panama there were some very irregular procedures used, to say

the least. Fernando Olivera is not the only one saying this, and nei

ther is my commission . We are a bipartisan commission represent

ing all the political sectors, including the Marxist Party, but our

Office of Central Audit says this. This is the office which is sup

posed to supervise our accounts.

Report 008 of this year does say this in its report on how foreign

deposits were handled. The Controller General of the Republic says

that after documented study that deposits were made up to $270

million in numbered accounts opened in BCCI overseas following

procedures for credit reciprocity and to get numbered accounts.

It issaid here that to decide to place the Peruvian reserves there

not all minimum information was even considered, as is usually

considered to make such a decision , and in accordance with the

rules of the board of directors itself.

Information was not included on the accounts and the state of

accounts of BCCI overseas . The only accounts included were the

holding committee - or company, rather, in Luxembourg, and this

didn't have anything to do with BCCI in Panama and still doesn't.

Panama is not the same thing as the holding company with head

quarters in Luxembourg. So in a deceitful way, BCCI in Luxem
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bourg's records were used to justify deposits up to $100 million at

the outset.

Neither was there an analysis made of the financial situation

over the past 3 years, saying in error that the Bank of Peru had

data up to 1981. This was not so. It was understood that it was nec

essary to evaluate BCCI holdings in order to issue a letter.

Inthe second place, it was omitted to talk about the background

of BCCI holding company and its principal branches because these

were not corresponding banks ofthe Central Bank of Peru, and

there was nothing about them in the files of the bank, whereas

there was qualitative and quantitative information about these

banks when they came to try to open accounts in Peru in February

1985 .

There is a report which is the Institution of Banking Analysis

Limited of London which said that BCCI already in 1985 was an

aggressive , innovative bank which on a number of occasions had

bothered the supervisory authorities such as the Bank of England

in 1985 from the legal point of view. It was considered to be in a

ranking four out of five. In other words, it was ranked very low,

though the management

Senator KERRY. Whose ranking was that?

Mr. OLIVERA. The General Office of the Controller of Peru. The

General Office of the Controller of Peru. This information is in

report 008—1988. Of the year 1988 .

Pedro Cateriano has asked to say something .

Mr. CATERIANO. The General Office of the Controller of Peru

under our constitution is a body which is autonomous.

Senator KERRY . I just wanted to know who had made that par

ticular judgment. Please continue .

Mr. OLIVERA. Yes, sir. The report of the Office of Controller con

tinues saying that though the Office of International Operations

says it did not have this information at its disposal, it knew that it

existed and it could have gotten it .

In any case, the administration or the management of the bank

proposed that this corresponding relationship be set up and re

frained from telling the board about this information at that time.

In the third place, the Office of the Controller says that evi

dence - documentary evidence does not exist before the approval of

the corresponding relationship that other concrete proposals for

lines of credit were or were not negotiated to decide which would

be the best , using the criteria of security and minimum reciprocity.

It is believed that BCCI's proposal was the only one that existed

and was adopted in conditions that are very far from minimum rec

iprocity .

Senator Kerry. Are you saying you believe it was the only pro

posal or might there have been others ?

Mr. OLIVERA. No, Mr. Chairman. This is what the officers were

saying who were arguing to justify , we think, precisely that what

should have been done was that other proposals should have been

sought, especially because we already had relations with the Bank

of Tokyo, the Swiss Bank, the Bank of the Argentine Nation. There

were a lot of banks in Panama with which relationships already

existed with Peru .
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Senator KERRY. Excuse me for interrupting you , but I just want

to understand . You are saying that you have found as a matter of

fact that no other proposal was solicited. Is that accurate?

Mr. OLIVERA . This is what we have investigated in our investigat

ing committee .

Senator KERRY. What is your conclusion? Only one proposal?

Mr. OLIVERA . Sir, the conclusion that we are supporting here,

and that is why I am giving you this documented explanation, is
that there was here in the decision to place Peru's international re

serves in BCCI a powerful force at work which caused decisions to

be taken very rapidly. A 3 -page report, only 3 pages on BCCI Hold

ing Co. in Luxembourg, was what made the decision to be taken to

place huge amounts of Peru's reserves in Panama.

I was reading the conclusion about reciprocity that — the reciproc

ity that Peru got. The Office of the Controller said reciprocity, that

the Reserve Bank of Peru got with BCCI, was always greater than

what it got; $ 250 million in deposits versus about $ 85 million in

lines of credit. This is much greater than the differential with

other banks. No evidence has been found for any reason for this

significant concentration of resources in this one bank.

Senator KERRY. The gentleman from the Reserve asserted that

no deposits were lost, that nothing was lost to the people of Peru .

Is that accurate ? That in effect all the deposits that were made

were then withdrawn, so there was no loss, ultimately?

Mr. OLIVERA. The losses can be quantified in a number of differ

ent ways. First of all , usingthe concept of reciprocity, Peru needed

lines of credit, and it placed its international reserves without get

ting lines of credit in equal proportion.

Second, theofficer of the Central Bank forgot to say that inMay

1986 and in June 1986 when the accounts were opened in BCCŤ,

$50 million were held in a checking account that does not earn any

interest at all . And this is concrete damage.

Third , there were deposits made above the limits authorized by

the Central Bank of Reserve allowing BCCI to earn a profit. And

we have to say to reach conclusions about why we feel that this

conduct was irregular and suspicious and even criminal , as District

Attorney Morgenthau alleges, is that there were very concrete ob

servations made in 1987 regard the BCCI situation in the world,

which have been mentioned here. There are the reports which al

ready recommended withdrawal of deposits in July 1987. These

were reports from London which were taken up by the Central

Bank's relevant department.

Senator KERRY. When did those withdrawals take place?

Mr. OLIVERA. But despite that , substantial amounts were main

tained , at least until December 1987 and January 1988. Coinciden

tally, that is when Panama entered into a crisis because of the de

nunciations or accusations against Manuel Noriega.

Ms. FLORES. This is a very important point. The information re

garding the bad situation of BCCÌ around July 1987 , although argu

ing that some credit shouldbe paid, funds were not returned . They

began to return them , but theydid not finish returning them up to

December 1988. That is something that for us sounds really curi

ous. Although there were very clear reports saying that there was

no reciprocity and that givenargument in 1986 that we wanted to
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protect funds, that was the main argument - we are trying to pro

tect funds, we are trying not to be withdrawn. Nevertheless, know

ing that we were in a risk situation, even more risky thanthe risk

of it appears, we maintained ourselves up to December 1988.

Senator KERRY. Have you discovered anything with respect to

the bank and its dealingswith respect to officialswho were respon

sible? Haveyou discovered anything concrete as to why that money

was not withdrawn more rapidly? Do you have any answer to that ?

Mr. OLIVERA. That wasjust what I was getting to, Mr. Chairman.

We began this investigation because within our job , which is to ex

amine investigations and financial operations having to do with

President Garcia's state , in 1987 there was published in a maga

zine, Oiga, the fact that the President of Peru had an accountin

BCCI for $450 million . That was where the connection came with

the work of our committee.

After having had meetings with District Attorney Morgenthau in

May and then again in June on the part of members of the com

mittee, we discovered that all of this irregular and suspicious be

havior and these transactions vis-a-vis our reserves and BCCI had a

cause, and the cause was bribery. It was a payment of commissions,

illicit commissions to officers ofthe Central Bank and to other per

sons which are still to be identified, which remains to be identified .

We have seen and we have — the documents exist in New York,

as stated by District Attorney Morgenthau. In the complaint he

filed before the corresponding court, he says the following. And I

hope that Ms. Flores will read this out in English.

Ms. FLORES. I do know it .

Senator KERRY. Thank you.

Ms. FLORES. It is the third point of the indictment saying that

defendants authorized , and caused to be authorized, the payments

of bribes and kickbacks to agents of other banking andfinancial

institutions. By virtue of that practice, defendants attempted to

avoid and did avoid scrutiny by other banking and financial insti

tutions . In 1986 and 1987 to obtain deposits and a banking relation

ship with the Central Reserve Bank of Peru, DefendantsAbedi and

Naqvi authorized and directed employees ofthe BCCI-BCCgroup to

open a bank account in a Swiss bank in Panama to transfer bribes

and kickbacks in the amount of a percentage of the deposits main

tained by the Central Reserve Bank of Peru to two senior officers

of that bank. The total of such payments was approximately $3

million .

Butyou were also speaking of the 1987 documents, or possibili

ties . Yes, up to now we have received some documents showing us

that there were very close relationships, not precisely from officers

of the bank but from people outside the bank in a very high level.

Senator KERRY. What we would like to do is receive those docu

ments into the record, if we may, because theycertainly go to the

question of a pattern of behavior. But again, I do not want to turn

this into a trial court or something or into anaccusatory panel. So

I want to do that within the record, and we will decide how to treat

those in the terms of the record .

But you have established both through your testimony and

through the indictment that there is an allegation sufficient to

bring an indictment with respect to the question of payoffs being
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made in order to solicit the business. And you have described the

inconsistencies in the decisionmaking that seem to support the

notion that something happened. Yes.

Mr. OLIVERA . Yes. Definitely. And we think that the cause of this

behavior and the decision to place Peru's international reserves in

BCCI was corruption. And here we have a document of the Swiss

Bank Corp. in Panama proving that BCCI oversees George Town

Grand Cayman . From there, transfers were made to the Security

Bank to the Swiss Bank in New York and transferred from there

to an account in Panama of the Swiss Bank . These were the bribes

for these officers. We do not know who handled these accounts . We

know that the accounts were opened by Leonel Figueroa and

Hector Neyra, the president and the general manager at the time,

according to the counts filed by Morgenthau.

But there are other people under the Selva Negra and Terra

Firma codes, and this required some clarification because we are

convinced that there are other authorities higher up who inter

vened, as I am about to explain. I think it is important to say that

in the indictment by the grand jury, two people are specified,

Abedi and Naqvi, who ordered these transfers. This implies a very

high level relationship in BCCI, not even at the officer level , who

we have said participated in the transactionswith BCCI.

INTERPRETER. Deputy Cateriano has also asked to speak.

Mr. CATERIANO. Mr. Chairman , it is also important to underscore

that the usual practice of the Peruvian Central Bank in making

this kind of a transaction is to have it done by the officials and

technicians. Now, in this case , Panama, the general manager and

the president of the Central Bank of Peru went to Peru themselves.

This is very unusual and this was something that the Peruvian

Central Bank did not do in carrying out this kind of operation nor

mally.

Because in Peru the members of the board of directors are politi

cal. They are named by political people. The President of the Re

public, in the case of the President and the members of the board,

including the — there are four named by the President and three

named by the Senate. That is why the function they carry out is

not really technical. It is basically political. So traditionally, in the

Central Bank, technicians, experts , carry out this sort of operation

or transaction.

Mr. OLIVERA. I would like to continue, if I may. The contracts

were signed with the Central Bank by A.M. Bilgrami, Cristian

Nassim , J.M. Hrizui, and Akthar Kureshi.

We have discovered in our investigation and in our committee,

the entry into the country of two persons involved in this BCCI

scandal and who have been convicted for drug money laundering in

a Tampa court. This is a document dated 1991 , which I will give

the committee in a spirit of mutual cooperation .

In this document that I am going to give you it is proven that

this Pakistani national, Akbar Bilgrami Avida, entered Peru from

Panama on December 18, 1986. A great coincidence here . That

same date, General Manuel Antonio Noriega traveled to Peru, too .

And why did he go to Peru? To be decorated by President Alan

Garcia with the highest decoration offered by the Army.
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Here is the proof ofthat. The relationship with General Noriega

included unrecorded visits , as the Kerry committee heard from Mr.

Blandon , who was the consul general in New York of Panama and

who said that there was a disappearance in his official visit for 6

hours.

We also see here — we have also recorded another entry into Peru

of another person who has also been convicted in Tampa, Amjad

Awan . This is a person who had a great deal to do with the man

agement of the personal accounts of corrupt people, such as being

the personal banker of General Noriega. He entered Peru January

18 , 1988, and stayed until there was a crisis in Panama and then

this person , Amjad Awan, according to some information which has

reached the commission, may be the personal banker of our own

former President , President Alan Garcia .

Senator KERRY. I really do not want comments " according to

somebody,” “maybe.” These are the allegations that I am really

not interested in and the committee does not want. And I want to

caution you against that . I want to know about BCCI specifically,

but I do not want to know about somebody else's rumor or allega

tion at this point .

It is not going to be relevant to what the committee is trying to

decide. I think we have really almost established — the critical com

ponent here, the critical component - is the pattern of visits by

people and people that they met with or talked to. The degree that

normal procedures were not followed. The degree to which the

bank specifically undertook to meet with people in ways that were

irregular and so forth . I think it is a question of influence and

movement but not allegations by people outside .

Mr. OLIVERA. Mr. Chairman , I am referring to concrete facts. We

have reports stating these things. I understand what you meant

when you said what you just said . I understand very well . But this

has a connection and the allusions are relevant.

I will reserve referring to the reports of veryhighly reputable in

vestigators , private detectives such as Crowell & Associates who in

vestigated Saddam Hussein , Duvalier , Marcos . I will reserve that

for now and I will talk about the LARC report, because I do not

want anybody to interpret what I am saying as being off the sub

ject. But am going to give you grounds, with documents to show

how there is a connection - in connection with the decision to place

our reserves in BCCI .

Did you want to say something , Senator Kerry ?

Senator KERRY. I want specifically to see the connection with

BCCI and the decision , very much. But let me just say, we have

been going on for almost an hour now for a short opening state

ment, and we need-although I have interrupted it a number of

times , we are going to need to try to tie this up.

What I need - and I think you have been doing it. Believe me, I

think it has been very helpful that you showed deviation from pro

cedure, you showed a pattern. What I want to understand is, were

there any specific meetings that you are aware of and so forth .
Thank you .

Ms. FLORES. The main thing that you are asking, and I think you

are right on that , is that if there was a personal relationship which

was not relations just with the formal requests which are useful in
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this case , which are common in this cases . And we do think there

were. In 1986, Mr. Morgenthau has established , the former Presi

dent Alan Garcia was consulted. That was the first fact which has

been demonstrated .

Senator KERRY. Consulted by whom?

Ms. FLORES. He did not tell us exactly who he was. But there are

some other facts which I think would help. Mr. Bilgrami was in

Peru in 1986. What he said is that representatives of BCCI spoke

with him, met him , and a decision was made at that level . We have

that record.

Senator KERRY. Do you know the name of R. Alberto Calvo ?

Ms. FLORES. No, I do not, but Mr. Cateriano could explain to you

exactly who he was.

Mr. OLIVERA. Mr. Chairman , that is just what we are getting to ,

if you will allow me. I have a document here which we have ob
tained from the office of BCCI in Miami, FL, dated February 10,

1987. This is a document to Mr. Shafi and its says the following:

Mr. Oscar Riizo Patron called from Lima to confirm that the Presi

dent of Peru at any moment during the course of next week, Feb

ruary 16 to 20, can receive you. Because of the floods and other sit

uations, President Garcia is traveling in the interior of Peru. Mr.

Riizo Patron suggests to put 2 days on your schedule for this visit

soas to give time for this meeting.

We will give you this document too .

Mr. Shafi

Senator KERRY. Let me interrupt you, if I may. Let me just estab

lish this document. This is a February 10 memo to Mr. Shafi from

whom? Do you know ?

Ms. FLORES. No.

Mr. OLIVERA. It is signed by someone called Cecile .

Senator KERRY. It is from the BCCI Bank, Latin American and

Caribbean region , based in Miami, FL. Correct?

Mr. CATERIANO. Yes.

Senator KERRY . That document will be placed in the record.

[ The information referred to follows:
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feb . 10/87 4:13. P :

U

Mr. Shafi , SEN 000504

Mr. 'Oscar Rizo Patron just called

from Lima , Peru to confirm that the

President of Peru can meet you any cine

ind day during next week , Feb - 16-20 .
i .

Because of floods and other situations

President Gorcio is travelling inside

: he country .

1r . Rizo Patron suggested to schedule

et least 2 days of your visit.so that

: here will be some flexibility for the

reecing
I "

Ir . Rizo Patron requested to please adviseindir

TËVOI
in today or tomorrow your date of arrival

:

ind time you would like to meet the President

/
ext veek .

Cecile .

BCC Latin American and Crribbean

Region

( Miami, Florian)(

C 0002070
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SEN 000467

1 ) Deposits .on 17/08/87

Approximately $ 265 millions .

of this amount , $ 248,334,000 are in term deposits .

The difference in operational accounts .

The rentability is according to the market levels .

The deposits are not subject to any conditions ,

nevertheless , if deposits are reduced below the line

of credit ( at this moment , $ 110 millions ) the line

of credit would be reduced to the limits of the

placements .

Eventually the rentability of the deposits could

be increased . But some worries persist about the

quality and soundness of BCCI .

2 ) The first line of credit for ( US60 millions ) was offered

at a rate of Prime plus 11 in april/86 , but it was nego

tiated in May 1986 at a higher rate ( Prime plus 1.250 ) .

This rate has been kept up to now and maybe it could be

reduced.

Through telex of 17/8/87 it has been asked to increase

the line of credit for , at least , $30 millions ( eventually

$50 additional millions ) .

The Central Bank would be more receptive if the

existing credit facility is increased substantially ,

maybe duplicating it in order to keep a balance

with the level of deposits .

Lima , August 18 , 1987.

C 0002017
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Mr. OLIVERA . What I mean is that in February of

Senator KERRY. I need to interrupt you. We get 15 minutes to

vote, and I have a few minutes now to get over to the floor and

vote .

I need to ask you to try to confer to see if you can organize

maybe in the next 15 minutes or so because I do need to get to the

next panelist and to Argentina, and I want to try to keep it as fac

tually tight as we can.

We will stand in recess for the next few minutes.

[A brief recess was taken .]

Senator KERRY.The hearing will come to order.

Let me just explain to everybody that regrettably we are running

tighter than we want to be . I have got to get to the Banking Com

mittee markup before too long , so we needto be somewhat in sum

mary, and some of the documents can be placed in the record. We

will release some of the documents that explain some of what is

going on, so if you summarize and we put the documents in , I think

we are going to have the record that we need in terms of this issue .

Mr. OLIVERA. May I continue?

Senator KERRY. Yes.

Mr. OLIVERA . Thank you very much. I was just talking about the

February 10 , 1987 , document coordinating a trip of Mr. Shafi to

Peru to have a meeting with President Garcia. This was not to talk

about the floods, quite obviously , floods that were going on in Peru

at the time. I must say that in February 1987 the deposits in Peru

and BCCI went up to $261 million , in excess of $61 million over the

limit . This was the maximum excess over the limit throughout the

whole period .

Here I have another document talking about Alberto Calvo. This

is a document from Alberto Calvo to Mr. Shafi of BCCI, the Latin

American Caribbean Office, regional office, July 21. When the re

ports were received - negative reports about BCCI, Panama - mean

ing that the Reserve Bank was considering withdrawing its depos

its, here I have this document which talks about a conversation

with Alberto Calvo, who is not a BCR or BCCI or a Peruvian offi

cial .

This is a conversation with Daniel Carbonetto, who is an adviser

of the President of the Republic, talking about how it's possible

that steps are being taken to have a new conversation with Presi

dent Garcia to see what can happen or what can be done about

Peru's deposits . We will give you this document so it can be on the
record.

Senator KERRY. I have the document. Tell me, who is Alberto

Calvo?

Mr. OLIVERA . Mr. Cateriano can tell you.

Mr. CATERIANO. We have investigated who Mr. Calvo is, and we

received the information that this is a banker managing Latin

American relations for BCCI . He is an Argentine national . Mr. Al

berto Calvo had relations before he was in BCCI in the Inter-Amer

ican Bank, where he had some relations with Peruvian officers also

working in the Inter-American Bank.

Senator Kerry . This memo that I am going to put in the record

that follows the previous memo of February 10 , this memo talks

about further meetings and says that they agree to meet with the
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president of the Central Bank 1 week after he takes office and

after that they will visit with the President of the Republic .

So this is BCCI talking about top -level meetings between the

president of the Central Bank and the President of the Republic . Is

that correct ?

OK, let me try to speed this along a little bit. There is a subse

quent July 21 , 1987 , memo which is also from Mr. Alberto Calvo,

also to Mr. Shafi. No, I have the wrong one here . Excuse me. There

is an August 25 memo from Mr. Alberto Calvo to Mr. Shafi, and

that memo talks about the relation with the Central Bank of Peru

and

Mr. OLIVERA. And a meeting with a friend.

Senator KERRY. Correct, and a meeting with a friend, and it talks

about the Central Bank continuing its present operational relation

ship with BCCI if the line of credit could be increased, is that cor

rect ? Was the line of credit at that time increased?

Mr. OLIVERA . There was a statement that the line of credit would

be increased .

Senator KERRY. This memo will also be made a part of the

record.

The information referred to follows:
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SEN 000557

LATIN AMERKA & CARMAAS REGIONAL Orixo

tomiculitAnm 100 mau ILONO VIII w USA
DATE July 11 , 1987 - MKT / 3647.

SNOW R. Alberto Calvo Mr. s.The Exhri .

warz
SULECT Conversation with Mr. Danidi Carbonetto 7/

29

On saturday July 11 , 1987 , between 8:00 and 10:00 a.m. I had a

working breakfast at the Ceaser Hotel , in Lima , with Mr. Daniel

Carbonetto , Economic Advisor of the President of Peru , whom the

public opinion considers the most influentitial person in the

decision - making process regarding economic policies .

The purpose of the meeting was to exchange ideas about the best

ways and means in which the Peruvian government could maximize

the bargaining capacity of its gross reserves in order to get

access to new loans or fresh lines of credit . In the course of

the conversation Mr. Carbonetto expressed the worries of the

President of the Republic about Panama's political situation ,

because of the placements that the government has in that coun

try :

Mr. Carbonetto also told me that the presidency of the Central

Bank has been offered to Mr. Javier Tantaleán , Minister of Plan

ning , who has not accepted; but it is probable that the President

Alan Garcia will insist .

Mr. Carbonetto asked me to go with him to visit the President

Mr. Alan Garcia , and to brief him about our conversation .

politely refused with the excuse that I was leaving for Chile .

In reality I prefer to meet with the President after knowing

what will be the policy of the Central Bank regarding the place

· ment of it's reserves and after having a chance of receiving
your instructions on this matter .

We agree to meet with the President of the Central Bank one

week after he takes office and after that we will visit the
President of the Republic .

Sincerely yours ,

R. Alberto Calvo

Enclosure : A paragraph of an article published

in the weekly magazine "Oiga " , dated

July 6 , 1987 / page 16 . BANK OF CREDIT

& COMMERCE L.AR

15 F2 ?

CC : Mr. Bande Hasan J!!! ; . ut

R &CD

C 0002134
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OC

LATIN AMERICA& CARIBBEAN REGIONALOFFICE

WONICKEL AVEU so noon .MM MOMIDA BIY-200 USA

ONTE August 25 , 1987 MKT / 4158

R. Alberto Calv,

anlalary
S.M. Shafi

BULECT Relation with the Central Bink of Peru CONFIDENTIAL

Attached please find a verbatim translation of the confi

dential document that our friend from Peru showed to you

yesterday .

From the conversation I had with him at dinner , ' I came to

the conclusion that the Central Bank would be willing to

continue its present operational relation with Bcc if the

line of credit could be increased .

It would be important to counterbalance the unfavorable

reports that the Central Bank has received from BCC .

Best regards ,

S

R. Alberto Calvo

leb

C 0002016
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R. ALBERTO CALVO

November 27, 1987

Mr. Amer Lodhi

Chairman & Chief Executive

Interredec Group of Companies

P.O. Box 670

Richmond Hill , GA . 31324

Following ar conversation about Ms. Michelle Lamarche , I have made

the following contacts :

1. Peru

At the Banco Central de Reservas del Perú , I talked to the

Manager of the International Division , Mrs. Ana María de Reategui

( Tel . 27-4810 and 27–6250 ) who told me that the Peruvian Govern

ment is interested in discussing that type of arrangements . For

this kind of transactions the Banco Central de Reservas del

Perú qperates through the Instituto de Comercio Exterior ( I.C.B. ) ,

where the Central Bank has a Delegate . I contacted the office

of the General Manager , Mr. Eduardo Morales ( Tel. 62-5742) but

he has resigned effective November 30th . For that reason , I

contacted Dr. Dora Valdivia ( tel. 62–5673) who is the Secretary

of the Board and very knowledgeable about counter trade opera

tions. The Instituto de Comercio Exterior decides upon the pro

duxts that could be subject of the canter trade , and the Direct

nión General de Crédito Piolic of the Ministerio de Economía ,

decides about all the aspects of the utilization of the public

papers in the transaction . In the Dirección General de Crédito

Publico , I got in touch with the Director Ing. Guillermo Rusi

nán ( Tel . 27-0276 ) and with the Deputy Director Mr. Bouardo

Domanac (tel . 27-0276 ) . Ms. Demanac told me that they are very

interested in listening to the Lazard Freres Proposal.
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-2

R. ALBERTO CALVO

The Instituto de Comercio Exterior , the Ministerio de Economía

and the Banco Central de Reservas del Perú , would be able to

receive Ms. Lamarche a / about December 15th . The person who

would coordinate the Meetings is Mr. Enrique Santa Gadea , As

sistant to Mrs. Valdivia at the Instituto de Comercio Exterior

( Tel . 62-5673 ) .

2. Colombia :

As you know , Colombia does not have any arrangement for Debt

Equity Swap and , an the other hand , the public documents of

external debt have the lowest discount rate in Latin America ,

but the Government is interested in discussing the possibili

ties of counter trade operations . In Colombia , I contacted

Dr. Rodrigo Llorente ( Tel . 285-2539 ; Tlx . 43326 CAMC - 00 ) who

as a former representative of the Inter - American Development

Bank in Paris , has close contacts with some executives of

Lazard Freres , (Mr. Christian Valenci ) . Dr. Llorente told

me that he could arganize and coordinate the meetings of Ms.

Lamarche with all interested parties ( Banco de la República ,

Federación Nacional de Cafeteros , etc. ) . Be thinks that the

meetings would take no more than 2 working days and that the

ideal dates would be immediately before the 15th . of December .

Suggestions : I suggest that Ms. Lanarche considers the possibility

traveling first to Colombia arand December 10th , and then proceed

to Perú . She can contact directly Dr. Rodrigo Lorente in Bogotá

and M. Enrique Santa Gadea in Lima .

As you know , I will be travelling on those days but I will be very

glad to assit M. Lamarche as much as possible in this endeavor .

Best regards ,

en
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Senator KERRY. Then there is — is there any other memorandum

or letter or document pertaining to BCCI meetings with respect to

these transactions?

Mr. OLIVERA. No, not for now, but what we have to say is that

the Reserve Bank, being autonomous in nature, is made up of four

representatives of the executive branch named by the President

and three members named by the Senate . During Garcia's Presi

dency his party had a majority, named as President a person who
had been the Secretary of the Presidency , so it has been proven

that there is no reason for Alan Garcia to have been in any of this.

I would like to say very briefly what happened with the Mirage.

This is a case whichreally deserves your attention if you will allow

me.

Senator KERRY . We need to do it very quickly .

Mr. OLIVERA. In August 1986, Peru decided it would not make

profits, substantial profits onthe sale of the 14 Mirages . This was a

decision that the Peruvian Government made to get rid of these

Mirages because theycould not — Peru could not afford to pay any

more but it could resell these planes to anothercountry.

This was in the sales contract with Marcel Dassault that ap

peared in three different paragraphs . But Peru did not do this . Ac

cording to statements made by the representative of the Govern

ment, the statements made in the committee I preside, these sales

were not made to third countries because this was not authorized

by President Alan Garcia.

The damage to the country and the profit to third parties resides

in the fact that the market price of these 14 Mirages, the price

which was paid for each planeat that time, was $37 million as stip

ulated in the statement of the Peruvian negotiator, Hector Delgado

Parker. What Peru had to pay to Marcel Dassault, the manufactur

er for each plane, because these planes were contracted for in 1982

to be manufactured later, were $12 million . That is to say, there

was a difference of $25 million per aircraft.

Peru, however, did not make this transfer to third countries , for

which all it neededto do was get the approval of the French Gov

ernment. We have discovered, however, by Mr. Morgenthau's work ,

that this operation ended up as a resale .

BCCI ended up being the resale's agent and the London office of

BCCI approved this sale, and according to what we've heard there

was a falsification of documents to hide the country which was the

final destination of these aircraft. We have received information

that this plane was Iraq, was alleged to be Iraq during the period

of Saddam Hussein . This true customer was being hidden because

arms traffickers — international arms traffickers — were involved in

this , an officer Asa working in BCCI of London .

Senator KERRY . Is this something that is fully documented ?

Mr. OLIVERA . The documents exist in Mr. Morgenthau's office.

They are in investigation phase and that is why we are stating this

here in the Kerry commission to ask for the cooperation of interna

tional authorities so that we can clarify this. Mr. Morgenthau's

people think that there was $100 milliongap, and we think it's be

tween $ 150 million and $200 million .

Mr. CATERIANO. Sir, this requires an investigation, obviously. We

have gotten a statement fromMr. Morgenthau for Peruvian televi
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sion . This was broadcast to our whole country, and there he affirms

that this negotiation caused Peru to lose $100 million and BCCI

was apparently linked to this . This is something we need to go into .

Senator KERRY. Let me just say there is absolutely no disagree

ment from me. It is something that needs to be gone into, butthis

is not the place where we are going to be ableto resolve it, and

what I am trying to establish here are really the questions without

unfairly making any accusations, even though the accusations have

already been made specifically by the indictment by Bob Morgen

thau and by your commission.

There are certain things that are on the table and you cannot

avoid those, and I agree with that. But again , I do not want togo

through every detail of them because there is no way that this

committee can sort that out.

What we are trying to do is show the degree to which BCCI and

its method of operation and the personalities and people who were
involved with it have in fact created a situation in your country

and in other countries where now people are left picking up the

pieces and trying to sort it out.

In addition to that, to show the way in which by high level oper

ations and conversations and meetings it appears as though they

have left many people wondering what happened to the procedures

in countries. That is not true only of Peru, it is true in some 60

nations or so , and it is true very much right here in the United
States, so we share that.

Now having said that; I would like to ask you one question, if I

may , and that is, has your effort to get at this as an investigative

body been hindered bythe bank secrecy laws? Has that madeit dif

ficult to find out what has happened here ?

Mr. OLIVERA . Definitely. We have to state that present legisla

tion favors the criminal, unfortunately, and the action of justice

meets many obstacles. The information and the controls which are

necessary are not forthcoming in order to - and this allows crime to

be committed through legally constituted financial institutions. I

think the situation has to be corrected.

Senator KERRY. Let me ask Ms. Flores, would you tell me to

what extent Peru is threatened by drug money laundering and

drug trafficking, and what has been the impact in Peruvian life of

thiskind of corporate activity?

Ms. FLORES. Let me tell you with numbers something which is a

movement of money regarding the drugs. Peru receives or moves

around $2,000 million a year from money coming from drugs. That

means that in all our foreign relationships and reestablishing cred
its and financial relationships with other countries, it is a very big

problem to think that we could avoid the money we are taking

from drugs. It is around $2,000 million a year of money moving

through drugs.

Senator KERRY. When you say $2,000 million, I think we are

probably losing something in the currencyconversion, conceivably.

Mr. OLIVERA. It is $2 billion in English. Mr. Kerry, on this same

subject I want to give you twoexamples.

Senator KERRY . I must be fair. I have a neighboring country of

yours waiting in the back here, and I really want to ask you forthe

summary statement very briefly, if I can.
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Mr. OLIVERA . Yes . I will conclude saying that on this subject in

the Upper Huallaga Valley there were four planes which went to

pick up money every week, and it was detected that one citizen

who was just a peasant had changed $6 million in just 1 month ,

and finally we discovered he was connected to cocaine, and be

tween 1985 and 1990 the number of acres went from 60,000 to

225,000 acres, and it's very difficult not to connect all of this thing

to increased drug trafficking.

We need the cooperationof the authorities of the United States

and the authorities of the rest of the world to achieve the goals of

our investigation , that is, justice . We need to recognize the work

done by Mr. Morgenthau . We want to be very clear about the

shared feelings we have of cooperation with what you are doing.

We are getting cooperation from other bodies but not as much , so

we would like to ask for cooperation from the Department of Jus

tice, the Department of the Treasury, the Customs, and other of

fices in the Federal Reserve, for example, to awake their conscious

ness so that they will realize that this is a fight for justice — that

this is a fight for justice and they cannot use bureaucratic proce

dures to deny cooperation in this fight for justice and our desire to

defend the rule of law and which will allow us once and for all to

defeat corruption and to get to those who are first and primary vio

lators of human rights in Peru , which are the terrorists, so that

there will be no quarter given them by our Government.

So I would like to thank you on behalf of my committee. I hope

that we will continue this very full cooperation that we have had

up to now. Thank you very much .

Senator KERRY . I want to thank you each of you for taking the

time to be here, and let me say, as chairman of the Narcotics Com

mittee we have sat here in this room and listened to our own As

sistant Secretary of State for Narcotic Affairs talk to us about the

problems in Peru .

I am personally very aware of the difficulties in the Huallaga

Valley, the efforts and dangers that are going on there, and the

greattensions in your society as a consequence of both the Sendero

Luminoso as well as the whole problem of drug trafficking linked

to those kind of efforts, and I simply say to you that banks that

involve themselves in laundering that money are as much a part of

the problem as anybody else who is involved in the entire line and

chain of command .

So you have raised many questions. We have not answered a

whole lot of them here today, and I think one has to say that, but

the questions are very legitimate . They are very real , and they

need to be addressed , and I think we will proceed here to continue

to try to gather information and understand this, that it is very

clear that BCCI launched one of those offensives that we have

heard about in order to secure these funds and deal in Panama and

present itself falsely, and I think that there is a great deal more of

this story, though , yet to be told .

But I want to thank you very much. We appreciate it.

If I could ask the next panel quickly , because we really only have

about 20 more minutes here to continue. Thank you very much.

Senator KERRY. I think, Mr. Castillo , it is my impression that

there is not really a need for you to testify very much, because I
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think we tried to steer clear of the gravamen any of the offenses. If

you have something that you want to clarify in a couple of min

utes, I would be delighted.

Raise your hand, raise your right hand, please. Do you promise

to tell the truth, the whole truth , and nothing but the truth, so

help you God ?

Mr. DEL CASTILLO . I do .

Senator KERRY. Would you identify yourself, please, for the

record ?

STATEMENT OF JORGE DEL CASTILLO, MEMBER, PERUVIAN

HOUSE OF DELEGATES

Mr. DEL CASTILLO . My name is Jorge Del Castillo. I am a deputy

in Peru, too , representing the Aprista Party, and I am a member of

the investigating committee in which the other people who preced

ed me are serving. I want to be very specific here and brief in hon

oring your request. Irresponsible accusations have been made.

Senator KERRY. There were no accusations made here that are

not part of the indictment . And we are not going to try the indict

ment here, so if there is something that was said specifically here

that is incorrect, then I want you to address that, but we are not

going to go into whether or not the indictment is correct or incor

rect.

Mr. DEL CASTILLO . No, I am not talking about Morgenthau's in

dictment . I am talking about the comments on the Mirage busi

ness , for instance. Let me start there . It seems that there is a con

fusion here with Deputy Olivera when he involves the contract of

the Peruvian Mirages with BCCI. When the session began, you had

not come in yet, but Senator Cranston read some documents con

necting the Argentine operation of the Mirages with BCCI, not

Peru .

Peru bought from Marcel Dassault, a State -owned enterprise of

France, a total of 26 aircraft between 1982 and 1984 before Dr.

Garcia was President. Fernando Belaunde-Thierrie was President

at the time. When Dr. Alan Garcia became President , and I am

going to give you a specific document on this .

Senator Kerry. The issue here on the Mirage is not really the

record previously . The issue as I understood it was that BCCI facili

tated a sale that was made to a Middle Eastern country. Now that

is the issue . Is that true or not true?

Mr. DEL CASTILLO . That is not true . The Government of Peru

under President Alan Garcia , the same day, July 20 , 1985 , as he

took power, announced that since Peru was a poor country, it could

not be spending money on weapons. And therefore, instead of

buying 26 planes, he had given orders to reduce the order .

This was a restructuring of the contract, which was done directly

between the Peruvian Government and the French Government.

And I am going to give you the signed documents by the Foreign

Ministers of Peru, Alan Wagner, and the French Foreign Minister

as well, restructuring this contract.

Peru is not a country which is aggressive, nor one which encour

ages wars with other countries . Therefore, it would not resell

planes.
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>Senator KERRY. But sir, the question is whether or not BCCI was

part of the transaction for the sale of weapons. Were Mirages sold ?

Did Peru sell Mirages to another country?

Mr. DEL CASTILLO . Peru did not sell planes to other countries. It

cut its contract back in a direct contract with the French Govern

ment, government -to -government, without any middlemen.

Senator KERRY. It is your testimony, then, that no planes were to

be transferred from Peru to any other country ?

Mr. DEL CASTILLO . In no way.

Senator KERRY. Let me move away from that . We are not here to

get into, I am not going to be the decider of fact between this. You

stated on the record that it did not happen; they have stated on the

record that it did happen . And as I said , a lot of questions have

been raised here.

The question I ask you is, with respect to BCCI, is there anything

that you have heard with respect to BCCI that is factually incor

rect or that you can help the committee to understand better ?

Because the dispute with respect to President Garcia, as I said at

the outset, is not for this committee to decide . I have tried to steer

the people who testified a moment ago away from any accusations.

I am not here to hear them . We know what is out in public. What I

want to know is about BCCI . And so I am confident that in Peru

this issue is going to be litigated , investigated , decided . It is not

here that it should happen . And I have tried to acknowledge that

there is a total other side to that .

There is no effort here to say that President Garcia did know,

did not know, did something, or did not do something . And I accept

your statement on its face. There is a controversy . And we cannot

resolve it, we are not here to resolve it .

So if you could help me with respect to BCCI, is there a fact that

you can show me, by document or otherwise, that is incorrect in

our current understanding of BCCI's relationship with Peru?

Mr. DEL CASTILLO. Yes, I will discuss that , and I will try not to

get off the subject. I am going to give you the documents to con

clude the prior subject on the government-to-government contract.

Senator KERRY . Iwill make those a part of the record .

[The information referred to follows:)
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Deputy Clerk

BANK OF CREDIT ANDCOMMERCE INTERNATIONAL

OD
OTKNUAR LEXIND

APARTADO 6-4307 ESTAFETA DORADO PANANA REPUBLIC OF PANAMA

i da mayo de 1991

Dootor

Jorge del castillo Olivos

2.8.n.

Estimado doctor del castillo Qalvez :

Nos permitimos responder a las preguntas contenida.

su nota del 2 de mayo de 1991 de la siguiente forma :

1 . En esta Institucion Bancaria no existe ninguna cuenta

especial No.003144000 a nombre de Maria del Pilar Nores

Bodoreau de Garcia o Maria de Garcla ni del sonor Alan

Gabriel Ludwig Garola Paraz ni de ninguna otra persona .

2 . Por no existir dicha cuenta No.000144000 oota

Institucion Bancaria no han efectuado depósito . ni

transforancias de ningún tipo on relación con la misma .

3 . En esta Institucion Banca : la no existe ni ha existido

cuenta o deposito a nombre de Maria del Pilar Norus

Bodoreau do Garcia , de Maria de Garcia , do Maria Moros ,

do Maria N. Bodoreau ada nombre del señor Alan Gabriel

Ludwig Garcia Pétus .

Atentamento ,

nito

Uicina
vercato

PIIONES. 31 32

proptocoa

LEX INTEL 1901 11 0001 TAT 1177 CAGLLI IANCAICOM

to Cillard
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Banco

Saulander

Joxe M. Mucola

fubdirector imoral Adiv 719

Yo, José Manuol Hacoda torukudos, Subdironting General Ad

junto de banco de Santandor , 8. A. do C. y secretario General

de su División Internacional, a solioitud de Di Maria , dėl

Bilar Nnang Bodoreau

CERTIFICO

quo no ha writtsao na van web . I | luinnt 1 ul minni

nombre de la salioitanto , at de - Maria Norco , ni de 1. V.

Alejandro Nores , y que , por tanto , tag : โ 6 calison

podido realizar trans ferenoia alguna a su favor.

esta certi licación en Madrid el 22 de Mayo dese expide

1991 .

Holly
:

Ansoria Juridica

Divlatón laternacional
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GENERALE

.

:

Service Communication Bruxelles, le 17 mai 1991

L / FLO / CV / 19-91

Docleur.A CARRANZA GUEVARA.

c / o Jean DOERNER

rue Aldringen 13

L - 1118 LUXEMBOURG

Monsieur,

En réponse à votre lettre du 16 mai, je vous confirmeque la Société Générale de

Belgique SA entantque société portefeuilled'exerde pas d'ac vité bancaire et

ne peut recevoir des dépots de particuliers

Veuillez agréer , Monsieur, l'expression de mes sentiments distingués.

Gwente
Dilin Lowette

Filip Lowette

Responsable Communication Groupe

SosCuttedeSelgique

Rur.Loyale 30-1000kwelsgiro

122) S070711
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:

Générale deBanque

Bruxelles , lo 17 mai 1991

Direction

Monsieur ,

Nous nous référons & 18 visite que vous nous avez rendue le 14 mai 1991 et au
cours de laguelle vous nous avez commenté les circonstances dans lesquelles Hr

Alan Gabriel Ludwig GARCIA , ex -président de la République du Pérou , faſt

l'Ubjet d'una anqužts parlamentaire danc votre pays.

En préparationdecette visite, vous nous avez fait parvenir une version
photocopiée ( talefax ) d'un rapport d'enquête dàté du 28 février1991, établi
par:LARC INVESTIGATIVE SERVICESet adressé à Monsieur Fernando OLIVERA,

Diputado Presidente, Fronto Independiente Moralizador, Jose Granda 105 , Depto
14, SAN ISIDRO , LIMA , PEROU . ,

L'examen du document en question , en particulier des raisons sociales des
institutions financières mentionnées , nous amène à vous confirmer que notre

banque n'est en aucune façon visée parce rapport d'enquête pour le motif que
nous n'y somos pas cités. En effet, la raison sociale de notre banque en

Belgique,tant a' l'époque des faits rapportes qu'actuellement, est"GENERALE'DE
BANQUÈ" (en français) et "GENERALE.BANK ( en néerlandais) ,

Veuillez agréer , Monsieur , l'assurance de notre considération Histinguéer

W.SLAAMUYLDER

Aurteurbénéral

Fr. J. GROSJEAN

Compliance Officer

Vi pc icus, fi ! :::1 SESIT .

ein . !: ni

Amilibini 1. : ;

JunnenfrangoGrosgaan

SD * . :::; !2i iz 13.1 .She
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V PES MOUE, Naia ) Fr: 097.* ,
Acims TTXT:: :an !

Csillarni bilo isowin... de

Monsin W.SLACH MUILDE

ancheria pigisto dogumsris

Ploieztukse'n -jean,'to 17 puai 1991.
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Monsieur Alfredo CARRANZA 629

Eltas Aguirre 126 of. 305 POUR COPIE CCRFORUE
MYDASI noss DCnAid
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DIRECTION DU APAINOS INTERNATIONAL

soch runore CENTRALI IT ORIENTALE

AMERQUE LATING. PROCHE ET MONEN -ORIENT

Paris , le 11 juillet 1991

Nonsieur Alan GARCIA

c / o HOTEL DE LOTECE

65 , rue de St Louis en l'Ile

75004 PARIS

Monsieur ,

Comme suite à votre demande , nous vous confirmons que

la SOCIETE GENERALE n'a pas de succursale ni à BRUXELLES, ni dans
qucune autre ville de BELGIOMPI ,

Nous vous prions d'agréer , Monsieur, nos sasulalluod

distinguees .

བ་

sing tot
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Monsieur Alan Gabriel GARCIA PEREZ

Madame Maria del Pilar NORES DE GARCIA

DIRECTION COMMIRCIALE

Comme suite à otre demande par' lettre du 10 juillet 1991 , nous
déclarons par la présente , que nous sommes la SOCIETE GENERALE

ALSACIENNE DE BANQUE , en abrégé la SOGENAL .

En conséquence, nous ne sommes pas concernés par le rapport fait en

date du 28 février 1991 par Larc Investigative Services à Miami

(Florida) 1515 NW , 7th Street , National Office Building suite 310 ,
ce qui est d'ailleurs confirme, sauf erreur ou omission de notre

part , par les recherches que effectuées dans notre

Etablissement .

nous avons

La présente déclaration est faite sans reconnaissance préjudiciable

de notre part .

Bruxelles , le 10 juillet 1991

ofiauses
A QUOIX

Oracter

DIFRANSEivs

AFF . JUR . & CONTENTIEUX

SOCIETE GENERALE ALSACIENNI OL IANQUE

auf LOVASI 473.100 Onunun 11. 01/10 . SINIANUARD F1
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BANK OF CHIDITAND COMM RC : 1 :Y'ERNATIONAL
tasungLTATI

wwwmove on Ini PONT omur or moricum anamo entuar

MN/gcm/1214

May 22 , 1991

Mr Jorge del castill , Oalvez

Hoidor of Paru Passport I 005361

Congreso Nacional

Lima , Peru .

Dear Sir ,

RE : AC 1000 : 44000

with reference to your letter of May 12, 1991 we confirm

that the subject account number quoted by you does not

portain to thbo ofllce.
ܢ.

Thanking you ,

Your ' ,

Mana

NOW naadioKOORWA OP GULA WEMOON
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GREATWESTERN BANK GW

A Federal Savings Bank 100 SE Seco c See

Miami Fio ' oa 33 ? 2.99

May 23 , 1991

Deborah S. Prutzman , Esq .

ARNOLD & PORTER

65 East 55th Street

New York , NY 10022-3219

Re : Alan Gabriel Garcia Perez , born in 1949 ; and

Maria Del Pilar Nores Bordereau De Garcia ,

a/ k/ a Maria Del Garcia , Maria Nores , or

Maria N. Bordereau . also born in 1949 .

Dear Ms. Prutzman :

This is to advise you that our Research Department searched

Great Western Bank's account base , as well as CenTrust Bank's

records , for any accounts corresponding to the above - referenced

names . Those names were in turn matched to the birthdates you

previously provided us. We were unable to locate any account

matching that information .

If you should have any questions, please do not hesitate to
contact me .

Very truly yours ,

GREAT WESTERN BANK

Legal Department

Anabe Neurow
Anabel I. Nemrow , Esquire

Associate Counsel

AIN : eb

cc : Dr. Jorge Del Cas

by Hand Delivery

illo Galvez
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PATTON , BOGGS & BLOW

2560 M STREET, N. W.

WASHINGTON , DC. 20037.1360

(202) 457-4000

Nucorgi 4474311

MTUua 10700
NONmoro care

(יתימע

uwe Roths, we

www bure

Jom MONA med

Ann

mer
Onecando

May 24 , 1991

( 202 ) 457-6030

VIA TELECOPI ( 212-223-1939 )

Deborah S. Prutzman , Esq .

Arnold & Portor

65 Last S5th Street

New York , NY 10022

Dear Mo , Prutinen :

Our client BCCI has informed us that the nine-digit account

number you rotorenced in your fax of May 6 , 1991 ( 1000114000 )

does not coaport with the standard numbering system Acc ! usui lor
Ito accounts . Our client suggests that perhapi the societo

General. in Brussels , Belgiu might be able to further assist

you . Please let me know It i can be of further assistance .

Sincerely ,

Deborah LodgLodg
Deborah'n . lodged

DNL /alc

CC : Jerome Loviason , fog .
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Private Eye, in Odd BCCI Tale, Tells

JOfSnooping on Ex- President of Peru

By MICHAEL ALLEY

And Jose DE CORDOBA

Staf Reporters ofTWR WALL STEET JOURNAI

MIAMI- It was a slowday in the pri.

vate eye business when Rafael " Ralph "

Garcia got the call. Peruvians. A pack of

them with titles a mile long and a real itch

to know more about the finances of some

ex-president. Would be take the case ?
Would be ever! " I'm saying to myself.

I'm in the major leagues now ! " saysMr.

Garcia , a former

Drug Enforcement

Administration

agent who operates

a detective service

out of his house

when he isn't parked

behind his desk at

the Miami jal-alai

arena , where he's

bead of security. He

figured he'd charge

dis new clients $50 ,

000 - twice what he

normally makes in a

whole year of sleuth RafaelGarcia

ing.

And for awhile, it looked as if he was

onto something big. Mr. Garcia produced a

preliminary report suggesting that Alan

Garcia, the charismaticformer president

of Peru and no kin to Ralph, looted mil

Hons of dollars through the now.notorious

Bank of Credit & Commerce International.

The Peruvian political scene was plunged

into turmoil. There was even talk the ex

president might wind up in jail.

But now , Ralph Garcia wishes he'd

stuck with divorce cases. Peruvian power

brokers are finding holes in Mr. Garcia's

dossier against theex- president. The Per

vian media have hounded him and the

suggested that he doesn't exist. The Mor

ida Slate Department has lodged an ad

ministrative complaint charging, among

other things, that he " conducted regulated

activities in a negligent manner." Worst of

all , he says. he isn't getting paid any

longer.

" Fifty thousand dollars, " he snorts, as

the closed -circuit television in his office

flickers with the latest round of jai alal, a

betting sport played somewhat like rac

quetball. "I haven't gotten another $50 . "
Whatever the outcome of the travails of

the two Garcias - some of it might be

sorted out Thursday at a hearing by the

U.S. Senale subcommittee on narcotics and

terrorism - the story offers an unusual

peek into the world of financial snooping.

It also shows how hard it is to separate

fact from fiction in the mushrooming scan

dal surrounding BCCI, the rogue banking

operation shut down this month by regula

tors amid allegations ofmassive traud

Ralph Garcia, a burly 12 -year -old whose

size and good -natured bluster sugrest a

Cuban -American Jackle Gleason, has spent

a career plying the fringes of the under

world. Hired by the Washington, D.C., po

lice department in 1970. Mr. Garcia says

he spent his first year " deep, deep under

cover," infiltrating Cuban organized -crime
circles.

Soon after, he joined the DEA, begin

ning a seven-year federal career thathe

concedes was a bit rocky. Though bere

ceived praise for his willingness to take on

tough assignments and won the nickname

" Machine Gun Garcia " for spraying a

drug dealer's deserted car with bullets. he

also says he got into administrative squab

bles over postings and other matters.

Eventually. Mr. Garcia says he and his

bosses reached a mutual agreement. " It

was like, retire or we'll send you to Tim .

buktu, " he recalls.

Mr. Garcia moved to Miami and opened

a one-man private detective agency. Work

ing with local criminal defense attorneys.

hegot involved in a few high -profile cases.

Healso got a job with the jai-alal arena .

But he never really hit the big time.

Until he ran intoFernando Olivera. Mr.

Olivera , a young Peruvian congressman

who has made a career of fighting corrup

tion , was looking for evidence that the for

mer president, Alan Garcia, had looted the

treasury. He obtained Ralph Garcia's

name through a Miami tax attorney who

had done some probate work for him . In a

first meeting in a bayside condominium ,

Mr. Olivera produced a few leads. For ex

ample , the politician recalled seeing an in

terview of Julio Iglesias in which the Latin

crooner mentioned that a former Perurlan

president bad bought property next to him

in swank Indian Creek Isle bere, says the

detective.

And there was also the controversial re

lationship between the Peruvian Central

Bank and BOCI during Mr. Garcia's presi

dency. In the mid - 1960s. Peru deposited

half the country's foreign exchange re

serves in BCCI's Panama operation, de

spite warnings from some Peruvian cen

tral bank officials that BOCI was in bad -

nancial shape and paid low interest. For

mer President Garcia has defended the ac .

tion , noting that he wanted to protect

Peru's reserves from foreign creditors an

gered by his decision tosuspend payments

on the country's $ 2 billion foreign debt.

Bank Records Cited

The Miami real estate lead hasn't

panned out. But the private detective

scored big in peering into Alan Garcia's

bank records-or so he thought.

Not only had Alan Garcia been intro

duced to BCCI by former Panamanian

strongman Manuel Antonio Noriega but be

had used the bank to deposit 50 million be

tween 1966 and 1980, detective Garcia said

In his report to Mr. Olivera. Then, the

money allegedly wasmoved to a string

of accounts at other financial institutions

in Europe and the U.S. The levelof detail

was astonishing. Thereport listed specific

account number and names under which

they were opened, many of them a varia

tion of the Peruvian Arst lady's name , Ma

ria del Puar Nores Bodereau de Garcia

Mr. Olivera trumpeted the findings in

the Peruvian Chamber of Deputies in

April, breathing new Mfe into what had

been a flagging investigation by his com

mission . Mr. Oliver became a national

bero and Mr. Garcia's APRA party

plunged into chaos.
ButAlan Garcia's operatives quickly

Look the offendre, passionately denying

that he had accountsabroad or had stolen

any money. Jorge del Castillo, the former

mayor of Lima, produced letters from sev.

eral of the banks in the report denying that

any such account could be found. In some

cases, the institutions noted that they

didn't even use the sort of account num

bers mentioned in the detective's report

Back inMiami, Ralph Garcia's fortunes

plummeted. Peruvian journalists began

appearing at an office address listedon

Ralph Garcia's stationery. Because of a

misprint, there wasn't such an office, a

fact that was dutifully reported in Lima in

articles suggesting that there wasn't a

Ralph Garcia . When the reporters finally

tracked him down, they laid slege to his

house. The detective's teen-age son drove

them off with water balloons.

Protest Fled With State

Harder to dismiss was the Florida State

Department, which regulates detectives.

Acting on a protest from Alan Garcia's

representative, Mr. del Castillo , the de

partment last monthlodged an administra

tive complaint that Ralph Garcia operated

a branch office without a proper license .

that be failed to cooperate with a division

investigator and that he " provided infor

mation to his client andrepresented the

information to be factual when he knew

such information had not been verified. "

Mr. Garcia's attorney . Dennis G.

Kainen , concedes that the first count might

be true, strictly speaking, but vehernently

dentes the rest. He says Florida regulators

moved much faster than they normally

do- in this case , the complaint followed a

onemonth investigation - and hints at po

litical manipulation. " You would have

thought from the way these guys came in

here like gang-busters that they were talk

ing about 1,000 kilos of cocaine."

Jobe Russd, director of the depart

pent's. Beensing division denies that his
Des acted hastily . " When we get a com

plakat on someone, we investigate it and

we tryto handle itas quickly as possible ,"

he says.

So bow exactly did the disputed infor

mation wind up in Ralph Garcia's hands ?

" I wish like hell I knew , " be shrugs. He
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my he got it from a Port Lauderdale con

pay cared Mercantile CodiAssociation

Inc., widelyusedby private detectivesand

tiek, kas. Garcia says, has stren blm se

curate mformation has post cases the line

motes that he hadn't expected that Wr. Ok
wein vould release the report so soon

Mercantile Credit which duis itsell as

providing the world's most accurate, up

to date ,Informative credit reports, " won't

Weatlythe source of its Information .Wat

lacefrott, president, says Floridaauthort

ties Instructed him notto cornment, and

besides, " when two elephants are fighting.

you get out of theirway. "

Buta person familiar with Mercantile's

operations asserts that the alleged Infor

mation about Alan Garcia was procured

throughwIntermediarywho ta turn, con

tacted a third person unknown to Merca

dile. Mercantile charged its customer , te

this case Ralpha Garcia, $200 per bankof

count found in the U.S. and $ 850 for inter

national accounts , according to the per ..

00 .

Mr. Garcia is consoled by the support

offered him by patrons at the fet alal

arena , as far as it goes. “ I have todefend

myselt 24 hours a day , " says Mr. Garcia ,

who has netted just $3.500 for his troubles

" I can deal with this, but what I can't deal

vich is that I haven't made any money. "

"
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of
FloridaSt

at
e
of

Department of State

an

I , Jim Smith , Secretary of State of the State of

Florida , do hereby certify that the attached letter

from John M. Russi , Director of the Division of

Licensing , to Mr. Jorge Del Castillo Galvez , is

accurate and correct statement of the status of the

investigation currently being conducted on LARC

Investigative Services , Rafael Nicasio Garcia ,

President , pursuant to Chapter 493 , Florida Statutes .

Given under my hand and the

Great Seal of the State of Florida,

at Tallahussee, the Capital, this the

dag of June 199111th
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E

S
T
A
T
E

E

O
F

F
L
O
R
I
D
A

GODW
E TRUST Jim Smith

Secretary of State

CR2E022 ( 8-87 )

VESVOSUESVERDE
DECOCOEC

Ostes concrete

UE200C VASURUU 205SUN

CSECSECS COECD CDI ECDECE

OktokGORGORUORGONZOkecantike
Osti
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coonmit

FLORIDA DEPARTMENT OF STATE

Jim Smith

Secretary of Staie

DIVISION OF LICENSING

The Capitol , MS #4

Tallahassee , Florida 32399-0250

(904 ) 487-0482 FAX 488-2789

June 11 , 1991

Mr. Jorge Del Castillo

Diputado Congreso Nacional

Lima , Peru

.

Dear Mr. Del Castillo :

As regards your complaint of May 16 , 1991 regarding LARC

Investigative Services of Miami, Florida , Rafael N. Garcia ,

President , and the investigation conducted by Mr. Garcia on Mr.

Alan Gabriel Ludwig Garcia , you are respectfully advised that the

investigation conducted by the Miami Regional Office , Florida

Department of State has been forwarded to Tallahassee for review

to determine investigative completeness and legal sufficiency .

An initial review of the investigation that has been conducted to

date is deemed to he sufficient to determine that probable cause

exists to proceed by Administrative Complaint against Mr. Garcia

of LARC Investigations for various violations of Chapter 493 ,

Florida Statutes , the chapter which regulates private

investigators in the State of Florida . The totality of the

administrative charges to be lodged against Mr. Garcia have not

yet been determined . No Administrative Complaint has been

prepared since it has not yet been determined whether or not the

investigation is complete .

Upon final conclusion of the investigation , within two weeks a

copy of the Administrative Complaint , the charging document in an

administrative proceeding , will be provided to you .

If I may assist you further in this matter , please feel free to

contact me at your convenience . Otherwise , I will provide copies

of the investigative report and the Administrative Complaint as

indicated .

Sincerely ,

John M. Russi

Director

JR / bt
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SunbeltSavings

May 21 , 1991

Ms , Deborah Prutzman

Arnoid and Portor

Park Avenu . Tower

65 E. 35th Street

Now York, New York 10012

RO : IL - 8612, Bunbelt federal savings , rea

Irving, Texas •In Conservatorship (4/26/91 )
LA GARCI.OR

Dear Ms. Prutzuan .

I am sending this letter to you pursuant to our telephone
WUNVurbation on Friday , May 10 , 1991 . I ua an attorney in sunbalt

Fodoral savings , 783 ' , Lagal Division . on Tuesday . Kay 7 , I

received Mr. Jorge Del Castillo dalvos at Sunbolt federal siving ..

After reviowinga power of Attorney excouted by Alan Gabriel Garcia
Parer and Karla Del Pilar Noras Boderuu da Garaia , and iftar

confiraing the authenticity of such deaunant , I undertook a rovies

of sunbolt's records to determine 18 certain account relationships
existed .

specielcally, I was requested to searon sunbolt's records for

an account allegedly in the name of Alan Garcia Perus rich was
closed sometime prior to December of 1989 . mis tocount was

allegedly originally stablished with Western Tederal Savings and

Loan Association prior to the formation of Sunbolt Savings

Association and sunbalt foderal Savings , .TSB . a soara.of our

records indicated that no such account , other open or closed ,

existed under any vuslation uf Xs purus ' naa .

I was also specifically requested to autoraine whether or not

therewasanaccountin thenaseof X. Bodoreau . Once again , I was

presented with information that much an acoount did exist ,

Including an account number , allegedly from Wastarn redoral savings

and Loan Association .I have been unable to locate such account

for Maria Bodarsau . Further, review of the lata Xay , June and

early July 1944 viro transfor records revealed no Intonation

rolating to a $2,000,000.00 wire transfer .

Tharafora , a review of account records transferred to Sunbalt

Bavings and subsequently transferred to sunbelt foderal savinga ,

PBB from Western , indicato no accounts under the nanos

variations tharaol' listed above . The account number is roteranded

is not a valid Western Savings account number and was no hold in

locating any documentation . Purther , review of the viro transfer

or

300 East Carpenter frosway • P.O. Box 160964 • living. Torus 75016-0464 (214) 441.2000
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Xs . Deborah Prutzpan

May 21 , 1991

Page 2

record . do not indloat . the soonipt in June of 1918 of an
approximata $2,000,000.00 viri .

It you have any questions , plus. give aa a aali .

sincerely ,

san
Barry D. Johnson

Sunbolt Padaral savings , TID

Palmer vendorolhan vain.nl



230

SunbertSavings' .

W NALL 001

** ,

Ms. Dabari mutsun

Arnold and rotor

Park Avenuo Tovus

63 2. St. Struit

Na York , New York 10013

Irving , Texas • La Consorntorahlp ( 4/11/91 )

VALOigan ng

Doar no rrutnwai'

i have previously given to you to somuto of an internal

investigation pastoresatyour request relating to ensualadopoole

locounts la to form Wastar savings Morociation of Texasund

vin insius allegedly uda da vasof 1910 Into Western Savings

wsociation .

funbolt vis lavestigating sa proxiusto $ 8.3 allion vir
trunta la rue of 1900, lo not go tato my dapoolt

10counts . Wo have subsequantly determined that the approxbuto

$1.3 aillion vin trun.fornooins la v 08 1110 lo aoe lavolved

u ve din detenino , vit As . Gerola e dis viso .

* vould be g none that wilo letter woman wry questions

maiate you have relating to this wettu .

Incendly ,

BAJO
Harry D. Johnson

finkers rudaral savings , no

Jorgo Dal artilo arivoo

0/0nudo Outolasa

(via sui ( 017 ) 114-1115 )

Zilveronaylwodata laico .

de Come P.O. Han har late to MAMLIO
1
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RTC
Resolution Trust Corporation

July 19 , 1991

Ms. Lourdes Flores

Member of Commission

Guardia civil 1150

San Isidro

Lima , Peru

Dear Congresswoman Flores :

Based on the information provided to the Resolution Trust

Corporation (RTC) by youand othermembers of the Commission , we
could not confirm , the existence of transactions or account

relationships with either Centrust Savings or Western savings ( now

Sunbelt Savings ) .

of course ,wewould give consideration to making further inquiries
should additional information become available .

Sincerely ,

Doo2
James R. Dudine

Assistant Director , Investigations

CC : C. J. Sillian

Wm . Dudley

wm . Roelle

T. Schulz

Mr. Jones

101 izm Strod . MW I Washington, DC 200344-0001
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Mr. DEL CASTILLO . BCCI, Mr. Chairman , came to Peru in 1984 .

Probably it was a source of surprise in Peru, as in 60 other coun

tries as well , how much good faith people had. As you know , it

seems that when any bank wants to get into a country, it wants to

get in touch and contact with important groups of people in the

country .

And in March 1984, BCCI in Peru asked for authorization from

the Superintendency of Banks and Insurance to set up a branch . So

you will see the level of reliability that a bank, apparently a very

solvent bank , seemed to have at that time.

BCCI, to ask for this authorization , asked for and got the legal

advice of a very important law firm in Peru, and here in exhibit

No. 1, that Iamgoing to give you, I am going to give you a sealed

copy dated March 14, 1984, from the Superintendency showing that

BCCI asked for permission to set up a branch.

And it says that its legal domicile will be the law office of Ster

ling , Arias & Davis & Associates , which is a very well known law

firm . Dr. Sterling , who is a person whom all of us respect and could

not possibly be suspected of anything illegal , he is a member of Dr.

Lunes -Flores' party, and is the President of the Peruvian Senate.

He is beyond reproach. This is exhibit No. 1 .

In 1984 the Superintendency, in a document in November, asked

the Central Bank to process the approval . I am giving you a list of

all of the Central Bank staff members from 1980-90 .

Here there is a very interesting person who was the general

manager of the Central Bank between 1980 and 1984 , until October

1984. Remember that BCCI's request came in March, and he was

there until October . They say in Lima, and this is a saying or spec

ulation , I recognize, that this same person , the general manager ,

was the promoter of BCCI in Peru .

This person is called Brian Jensen Rullio . In 1984, Mr. Brian

Jensen Rullio resigned from this post at the Central Bank, and he

moved to Miami . And in Miami he was named manager of BCCI .

So if anyone knows about the links of Peru with BCCI, it is Brian

Jensen , because he had been general manager of the Central Bank,

and because he was later a Miami manager of BCCI.

Brian Jensen , until yesterday, was representative in Peru,

named by the Minister of the Economy, Carlos Bolona , as the rep

resentative of Peru to the World Bank . Yesterday, though, the

President of Peru , Alberto Fujimori, dismissed him from this posi

tion when he learned of evidence that this person, Brian Jensen,

was allegedly a link to BCCI . And he lives in Washington now, and

I think it would be interesting for you to hear his testimony.

He was general manager, starting January 19 , 1981, until Octo

ber 1984 , when BCCI already had 6 — had been working 6 or 7

months . Or had been working for 6 or 7 months to try to set up its

branch in Peru. The branch in Peru was approved by the director

of the Central Bank on February 1 , 1985. We are still talking about

the prior administration before Dr. Garcia .

Senator KERRY. Can you get into the 1986 and 1987 stage, where

the transaction began in terms of the credit line?

Mr. DEL CASTILLO. Yes, I just want to read two lines of the direc

tor's report of February 1985. This board of directors is made up of

very serious people , I think all of them have impeccable reputa
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tions in the county, and I am sure that they were all surprised, as

Dr. Sterling was, and as many other people who were on it in good

faith must have been .

The report said, or the agreement said, that the Board, feeling

that the opening of a foreign bank at this point shows confidence

in our country, and takinginto account that this is a bank which is

presently one of the most important in the world, and nothing has

been found against it, the Board has decided to act in favor of the

request.

This same report includes an authorization of the Superinten

dency , and I am including the documents, the official documents

which appeared in the press in Lima, establishing this branch .

Later this branch was not actually set up, but all ofthe steps were

taken by the public authorities of Peru so that it could have been

set up.

areas .

On April 1 , 1986, and I am sending the text of the board of direc

tors' report, the decision was taken by the board of the Central

Bank to establish a corresponding relationship and deposits, and I

do not want to refer to more details because Mr. Llaque has ex

plained all of this very clearly indeed. It was the Director of BCCI

in July that said it was necessary to revise some factors or some

Senator KERRY. I hate to interrupt you here, but as youknow , I

promised I would give you an opportunity to respond to the prior

panel. I cannot go through another entire panel of testimony sepa

rately now.

Let me come to some key questions. It has been asserted by the

investigative team as they have spoken that there are irregular

ities in the way that the line of credit was extended. And that

there are significant questions in Peru .

And let us leave the President completely out of this . Let us

assume that there is no President Garcia . Just the way BCCI

worked , when suddenly the Government made a decision that it

needed some credit, and went to Panama. Now, why did it go to

Panama ? Was there something about the way BCCI worked ? Do

you find that? Or do you think that BCCI is a terrific bank with no

problems?

Mr. DEL CASTILLO . Mr. Chairman, I am going to refer to the Pe

ruvian constitution , and I am going to leave you a copy of it. But

there it says that the Central Bank is an autonomous body. It does

not depend on the executive branch. This is very important.

Senator KERRY. I accept that. But answer my question. I mean , I

take it that what you are saying is the BCCI relationship was bad,

but that somebody else had something to do with that, and that not

the President. Is that what you are saying to us?

Mr. DEL CASTILLO. The only officerswho were responsible for the

BCCI matter were the members of the Board, no one else .

Senator KERRY. The members of the Board of the Federal Re

serve are responsible, correct, is that what you are saying?

Mr. DEL CASTILLO . Yes, sir .

Senator KERRY. Was BCCI a good bank to deal with or not? Yes

or no?

Mr. DEL CASTILLO . I do not know this background. I have come

with the purpose , as you know , of stopping - and you have not al
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lowed this to happen, fortunately, but stopping undue links to be

drawn to be drawn here . I do notjudge BCCI pro or con .

Senator KERRY . Fair enough.

Now, from your perspective, can you share with the committee a

view of BCCI? If you do not have knowledge of that, then I will

make part of the record any clarification you have of any comment

to which you object. But I do not want to take the time now be

cause of the gentleman from Argentina who is waiting, and I want

to get some of that on the table because it is important as to Ar

gentina's experience with BCCI.

Mr. DEL CASTILLO. Senator, it has been said here that Mr. Mor

genthau allegedly made a link between President Garcia and BCCI

regarding presumed bribes . And we have begun an investigation in

Peru on this. But I have, and I am leaving you, an EFE cable,

which was the only one that referred to a question of this sort. And

this press release says — asks if President Alan Garcia was being in

vestigated in Peru regarding his links with BCCI, and if this was

connected to the bribes . Morgenthau said , no. I leave this with you

because there is no evidence that Morgenthau said anything differ

ent from this .

Senator Kerry. Let me say to you, Mr. Castillo, that I respect

that and the committee accepts what we have heard today com

pletely neutrally , with respect to President Garcia . As far as we

are concerned, that is outside of this committee at this time.

It is between the people of Peru and its own Government and

own processes for determining that, and it is between Mr. Morgen

thau and his indictment process, which is totally separate from
here .

But at the moment we are really trying to get a picture of the

questions that have been raised by this . The fact that there was a

soft credit line , if you will , with an imbalance in the amount of

credit for the amount of cost, the fact that it had to go to Panama

and BCCI was so prepared to help the country find a way around

the laws and went to Panama and had secret accounts and so forth ,

raises the very kinds of issues that we are trying to raise.

And while nothing is dispositive here of any of those issues, that

is what we are trying to show . In a sense, your very conflict is

itself a statement about BCCI. And the kind of operation that it

has left behind it. And this is the wake, if you will. This is the fall

out .

Those banking institutions or those institutions that perform
above board and so forth , do not have these kinds of accusations

flying around them , and do not leave these kinds of question

marks, hopefully.

So I think it has served its purpose of leaving in people's minds

the sense that it came in , offered itself where other banks would

not go, provided an opportunity to get around the legitimate credit

interests of the rest of the banking world, took advantage of a

country's plight in that respect, made money off it, and lefta lot of

chaos in its wake.

And as I say , nothing here is dispositive of any of that . But I

genuinely want you to feel that this record is open to you, and if

there is any comment that you feel you need to make publicly be
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cause putting it in the record is not sufficient, I want to give you a

last opportunity to do that now.

Mr. DEL CASTILLO . I will be very brief. It was very good not to

accept comments on presumed or alleged bribes by BCCI, not to

these officers mentioned by Mr. Morgenthau, but having to do with

the President having accounts in BCCI. In your power, you have

records from all of the banks, without exception, all the banks

mentioned in the reports of Cole and Belar, proving that these ac

counts do not exist. Not only are these from BCCI, but these are

from the Sun Belt Bank of Dallas, the Societe General from

France, the Societe Santander from Spain.

Senator KERRY. Let me say that you are putting in the record

things that never came out previously . I mean , none of this was

talked about.

Mr. DEL CASTILLO . Yes, but Senator, they have not been talked

about here, but in the press .

Senator KERRY. But we are not here to try to sift out what has

been out in the press , and I think the other side very respectfully

heeded to my earlier caution. So I think it is really fair not to

make this committee now the recipient of any rebuttal of some

thing that has not been set forth .

Soon that note, I would like to , again , leave the record open for

you to submit some of this, but I am not going to receive itat this

point in time, if that is fair.

Mr. DEL CASTILLO . Very well , I will conclude. These are matters

to be refuted in other bodies.

What I would like to say, you asked me what my impression was

about this whole BCCI business. My general impression , without

admitting any value judgment about this bank, which I see is a

bank with multiple evidence of corruption in many parts of the

world, but my impression is that when it went to Peru in 1984 and

later in 1986, this evidence that we have now was not known at

that time .

BCCI worked in London until 2 weeks ago . It has had offices

until last year here in the United States, if I am not mistaken . In

Peru where it came and surprised people, but if people of the Cen

tral Bank in 1987 on their own initiative decided to reduce their

deposits in BCCI, but I think this was a decision which is sort of

indicative of what we are seeing now.

And I think that here there has been an attempt to have coin

cide certain meetings held by the President with BCCI people. I say

supposed meetings because they haven't been proven . Nobody

knows who this Riizo Patron even is . He's not an officer or an offi

cial of the Peruvian Government. I do not know who Oscar Riizo

Patron even is. Calvo, I don't know who he is either. These people

have been mentioned.

Senator KERRY . Let me say it is very obvious that BCCI have left

investigators in Peru a lot to do, investigators in London a lot to

do, investigators in New York and Washington and all around the

world. And it is too bad that so much investigative effort is going

to have to be consumed by this one enterprise, but obviouslyit is.

Mr. DEL CASTILLO . I just want to thank you for your courtesy and

for the opportunity you have given me to speak, and I think that

you have acted with great justice .
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Senator KERRY . Thank you, sir.

Gentlemen, if you could please take your places there. I ask you

if you would stand and would you raise your right hand. Do you

swear to tell the truth, the whole truth , and nothing but the truth,

so help you God ?

Mr. RODRIGUEZ. Yes, we do.

Mr. ALCONADA SEMPÉ. Yes.

Senator KERRY. Would you state your name, please, for the
record?

Mr. RODRIGUEZ . Yes, I am Jesus Rodriguez. I am a Deputy of the

Argentine Congress .

Mr. ALCONADA SEMPÉ. My name is Raul Alconada Sempé. I was

Secretary of Defense and Secretary for Special Projects of the For

eign Ministry of Argentina.

Senator KERRY. Would you please describe briefly for the com

mittee the history and thesignificance of the involvement by BCCI

in Argentina?

STATEMENT OF JESUS RODRIGUEZ, MEMBER, CHAMBER OF DEP

UTIES, ARGENTINA ; ACCOMPANIED BY RAUL ALCONADA

SEMPÉ, FORMER SECRETARY OF DEFENSE AND FORMER SEC

RETARY FOR SPECIAL PROJECTS, FOREIGN MINISTRY, ARGEN

TINA

Mr. RODRIGUEZ . Yes, sir. To save time, we will try to be brief.

We know that Ghaith Pharaon came to Argentina May 17 , 1981 ,

that November 18, 1986, the Central Bank of our country author

ized the transfer of 28 percent of the capital and votes of a finan

cial holding company property of the Company Rio de la Plata .

This company was having economic difficulties and today its offi

cers are being tried, and these trials have been going on since 1985,

approximately.

Then on November 2, 1987 , an authorization of the Central Bank

of Argentina was given to this financial company to increase its

capital and to acquire more stock , and it became BCCI.

Senator KERRY. What year did it become BCCI in Argentina ?

Mr. RODRIGUEZ . November 2, 1987 .

Senator KERRY . Did BCCI or Mr. Pharaon , to your knowledge,

seek political influence through their investments in Argentina ?

Mr. RODRIGUEZ. I really do not know, Mr. Chairman,but I could

refer to some statements that Mr. Pharaon made in trying to

become an Argentine citizen at that time. He said that he had been

working for 22 years in business ; that he had graduated from Har

vard Business School and was on the staff of Harvard Business

School as an expert ; and that he was an industrialist with much

experience in the Middle East and other countries of the world;

that he worked in cement, petrochemicals, shipbuilding , oil , insur

ance, hotels in the United States and in other countries .

He said that he was a majority shareholder in Intergroup Devel

opment Co. , and in accordance with information from a specialized

magazine, Building Design and Construction of 1987, he was

number 27 in rank of all companies, so that he had offices in

Dallas and Florida , and BCCI was a bank originating in Luxem

bourg with branches in 72 countries , including the United States;
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22 years

and that he had activities in the Citrus Bank in Miami and in the

Central Trust Bank in California .

Now, regarding your concrete question

Senator KERRY.What year didhe say all these things? When did

all these things come out ?

Mr. RODRIGUEZ. According to our information, about 1988.

Senator KERRY. He was involved prior to that, was he not?

Mr. RODRIGUEZ. He said that he had been working in business for

before that.

Senator KERRY. What role has the Argentine Parliament had in

investigating BCCI's involvement in Argentina ?

Mr. RODRIGUEZ. You know, Mr. Chairman , Argentina, the Con

gress of Argentinais one of the branches of Government, and there

are a number of different types of background that the Congress

has at its disposal, different kinds of documentation that I would

like to give you. This documentation refers to the following.

March 2, 1990, there was a request to the executive branch for

information made by Deputy Felgueras regarding information of

an international nature regarding the illegal activities of BCCI.

On May 31 , 1990, there is another request for information by

Deputies Jello Rosas and Alvarez-Guerrero, also in connection with

BCCI activities and the establishment of a hotel which was being

built in Buenos Aires .

July 13, 1990, another deputy and I presented reports regarding

these linkages, and in July 19, 1990, additionally another request

for information wassubmitted by Mr. Felgueras regarding the con

nection with Hotel Hyatt being built at that time in Buenos Aires .

Unfortunately, none of these requests for information was re

sponded to by the executive branch of our Government. I ask that

a translation of these requests be inserted in the record .

Senator KERRY. So ordered .

[The information referred to follows :)

Parlamentary Form No. 58 - July 19 , 1990

8 - Felgueras and Rodriguez (Jesus ): a resolution . Information request from the

Executive Branch concerning presidential statements about the construction of the

Hyatt Hotel at 1433/35 Cerrito Streetin the Federal Capital and the bilateral

treaty proposals being studied bythe Foreign Ministry in order to impound the

bank deposits in cases of drug trafficking .

Resolution project

THE CHAMBER OF DEPUTIES OF THE NATION RESOLVES

.

.

Addresses itself to the National Executive Branch in order to receive information

from the competent entities:

1. What was the “ personal” call that President Carlos S. Menem had to make to

free up from “redtape, corruption andthe hope of gifts” the authorization to con

struct theHyatt Hotel alongside the French Embassy ? ( La Nacion, page 3,

July 13, 1990)

2. What are the " things” that_according to the same declarations in the afore
mentioned newspaper - which, according to the President “* * could put a break

on an investment which in this case was worth $30 million dollars ?”

3. If the sale of the Alzaga Unzue mansion - Cerrito 1433 /35 - at the hands of the

Hotel Corporation of Argentina (HCA), belong to the Hyatt chain , has anything to

do with the presidential statements in La Nacion on July 13 .

4. If the link between the Bank of Credit and Commerce International (BCCI) and

the Hyatt chain is the multimillionaire Ghaith Pharaon?

5. If there exist links between the banking entity Bank of Credit and Commerce

International and the laundering of drug money.
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6. If in the scandal created by the sale of the Alzaga Unzue house there is an

owner-stockholder of a bank which takes care of the laundering of dollars that come

from the traffick of drugs.

7. If among the projects under study in the Foreign Ministry of bilateral treaties

with the United States, the United Kingdom and Italy, among other countries, " de

signed to authorize the impounding of bank deposits in the cases of narcotics traf

fickers,” it is understood that the bank of Credit and Commerce International

(BCCI ) recognized before the courts in Miami its culpability in the laundering of $32

million dollars coming from the traffick of drugs by the Medellin Cartel.

8. If the investment of BCCI in the deposit of$ 32 million dollars — for the pur

chase of the Alzaga Unzue mansion - a deal which counted on the support of the

Economy Ministry, under the rubric of the foreign debt capitalization scheme, re

sponds to that announced in an advertisement by the hotel business which said :

the presence of a banking entity responds exclusively to the determinations
of Central Bank circular A1.109 . "

9. If the motives which caused Menem to invite into his office the principal share

holder of a bank accused of drug money laundering (Ghaith Pharaon ) are linked to

the fact that the then head of the Central Bank, Javier Gonzalez Fraga and Hector

Grimberg, the former partner of President Menem in a law firm , were, respectively ,

economic and legal advisors to the Hotel Corporation of Argentina (HCA) of the

Hyatt chain .

(10. If another member of the hotel enterprise is Cristian Zimerman, the ex-presi

dent of the Central Bank during the time of Martinez de Hoz.

RICARDO E. FELGUERASJESUS RODRIGUEZ.

Fundaments

Mr. President: Carlos Menem, president of the nation , declared to the press that

he had to “ personally" make acall inorder to free up from" red tape, corruption
and the hope of gifts” the authorization to construct the Hyatt Hotel alongside the

French Embassy . He said these actions could put a break on an investment worth

$30 million . On March 2, 1990, we presented a Resolution Project (No. 4,273 - D -89)

in which we asked whether if the scandal created around the sale of the Alzaga

Unzue house there was (sic ) an owner-stockholder of a bank in charge of laundering

dollars coming from the trafficking of drugs . We also asked if there existed ties be

tween the banking entity Bank of Credit and Commerce International (BCCI) with

the laundering of narcodollars.

The Foreign Ministry announced (Ambito Financiero, July 17 , 1990) the study of

bilateral treaties with the United States, the United Kingdom and Italy, among

other countries, to " authorize the impounding of bank deposits in the cases of nar
cotics traffickers." The Bank of Credit and Commerce International (BCCI) recog

nized before judicial authorities in Miami its culpability for the launderingof $ 32

million from drug trafficking by the Medellin Cartel and the sameentity (BCCI) in

vested $32 million to purchase the Alzaga Unzue mansion , by HCA before the Cen

tral Bank even though the hotel enterprise communicatedthat " its presence in the

deal was due to a disposition of Central Bank circular A1.109." .

Faced with the presidential declarations and the bilateral treaty proposals being

studied by the Foreign Ministry to "impound the bank deposits in cases of narco

traffickers,” we ask the quick response to our current question and to that which we

brought up on March 2.

The silence of the Executive Branch and of the pertinent entities on this subject

causes us to demand the quick approval of this project.

RICARDO E. FELGUERASJESUS RODRIGUEZ.

Senator KERRY . Is this in conjunction with BCCI?

Mr. RODRIGUEZ . Yes, sir . Because we knew that through the capi

talization process , BCCI was investing in a Hyatt Hotelwhich was

being built in Argentina, and from a newspaper report in La

Nación in October 1988, we knew about the accusation against

BCCI in the United States, and we had at our disposal the analysis

of this committee, Senator Pell's analysis regarding money laun

dering.

Senator KERRY . What time period, Mr. Rodriguez, are you now

referring to?

Mr. RODRIGUEZ. We are talking about the year 1990. More re

cently than that , Mr. Chairman , May 17 , 1991 , the president of our
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bloc, our electoral bloc, and other deputies submitted the idea to

the Congress of setting up a commission to analyze drug trafficking

and themodus operandi of the way they work and their effects on

society and the State.

In order to be brief, Mr. Chairman, and not to abuse your pa

tience, I would like to very briefly quote some of the bases used for

setting up this congressional committee.

Senator KERRY . This congressional committee was for investigat

ing BCCI?

Mr. RODRIGUEZ. To investigate everything having to do with

drugs in Argentina. The urgency of setting up the committee, we

thought - or think, is based on the need to clarify to public opinion

the various responsibilities and liabilities of various officials in

volved. If this is not done, the credibility of the whole Government,

and even the democratic system, will be jeopardized.

Second, the history of drug traffic has shown that infiltration of

drug trafficking rings into Government has been a decisive step in

their growth . This is not true in Argentina, but we could imagine

consequences, the consequences if this were to happen in the

future.

Third , the need to draw up policies which will allow us to act co

herently and consistently throughout the Government at the vari

ous levels to get information which is now being done in a very dis

jointed way.

Four, the advisability, Mr. Chairman , to stop intervention of for

eign bodies, which would be tantamount to admitting that the na
tional bodies are impotent.

Five, to allow a multidisciplinary and multiparty report to be set

up.

And six , to see how much penetration there has been into the

drug enforcement bodies and police bodies in Argentina . The Gov

ernment and most of the parties in Argentina find the setting up of

this committee a positive thing .

Senator KERRY . That committee was set up when?

Mr. RODRIGUEZ. Let me be clear. We asked that the committee be

set up May 17, 1991 .

Senator KERRY. Prior to that, had you, in the course of your par

liamentary efforts, had any contact with BCCI?

Mr. RODRIGUEZ. No. Personal contacts of no kind at all , but I did

have the desire of clarifying episodes which had come out in the

press, and that was the reason why we had been asking for infor

mation. The President, in a report published in the La Nación

newspaper , talked about the construction of the Hyatt Hotel , which

was being built in Buenos Aires . This happened in 1990, and this

was anarticle which came out in La Nacion, which is the newspa

per in Buenos Aires.

Senator KERRY . Now, the efforts that you are currently making

to investigate, Mr. Rodriguez, is the Government - are you meeting

with cooperation in this effort ?

Mr. RODRIGUEZ. In Buenos Aires or in Argentina, there are many

intensive judicial investigations going on.

Senator KERRY. These judicial investigations that are going on,

do they center on BCCI at the current moment?
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Mr. RODRIGUEZ . No. Some are connected with a Spanish suit

having to do with drug trafficking, being investigated by Judge Ser

vini de Cubria in Argentina; alsoinvolved here is BCCÍ. This week

there was a seizure of the BCCI offices in the city of Buenos Aires.

You understand, sir, that on this subject we can only say that we

respect the functioning of justice, and our desire that this situation

will be clarified very soon , and finally , to say to you, adding some

information , that our party in the Chamber of Deputies has initiat

ed a political suit against the judge who was handling this case .

Servini de Cubria is her name.

Senator KERRY. Now, Mr. Rodriguez, one of the things that you

have been involved with in your career isthe effort to try to open

up the stock ownership process and, in other words, to have more

open system of knowing who owns what and moves what. Is that

correct?

Mr. RODRIGUEZ. Yes, Mr. Chairman. We, together with some

other legislators, are authors of a law which was promulgated in

Argentina providing for giving names, or putting names on all

stock of all corporations in order to identify clearly who are the

owners of each of these companies, following the comparative legis

lation in many other countries as well .

Unfortunately, one of the initiatives of President Menem's Gov

ernment in August, September 1990, was to derogate this law or

cancel it , which makes it more difficult to investigate or to find out

exactly who is the owner of each one of the companies existing in

Argentina

Senator KERRY. Does it also frustrate the capacity to learn more

about BCCI?

Mr. RODRIGUEZ. It makes it more difficult to find out, for in

stance , if the shareholders of BCCI or the members of the Board of

BCCI, Argentina, are also owners of stock in other companies in

Argentina .

Senator KERRY. Is that a frustration to the investigative effort to

determine the BCCI track?

Mr. RODRIGUEZ. It is an additional difficulty, Mr. Chairman, but I

wanted to be absolutely clear that this was not the reason used by

President Menem to cancel that law to which I referred.

Senator KERRY. What is the status of BCCI in Argentina now ?

Mr. RODRIGUEZ. Very concisely , let me say, first, never did the

Central Bank of Argentina have deposits of its international re

serves in BCCI. Never. I also must add that during 1990 the Cen

tral Bank of Argentina, in its analyses of the regulatory practices

in the BCCI branch , reached an agreement whereby the branch

would cease all operations in Argentina. Toward the end of May

1991 , this subsidiary was not operating any longer, having closed

its branches .

Finally , BCCI Argentina was totally closed July 30, 1991. And, as

I said this week, I do not have the exact information , Mr. Chair

man, because I do not have the report of the Central Bank in order

to answer this question properly.

Senator KERRY . Do you recall what was said in the press with

respect to the closing?
1

4
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Mr. RODRIGUEZ. No, I do not. If you forgiveme, they are saying

here that BCCI asked for its own closure. It asked itself that its ac

tivities be closed in Argentina.

Senator KERRY. We are on the back of a vote here . We are going

to take our last recess . We will complete this in total when I return

in about 10 minutes from now.

We will stand in recess for 10 minutes.

( A brief recess was taken. ]

Senator KERRY. The hearing will come back to order. We need to

try to proceed very rapidly . I apologize for that, but I have a bank

ing wrap-up. They are trying to getthe banking bill out, and I have

been here all morning and, therefore, need to try to get over there.

So we will have to truncate this a little bit, and I ask your under

standing on that.

Mr. Rodriguez, share with the committee, if you will , what the

status of money laundering and drugs are in Argentina right now.

Mr. RODRIGUEZ. It is difficult to answer that, Mr. Chairman , es

pecially because precisely on the matter of drug trafficking, an in

vestigation,a judicial investigation is opening just today.

Senator KERRY. Is it known to be a problem in the country? I

take it if there is a judicial commission that is opening, it is a prob

lem .

Mr. RODRIGUEZ. Indeed, it is a problem, and so much so that I

read you the bases for our party's coalition asking for this commis

sion . It is not that we are trying to interfere with the work of the

justice system , but because we think it is necessary to instill in col

lective consciousness and in everyone's mind the political and

social implications of drugs and thus the power of drugs.

Mr. ALCONADA SEMPÉ. Mr. Chairman, just one brief clarification .

During Dr. Alfonsin's Presidency, when I was in the Foreign Minis

try , we had a major concern with introducing the whole subject of

drug trafficking in Argentina because, thankGod, until some time

ago, Argentinawas not affected, either as a consumer or producing

country. And it was starting to be used as a transit country.

One of the serious problems is that society sometimes is not

aware of the tragedy that occurs . And we think that we have noth

ing to do with it. The effects that foreign investigations are having

and investigations in Argentina now are useful for us to become

aware of how serious this is . That is why Deputy Rodriguez was

talking about investigating a phenomenon that we do not want to

consolidate itself or to have time to consolidate itself because if we

do not do something now, it will be too late .

Senator KERRY. Mr. Alconada Sempé, I agree with that, and let

me just ask you now that you have spoken up. When you worked

in the Foreign and Defense Ministries, and you are a former Secre

tary of Defense for Argentina, what was the policy of the Govern

ment with respect to arms sales?

Mr. ALCONADA SEMPÉ. Argentina is not an important weapons

producing country. We produce secondary or medium -sized weap

ons, but the main principle guiding us was not to sell weapons to

any county involved or potentially involved in any conflict with an

other country. We did not sell to either one, either side.

Second, we did not sell weapons to countries subject to doubt

about their international policies. That meant that despite great
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economic problems and despite the fact that we needed to make

such sales of planes or ships , that we did not do so because the

countries that wanted to buy were countries that were fighting

each other .

When these operations are conducted, they havetoappear in the

budget as possible income . In other words, the Parliament takes

cognizance of weapon sales whenever they occur.

Senator KERRY. Just as we do. Did the Government at some time

seek to sell its fleet of Mirage aircraft ?

Mr. ALCONADA SEMPÉ. Yes. Are you talking about President Al

fonsin's Government or this one?

Senator KERRY. I am saying normally . When youwere Secretary,

when you were at Defense. If a sale was to take place, how would
that transaction have been effected ?

Mr. ALCONADA SEMPÉ. First a political decision had to be taken

by the Defense and Foreign Ministries and the Economics Ministry.

A special committee made up of three State secretaries which

would be deputy ministers . And they had to authorize both sales

and purchase operations. And when there was a sale, it was a spe

cial committee within the Defense Ministry which dealt with the

operation , having people in the Ministry carry out the sale.

But during our ministry - answering the question now and a

statement by a Senator of California this morning, during Presi

dent Alfonsin's administration , the Mirage planes were not offered

for sale — the Mirage sales to which reference was made this morn

ing.

Senator KERRY. When did you leave Government service, as Min
ister of Defense ?

Mr. ALCONADA SEMPÉ. I left Defense in May 1988. But I contin

ued as Secretary of Special Issues in the Foreign Ministry, which

also had todo with the sales of arms. And thatI left in July 1989.

Senator KERRY . Did you learn some information , such as sale of

military weapons that was to take place, of the Mirage?

Mr. ALCONADA SEMPÉ. Not through the press. Through contacts

with armed forces people, air force people. I suppose if an attempt

was made to sell that many planes or such an important number of

planes for Argentina, we would have known about it or heard

about it .

Senator KERRY. Did you learn anything about BCCI in any kind
of sale ?

Mr. ALCONADA SEMPÉ. No. During our Government and during

these 2 years of the new Government, I had no knowledge that this

bank was directly connected to this .

Senator KERRY . Mr. Alconada Sempé, were you shown some doc

uments earlier today regarding BCCI's transaction of some weap

ons , the Mirage, et cetera?Have you seen those ?

Mr. ALCONADA SEMPÉ. This morning here I saw a copy of some

documents connected to Mirage aircraft with photographs and
analysis of planes with flight hours, et cetera. These were anony

mous papers . I can't say anything about where they came from or
who their authorship. I do not know what the origin of these docu

ments might be. I was told that they were found in an office of that

bank, in the Miami offices. But I do not know that these are au

thentic or what their origin might be .
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Senator KERRY. Let me say for the record that these are docu

ments provided to us by BCCI in response to our subpoena. And

they speak specifically about Mirage 3CB, general description of

airplanes manufactured in France, modifiedto the Argentine Air

Force requirements following years of combat experience.

Is there any particular reason why documents involving Mirage

aircraft from Argentina would be in the hands of BCCI?

Mr. ALCONADA SEMPÉ. Yes. This is a question that I am asking

myself as well. If it was air force documentation, and the cases that

I have known about in the Defense Ministry, these are papers

which have the letterhead of the Defense Ministry or the air force

or the combined chiefs of staff. I suppose these are papers that this

bank had. I do not doubt that, but I repeat that I do not know any.

thing about their origin or how the bank came into possession of

such details.

Senator KERRY. Do you know anything about whether or not at

recent – in the last few years, there was an attempt to try to make

this kind of transaction through BCCI?

Mr. ALCONADA SEMPÉ. No, I don't know anything about that .

Senator KERRY. On pages 31-35 of these documents regarding

ground support equipment, it is suggested that the Argentine Air

Force will provide engine test cell, portable. On another page it

says Argentine Air Force will provide necessary contractor to sup

port intermediate level component repair until full capability is es

tablished in customer country. Costs will be negotiated directly

with contractor representative.

With respect to pilot training, in any and all training in Argenti

na, customer country spares and equipment will be provided to

support the training effort. Total costs to be negotiated separately.

This seems to be indicative of a transaction which was being bro

kered through the bank, and I wonder if you can shed any light as

former Defense Minister on how that might be, given the proce

dures that you've described that existed for the sale of weapons.

Obviously, as a former Defense Minister, this seems to be a trans

action you are unaware of. Is there any way in which this kind of

sale can be carried on secretly without your knowledge?

Mr. ALCONADA SEMPÉ. No. Sales without the Defense Minister

knowing, from 1983 on, it was impossible, because it was only the

Defense Ministry that authorized such sales . What does exist, and I

think this is a general problem throughout all countries, is that

there are countries that have arms, countries that need arms, and

the famous middlemen crop up. The brokers, the sales agents, and

these are the people that try to match the buyer and the seller.

And sometime these people just crop up spontaneously, not at

the instructions ofeither the buyer or the seller. They just try to

look for such a deal. This is what may have happened. Itmay have

happened that the bank was trying to find information in order to

go out and find a buyer and get the buyer interested in dealing

with the seller.

Senator KERRY. The reference here is to Mirage aircraft that

have been modified to the Argentine Air Force requirements. That

is what it says right here. It says Mirage 3CB. General description .

Manufactured by Avion Marcel Dassault, France. Modified to Ar

gentina Air Force requirements. Down here in the bottom is a no
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tation ; 22 units of aircraft, plus adequate spare parts, including 6

spare engines, compare at a price of $ 110 million.

Is thisthe first time you ever saw this document ? Today ?

Mr. ALCONADA SEMPÉ. Yes . This morning.

Senator KERRY. Have you ever heard discussion of the sale of 22

units of aircraft by Argentina through the Bank of Credit Com

merce International for $110 million?

Mr. ALCONADA SEMPÉ. No, not until today.
Senator KERRY . That has never surfaced in any way in your ex

perience in Argentina itself ?

Mr. ALCONADA SEMPÉ. That's right.

Senator KERRY. Is there a way in which 22 aircraft could be sold

and shipped out of Argentina through a bank like this under the

circumstances that appear in this kind of document ?

Mr. ALCONADA SEMPÉ. I would dare to affirm that the economic

situation of Argentina is impossible, because the volume of $110

million is a substantial amount for the work of the Treasury and

the Finance Ministry. This amount of money could not have gone

unnoticed .

And from the military point of view, this could not have gone un

noticed that 22 planes were missing because this is a substantial

percentage of the total number of aircraft that the Argentine Air

Force possesses.

Senator KERRY. It could be that the transaction did not, in effect,

get consummated. It may have been in some kind of shopping stage

where no customer was found. I do not know.

Mr. ALCONADA SEMPÉ. That's a possibility. That is a possibility.
As I said before, that they were looking for somebody to then make

a deal. But as far as the Argentine Government — yes? But I would

like to stress as far as the prior Argentine Government and as far

as I know about this Argentine Government, the planes were not

sold or placed for sale.

What is possible though that this bank, as a broker or middle

man, tried to find someone interested and then see if they could

get the seller interested as well .

Senator KERRY. Rio Cuarto is what? Rio Cuarto .

Mr. ALCONADA SEMPÉ. It is one of the Air Force bases of the Ar
gentine Air Force.

Senator KERRY. Page 39 of this document says Argentine Air

Force will provide an organizational and intermediate training pro

gram , including on -the-job training, and will provide fully qualified

instructor personnel to conduct the training. The training will be

provided in Rio Cuarto, Argentina. '

How could that kind of offer be made without somebody in Ar

gentina in the Air Force agreeing to provide training andwithout

providing the base?

Mr. ALCONADA SEMPÉ. Of course the offer is made based on the

Defense Ministry and the Air Force authorizing the sale. It's a

premise, a hypothesis of the author of this paper that they would

have the airbase and the pilots for purposes of this training. It is

part of the purchasing of aircraft, that if you buy aircraft of cer

tain sophistication, the training goes with the purchase.

Senator KERRY . Did any sales of aircraft take place while you

were the Defense Minister ?
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Mr. ALCONADA SEMPÉ. The only attempt that occurred during my

job was the sale of planes to the United States. Unfortunately , this

attempt failed.

Senator KERRY. Did BCCI handle that?

Mr. ALCONADA SEMPÉ. We dealt directly with the Pentagon, the

head of the Joint Staff. The Minister of Defense came up here to

talk to Pentagon officials, and this was CID. The idea was to sell

Argentine planes, but unfortunately, this never came to fruition .
Senator KERRY. What year was that?

Mr. ALCONADA SEMPÉ. 1988. The end of 1987 , the beginning of

1988. But these were not Mirages. These were aircraft produced,

manufactured in Argentina.

Senator KERRY. So there was no sale that you ever knew of or

were aware of of Mirage aircraft.

Just one or two last questions , if I may, Mr. Rodriguez. Are the

accusations that are currently being made in Argentina about

what is called Yomagate, which is a whole series of questions refer

ring to former in -laws of the President. Are those accusations at all

related to BCCI's involvement in Argentina ?

Mr. RODRIGUEZ. The case is before the courts right now. I recall

that the judge, the lady judge, has also been indicted by the Cham

ber of Deputies. Her actions are being also audited by the Supreme

Court. Therefore, we can't really say much at this point . Just add

information from the newspapers exclusively where there is a wit

ness who has appeared in court saying that he came to Argentina

at the suggestion of Mr. Pharaon, and that this witness also in

volves former officials of the Argentine Government in this whole

episode which we have come to call Yomagate.

I repeat, these are just newspaper reports about such episodes .

Senator KERRY. Did any high Government officials ever inter

vene on behalf of BCCI's hotel project or other projects ?

Mr. RODRIGUEZ. In the public presentation of the hotel project, in

capitalizing the foreign debt, professional role was taken by a

person who later became the president of the Central Bank, Javier

Gonzales Fraga. He was an adviser at the time .

Senator KERRY. And his name, that was president of the Central

Bank?

Mr. RODRIGUEZ. Javier Gonzales Fraga, president of the Central

Bank under Menem.

Senator KERRY. Did the President ever say whether or not he

hadto intervene personally? Did he say that publicly?

Mr. RODRIGUEZ. I will give you a concrete reference on this , Mr.

Chairman. In a report in a newspaper, La Nacion , July 13, 1990,

the President, answering a question , said personally he had to free

the adjudication or the bidding to build the Hyatt Hotel free from

bribes and kickbacks, et cetera.

Certainly because our request for information points exactly

there, to find out why President Menem said this and the officials

presumably involved in a matter of this kind, and when he talks

about demarches or steps, what kind of steps was he talking about

that the President had to engage in?

Senator KERRY. Has your effort to try to get into BCCI's dealings

now been frustrated or difficult for any reason ?
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Mr. RODRIGUEZ. Unfortunately, we have received no reply I men

tioned to you for request for information that we in the Chamber

of Deputies have forwarded to the executive, and none of them

have received a reply to date .

Senator KERRY. Well, unfortunately we have gone well beyond

the time that I thought I was going to be able to hear, and I regret

that because I know that this winds up being a little bit shorter

and somewhat constricted . I am going to leave the record open be

cause I think staff may want to talk to you about specifically what

we are going to put in in terms of your documentation.

I would like to thank the interpreters very, very much for the

excellent job that they have done. I know it is very difficult to do

this simultaneously and with some of the complicated concepts that

we have been dealing with here, but I very much appreciate it .

And I particularly appreciate the time that you have taken . I

think it has been helpful to us to try to understand what you do

know and what you do not know and what the state of knowledge

is with respect to Argentina and what the capacity to be able to get

at this is .

I think there are some serious questions about what BCCI was

doing there . We are not going to ask them all here, but we are get

ting at least a sense of some of the tentacles that are out there.

And it may be that down the road we are going to want to talk to

some of your law enforcement experts about the problems of

money laundering and the bank enforcement issues which neither

of you are expert in but which are very important to us in under

standing the international linkages of the flow of this money.

There is an awful lot of information that is going to come out in

the course of the Morgenthau investigation and also our own . We

are going to probably have to wait until some further investigative

work has been done before we proceed down that road .

Thank you very much, gentlemen .

(Whereupon, at 2:30 p.m., the committee adjourned, to reconvene

at 10:03 a.m. , August 8 , 1991.)
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U.S. SENATE,

SUBCOMMITTEE ON TERRORISM, NARCOTICS , AND

INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC

The subcommittee met, pursuant to notice, at 10:03 a.m., in room

SD-419 , Dirksen Senate Office Building, Hon . John F. Kerry (chair

man of the subcommittee) presiding.

Present: Senator Kerry.

Senator KERRY. The hearing will come to order .

Good morning. This morning we are going to hear the testimony

under cath of Mr. Masihur Rahman , who was the Chief Financial

Officer for BCCI from 1975 through 1990. I want to say for the

record that Mr. Rahman is here voluntarily having come to the

United States following threats to his physical safety in London .

He has not been able to talk publicly for the last year about BCCI

as a result of a court order that was entered into in London at

BCCI's request.

On Saturday, my staff and the staff of the Federal Reserve went

to meet Mr. Rahman at Kennedy Airport in New York with a

short amount of notice that he was coming, and that he was con

cerned about his physical safety. And in cooperation with U.S. Cus

toms officials and Immigration officials . And I express my appre

ciation to the State Department and to Bob Kimmet who assisted

in guaranteeing that his entry was facilitated . He is now here

before us of his own desire.

He is testifying today in accordance with a revised court order

granted in London last week at my request, which permits him to

testify . This court order specifically permits him to testify before

the U.S. Senate . And in addition, I would add, that his testimony is

secured with the full and complete cooperation of the Federal Re

serve and the Manhattan District Attorney, Mr. Bob Morgenthau,
and of the Justice Department.

Now obviously , and I say it right up front, the scheduling of a

hearing like this during recess and on short notice is unusual . I

was personally reluctant to do it , but I think that the circum

stances are urgent enough that it was important that we do it .

Most importantly, I think Mr. Rahman feels very strongly that he

wants to get this story out, that he has been living under a person

al cloud , which I have come to understand quite well, as I have met

(247 )
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him and his family yesterday. He has two very attractive, intelli

gent young children who are feeling the pressures of this transi

tion . And his wife is here, who joins him, who is seated right in

back of him. She is American , from New York, and is also feeling

the tensions and pressures of what has happened to their life as a

consequence of this .

Therefore, we really made a decision that because of the threat

to physical safety, and because of his own personal feelings about

the need to get thisbehind him , that we would proceed today. I

personally talked to Senator Pell and to Senator Brown in order to

clear with them the notion of proceeding forward. And Senator

Brown , who cannot be here because he is on a trip out of the coun

try.

Let me just review quickly for the record , theBCCI road that we

have travelled to this point, and then Senator Cranston has asked

me to read into the record a few comments of his , and he has sub

mitted some questions .

First, we have learned a lot about BCCI to date. We know that

BCCI was a bank whose senior officers created a web of corruption

that extended literally around the world. Second, we know that be

cause of its unique status of being located everywhere but regulat

ed no where, inthe context that most of us think of bank regula

tion , BCCI became a natural haven for the movement of narcotics

money or the proceeds of crime, or even for nefarious deals.

Third, we know that BCCI's chief officer, Agha Hasan Abedi, and

others systematically developed ties with leaders around the world,

with people in positions of influence,and provided these people at

various levels with favors and benefits of various kinds, ranging

from creating charities to strengthening these leaders politically or

otherwise , tohelping toarrange arms deals, to creating slush funds

of the kind that General Noriega had.

Fourth, BCCI used its political ties to obtain open control of

many banks around the world , which became part of the BCCI

family, and secret control of other banks, which we have seen in

the case of a number of banks here in the United States.

Fifth , foreign and domestic intelligence agencies developed close

ties to BCCI. We know of some of those ties, though not all of

them. Knowing of BCCI's criminal activities , the CIA and other in

telligence agencies, made use of BCCI for a variety of purposes,

some yet to be disclosed .

Sixth, we know that law enforcement and regulators in this and

in other countries had a certain amount of information, substantial

by the late 1980's, concerning the nature and extent of BCCI's

criminal schemes. And yet with the exception of the prosecution of

some low-level personnel in Miami, that nothing seemed to happen

until this issue hit the front pages, and until recently .

Seventh, we know that BCCI is an institution which lost billions

of dollars, and we will hear something of how that happened this

morning. And those billions in losses were systematically concealed

by BCCI's leadership . And our witness this morning will define

that leadership and the extent of the knowledge within the bankof

that . And that this loss or series of losses were hidden in part by

BCCI's practice of obtaining substantial central bank deposits from

governments all over the world . The collapse of BCCI has already
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threatened some of these governments, and it will besome time

before the full extent of government losses globally will be under

stood .

Eighth, we know that the accountants a lawyers hired by BCCI

wound up helping thebank to conceal the true nature of its activi

ties for some time, and that that occurred even after serious allega

tions had arisen about criminal activity. The consequence of these

facts , largely hidden until recently, is now demonstrated daily

around the world. In India, money laundering rackets involving

BCCI and aides to assassinated Indian leader Rajiv Gandhi are now

under investigation.

In Pakistan, issues arise about BCCI's involvement in its illegal

nuclear arms development program.

In Egypt, the Government has closed BCCI on money laundering

charges after a run on the bank.

In Argentina, as a result of hearingswhich this committee held

last week , allegations have beenraised that BCCI was brokering

the sale of French Mirage jets to Saddam Hussein .

In Cameroon, a Government with few resources now has even

less as a result of BCCI-related losses.

There isn't an American who doesn't understand the impact of

the drug problem in this country. It's a problem for all of us , but

alsoforpeople all around the world, not just Americans. And arms

trafficking has brought misery around the globe . The spread of nu

clear weapons, needless to say, creates even greater risks of con

frontation and of destruction .

When a bank like BCCI moves drug money and big dollar weap

ons money, and helps terrorists acquire the material to make nu

clear bombs, if that is what they did, while political leaders who

were supposed to be protecting them move aside , then governments

themselves wind up becoming partners in the enterprise of those

criminals. A big part of this problem is that BCCI came to believe

that it could buy anything and facilitate everything.

We have learned a lot in recent weeks, but I must say to you

what strikes me particularly is the degree to which this bank

thought it could steamroll any obstacles that lay in it's path . Cer

tainly laws and standards were no barrier. Why? Because BCCI

thought it could buy everything — buy lawyers, buy accountants,

buy regulators, buy access, buy loyalty, buy government, buy
safety, buy protection , and even buy silence . And what it could not

buy or did not need to, it could facilitate.

You need a Mirage jet to go to Saddam Hussein , BCCI could fa

cilitate it. If you wanted weapons in the Mideast and possibly even

atomic weapons, who do you call ? BCCI. You want drug money to

move from cartel to safe haven. BCCI. It gave new meaning to the

term “full service bank.” [Laughter.]

Today, we continue the process of trying to understand what

happened with BCCI and who was responsible. And hopefully, out

of all this will come a stronger effort by government and the pri

vate sector to prevent this kind of behavior from scarring the polit

icallandscape , and the business landscape.

Mr. Rahman , we are very pleased to have you here today. You

are an intelligent and thoughtful person who has spent a lifetime

really in the field of finance and who understands this bank as
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well, I suppose, as most people, with perhaps a few exceptions of

those who were at the highest level , as I think you will describe.

Before we begin, I would like to make a part of the record the

court order which permits you to appear here today, and we will

label that for today's hearing, exhibit 1 .

[The information referred to follows :]
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Dear Sirs ,

Senate Foreign Relations Committee Subcommittee on

Terrorism , Narcotics and International Operations

Testimony of Mr Masihur Rahman

Thank you for your fax of the 26th July 1991 and please accept

our apologies for the delay in replying thereto .

We are pleased to be able to report to you that at our request

the provisional liquidator has consented to a variation of the

Order to allow Mr Rahman to participate as a potential witness

a witness in the hearings to be conducted before the

Senate Committee .

or as

It would be of great assistance to us in the future conduct of

matters on behalf of Mr Rahman if you could inform us by return

fax of the particular matters upon which the Committee requires

Mr Rahman's assistance by way of evidence.

We should also point out at this stage that due to matters that

have arisen in relation to the on - going conduct of litigation

on behalf of Mr Rahman in this jurisdiction , it appears most

unlikely that Mr Rahman will be able to travel to the United
States to meet with you until , possibly , sometime around the

23rd August 1991 . We will , of course , update you with regard

to Mr Rahman's timetable .
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- 2 -

In relation to timetables it would be of assistance to us if

you could inform us of the dates when you would like Mr Rahman

to come to the United States and the likely timetable of events

in relation to his appearance before the Committee .

If you do have any queries please do not hesitate to contact us

and we will do all we can to be of assitance to you .

We look forward to hearing from you by return .

Yours faithfully

Hanas)
LASONS



253

Senator KERRY. And I will read, as I promised Senator Cranston

I would , his opening comments.

This is a statement by Senator Alan Cranston .

Thank you, Mr. Chairman. The events of the last 2 weeks have certainly contrib

uted to the sense of the enormity of the scandal associated with the Bank of Credit

and Commerce International, as well as to the feeling that we are still a long way of

discovering the fulltruth aboutthis criminal enterprise.

For that reason , I am pleased to add my welcome to our witness today. I hope he

can shed the kind of light on this investigationwhich will not only illuminate, but

also serve as beacon for further investigation . Since our hearings last week, infor

mation on several aspects of the BCCI scandal have come to my attention.

Mr. Chairman , as you remember, last week, I mentioned the case of the London

Financial Times journalist, Anson Engh ,who was found murdered in his Guatemala

City apartment. At the time I mentioned the suspicion in journalism circles in Gua

temala that Engh's murder was related to arms trafficking allegedly carried out by

BCCI in collusion with top leaders of the Guatemalan military. Since then, informa

tion concerning Engh's death has come to my attention , that I believe is of direct

concern to this committee's deliberations.

First, according to people who talked by phone with Engh in the days before his

death, the British journalist mentioned to them he was working on a “ big story"

related to BCCI in Guatemala.

Second, although officials in Guatemala have sought to characterize Engh's assas

sination as the work of common criminals, the murder seems to be the work of pro

fessional hit men. In this regard, I mention the following details given to me by

close friends ofEngh. Apparently a silencer was used in the killing, which was done

by a single bullet wound to the head. Guatemalan authorities said no bullet was

found either in the body or in the apartment. I am told that Engh's head was

wrapped in a towel and his body left in the bathroom , something consistent with

efforts tokeep the murder secretfor a periodof time.

According to those closes to Engh, a set of documents were stolen from his desk.

And reportedly, the Guatemalan authorities have impounded a set of computer

disks Engh used for his work.

Once again , I urge President Serano to take all necessary steps to insure that

Engh's killers are brought to justice, no matter what their rank or station in life.

Some have characterized, wrongly, BCCI's operation as a victimless crime. Anson

Engh's death suggests how vacuousa lie that is.

Mr. Chairman, last week, I also brought to the committee's attention BCCI's ap

parent attempt to serve as an intermediary for the sale of 22 Mirage aircraft belong

ing to the Argentine air force. Yesterday my office received a very credible report

concerning attempts to sell these sophisticated aircraft. According to a highly credi

ble sourcein Argentina, whose name I cannot reveal , the planes were to besold in

August or September of 1989 by way of BCCI. The would -be purchaser wasa man
whose name later became sadly familiar to every household in our land , Saddam

Hussein .

According to this Argentine source, whose honesty is not in question , BCCI in Ar.

gentina was working with a retired, high-ranking naval officer in promoting the

sale. It apparently did not take place because of rivalries between the Argentine

armed forces themselves.

Finally , Mr. Chairman , the role played by Pakistani authorities, both those of the

current government and those of the Ziadictatorship in the BCCI scandal, have

raised many questions, some ofwhich I hope we can get answers to today. Among

the questions I hope we can address are those concerning BCCI's role in Pakistan's

nuclear program , its alleged participation in the destabilization overthrow of Bena

zir Bhutto's democratic government, the reported break off of U.S. foreign assist

ance moneys, and other issues of generalize corruption in Pakistan .

As I said, I hope there are some answers today, because, as one can see , there are

no lack of questions. Thank you.

Senator KERRY. That completes the statement by Senator Alan

Cranston which he asked that I read this morning .

Mr. Rahman , may I ask , please, that you stand so that I can

swear you in? Would you raise the right hand? Do you swear to tell

the truth, the whole truth, and nothing but the truth , so help you

God ?

Mr. RAHMAN . I do.
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Senator KERRY. Thank you. Please be seated , and if you could,

pullthe microphone close to you. I think that would be very help

ful. Would you state your full name for the record, please ?

TESTIMONY OF MASIHUR RAHMAN, FORMER CHIEF FINANCIAL

OFFICER, BCCI, LONDON

Mr. RAHMAN . My name is Masihur Rahman , M - a - s - i - h - u - r R - a -h

m-a-n .

Senator KERRY. Mr. Rahman, where are you currently residing,

or where were you residing until recently ?

Mr. RAHMAN. I was residing in London until recently.

Senator KERRY. What day did you leave London ?

Mr. RAHMAN. I left last Saturday.

Senator KERRY. Now, you are how old?

Mr. RAHMAN. Fifty -seven .

Senator KERRY. You were born where ?

Mr. RAHMAN. I was born in Calcutta, in India.

Senator KERRY. Could you tell us a little bit about your back

ground, please ?

Mr. RAHMAN . Yes. My father was in the judiciary. He was Chief

Justice of the High Court, and he was the first Muslim in the sub

continent to acquire the esteemed title of ICS, Indian Civil Service

rank , and went to judiciary.

Senator KERRY. What years would he have been in that role ?

Mr. Rahman. That was going back to the early 1940's and late

1939's, and therefore I was born and brought up to an extent in a

judicial home and that has stayed with me,I think, all my life.
He died — we had nine brothers and sisters, and when he died

soon after that the partition of India took place, and we had to

leave for Pakistan . That was East Pakistan, from Calcutta, and

whatever pension rights he had also lapsed because of the chaotic

conditions.

So from a very early age of about 9, all our brothers and sisters

had to self-educate themselves in the house. We didn't go to any

formal schooling, and I did matriculation alongwith my sister pri

vately. After that, I got a scholarship to go to the university and I
finished my university

Senator KERRY. What university was that?

Mr.RAHMAN. Dacca University — that's the capital of what was

East Pakistan in those days and I graduated in 1956 and went to

England where I was working and studying at the same time from

1956 to 1961. I qualified as a CPA - in England it is called FCA. I

am a Fellow of the Institute of Chartered Accountants, which is

the equivalent of C.P.A. in the United States of America. Ialsodid

simultaneously cost and management, which is an FCMA title ,
which is industrial accounting .

So literally I and my brothers and sisters have had to grow up on

our own. My mother is illiterate, and we had to sustain ourselves

by working in the day and studying at night, and I became the first

person in the whole of the subcontinent to get both chartered ac

countancy and cost and management titles , and with these I re

turned back to Pakistan , and immediately after that ,

Senator KERRY. What year did you return to Pakistan ?
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Mr. RAHMAN. 1961, and immediately after that I was appointed

in a Government organization which was the Industrial Develop

ment Corp., the Pakistan Industrial Development Corp. This corpo

ration oversaw all the heavy industries of the country, including

petrochemicals, steel mill, refinery, shipbuilding.

Soon after my arrival in Pakistan

Senator KERRY. Thatwas a political appointment?

Mr. RAHMAN. No, I was a technocrat, and I was appointed direct

ly as finance chief - chief of finance.

Senator KERRY. Chief of finance of this unit?

Mr. RAHMAN. Of PIDC, yes. Soon after that, the PIDC itself was

split in two parts, West Pakistan Industrial Development Corp. and

East Pakistan Industrial Development Corp., so I went along with

the East Pakistan Development Corp. and became the chief of fi

nance of that operation .

We had about 11industries in thatyear, and by the time I left in

1966 we had 74, 75 industries , including it was a very hectic

period of development in Pakistan , in East Pakistan, and we saw

very heavy industries like steel mill and refinery and petrochemi

cal projects come out.

In thatcapacity I met a lot of very important organizations like

the World Bank, IMF, various credit agencies ofthe world, various

large corporate bodies Japanese, Italian, British — who were actu

ally doing the construction work, soI had a very full life.

Senator KERRY. Now, is it fair to say, Mr. Rahman, that you

really held two jobs in your life, other than working when you

were getting your education ? But from the time you got your

formal education, which was unique because you were the first

person in the subcontinent to have these two degrees, you were

with this Government agency in charge of this finance on the de

velopment side, and then second you moved to BCCI, is that cor

rect, or to the other bank ?

Mr. RAHMAN . To another bank .

Senator KERRY. To a second bank, but banking was the only

other job ?

Mr.RAHMAN . Yes.

Senator KERRY . You spent a couple of years with another bank?

Mr. RAHMAN . Yes. During thetime in PIDC, because of the very

big size of this corporation all the banks used to call on us to do

banking business with the corporation . At that time, I met both

Mr. Naqvi and Mr. Abedi.

Senator KERRY. What are the full names of Mr. Naqvi and Mr.
Abedi?

Mr. RAHMAN . Mr. Naqvi's name is Mr. Swaleh Naqvi, S - w - a -le - h

N -a -q -v -i, and Mr. Abedi was Agha Hasan Abedi - A -g -h - a Hasan,
H - a - s- a -n , A - b -e - d - i.

Senator KERRY. These are the two gentlemen who became pri
mary figures in BCCI ?

Mr. RAHMAN. Yes. At that time they were in United Bank,

whichwas also a very new bank in Pakistan, and in 1966 they per

suaded me to leave the public sector and go to the private sector in

the banking industry, so this was my first entry into the private
sector and into banking, and I was made executive vice president

though I was very , very young. I was hardly 30 at the time, and I
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had not done banking before, so it was a very esteemed title to get

at that age.

There were six executive vice presidents in United Bank —

Senator KERRY. Let me stop you there for 1 minute. I just

wanted to get some of your background up until the beginning of

the bank, and then I want to go back to the beginning of the bank,

but let me come to the present for the moment and the circum

stances that bring you here .

Would you share with the committee the events recentlyin your

life that led you to jump onto an aircraft last Saturday and flee to

the United States ?

Mr. RAHMAN . As you will hear later on, I was the chief finance

officer of BCCI and in that capacity I dealt with all the audit af

fairs of the whole group and met Price Waterhouse, and Ernst

Whinney partners throughout this period .

In 1989, I was made chairman of an investigation committee by

the board at the recommendation of Price Waterhouse, during

which time I got to know many, many affairs of the bank which I

did not, and this disturbed me very much, because I was the profes

sional in the bank and these were items which horrified me and I

wanted to resign forthwith, as soon as I finished my report.

First, they did not believe me. They tried to persuade me to stay

on . They tried to persuade my wife to stay on and persuade me, but

I refused and I left. That was on August i I left .

Since then, my family and I have been hounded. All sorts of

direct and indirect threats have been used , to the extent that Scot

land Yard got to know about it and the Guildford police got to

know about it, and the Guildford police is in Surrey, and they had

special security put around our house and special equipment put in

the house for direct access to the police station , and my wife and

children were suffering greatly because I was continuing to attend

office prior to my handing over, and they were being terrorized by

these situations and my wife was having to put the children under

the bed every night for fear of some physical violence or some gun
shots.

Because another senior executive, Mr. John Hillbery, who was in

BCC and left at the same time, he informed us — he lived very close

to where we did -- that there had been a gunshot through his

window and he had reported to the police. He was going to join me

in trying to make a claim on BCC for compensation because we re

ceived nothing when we were released. But he withdrew from this

case very hurriedly because of this fear out of this incident.

Somy wife having heard this, she was even more terrified and

my children were disturbed. We had to pull them out ofschool.

Senator KERRY. When did you pull them out of school?

Mr. RAHMAN . That was — I can't recall exactly. It was after a few

months of my leaving BCC. Then I felt that it was impossible to

have this tension on me while I'm trying to restructure my life, so

I requested them to leave for America. So they left. I found a job in

another bank.

Senator KERRY. When did they leave for America ?

Mr. RAHMAN. They left about 3 months ago, and I continued

and she was very concerned, and many of my friends and col

leagues were concerned for me, and they constantly asked me that,
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how can you carry on with this tension and live in the heart of

London when anything could happen any day ? Some even offered

tocome and livein mysmall flat, but I preferred to be on my own .

I sincerely believe that in life all that will happen is already

written down . This is a part of my culture, and I believe anything

which will happen to me, and the date and time it will happen to
me, is already down, so I don't worryabout these things and I don't

concern myself with these things, and so I stayed on.

In the meanwhile, you may know that I was requested by the dis

trict attorney to come to America to give a deposition.

Senator KERRY. Before we get to Mr. Morgenthau and his re

quest toyou, can you describe forme some of the things that were

frightening your wife that you told me about last night?

Mr. RAHMAN. Well, the only direct physical threat was made to

me just as I was leaving by another executive of the bank, Mr.

Abbas - MazharAbbas, M -a -z-h -a -r A -b -b -a -s — who was in a meeting

with me, and Mr. Iqbal Chaudhry who was the new CEO after all

this crisis, and I was pleading with Mr. Iqbal Chaudhry and Mr.

Mazhar Abbas, who are both junior to me effectively in the bank ,

that why are you sackingso many good executives when the people

who are named are still in the bank, who have been identified by

Price Waterhouse, and by my committee ?

They are still in the bank, and if, indeed, you are sacking all of

the other good executives, why are you not paying them compensa

tion? So this line of argument went on and finally I told them that

if you force such people who have given their life to the bank to

just go and become jobless and with no money to eat grass, then

they may turn to any situation . They may go to court and they can

fight you from the court, and Mr. Abbas said well, they can go to

hell. They can go to court if they like.

So I said , if you carry on like that, I myself may have to join

them, and the moment I said that he became furious and he said

that, let me tell you openly, in front of Mr. Chaudhry that if you

open your mouth , or if you go to court, I've personally killed people

in my life in Multan in Pakistan, and I'll use the same gun on you.

Now , he was so junior to me I didn't even take it seriously. I

thought it was a funny thing to tell me, so I told him off. I said,

you haven't even contributed one bit to the growth of the bank.

Whatare you talking about ?

So I just ignored him , but it stayed with me, but after I left, sev

eral of my friends and ex-colleagues were bringing information

that people from Abu Dhabi, that people from BCC who were

named in this report, havesaid that my life is not worth the paper

it's written on, and again I ignored all of this, because, as I said , I

don't worry about these things.

But more recently my lawyers, who have charged a lot of money

for just getting nothing for me, suddenly began to change their

tune andthey started to suggest to me that I should agree with the

liquidator to keep quiet.

I said, this injunction which was brought by the criminal bank,

by the criminal people have all been exposed,so how can I contin

ue to have an injunction thrust on me after new management is

supposed to be there, liquidator is supposed to be there, Bank of

England is supposed to be there, and they had no real answer, and
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they said well, apparently Sheikh Zayed will not give money if you

talk , and we need his money because so many millions have suf

fered, and that is a very powerful argument, because I had helped

in building the better part of the bank , and we will discuss that

also later on, and thousands of people were employed — 14,000

people employed from 83 nationalities.

They were good people , and you will see when we go through this

deposition that not more than 20 people were involved in all that

you are hearing about, and yet thousands of people have suffered

both as employees and over 1 million people have suffered as cus

tomers, who are very loyal , good customers. They were not illegal

customers, all of them.

So when this argument was given I was a bit confused as to

really , is it correct that Sheikh Zayed would not give any more

money if I talked, but at the same time the press in U.K. started

naming me, and some of them started naming me as the whistle

blower, and even my picture came in the press, and I am not a

whistle -blower in any capacity .

I was a chief finance officer. I happened to be chairman of the

investigation committee to which the board appointed me. I hap

pened to write an honest report. I happened to resign, and I've suf

fered for that, but I am not a whistle-blower and I am not the de

stroyer of thousands of peoples ' lives .

But when this happened , information came to me that even cli

ents who have lost all their savings, innocent people, any one of

them could come for meany time. So I needed a vehicle through

which I could explain all that I have to explain, and the British

Government and the British judiciary was refusing me this right,

and they would not even explain why everybody could talk what

they liked - all the press could investigate and write what they

wanted, and I am a key central figure about the reports, and I am

not able to talk on some pretension .

So I argued with my own lawyers and I said , you fight back for

the injunction. You fight back. He said, you haven't paid for all

your fees up to now, and this will cost extra and you'll never win .

Anyway, we fought back again , and I was horrified to hear that the

Lord Chancellor himself had instructed the judge that my injunc

tion should continue.

Now, I don't know why I'm so important. I'm a British subject. I

have my own rights. Why the Lord Chancellor should instruct the

court to injunct me from speaking horrified me, and my own law

yers were suggesting that after allmy life is ruined .

I have no job . I have my house, which was a part of my salary

package, was about to be taken. They told me in so many words

that it will take 3 days for the Government to take the house back

once you start talking .

Senator KERRY. Who told you that?

Mr. RAHMAN . Sorry?

Senator KERRY . Who told you that?

Mr. RAHMAN. My own lawyers, that it will take less than 3 days

for you to lose your house as soon as you

Senator KERRY. You lost your house at some point?

Mr. RAHMAN . Not yet, but it may be happening now.
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Senator KERRY. But didn't you take a choice? You sold the house

and moved into London ?

Mr. RAHMAN. No. What had happened is that we had a bigger

house in Surrey, in the better days, I should say.

Senator KERRY. That was the house paid for by the bank ?

Mr. RAHMAN . All , yes. What the bank had, which was a scheme

which I myself helped evolve, is that because the senior founder ex

ecutives were always moving, traveling, working weekends, our

families were suffering and sincewe were deemed to be also share

holders of the bank, which we will explain later on, I recommended

to the president and others that we should at least have a home

sort of bequested to us as sort of advance compensation toward the

share value which is building up rapidly, so that at least the family

whom you are never seeing could at least have a roof over their

head ifanything happened.

That scheme was approved. And that scheme is all in writing

and we are required never to pay back the loan as long as we

worked for BCC. Effectively, because we always expected to live

and die with BCC, it was never repayable. Andwhatever token in

terest was charged ,which was a small amount, 5 percent, was also

given to us as an allowance to be deducted . So effectively, it was a

part of our salary package for which we were working these long

hours.

And within days of this injunction matter, they moved on me

and nobody else for foreclosure of the house. Nobody else has had

their property foreclosed . But they instantly moved on me. I am

fighting that. But my own lawyers are telling methat the day you

open your mouth, 3 days within that, the house will go.

Senator KERRY. Now Mr. Rahman , I just want to finish on the

personal aspects of this before wemoveback into the history.

I understood from your wife, Ellen, that there were nights when

you were not there, that cars would come into the driveway and

simply turn off the engine and sit there. Then they would turn on

the engine and drive out. Is that accurate ?

Mr. RAHMAN . Yes. She told me several times.

And that is one of the reasons I told her to leave. I don't know if

they were press people. I don't know if they were somebody from

BCC . But I wasn't going to take any further risk because it's a

very, very quiet part of Surrey that we live in . It's a very , very

hardly any houses. It's a wooded area. So we felt that we can't take

any further risk and we just sent the family away.

Senator KERRY. Did you receive some phone calls or did she re

ceive phone calls ?

Mr. RAHMAN . She received some she told me about, I have not

received any, where people just tried to find out where I was or

didn't say anything and just cut off.

Senator KERRY. It is my understanding that on one occasion she

received a phone call in which she was told that you had had a ter

rible accident and would not be — is that accurate ?

Mr. RAHMAN . Yes, she told me. When I came back she was

crying and she told me about this. I said , look , if anything happens,

somebody youknowwill tell you rather than an unknown person,

so please don't get disturbed by unknown people talking like that.
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Senator KERRY. And on another occasion was she telephoned and

told that you were going to be killed and that your life was not

worth very much?

Mr. RAHMAN . That, I mean , a lot of people were saying that. A

lot of people were saying this to me, obviously to me and to her,

friends who meant well. But you know it's incredible how you can

sit over here knowing that you're the only one who knows about

the report and you did all this .

Senator KERRY. And finally she told me that there was one occa

sion, the breaking point was when a telephone call came regarding

the children . Is that accurate ?

Mr. RAHMAN. She told me, also . That's why we were afraid that,

you know, going to school was also very dangerous. So I just pulled

them off school.

Senator KERRY. And what was that phone call, do you recall ?

Mr. RAHMAN. I can't remember the details, but it was in this

nature, that the children are at risk .

Senator KERRY. And that is when you decided she should leave

the country ?

Mr. RAHMAN. Yes, I decided that she should leave . Of course , she

did not want to leave, leaving me behind. And I said, look , I cannot

start running because running is a one-way traffic. You know , you

start running and then you don't stop running . So I was not going

to do that until just last week.

And last week, as I started to explain , my fear limit went up be

cause an ordinary depositor has suffered, then any one of them

could be violent. My pictures had come openly in the press. The In

dependent, Daily Independent, had covered an article saying that

Mr. Rahman has fled for his life and there's a killer on the loose. I

don't know whether they just make up the stories or it sounds

good. And that's how it was.

So I decided that it's best notto confront everybody, just to leave.

Senator KERRY. Now Mr. Rahman, because today you are going

to , as you tell this story, refer to some documents. I am going to

put those documents into the record now so they are a matter of
public record.

Let me just quickly identify them . Document No. 1 is an interim

report by Price Waterhouse on the audit for 1989. And it is a

report dated November 17 , 1989, which was the precursor to the

final audit report coming in . And that is document No. 1.

[ The information referred to follows:



261

Southwark Towers

32 London Bidye Siieet

London SE1 9SY

Telephone 01 407 9989

Teleo 88405i o

Telet Me 01.378 0647

Price Waterhouse

17 November 1989

The Board of Directors

BCCI Holdings ( Luxembourg ) SA

39 Boulevard Royal

Luxembourg

Dear Sirs,

INTERIM REPORT ON RESULTS AND OPERATIONS

At your request we have compiled a brief report on the results and

operations covering the nine monchs co 30 September 1989 . We understand

that this information is required for submission co the Institut Monetaire

Luxembourgeois , the Bank of England and the other banking supervisory

authorities comprising the College of Supervisors .

Such work

This report is based on unaudited Information which has been provided

co us by management and from our colleagues in other offices who have

recently compleced laterim audit work at major locations .

comprised testing of systens and controls and preliminary credit reviews

at major locacions chroughout the Group ; further details of the audit

scope are set out in Appendix 1 to this report . Our review of the loan

portfolio is continuing with a view to reaching agreement on the levels

of provisions required at an early stage , although the number of

188ues co be resolved nay cause a delay in the normal reporting timetable .

The concents of this report have been discussed with Group management

and their comments incorporated as appropriate . We have also had

discussions with the Audit Committee about the matters raised in this

report .

The report has been prepared to provide an understanding of the Group's

results and operations to those concerned with its consolidated

supervision . It should not be released to other parties without our

specific permission la writing .

We wish to express our appreciation of the courtesy and co-operation

extended to us by management and staff of the Group during the course

of our work .

Yours faithfully ,

PRICE
WATCHOUSE
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BCCI HOLDINGS ( LUXEMBOURG ) SA

INTERIM REPORT ON RESULTS AND OPERATIONS

SECTION 1 : UNAUDITED RESULTS TO 30 SEPTEMBER 1989 AND OUTLOOK FOR THE YEAR

Unaudited Results to 30 September 1989

The unaudiced results of the Group for the nine munulis ended 30 September

1989 are summarised below . Alchough we have reviewed the aggregation

of che Group results and made 11m1ced enquiries of Group management we

have not audited these results .

2
From our work and that of local audicors we appreciate chat closing

procedures at 30 September are not as stringent as at the year end , and

adjustments are likely to be required in the following areas , which could

sigailicantly reduce reported net profit :

.

Loan 'loss provisions

.

Increased country risk provisions

3 In addition the application of full year end procedures in two further areas

could result in further adjustments :

Reconciliation of inter-group balances

Taxation

$ million

Unaudited

9 months ended

30 September 1989

Audited

Year ended

31 December 1988

Net interest income

Other operating income

Operating expenses

26 S

312

( 427 )

399

377

(584 )

Profit before loan loss provision

Loan loss provision

150

( 70 )

192

( 145 )

Profit before taxation

Taation

80

( 57 )

47

( 74 )

Profic / ( 1088 ) after taxacion

Outside shareholders ' Interests

23

( 14 )

( 27 )

( 22 )

Prof10 / ( loss ) attributable to

shareholders

*
|

( 49 )

4 The fuli unaudited results for the nine months and the Statement of Condition

at 30 September 1989 are summarised in Appendix 2 .
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SECTION 1 : UNAUDITED RESULTS TO 30 SEPTEMBER 1989 AND OUTLOOK FOR THE YEAR

Salient features of the results to date

S Overall the bank has performed reasonably over the past year considering

the significant repercussions that could have resulted from the US

indictment . The Group has continued to remain relatively liquid and

also attract some new business . Management have informed us that of

the 73 councries where BCC operales 46 liave shown improved results

since 1988 and 8 more have improved results in local currency terms .

Initiacives are being started in a number of areas such as credit cards

and " one - off " deals , which the bank hopes will further concribute to

profits .

6 The nec interest income margin has dropped because fixed interest

incone currently earned on long bonds and certificates of deposit is

funded by variable race deposits , che cost of which has risen in line

with the rise in interest rates and is also affected by the Group's

difficulty in ateracting low cost US dollar deposits .

r

7 Other operating income of $ 312 m1111on for the period to date is 10%

higher than last year principally in the UK where there have been a

number of short term property related transactions which have contributed

over $ 10 million .

8 Operating expenses have been held in check and totalled $427 million ,

which 18 in line with last year .

9

The results for major locations for the nine months are summarised in

Appendix 3 .

Outlook for the year

10 Senior management are anticipating an improvement in the resulcs in

the fourth quarter in order to report operating profits for the year

of between $ 220 $240 million ( 1988 $ 192 million ) againsi unaudited

operating profit to date of $ 150 millon .

11
In the past the Group has not been able to meet its forecasts , in part

due to special external factors . Management's estimate of $220 - $240

aillion for the year 18 relianc upon niscorically beccer fourth quarter

operating results and "one-off" deals each generacing in the region of

$ 1-2 million in profits contributing approximately $ 10 million in the
last quarter . Such deals are , we understand , being pursued vigorously

during the remainder of the year and some have already been identified .

12
Management's estimate for loan loss provisions is $ 100 @1111on , ( 1988

$ 145 million ) , including approximately $ 11 million for sovereign risk ,

and for taxation , $ 75 million ( 1988 - $ 74 million ) , giving a forecast
profit after tax of $ 45 million .

13 We believe , however , thac additional specific and country risk provisions

are likely .
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BCCI HOLDINGS (LUXEMBOURG ) SA

INTERIM REPORT ON RESULTS AND OPERATIONS

SECTION 2 : AUDIT AND ACCOUNTING ISSUES

Incer -branch / affiliate balances

14 AC 30 September 1989 a net debic balance of $ 39 m1111on ( 1988 under $ 20

1111on ) has been included in the balance sheet unde . the heading ' Due

from banks ' . The balance arises from the cancelling out of inter - branch

and inter-affiliate balances resulcing in an unreconciled difference ,

including in-cransit transactions . Whilst we appreciate the volume of

inter-branch / incer-affiliate transactions we strongly recommend the

bank carries out a full inter-branch and inter- affiliate balance confirmacion

and reconciliacion procedure as ac 30 November 1989 in order to investigate

and fully reconcile the outstanding entries before the year end .

Accounting for interest , fee and commission income

15 AC periodic intervals the Group debits significant amounts of penalty

interese , management commitment and advisory fees and other charges to

customers ' loan accounts .

16 These charges are not always in accordance with the terms of the loan

agreement with the customers . In the past we have noted that certain

customers have rejected the charges and we are concerned that , particularly

in respect of the International Loans , the charges are often rolled up
into the loan balance . We recommend that the Group should only recognise

such income when the charges are agreed in writing and are substantially

recovered by the end of the relevant accounting period in which the

charges are made .

17
Whilst the bank as a policy suspende interest on all Identified Risk

Facilities which it believes requires specific provision , we have

expressed concern , in the past , over the Group's policy for the suspension

of interest on ocher " non -performing loans " . We continue to note that

certain of the Group's operating units take an optimistic view of the

recoverability of interest for accounts that are failing to meet interest

or principal repayment schedules , and clearer guidance is required in

this area .

Accouncing for Commission and other income

18 Whilst its volume of trade related business has continued to increase ,

UK region , in developing new business areas , has also entered into

certain short - tera property related agreements with customers whereby

BCCI assists in the funding and arrangement of property purchases and

provides administrative assistance in any refurbishment / redevelopment

and subsequent sale of the property .
In return BCCI receives either a

fixed minimum commission or part of the profit on the sale .



266

SECTION 2 : AUDIT AND ACCOUNTING ISSUES

19
The accounting policy adopted on these arrangements places considerable

emphasis on management's judgement rather than a formal , measurable

basis . In particular we note chac at 30 September 1989 UK Region had

crediced commission of some $ 3.4 million co profit and loss in respect

of underlying transaccions that had not been completed uncil alter that

date .

20

Management has confirmed that for the 1989 accounts , the bank will ddupu

an acceptably prudent accounting policy for " one -off " deals such that

front -end fees and profits are recognised either on completion or over

the life of the transaction , as appropriace .

Valuation of trading securities

21
The Group's policy is to value securities held for trading purposes at

market value , while investments in securities which are intended to be

held until maturity are carried at cost . There are one or two instances

where this policy is not being strictly applied .

EEC Seventh Directive

22 The EEC Seventh Directive is being implemented in 1989 . This has

potencially significant implications for the financial statements for

Holdings and SA both being Luxembourg registered companies . Whilst

the majority of the Seventh Directive 16 concerned with Group accounts

and consolidation procedures to which the Group already adheres , the

Directive prohibits asset revaluations . It is expected that the

Directive will be applicable to banks in 1991 .

-4
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Scope of Work

23 Our work to date has comprised a review at major locations only and has

focused on the identification and recoverability of doubtful louns .

The review of loans booked in more than one location (which we call

Incernacional loans ) has been coordinated centrally .

24 This work has been completed in a number of territories but there are

scill major issues to be resolved in some territories and in respect of

certain Internacional Loans .

Major loans

2
5

AC 30 September 1989 the concentration of lending co customer groups

whose exposure exceeds 10% of the capital fund of the group totalled

$ 1.9 billion , an increase of $ 296 million since 31 December 1988 , as

set out below and in more detail in Appendix 7 :

Total funded Exposure ( $ million )

30 September 1989 31 December 1988

CCAH related loans ( paragraph 28 )

Customer A

Customer E

Customer C ( excluding CCAH related )

Customer F

854

404

260

197

187

689

349

194

188

186

1,902 1,606

26
In our previous report we expressed concern about the high concentracion

of lending to a small aumber of individual counterparties . This has

continued in the nine months to 30 September principally through the

application of interest and charges . Management has initiated negotiations

with these customers to agree reduction programes and significant

repayments are anticipated before 31 December 1989 and in early 1990 .

27
For customers C and E management have informed us that their priority
18 to reduce the clean exposures (which boch currently exceed $ 100

million ) and to ensure that interest and charges are serviced .

customer A management are considering a reduction programme , details

of which are provided in Appendix 7 .

For
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CCAH

S'million

28 The CCAH related lending may be analysed as follows :

Loans to major customers

CCAH Share Subscripcion Account

CCAH Debenture

782

52

20

854

29 The Group has provided advances to a group of customers ( including

customers B , C , G , L , N and 0 ) which are secured on approximately 39% of

the shares of CCAH , the holding company of First American Bankshares

Inc , ia major regional banking group in the Eastern United States wich

banking licences to operate in six separate states . The principal

shareholders of CCAH are also shareholders of BCCI .

30
The loans to these customers have increased by $ 113 million since

31 December 1988 as a result of interest and charges being applied .

Sone $41 million has been repaid during 1989 but this has been offset

by new drawdowns of $42 million .

31
On 18 July 1989 CCAH had a rights issue and the Group advanced 552 million

to a share subscription account . The allocation of this loan between

CCAH shareholders has yet to be established .

32

33

We understand that BCC management are presently advising the shareholders

in connection with the sale of the shares , of CCAH and that further

developments in this regard may be expected before the end of the year .

At 30 September 1989 the bank held approximately 106,400 CCAH shares
as security ( before allocation of the rights Issue ) . These shares

had a net asset value per share of $ 2,868 based upon the unaudited

management accounts at 30 June 1989 .
This implies that the multiple of

net asset values required to cover the existing loans ( excluding the

rights issue loans ) is 2.57 times . We understand that the median mulciple

of net assets applicable to bank share transactions in the United

States since 1981 is in the region of 2.1 times . This implies that

a shortfall on the sale of the shares could be of the order of

$ 140 million which may not be fully recoverable from the shareholders .

34 Management are expecting repayments before 31 December 1989 which

should reduce this shortfall .
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Limit Excesses

35 AC 30 September 1989 the following loans had funded balances which were over

$ 25 million in excess of approved 11. 1ts .

Borrowers Name Sillion

Funded Balance at

30 September 1989

Funded

Limit Excess

Customer A

Customer E

Customer C

Customer B

Customer L

404

260

315

178

115

255

180

265

140

85

149

80

so

38

30

36 We understand that the Board is currently reviewing these limits and these

loans should be brought within their revised 1101cs before 31 December 1989 .

PROVISIONS

Specific provisions

37 The major locations which have reported as at 30 September 1989 have
provided estimates of the 1989 loan loss provision charge . These estimates

are set out in Appendix 6 and indicate a provision requirement for those

territories that have reported of $67.5 million compared with a forecast

prepared by management of $48 million . This does not include the provision

requirenents for five locations who have been unable to finalise the provision

at this stage for which management's estimates are $ 13.2 million .

38 We are also concerned about the recoverability of certain Internacional

Loans , particularly those which have not yet met interest or principal

repayaent schedules and certain risk facilities booked in Grand Cayman for
which provisions have yet to be agreed . A full list of these loans has

been provided co management and we have requested additional information in

respect of these accounts . We expect to see evidence of performance and

compliance with repaynent programmes , if we are to accept their inclusion

in the 1989 accounts without provision .

39 The auditors of National Bank of Oman have identified a significant number

of accounts which are not meeting interest or principal repayments and for

which provision nay well be required .



270

SECTION 3 : CREDIT

Country Risk

40 A summary of the Group's cross border exposure to lesser developed countries

against which provision is required is ummarised below and set out in more

detail in Appendix 4 :

Exposure at risk ( 5 million )

30 September 1989 31 December 1988

Nigeria

Phillipines

Zambia

Sudan

Others

247

30

26

20

26

261

30

29

25

26

349 371

.

Provision 100 100

In 1988 after discussions with the regulators provision for country risk

exposures was made using the Bank of England matrix as a guideline and

taking into account special circumstances relating co BCCI's exposure . The

matrix is unchanged from 31 December 1988 although a revised matrix requiring

higher provision is expected to be published by the Bank of England before

the end of the year . The exact impact on individual countries is not yet

known although the Bank has indicated to BCCI at the College neecing that

on major exposures , for example Nigeria , ' 11 expects th bank to provide at

a higher level .

42 We have undertaken preliminary calculations of the provisions at

31 December 1989 which shows an additional provision requirement of at

least $20 million in 1989 against which management expect to provide

$ 11 million . A summary of the Group's exposures together with existing

and proposed additional provisions is included in Appendix 4 .

General Provision

43
ac che last meeting of the College of Banking Supervisors , management

reaffirmed their commitment to build-up the general provision over a

period of time to at least 1 % of gross advances , as adjusted for

facilities covered by cash collateral or specific provisions .

At 31 December 1988 the general provision amounted to 0.6% . To increase

this to 1 % at 30 September 1989 would require a charge against profits
in excess of $ 35 million . Management on the other hand has indicated that

they will only increase this provision by some $ 10-12 million ( le to

0.75% ) with additional provisions in 1990/91 to reach the 12 .
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Control 1ssues

45 Whilst there has been some improvement in credit procedures we seill

note the need for more stringent controls over the Group's loan appraisal

and authorisation procedures . We have noted examples of some new

loans totalling $ 52 million where appropriate documentacion supporting

the lending is not available or where Central Credit Committee or Board

approval procedures have not been complied with .

46
We are currently assisting management in a review of the credit management

function carried out by the Cencral Credit Division .

Conclusion

47
Management have made considerable efforts to provide us with background
informacion on the nternacional Loans during 1989 which we are sci .

evaluacing . We remain concerned about the adequacy of provisions held

against accounts which are not meeting principal and interest repayment

schedules .

-9
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Results

48
The activity levels in Central Treasury have generally shown small

increases over 1988 alchough volumes still remain relatively low when

measured on a number of deals per day basis and many of the limits are

unutilised . The main features of the current year's crading have been :

a greater emphasis on the Japanese securities markets ,

particularly the Japanese equity markets . Trading in

these markets is undertaken by a newly formed ceam within

Central Treasury who work closely with Nomura and ocher large

securicies houses in order to formulate investment stracegies ;

a small increase in activity in US stocks and the associated

derivative products ;

increased activity in the foreign exchange markets ( including

futures and options ) ; .

lower activity in the US Treasury markets .

49

Whilst the trading results show a considerable improvement over last

year , the Investmenc and liquidity management results reflect the costs

to the Group of maintaining a relatively high level of liquidity .

50
Based upon our estimates of average investments / borrowings and interest

yields / costs the results of Central Treasury may be estimated as follows :

9 months to

30 September 1989

$ million

Year to

31 December 1988

Trading activity

Activities undertaken by Central

Treasury 4.2 ( 7.5 )

Externally managed funds 2.1 ( 3.7 )

6.3 ( 11.2 )

Liquidity management and investment

Net profit / ( loss ) on liquidity

management and laves creac activities ( 14.9 ) 6.9

Loks before local overheads (8.6 ) (4.3)

Local overheads

Management charge by BCC SA

( 3.6 )

( 0.5 )

( 5.9 )

( 0.5 )

Loss before intra group subsidy *
( 12.7 ) ( 10.7 )

The above figures exclude the effects of paying a 12 margin over

LIBOR on funds deposited by Group Companies , the effect of which is

estimated to be an additional cost of $ 26 million ( year to 31 December
1988 - $40 million ) . We understand that this margia has been reduced

to 12 over LIBOR from 1 October 1989 .
-In
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Accounting records

51 It should be noted that the foregoing figures are only estimates based on

average balance assumptions since the actual results of Central Treasury are

contained within the accounting records of Grand Cayman branch . Given

the organisacional structure of Central Treasury including its reporting

lines to the Treasury Committee and its integral role in the management

of the Group's liquidity , we continue to believe that it is vital that

the results of Central Treasury activities he reported separately . We

are advised chat arrangemencs have since been established for Central

Treasury to become a separace self -accounting unic by the year end .

Utilisation of funds

32 The source and utilisation of funds by Central Treasury as at 30

September 1989 may be summarised as follows :

$ million

30 September 1989 31 December 1988

Sources

Banks

Branches and affiliates

Non - banking financial institutions

Repo funds

Currency Swaps

242

3,768

450

1,097

330

330

2,887

650

719

227

5.887 4,813

Ucilisation

Due frou banks

Certificates of deposit

1,063

683

1,028

353

Total funds with banks 1,746 1,381

Due from branches , affiliates and NBFIS

Trading portfolio

Investment portfolio

Externally advised and managed funds

Currency Swaps

511

178

669

131

330

510

143

691

125

249

3,565 3,099

Funds provided to Grand Cayman for

banking and treasury activities

GNMA /FMA funding

2,129

193

1,515

199

5,887 4,813
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53 It should be noted that the results shown earlier were based only on funds

managed directly by Central Treasury and hence excluded the funds provided

to Grand Cayman and the GNMA / FNMA funding . The resulcs are theretore

based on total funds of $ 3,565 million ( 1988 - $ 3,099 million ) .

54 The investment portfolio comprises US treasury bonds and other securities

which the Group intends to hold to macuricy . Such investments are

carried at cost and any premiuos or discounts are amortised over the

period remaining to maturity . The market value of che portfolio ac 30

September 1989 was $62 million ( 31 December 1988 $ 93 million ) below

The Group continues co be exposed to significant interest rate

risk arising from those investments in long dated instruments which

were acquired in 1985/86 and continue to be funded by short term deposits ,

although there has been a reduction in the exposure .

cost .

55
The above analysis also demonstrates that the crading portfolio represents

only 5% of the $3,565 million of funds managed by Central Treasury and

hence this activity can be viewed as being totally separate from the

investment and 11quidity management activity which ucilises the majority

of excess funds placed with Central Treasury .

Risk management issues

56 In our reports to the Audit Committee in November 1988 and March 1989

we recommended that the Group should develop a formal interest rate

risk policy together with the relevant limits and interest rate gap

position , as a matter of priority .

5
7

We understand that Central Treasury has recently purchased an asset and

liability management software system " Sendaro " which , once operational ,

will be used as a 11mic syster for managing interest rate risk . However

until such time as the system is implemented the Group remains exposed
to interest rate risk .

Reorganisation of the Group Treasury function

58 Throughout 1989 , the Group has been developing a strategy for the

reorganisation of the Group Treasury function and in connection with

this two papers have been submitted to the Bank of England giving

details of the proposed new structure . The initial paper dated June

1989 set out a structure based on three ' flagship ' dealing rooms to be

located in London , New York and Tokyo . The first step in this strategy

1s to enhance the capability of the existing London dealing coon .

59

60

The second paper dated September 1989 added a fourth flagship dealing

coon to be located in Abu Dhabi and gave further high level comments on

aspects of the enhancerent of the existing London dealing roon .

Whilst these papers evidence a certain amount of progress towards the

restructuring of the Group Treasury function , progress continues to be

slow with certain elements of the strategy scil1 awaicing approval from

' regulatory authorities . No implemencation dale can be reliably predicted

at present for other parts of the new strategy beyond the UK upgrading

already in hand .

-12
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61 It should be noted that in connection with the above approximately

$ 250 million of surplus funds generaced by the UK region and previously

managed by the exiscing Central Treasury are now managed by the UK

region themselves via their London dealing room . The majoricy of chese

funds are placed on overnight deposit .

6
2

The bank held a meeting with the Bank of England in October 1989 al

which 10 discussed its programme for setting up a UK Treasury operation

and in particular whether the Bank of England would permic BCCI CO

" pool" 108 group funds or merely restrict operations to UK originated

funds .

Other Treasury Operations

63

BCC ( Emirates )

Losses of approximately $ 1.2 million have been incurred in trading

options" and fucures contracce . We understand that management intend

co prohibit any new overnight positions from being taken .

UK Region

64
UK region have one interest rate swap with Hammersmith Borough Council .

On 1 November 1989 the UK courts declared illegal all swaps entered

into by Hammersmith . It appears likely at present that this decision

will be challenged in a higher court . The replacement of this swap

would currently cost approximately $0.6 million . In addition $0.2

million of accrued interest has also been credited to the profic and
loss account .

-13
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65 The capical fund shown by the unaudited accounts at 30 September 1989

amounted to $ 1,513 million , an increase of $ 96 milllun since 31 December

1988 made up as follows :

Smillion

30 Sept 31 Dec

1989
1988 Change

Share Capital

Reserves

745

197

726

160

19

37

Subordinated capital notes

Outside shareholders interests

942

437

134

886

412

119

*
*

1
1

1,513 1,417

66 There was an increase in capital of $ 100 million in April 1989 which

largely accounts for the change since 31 December 1988 .

67 Included within the caption of subordinated capital notes are Convertible

Capital Noces of $ 330 million which mature on 30 June 1991 unless
converted into Ordinary shares before then at $40 per share . In the

current circumstances we believe there must be some doubt that the

conversion will take place .

Transactions with shareholders

68 Based upon Information provided by major locations , loans to and

deposits from shareholders at 30 September 1989 and 31 December 1988

are set out below :

Ś million

30 Sepcember 1989 31 December 1988

Loans 1,146 1,137

Deposits 836 1,212

69
As noted in our previous report ICIC has provided loans to shareholders ,

including ICIC Foundation and ICIC Staff Benefit Fund , secured on BCCI

ghareg .
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Capital Adequacy

70
Infornacion on the capical assets ratio ac 30 September cogecher with

the risk adjusted capital ratio at that date is set out below :

$ million

30 September 1989 31 December 1988

Total Assety 21,503 20,637

Capital Fund 1,513 1,417

Approxiaate risk adjusted

agsets 14,800 14,400

Approximace adjusced capical 1,270 1,312

30 September 1989
31 December 1988*

Capical/Total assets 7.07 7.4%

Capical/R18k adjusted assets **
8.Sz 9. IZ

adjusted for increase in capital of $ 100 million in April 1989 .

** The capital / risk adjusted assets ratios would be 10.1 % and 10.2%

respectively on the basis that che capital notes maturing in 1991

are converted into equicy capital .
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Income statement charge

71
The tax charge for the period is high because :

.

No tax relief is available on losses of $ 12 million and $ 39 million

arising in BCCI Holdings and che Grand Cayman branch of BCCI ( Overseas )

respectively .

The group continues to earn significant profits in high tax areas such

as Pakistan , India , Bangladesh and Zambia .

Enquisy by UK Inland Revenue

72 The Inland Revenue Special Investigation Section enquiry has continued

to progress slowly alchough we understand that on the bank's part

all requested information has been provided . It now seems unlikely

that the outstanding queries will have been resolved before the accounts

for the year are required to be finalised although management have

expressed their intention to try to reach agreement as soon as possible

and accordingly has sought a direct meeting with the Inland Revenue .
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US Litigation

73 The bank's defence lawyers have informed us that the Florida trial is

expected co begin on 15 January 1990 and last for three co six months .

The lawyers will attempt to come to a pre - trial settlement with the

prosecution , but the lawyers do noc expect the prosecution to be amenable .

As such there is now a real prospect of a crial .

Compliance Issues

74 As a result of inspeccions carried out by Federal and State Regulators

in the USA at the end of 1988 the bank signed in June 1989 Memoranda of

Understanding ( "MOU " ) with the Federal Reserve Bank under which it

agreed to :

Desiat fron violating the Bank Secrecy Act ( " BSA " ) and related

regulations

Develop policies and procedures to cover :

BSA compliance

.

Decection of suspicious activity related to the flow of funds and

acceptance of deposits

Establishment and evaluation of loan loss reserves

Strengthening lacernal controls

Prepare and submit progress reports detailing the action taken in respect

of the foregoing .

75 The bank has made great efforts to comply with the MOU particularly in

developing the policies and procedures manuals , with assistance from Price

Waterhouse US , which have been submitted before the due dates .

76
la response to the MOU the US Agencies have undertaken to accept funds

from overseas locations of BCCI only when there is a clear indication

of the source of those funds and a form is completed by the transferor

with details . We understand that there has been a noticeable drop in

the funds transferred from other BCCI locations to the US agencies

because of this onerous requirement to obtain the necessary il

from their custovers . Most of their US dollar transactions formerly

with the US agencies are being routed co third party banks . Management

are investigating this matter to satisfy themselves that there is

nothing untoward in such transaccions .
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77 Wilst che Pederal Regulators have yet to formally endorse the manuals

the bank has started implementing the revised procedures to demonstrace

compliance with best banking practice in the US . It is ancicipated

that the manuals will be adapced and implemented in other countries in

due course .

78
Pederal Regulators commenced inspeccions at each of the US Agencies on

23 October 1989 , the results of these inspections are yet to be determined .

Due Diligence Reviews

79 The programme of due diligence reviews which started earlier in the year

has continued at the locations which are the subject of the indictment

and is being extended to Cayman , Hong Kong , Gibraltar and the Isle of

Man . Reviews are also to be conducted in Canada and Spain .

result of the reviews a number of suspicious accounts have been reported

to the authorities and other accounts have been closed .

As a

Internal Controls Group

80
We are pleased to acknowledge the formation of a special group responsible

for the implementation of internal control recommendations , within the

Central Audit Division , the ' Internal Controls Group ' , and we look

forward to working closely with chis group in achieving the required

internal control improvements throughout che bank .

81 The Internal Controls Group are concentrating their inicial efforts on

the three major units - Hong Kong , Kenya and Cayman highlighted in 1988

as having major 18sues yet to be resolved . Our local auditors in Kenya

have been pleased to note very significant improvements in controls and

those in Hong Kong also noted some improvements .

Internal Controls review

82
Despite the many improvements at operating unit level we would emphasise

that several of the major matters arising from our review of internal

controls during 1988 had Group wide applicability and will require

central management direction and commitment to change if the required

level of improvement is to be realised . This is especially so in

relation to management structure , credit , treasury and systems. We

recognise that there now appears to be significant management connicment

co laprovement of controls and appreciate it will take time to implement

fully .
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Computer sydens

83
Computer audie specialists from our central audit team have continued

to review centrally , updates to the Falcon , Mini Falcon and Autodeal

systems which are utilised by operating units . Our reviews confirmed

that these systems continue to provide reasonable controls over the

authorisation , accuracy and completeness of data . We are pleased to

report that reconnendations co address control weaknesses identified in

che course of our reviews have generally been addressed by the bank .

There remain , however , two major outstanding areas :

disaster recovery and back-up procedures . The bank is seriously

exposed as a result of the absence of alternative computer facilities ,

and a detailed plan which could be implemented in the event of a

major loss of facilities .

daca transmissions between locations are not encrypted which could

result in confidential data being read by unauthorised individuals .

Management have informed us that they are considering the installation

of modems with encryption facilities .
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AUDIT SCOPE

As wich last year , the 1989 audit of BCCI Holdings ( Luxembourg ) sa has

been conducted under the supervision of pareners and staff from Price

Waterhouse London .

We have continued with our practice adopced last year of grouping

reporting units into three categories for the purpose of speciiying the

level of audit work for Group reporting purposes at each operating unit . 1

Number of locations

Type 1 :

1

Full scope audit with defined materiality
limits

Limited audit

Statutory /Regulatory audic

Type 2 :

Type 3 :

25

27

20
1

72

Instructions to local auditors

Detailed audit instructions were issued to local auditors for the audits of

locations specified as Type 1 or Type 2 audit scopes .

Type 1 : Pull scope audic with defined materiality limits

Local auditors were required to carry out an interim audic visit and report

to Price Waterhouse London by end October 1989 on their operating units :

( 1 ) Credit facilities as at 30 September 1989

( 2 ) Syscem of accounting and internal control with specific emphasis this year

on the status of implementation of previous years external auditors '

recommendations for improvement ,

The local auditors are required to report to us by end January 1990 on their

operating unit's results for the year ending 31 December 1989 . The

materiality limits we have advised to them when considering possible

adjustments to the group results are as follows :

Adjustaents affecting asset and liability

reclassificacions $ 5,000,000

Adjustments affecting income and expenditure

reclassificacions $ 500,000

Adjustments in aggregace affecting profit after taxation $250,000
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AUDIT SCOPE

Type 2 : Limited audic

local audicors are required to carry out specified procedures co enable

them to report co us by end January 1990 . The specified procedures they are

required to carry out in respect of their operating units are as follows :

( 1 ) An analytical review of the financial position at 31 December 1989 and che

resulcs for the year .

( 2 )

§@@@

A review of the accounting policies adopted in the preparation of the

accouncing statenents to identify and quantify any deviations from group

policies .

( 3 ) A review of the recoverability of credit facilicies .

( 4 ) A review of specific elements of the system of accounting and internal

control with specific emphasis on the status of implementation of previous

years external auditors ' recommendations for improvement .

In reporting to us , the local auditors of Type 2 locations need only consider

potential adjustments within the materiality 11mics specified for Type 1
locacions .

Type 3 : Statucory/Regulacory audit

No group audit requirement has been specified for audicors of Type

3 locations although local auditors have been requested to advise us of any

significant matters which they feel should be brought to our attention .

Central audit team

In addition co the audic work at operating unit level we have also specified

that certain audic work and co - ordination responsibilities be carried out

by the central audit team based in Price Waterhouse London .

The responsibilities of the central audit team comprise , inter alia :

a review of major International Loan facilities operated on a Group

wide basis ;

. an audit of the central treasury operations in Abu Dhabi which form

part of the resulcs of BCCI ( Overseas ) - Grand Cayman ;

an audit of the consolidated financial statements of BCCI ( Holdings )

including the aggregation of the individual branches of BCCI SA and

BCCI ( Overseas ) ;

.

a ceview of the computer systems developed centrally but operated

locally .
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Overseas visily

In order to obtain first land a current understanding of the operations and

local economic environment staff from the central audit team and other

Price Waterhouse offices have visiled or are due to visit certain countries

and uperacing units as follows :

Grand Cayman

Cameroon

Djibouti

Egypt

Hong Kong

Kenya

Nigeria

Pakistan

Sudan

Thailand

USA
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UNAUDITED RESULTS FOR THE 9 MONTHS ENDED 30 SEPTEMBER 1989

Consolidated Statement of Earnings

S million

Unaudited

9 months ended

30 September 1989

Audited

Year ended

31 December 1988

Interest income

Interest expense

1,558

( 1,293 )

1,892

( 1,493 )

Net interest income

Other operating income

265

312

399

377

Total income

Operatiаg expenses

577

( 427 )

776

( 584 )

NO operating profil

Loan loss provision

150

( 70 )

192

( 145 )

Profit before taxation

Taxation

80

( 57 )

47

( 74 )

Profit/ ( loss ) after taxation

Minority interests

23

( 14 )

( 27 )

( 22 )

Profit/ ( loss ) attributable to

shareholders 1
1

( 49 )

Movements on reserves

110

9

56

207

( 49 )

Balance brought forward

Profit/ ( 1018 ) for period

Premiya oq 18sue of shares

Exchange translation and

other reserve movements

Appropriations

( 27 ) ( 36 )

( 12 )

• Balance carried forward 148 110
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INTERIM REPORT ON RESULTS AND OPERATIONS

Unaudited Consolidated Statement of Condition ac 30 September 1989

Unaudited

30 September 1989

$ million

dud iled

31 December 1988

ASSETS

Cash and due frou banks

Certificates of Deposit

Investment in securities

Loans and advances ( net )

Accrued interest

Investment in affiliates

Property and equipment

Other 868 eta

6,467

1,756

2,197

10,142

372

63

248

258

5,960

1,595

2,241

9,838

383

65

255

300

TOTAL ASSETS 21,503 20,637

LIABILITIES

Demand deposits

Savings and time deposits

Due to banks

Floating rate notes

Accrued interest

3,042

13,298

2,891

22

311

3,137

12,524

2,827

43

284

Provision for taxes

Other liabilities

19,564

70

356

18,815

66

339

TOTAL LIABILITIES 19,990 19,220

CAPITAL FUND

losued and paid up shares

Legal reserves

Retained earnings and

other reserves

745

49

726

SO

148 110

Shareholders ' equity

Subordinated capital aotes

Minority interests

942

437

134

886

412

119

1,513 1,417

CAPITAL PUND AND TOTAL LIABILITIES 21,503 20,637
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S'000

Profic /

( Loss )

After TaxTax

10,275

3,263

3,336

706

( 38,885 )

5,292

2,130

1,797

742

2 , 286

1,254

996

1,929

11,993

1,805

1,832

300

7,634

29,151 ( 10,466 )

1,335

-

5,341

( 4,299 )

2,083

BCCI HOLDINGS ( LUXEMBOURG ) SA

INTERIM REPORT ON RESULTS AND OPERATIONS

UNAUDITED RESULTS FOR THE 9 MONTHS ENDED 30 SEPTEMBER 1989

Operating

Profit

Estimated

Loan Loss

Provision

Profit /

( Loss )

Before TaxLocacion

BCCI ( Overseas )

Grand Cayman

Pakistan

Bangladesh

India

Turkey

Panana

Jamaica

Sudan

Florida

Others

( 27,885 )

11,067

5,793

6,633

2,448

3,286

3,059

3,128

3,229

23,427

11,000

1,500

400

1,500

1,000

1,000

( 38,885 )

15,567

5,393

5,133

1,448

2,286

3,059

2,828

2 , 229

19,627

300

1,000

3,800

Total Overseas 40,185 21 , 500 18,685

BCCI SA

UAE

UK

Jordan

Luxeabourg

Los Angeles

Others

12,676

5,701

4,683

3,363

( 1,021 )

9,752

6,000

10,000

600

2,700 ,

100

2,600

6,676

( 4,299 )

4,083

663

( 1,121 )

7,252

2,000

274

30

3,161

389

( 1,151 )

4,091

Total SA 35,154 22,000 13,254 6,800 6,454

SUBSIDIARIES &

ATILIATES

UAE

Hong Kong

Caneroon

Egypt

Zaabia

Oman

Canada .

Nigeria

Others

11,263

13,007

8,598

1,778

6,285

6,809

3,190

8,069

9,512

4,000

5,000

1,700

2,600

250

4,000

300

1,200

7,450

7,263

8,007

6,898

5,178

6,035

2,809

2,890

6,869

1,962

1,320

2,621

1,031

3,108

655

1,367

3 , 160

7,787

7,263

6,687

4,277

4,147

2,927

2,154

1,523

3,709

( 5,825 )

Total Subsidiaries

and Affiliates 74,511 26,500 47,911 21,049 26,862

GROUP TOTAL 149,850 70,000 79,850 57.000 22,850
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BCCI HOLDINGS ( LUXEMBOURG ) SA

COUNTRY RISK PROVISIONS AT 30 SEPTEMBER 1989

NOTES

1 Nigeria

Interest has been received since December 1987 when the refinancing

agreement was signed . A new schedule for repayment of capital on the

nain CBN exposure was signed in March 1989 . Capital repayments have

followed that schedule wich repayments of $ 7.8m being received by 30

Septenber 1989 . If repayments concinue then at current exchange rates

the year end balances will be $ 210.20 . A further reduction in the

dollar equivalent exposure has resulted from exchange race movements in

the period .

The effective rate of provision has increased from 27 % co 29.5% . This

sun 19 satisfactory in relation to the current matrix , however , more

prudenc' provision at say 35% for all Nigerian exposure ac risk would

require an additional provision in 1989 of silm ( ac 40 % , an addicional

provision of $22 million would be required) .

Comercial exposure has had no significant change . If anything a slight

reduction due to some improvement in security . Interest continues to

be paid on promissory notes held as security . The net exposure is

already provided at 35% .

2 Philippines

Repayneat of capital is not due for several years . Up to date information

on the status of the loan to the Central Bank has not been received ,

however , no deterioration is anticipated . Level of provision remains

satisfactory whilst being at the lower ead of range indicated by the

natrix . Talks on a more radical plan , like for Mexico , suggests

provision nay need to be raised to 35% by the end of the year .

3 Zabia

Repayments of $ 750,000 per month have continued . Ac 30 September 1989

ten instalaents had been received since October 1988 with a further

instalaent received on 9 November 1989 . Interest rates of 9%-11 %

have conclaued to be charged to the account .

The current effective rate of provision , 25% is very low by matrix

standards , however , at 31 December 1988 while repayments were being

effected it was accepted that BCCI's special relationship berited some

recogaition but with one repayment now late and the liklihood of lacreased

matrix scores , higher provisions of .30% uay be more realistic resulting

in additional provisioa of $2.4 million . ( Provision at the race of say 40%

would require an addicional amount of $4.8 million) .

The exposure to the Zaabia 011 Project has remained unchanged . Provision

at 75% 18 recomended . A new short tera exposure of $5o has arisen in

UK Region and this is expected to be cepaid by 31 December, 1989 .
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BCCI HOLDINGS ( LUXEMBOURG ) SA

COUNTRY RISK PROVISIONS AT 30 SEPTEMBER 1989

NOTES

Sudan

The UK exposure which is a current account of the Bank of Sudan fluctuated

between $ 14 million and $20 million during the period . Provision is

currently held at the rate of 50% of the haid core element . Wich no

signs of improvement in Sudaa's general economic state a provision of
75% against the estimated $ 16.5 million hardcore element should be

made .

The $4.9 milllon Hajj loan was converted into local capital for the

Sudan operations in October 1989 . It would be prudent to retain some

of the $3.2 million provision to cover the risk on other exposures .

S Irag

The Iraq exposure of $ 11.8 1111on is now part of a correspondent bank

line with Rafidian Bank which we are informed is now operational with

active letters of credit ,

In accordance with the agreement reached between BCCI and Rafidian Bank

early in 1989 Interest up to 31 March 1989 of $2.1 million was paid .
Capital repayments were not due to commence until I October 1989 .

however , this payment has not been received yet . Management represent
that there is no conclusive evidence that the agreement will not be

honoured . AC 30 September 1989 , therefore , the provision made in

1988 is considered low and should be raised to 30% although this is

still at the lower end of the Bank of England range .

6 Mexico

The recent internacional discussions on Mexican debt under the Brady

plan indicate that a discount of 35% on outstanding debt is perhaps

more appropriate than that determined by the natrix at 31 December

1988 . It provision 18 raised to 35% , the additional provision required

in 1989 is $ 1.0 million . Purther loformation on BCCI's debt is required

before the direct impact of the Brady plan can be identified ,

7 Cuba

Interest , at races of 12%-14% , continue to be rolled up on the Bank of

Cube exposure . Total interest in the nine aonths is approximately

$ 230,000 . We believe interest should be suspended . Movement in exchange

rates have maintained the balance at a similar dollár equivalent to 31

December 1988. Effective rate of provision alaost 30% . Evidence from

sone other banks indicates provisions of 75% .

Sierra Leona

Provision ac 25% however , additional exposure identified in UK Region .

Evidence from other banks scoring of the aatrix suggests a 60 % provision

would be more appropriate .
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BCCI HOLDINGS ( LUXEMBOURG ) SA

COUNTRY RISK PROVISIONS AT 30 SEPTEMBER 1989

NOTES

9 Ivory Coast

Sovereign exposure not identified last year . Scoring of che matrix and

indications from other banks suggests provision of 75% is appropriace .

However , more information required on this advance at the year end .

10 Panama

Small sovereign exposure . Evidence from other banks suggests a provision

of 50% would be recomaended .
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BCCI HOLDINGS (LUXEMBOURG ) SA

INTERIM REPORT ON RESULTS AND OPERATIONS

FUNDED FACILITIES OVER $ 50 MILLION AT 30 SEPTEMBER 1989

30 Septeaber 1989

$ aillion

31 December 1988

$ million

GNMA'S

Customer A

Customer C

Cusconer E

Custonar a

Customer I

Customer B

Customer G

Customer D

Custo e L

Customer K

Customer T

Custooer N

Customer 1

Customer M

Customer 0

Customer P

Customer Z

Customer V

Customer Y

Cuotouer X

Customer R

427

404

315

260

217

187

179

150

139

117

117

109

106

102

98

91

65

57

SS

S5

34

53

436

349

293

194

226

186

145

136

219

90

101

39

84

112

ផ៖រង,ដីទ។ី
127

3,357 3,018
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BCCI HOLDINGS ( LUXEMBOURG ) SA

INTERIM REPORT ON RESULTS AND OPERATIONS

PROVISIONS BY LOCATION

$ millions

Estimaced

charge

reported by

local auditors

Estimated

charge

prepared by

Management

Major Locations

10.0

6.3

2.1

0.2

7.0

6.3

.1.6

0.4
i

0.5

1.5

UAE - Branches

UK

Luxembourg

New York

Japan

San Prancisco

India

Kenya

Pakistan

Sri Lanka

Turkey

Plorida

Panama

Cameroon

Hong Kong

Spain

Egypt

Evirates

Bangladesh

0.3

3.1

( 0.1 )

2.0

1.0

3.7

1.8

7.8

1.7

9.2

2.9

4.7

9.4

1.4

2.0

1.0

3.3

2.2

3.3

1.7

6.5

3.2

2.9

3.9

0.7
1

67.5 48.0

-

Major Locations yet to report

Colombia

France

Grand Cayman

NBO

Nigeria

Internacional Loans

1.5

0.7

5.0

4.8

1.2

7.5
Other locations

68.7

Specific provisions not yet allocated

Country risk

General and roundings

10.0

11.0

10.3

100.0
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BCCI HOLDINGS ( LUXEMBOURG ) SA

INTERIM REPORT ON RESULTS AND OPERATIONS

EXECUTIVE SUMMARY OF SELECTED INTERNATIONAL LOANS

Customer A

$ million 30 September

1989

31 December

1988

Funded gross exposure
404.0 349.0

( 1 ) Background

BCCI have had a business relacionship with this Pakistan Shipping Group and

Ito ownero , for some 10 years . The facilities are drawndown to

provide working capital and co finance the purchase of ships .

(2)

Security

Security , at values attributed by management , comprises :

30 September 1989

$ ' million

Cash deposits /US bonds

Ships

Stocks

Freight receivables

Documents of ticle to goods under

letters of credit

32.6

35.5

97.7

137.4

54.7

357.9

Sharu ( ia parent company )
382.7

The pledged security of shares in the parent company of the borrower

may be difficult to enforce in practice owing to the possible presence

of prior charges on the assets of the underlying operating entities and

may include some double counting in respect of the other security

noted above . We also believe that there may be difficulties in

eaforcing the stocks and freight receivables security and therefore ,

we cannot agree on the values attributed by management .

( 3 ) Development . 1a 1989

During 1989 $35 million has been received in respect of prior year

interest aad charges . There have been further drawdowns of $ 19

million and paymencs against documents of $ 13 million . Interest and

charges for the period to 30 September 1989 have amounted to $58 atllion .

An additional $ 13 million repaymenc was received in October and further

repayments of $40 million $ 50 million are expected around the end

of the year .

The Bank is proposing co negotiate an agreement wich chis cus toner to

provide a revolving facility for about 25% of their funding and have

the balance included as a term loan with a fixed repaynent programme

over 7-8 years .
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BCCI HOLDINGS ( LUXEMBOURG ) SA

EXECUTIVE SUMMARY OF SELECTED INTERNATIONAL LOANS

Customer C

$ million 30 September

1989

31 December

1988

Non CCAX related 197.4 188.2

CCAH related 117.2 105.0

( 1 ) Background

The borrower is a Middle Eastern businessman . He has several business

Laterests including banking , construccion and engineering .

( 2 ) Security ( aon CCAH )

• $57.5 aillion deposits .

$ 34.0 aillion properties in Saudi Arabia ( not formally charged ) .

( 3 ) Developucats la 1989

A repayaent programe has been agreed and signed . $ 18 million was

received in October 1989 and 10 is anticipated that the 31 December
1989 balance will be the same as at 31 December 1988 with a further

significant repayment in early 1990 . The account should show a net

decrease of $24 million by the end of 1990 .
.
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BCCI HOLDINGS ( LUXEMBOURG ) SA

EXECUTIVE SUMMAR OF SELECTE INTERNATIONAL LOANS

Customer E

$ million 30 September

1989

31 December

1988

Funded gross exposure 260.1 194.3

( 1 ) Background

Saudi Arabian encrepreneur wich Middle Eastern , US bank and Argencinian

business connections . During 1987 he sold the National Bank of Georgia

to CCAH .

( 2 ) Security

Shares in Independence Bank/Centrust Savings Bank .

.

Deposits

Shares in Eurotunnel .

( 3 ) Developaents in 1989

Although no formal repayment schedule has been signed management have

notified us of the following :

$ 18 million received in October 1989 .

$ 5 million expected la November 1989 .

$35 million expected in December 1989 / January 1990 .
.
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BCCI HOLDINGS ( LUXEMBOURG ) SA

EXECUTIVE SUMMARY OF SELECTED INTERNATIONAL LOANS

Customer F

$ ' million 30 Sepcember

1989

31 December

1988

Funded exposure 187.5 186.4

( 1 ) Background

Custoaer F is the Governaent of Middle Eastern State . Approximately

$ 153 aillion relates to a loan for a stean power plant which was rescheduled

in 1987 . The balance of the account is an overdraft which is not yet

covered by a repayment agreenent .

( 2 ) Security

$ 153 million 16 covered by pooc - dated cheques .

( 3 ) Developments in 1989

The second and third quarter instalments due in 1989 have not been met and

management have advised us that they are to meet with the customer shortly to

discuss this .
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Senator KERRY. Document No. 2 is a letter or a memorandum

referencing the task force as a consequence of a meeting that you

had with the partners of Price Waterhouse and summarizing the

events of 1990 during which time you set out the goals of yourtask

force, the investigative task force, in order to try to determine

what had happened in BCCI.

[The information referred to follows:)



299

( PER PW )

31

BCCI

TERMS OF REFERENCE FOR TASK FORCE

The task force has been set up to perform an independent review of

certain problem accounts and areas identified by Price Waterhouse .

x The objective of the review should be to :

( 1 ) Ensure all facts , files and documents about problem accounts / areas are
out in the open , and available to PW .

( 2 ) Address the concerns raised in auditors briefing notes .

( 3 ) Determine extent of problem areas .

(14 )
Obtain missing documentation .

15 ) Obtain independent evidence to support representations made by
management .

co ) Conclude on nature of underlying arrangements

genuiness of transaction / balances

recoverability

provision requirements.

r17 ) Report to SN and auditors .

The review will involve , inter alia ;

independent review of the nature of the shareholders '

arrangements and beneficial ownership of ccall together with an

assessment of the underlying value of the shares and divestment

plans .

r independent investigation of arrangements and relationships

between BCCI and Gulf Group , and offshore accounts , together with

an assessment of financial standing .

investigation of suspicious transactions particularly in Bal in ;

and other transactions without adequate supporting documentation .

realistic assessment of recoverability and provision requirements

of above accounts , and those booked in the names of ' Sh Khalid Bin

Mahfouz and Sh Mohammed Bin Rashid Al Maktoum .

The task force in conjunction with PW's representatives will have

access to all the bank's customer files and all employees. All

employees will be required to give full and frank explanations . .

The task force will have the ability to request the assistance of any.

senior members of the bank's staff , including the Executive Committee .

O
t
o

The ' official story of the task force is to investigate and reconcile

apparent wide differences in provision requirements , including

Sovereign Risk , between management and the auditors.
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Page 2

The task force will be provided with Price Waterhouse executive

summaries of the international loans concerned , and will work closely

with Price Waterhouse personnel , including periodic progress meetings .

The task force will review its brief and background information , and

perform preliminary enquiries to establish the following by Monday
19 March :

( 1 ) How much progress it can realistically expect to make by Sunday 25_
March ?

42 ) How much time it realistically requires to complete assignment in the

knowledge that BCCI's accounts cannot be finalised until it has

completed its task to Price Waterhouse's satisfaction .

1
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Senator KERRY. Document No. 3 is a private and confidential

report by Price Waterhouse dated 14 March 1990, which was sub

mitted to BCCI, which was an update audit, which began to show

some of the problems that were taking place in BCCI.

The information referred to follows:
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STRICTLY PRIVATE AND CONFIDENTIAL

BCCI HOLDINGS (LUXEMBOURG ) SA

INTERNATIONAL LOANS AND ADVANCES

BRIEFING NOTE FOR INDEPENDENT

TASK FORCE

14 MARCH 1990

STRICTLY PRIVATE AND CONFIDENTIAL

This document contains briefing material for the independent task force

Ill appointed by the Chief Executive of BCCIHoldings( Luxembourg) SA to
investigate and report on certain international loan facilities .

This document is in two parts :

APPENDIX 1
Summary of Selected International Loans

APPENDIX 2
Additional Background Information and

Correspondence .

Price Waterhouse
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BCCI HOLDINGS ( LUXEMBOURG ) SA APPENDIX 1

SUMMARY OF SELECTED INTERNATIONAL LOANS

1 ( 1 ) CCAH

1 ( 2 ) Sh Kamal Adham

1 ( 3 ) AR Khalil

1 ( 4 ) Gulf Group

1 ( 5 ) Offshore companies

1 ( 6 ) Mahfouz Family

1 ( 7 ) Sh Mohammed Bin Rashid Al Maktoum
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SUMMARY OF SELECTED INTERNATIONAL LOANS

Lending secured on shares in CCAH

31 December

1989

30 September

1989

31 December

1987 19861988

$ million

Funded facilities :

124

52

71

52

1. Ruler of Fujeirah

2. Ruler of Ajman

3. Faisal Al Fulaij

4. Sh Ali Mohammed Shorafa

SAR Khalil

6. Sayed Javhary

7. Sh Kamal Adham

8. Midgulf Trading

Rubstone Trading

186

86

113

123

120-9
5

105-40

44

179

84

106

116

121

5

117

43

14

147

73

86

92

111

6

105

38

12

102

41

61

48

8389

2

78 44

(Hamoud? ) 15:54

.

1u-797
$225

785 670 468 379

of
(Acrfi

20 20ere CCAH Debenture

CCAH Rights Issue
39 52

1
838

856 857 690 468 379

Un funded facilities :

Ruler of Fujeirah 175 175 175 175 175

1

-

Income earned on the

accounts 134 91

|

Background

cCall was established in 1977/78 as an acquisition vehicle . In August 1982
it acquired First American Bank shares which in turn acquired National

Bank of Georgia in 1987 .

BCCI has provided loan facilities to shareholders of CCAH secured on
their shares since 1984 .

New loans have been provided to enable the shareholders to take up rights

issues and other additional drawdowns have been provided with the backing

of the CCAH shares given as security .

(BCCI act as advisers to the shareholders of cCall and are currently

providing advice to them on liquidating part or all of their investment .
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SUMMARY OF SELECTED INTERNATIONAL LOANS

116377

Security

Cat 31 December 1989 the bank held approximately 106,400 CCAH /shares as

security for this lending with a net asset value of $2,868 per share

based on the unaudited financial statenents at 30 June 1989..

The realisable value of this security at 31 December 1989 cannot be fully

determined until the 1989 financial statements of ccaH are available .

Nonetheless the security is likely to have a value in the range of_ $620

million to $ 720 million .

Ene the bank hold the
pledging arrangements for the shares are informal

share certificates and signed blank transfor nousla aprenent lige formi
of attorney and the number of shares pledged by some borrowers have

changed from year to year . Certain cross pledges also exist whereby one

borrower's shares are pledged against another's loans . Bank 'officials

have represented that as the shares are subject to blank transfer forms

and power of attorney they can be applied against exposures of other

borrowers at will .

In the past bank Cofficials have represented that they hold all the CCAH

shares and not simply those pledged , although this year this has been

denied .

The bank'srecords of total shareholdings suggest that the shareholders

in the main hold more shares in CCAH than they have pledged to the bank y
but this is inconsistent with the arrangements noted above.

lo
s
s

Concerns

(3)

( 1 ) Absence of critical information

Promissory notes have only been provided for $ 270 million of the total

loans outstanding .

Loan agreements have not been drawn up 'or signed for many of the loan's .

The files maintained by the bank are sparse and do not in our view

support the level of lending . There is a general lack of third party

evidence or customer acknowledgement.

No evidence has been provided to support the beneficial ownership of
Midgulf Trading or Rubstone Trading , despite management agreement to do

so .

(Drawdowns in 1989 ( totalling $42 million ) have not been supported by

written requests from the customers . Two of these drawdowns were routed

to the same account at NCB ; and the bank represent that they took verbal

instructions from only one customer in this instance .

Syrsin

-2
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SUMMARY OF SELECTED INTERNATIONAL LOANS

(2 ) Control of facility within limits

LimitsThere has been no real control of these facilities within limits .

have generally been increased on an annual basis to allow for the

application of interest and new drawdowns .

( 3 ) Irregularities in approval procedures
r

New drawdowns in 1989 of $ 35 million were not approved by the Board

before disbursement .

The cca : debenture of $ 20 million was extended through CFC and therefore

has not had BCCI Board approval .

The advances in respect of the 1989 rights issue ie share subscription

account have not been submitted to the Central Credit Committee or the

Board because they are not regarded as advances until they are allocated

to particular borrowers .

Reliability of management representations llra)

At the Audit Committee meeting in November 1988 managemeny informed us

that :

each of the ccaH accounts is carefully monitored and that attempts

are being made to reduce the outstandings .

there have been excesses over the CCAH limits but this practice will

be discontinued .

( These representations have not been met . New drawdowns have been allowed

and limits have been exceeded .

lin
In March 1989- management represented that the group's exposure to CCAH

would be reduced and that they were discussing ways of effecting this

with the customers concerned . They confirmed that each of the borrowers

would individually make good any shortfall from their own resources .

' In fact the outstanding balance at December 1989 is $ 150 million greater

than that a year previously ; and two borrowers have rejected their loan
commitments .

( In August 1989 management Informed us that the 1988 and 1989 interest
would be collected , assuming the loans were not repaid by means of a

disposal . This would have required additional cash_receipts of almost

$ 200 million which has not occurred .

-3
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SUMMARY OF SELECTED INTERNATIONAL LOANS

At the Audit Committee meeting in November 1989 we were informed that :

$ 25 million would be received on CCAH accounts in November or

December

a substantial amounç of interest and the short term advances would

be recovered before finalising the 1989 BCCI accounts .

Since that meeting we are only avare of $5.5 million being received in

respect of CCAH facilities .

( 5 ) Evidence of recoverability

The lack of evidence to support the terms of this lending and the recent

drawdowns make it difficult to determine recoverability .

Interest has not been serviced and the overall exposure has increased
significantly in the last few years . There is no evidence to suggest

that any of these accounts will be repaid or reduced , except to the

extent that the bank are able to sell the CCAH shares held under power of
attorney

We have requested the borrowers to confirm to us that :

di) The outstanding balance at 30 September 1989 was correctly
stated .

( ii ) They had pledged their shares in Çcal as security for the

lending and where appropriate they had cross pledged their

shares as security for other borrowers .

Lliii ) They had instructed the bank to act on their behalf in

negotiating the sale of the Ccah shares .

(iv ) They would make up any shortfall between their lending

secured on CCAH shares and the value ultimately realised on

the sale of these shares .

We have had four positive responses Two borrowers have refused to

accept these terms , two borrowers have yet to reply and one borrower has

not yet been circularised , because the bank have ceased contact with him

( A R Khalil ) .

( The borrowers who have not accepted the lending or who have not replied

to the confirmation request , and the one not yet circularised , cause us

significant concern and call into question the ultimate recoverability of

their outstandings .

Whilst ccal is valuable security , as noted above there is likely to be a

considerable shortfall, and in any event disposal is unlikely to be

achieved easily .

-47
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Other Concerns

(6)

Management have represented that Midgulf and Rubstone, whose loans are

secured by shares beneficially owned by M M Hammoud, are not owned by M M

Hammoud , yet the audit confirmations have been signed by a person at one

time represented to be Mr Hammoud's, representative .

( No audit confirmation was received from the Ruler of Ajman in 1986 , 1987
or 1988 . A R Khalil has not confirmed since 1985. Confirmations were

not received from Midgulf and Rubstone in 1988 .

The charges levied by BCCI are substantial and there are no agreements
with the borrowers on the basis of charging .

There is no evidence that the CCAH shareholders , individually or

collectively , agreed to take up their allocations under the July 1989

Rights issue , yet BCCI granted short - term loans of $ 50 million and

remitted this to ccaH . The rights issue shares have yet to be allocated

between shareholders , although the provisional allocation shows all

allocations in accordance with purported ownership , except that the

shares of Sh Khalid Bin Mahfouz and A R Khalil have been allocated to

Rubstone .

Repayments of $1.5 million each , received without documentation , for the

Ruler of Fujeirah and the Ruler of Ajman in April 1989 were not allocated

to the customer accounts until October 1989. Despite follow up action by

the account officer and a request to have interest adjusted , there is no

evidence of communication with either borrower .

(We understand that an annual return of CGAH shareholders has to be made
to the Federal Reserve . In the pas management have represented that ,

whilst the original shareholder group was registered with the Fed ,

subsequent changes have not all been reported as they represent changes

of internal arrangements,and BCCI did not wish to cause difficulties in

connection with the forthcoming sale . .

5
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SUMMARY OF SELECTED INTERNATIONAL LOANS

2
Sh Kamal Adham

$ Million 31 December

1989

30 September

1989

31 December

1988 1987 1986

ccaH secured

Other

105.6

207.7

117.3

197.3

90.8

205.5

78.0

121.9

44.0

108.2

|

||313.3 ✓ 314.6 296.3 200.2 152.2

Income earned from

the account 41.4 35.1 24.5

0 BACKGROUND

Sh Kamal Adham has had significant exposure in BCCI for many years .

He has major shareholdings in CCAH and Allied Arab Bank and

construction and engineering interests in Saudi Arabian companies .

He has been allowed $ 18 million of new drawdowns in 1989 of which $ 7

million was repaid .

11.0

SECURITY

CCAH .

sh Kamal Adham's CCAH related lending is secured on 16,142 shares in
In addition he has pledged 15,050 shares in respect of sh

Sharqi's lending and 5,974 in respect of the borrowings of Faisal Al

Fulaij .

The security for Sh Kamal Adham's other lending companies :

Deposits under lien

Properties in Saudi Arabia

( not mortgaged )

$58.9 million

$ 34.0 million

92.9

The balance of his lending ( $ 114.8 million ) is clean .

3 CONCERNS 207
.

)

( 1 ) Absence of Critical Information

There are no loan agreements with the customer or formalised repayment

terms . The customer has agreed to repayment terms for 1989 and 1990

but this is not a formalised arrangement and only deals with a

fraction of the exposure .

Drawdowns of $ 18 million during 1989 have not been supported by

written requests from the customer .

No valuation has been provided in respect of the properties in Saudi

Arabia, and there is no legal basis for this security .

(We have not received an independent net worth statement for sh Kamal
Adham .

-6
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SUMMARY OF SELECTED INTERNATIONAL LOANS

Sh Kamal Adhan (continued )

( 2 ) Control of Facility within Limits

Although the facility is within its Board limits, these have merely

been increased in line with the level of exposure .

(

( 3 ) Irregularities in Approval Procedures

New drawdowns in 1989 of $18 million were not approved by the Board

before drawdown even though limits had been exceeded .

( 4 ) Reliability of Management Representations /

atAt the Audit Committee meeting in November 1988 management Depresented

to us that they would take further action to ensure that the mortgage

over sh Kamal Adham's property in Saudi Arabia was enforceable. This

has not happened .

bi mant
During the course of the 1988 audit we were told that a formal

repayment agreement would be finalised between BCCI and the borrower .

Agreement has been reached for 1989 and 1990 only but this does not

address the total outstandings

We have been informed.Both during the course of the 1988 audit and
during the 1989audit, that a net worth statement would be drawn up by

a firm of auditors to confirm the worth of Sh Kamal Adham . This has

not been forthcoming .

hure
on 6 November 1989 we were informed that the overall balance of sh

Kamal Adham's account vould be reduced to the 1988 level by the year
end .

At 31 December 1989 it exceeded the prior year by $ 17 million .

( 5 ) Evidence of Recoverability

The receipt of the audited net worth statement will be helpful to

demonstrate sh Kamal Adham's ability to repay his loans . In addition

the receipt of funds in accordance with the agreed repayment terms

will demonstrate his willingness to pay but a formal repayment

schedule dealing with the balance of the outstandings will be .

important for the future .
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3 )
A R Khalil

$ Million 31 December

1989

30 September

1989

31 December

1988 1987 1986

CCAH secured 120.4 121.3 110.7 89.0 83.0

Unsecured 29.9 28.7 _24.9 21.9 20.0

150.3 150.0 135.6 110.9 103.0

Income earned from

the account 26.7 21.4 15.8

© BACKGROUND

Since the cessation of A R Khalil's treasury trading relationship with

BCCI in 1985 there has been little , or no , direct contact with this

borrower .

2 SECURITY

The secured part of this lending is secured on 13 , 250 shares in CCAH .

CONCERNS

( 1 ) Absence of Critical Information

There are no signed loan agreements with the customer . .There is no

correspondence with the customer . There are no net worth statements

or cash flow information . There is no documentation ( other than bank

notification ) to support receipts of $ 5 million from United Overseas

Bank , London and $ 7 million from SNCB Bahrain credited to A R Khalil's

accounts during the year .

IV

( 2 ) Control of Facility Within Limits

1

The accounts have increased since drawdown in 1984/85 from $ 79 million

to $ 150 million mainly through the application of interest . New

limits have been regularly approved by the Board in respect of this

unpaid interest . The current limits are $ 115 million ( secured ) and

$ 30 million ( clean ) . Borrowings have typically run ahead of limits .
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AR Khalil ( continued )

( 3 ) Irregularity in approval procedures .

The CCC approval in October 1989 included a repayment schedule of :

November 1989

December 1989

February 1990

March 1990

April 1990

$10 aillion

$10 million

$10 million

$10 million

Reduce exposure to $100 million

there is no evidence that this was agreed with the customer .

no such repayments have been received

( 4) Reliability of management representations

During the course of the 1988 audit we were informed by (management

that

c

1988 interest of $ 21 million would be serviced before 31 March

1989 with a further repayment of $ 10 $ 15 million being

received .

the loan balances would be confirmed

Ć the loans would be restructured so that they became due from

corporate entities

Purthermore, at the Audit Committee in April 1989CE Naqvi confirmed
that $25 million would be received by 30 June 1989 and a formal

repayment schedule agreed .

These have not happened . The only receipts have been $ 5 million

received in April 1989 and $7 million received in October 1989 ..

at the Audit Committee meeting of November 1989 (management informed us

that $ 10 million would be received each month and the unsecured

exposure would be eliminated by the year end .

Ghere have been no receipts since October 1989.

Management has also told us that sh Kamal Adham is planning to i

purchase A R Khalil's investments .

We have seen no evidence of this .
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A R Khalil (continued )

15 ) Evidence of recoverability

The loan has not been confirmed in four years, ie since 31 December

1985 .

Interest and charges of at least $ 45 million have not been serviced
during the last five years.

Tack
of documentation to support level of borgowings or any continuing

relationship with borrower ; and inconsistent representations about the

relationship .

Interest has not been suspended as suggested by Price Waterhouse in
1988 .

No replacement of deposits previously held as security .

The only rep.yments from 1986 to date have been $ 7 million in 1987 and

$ 12 million in 1989 .

There is no evidence to support 'recoverability and the loan should be

written down to the underlying value of its security .

( 6 ) Other Concerns

Despite an apparent breakdown in the relationship between the borrower

and the bank , A R Khalil apparently subscribed for 57,748 rights issue
shares of BCCI in April 1989. There is no acceptance letter or other

evidence on file that he did subscribe for these shares . Funds were

1

received from SNCB Bahrain without any supporting documentation .

The provisional allocation of the 1989_ccall rights issue shows that a

ll R Khalil is not included . This may indicate that his relationship

with the bank has finished or that he is no longer the beneficial

owner of ccaH shares .

-اه-
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Gulf Group

$ Million 31 December

1989

30 September

1989

31 December

1988 1987 1986

Funded gross exposure
404.9 404.0 352.8 284.4 261.5

Income earned from

the account 74.0 61.8 46.8

BACKGROUND

-
0

BCCI have had a business relationship with this Pakistan Shipping

Group and its owners , the Gokal brothers , for over ten years . During

this time the trend has shown increasing balances to the current high

levels .

SECURITY

The borrowings have been guaranteed by the Gokal brothers and in

addition the bank holds 11.5 Million ( 90 % ) shares in Gulf

International Holdings GIH) . There are first charges over most of

the fixed assets of GIH . held presumably by other banks; and thus

BCCI's recourse would be to the residual assets after settlement of

secured creditors . The net assets at 31 March 1989 of GIH were $ 416

million .

In addition BCCI hold charges over the following specific assets :

31 December 1989

S Million

Cash deposits / US Bonds

Ships

LC documents

30.9

33.5

7.0

71.4 x

(.
.

- ::: .

(1 ) absence of Critical Information

On 12 January 1989 we wrote to Mr S M Akbar requesting more

information about Gulf International Holdings; a copy of this letter

is included as Appendix 2 ( 2 ) . The response to this letter has been

poor and in particular the following information has not been

provided :

all -
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Gulf Group (Cont'd)

✓

Analysis of guarantees ( totalling $ 136 million ) provided by Gulf

International Holdings .

Audited financial statements of subsidiary companies .

Management accounts of the Gulf Group after 31 March 1989 .

Cashflows and forecasts for the Gulf group .

Financial statements for non - consolidated subsidiaries .

Evidenceof beneficial ownership of non consolidated

subsidiaries .

Evidence to support beneficial ownership and security valuations

of related lending (totalling $37.7 million ) .

The only financial information that we have been provided to assess

lending to the Gulf Group is the audited financial statement at 31

March 1989 of Gulf International Holdings . This excludes lending of

$162 million to non -consolidated companies and lending of $ 37.7

million to related parties .X

( 2 ) Control of Facility within Limits

At 31 December 1989 the outstanding against limits were as follows :

§ Million Limit Outstanding

Funded

Unfunded

257.0

25.0

404.9+

21.8

t

This excludes $ 15.0 million drawdown in Australia on a bills

negotiated account for Capricorn Chartering Pty Ltd a Gulf Group

company .

The funded excess of $ 147.9 million is an increase of $ 39 million over

the excess reported at 31 December 1988 .

( 3 ) Irregularities in Approval Procedures

Gulf Group companies have limits set by the Board by individual

company and not on a Group basis . Limits of less than $ 7.5 million to

individual companies are not referred to the board despite their being

part of the Gulf Group .

Loans of $ 16 million to Pilot Petroleum have been approved by the
Board . The Board was informed that Pilot Petroleum was registered in

the United States of America . Whilst it is true that there is a Pilot

Petroleum company in the United States which may be owned by the Gokal

family or Gulf Group , this lending was to another company of the same

name , registered in Liberia for which there is no financial

information .

-12 .
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SUMMARY OF SELECTED INTERNATIONAL LOANS

Gulf Group (cont'd)

Similarly loans of $60 million have been app by the Board to

Marcotrade. International Ltd. The Board was informed that this

company was registered in Switzerland. Again , there is a Gulf Group

Company , Marcotrade SA which is registered in Switzerland but this

lending vas to a Cayman Islands company , for which there is no

financial information .

ll
We believe that providing the Board with incorrect information about

the residence of these companies has been misleading .

14 ) Reliability of Management Representations 1

During the 1987 audit we were assured by management that the balance

on this account would not increase from the 31 December 1987 level .

(at the Audit Committee meeting on 4 April 1989 management informed us

that the intention was to bring the outstandings on the Gulf Group

down and that discussions were in progress .

These events have not happened and the 31 December exposure is
significantly greater than in 1987 or 1988 .

( During the course of our interim audit , ( management informed us that
they expected $50 - 60 million would be received by the end of March
1990 .

We are still awaiting the outcome but to date this has not happened .

( 5 ) Evidence of Recoverability

customer .

Hanagement have informed us that they base their assessment of

recoverability on their understanding and relationship with this

We have been given little concrete data on which to assess

recoverability but note the following :

r
1989 interest has not been serviced .

No evidence has been provided to support the security value of

loans to non - consolidated companies .

Most fixed assets of the Gulf International Holdings group

( including its vessels ) are mortgaged to other banks in priority

to BCCI .

BCCI has not registered its debentures over the assets of the

Gulf Group at the request of the customer , apparently to enable

it to borrow from other banks ; and until recently had not

informed us of this fact . In previous years we had been led to

believe
that these debentures represented valid charges over the

assets de subsidiary companies .

//

Tugueshugot

-13
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Gulf Group (cont'd)

to ) Other Concerns

Loans secured on Pilet Petroleum Corporation ( incorporated in the US )

are excluded from Gulf Group or Gokal family expenses .

Management have informed us that Pilot Petroleum is not part of the

-Gulf-Group and yet company_searches carried out by Price Waterhouse

would seem to indicate that it is .

1

Management have informed us that financial statements for certain

companies are not prepared yet for at least one of these companies we

have been able to obtain a recent set of financial statements .

1

There are a number of relationships between the Gulf Group and

offshore companies which have yet to be satisfactorily explained ( in

fact managemend inform us that they have imparted the sum total of

their knowledge on these arrangements to us ) such that we cannot be

sure of the extent of the Gulf Group lending .

-14
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Offshore Loans

$ Million 31 December

1989

30 September

1989

31 December

1988 1987 1986

Funded gross exposure

Gokal family

Others

27.2

184.7

27.1

183.7

26.0

131.9

27.5

86.7

26.5

12.1

211,9 210.8 157.9 114.2 38.6

Income earned from

the account 31.6 32.1

BACKGROUND

HS

SMA

Although there has been lending to offshore companies beneficially

owned by the Gokal family for a number of years , most of this type of

| lending commenced in late 1986 and has steadily grown since that date .
The companies concerned have traditionally been registered in Liberia

with the beneficial owners being of Indian or Iranian origin . New

advances in 1989 have been to companies registered in the Caribbean.

The loans are parked in a nuaber_of_locations. To date we have

identified such loans in Tayman , Panama, Nassau ,Vuruguay, Bahrain and

We understand that one of the reasons for parking these loans

in so many locations is to allocate the interest and fees generated on

these accounts to those locations that need the income .

Oman .

all
"he lending is usually for Chip_financing ortrade related purposes.

' p financing is always supported by a mortgage and valuations from

ondon broker . Certain of the ships have been purchased from the Gulf

Group .

The destination of drawdowns and the source of repayments for all

these accounts are often the same despite different beneficial owners .

There appears to be an intermediary function adopted by certain trust

companies in respect of these accounts .

( 2 SECURITY

Certain of the loans are secured by mortgages over ships . The value

of this security at 31 December 1989 was about $65 million .

The balance of the lending is secured_by assignment of receivables and

hypothecation of stocks, which management accept may not be
enforceable .

- 15
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BCCI HOLDINGS ( LUXEMBOURG ) SA

SUMMARY OF SELECTED INTERNATIONAL LOANS

Offshore Loans (Cont'd )

CONCERNS

Absence of Critical Information

On 12 January 1989 we wrote to Mr S M Akbar requesting more

information about these accounts ; a copy of this letter is included as

Appendix 2 ( 2 ) . We have not had adequate answers to many of the

questions raised and we still do not have the following critical

information :

Evidence to support the beneficial ownership of these companies .

✓ Financial statements .

✓ Cashfloy forecasts .

An understanding of the inter relationship between these

companies .

r An understanding of the source and destination of funds relating
to these facilities .

✓
An understanding of the relationsbip of these companies and the

Gulf Group

The standard loan agreements contain requirements that financial
statements are provided prior to disbursement of funds , and other

financial statementsprovided as may reasonably be required , yet

management do not enforce these requirements .

Managemene have informed us that financial statements are not prepared

for these companies although we have seen evidence to suggest that at

least one company has its financial statements audited .

V

( 2 ) Control of Facilities within Limits

The majority ,of the offshore lending has been domiciled in Grand

Cayman, the Bahamas and Panama and has been controlled by the General

Manager in Grand Cayman .

During 1989 most of these facilities have operated very close to their

limits and may have exceeded_limits either through the application of

interest or by virtue of new drawdowns.

(Certain excess over limits have been authorised by the Grand Cayman

General Manager contrary to normal procedures . We are not aware

whether thiswas done with CCD's agreement.

- 16



323

APPENDIX 1 ( 5 )BCCI HOLDINGS (LUXEMBOURG ) SA

SUMARY OF SELECTED INTERNATIONAL LOANS

offshore Loans (Cont'd )

عم)
Irregularities in Approval Procedures

N

We have noted at least five loans)where drawdowns have been allowed in
1989 , despite the loan already being in excess of limits . These

drawdowns have not been approved by Central Credit Committee.

The offshore loans are not approved by Central Credit Committee at the

normal committee meetings but tend to be approved by rotation amongst

committee members . Furthermore only one page summaries are supplied

to Central Credit Committee and not the full ten page proposal

document , which do not permit sufficient information for an

independent assessment .

There
There are lten offshore facilitieswith limits of_ $ 5 million or more

These have not been referred to the Board even though they were

approved before the referral limit vas increased to $ 7.5 million .

The beneficial owners of the offshore loans may be individual family
members within a family group. The family loan limits have not been

collectively approved by the Board .

As noted in our report to the Audit Committee in November , new

offshore loans drawndown in 1989 in Bahrain totalling $ 20 millionwere

not approved by Central Credit Committee before drawdown. The Chief

Executives revelations about the real purpose of certain of these

accounts , and the fact that the drawdowns on other accounts have been

made to similar companies ( some connected with the Gulf Group )

considerably increase our concerns over the offshore lending

generally.

ll

(4 )
Reliability of Management Representations

During the course of our 1988 audit / management informed us that there

would be no further drawdowns on the offshore accounts in excess of

limits without Central Credit Committee approval . This has not

happened in a number of cases .

( 5 ) Evidence of Recoverability

Many of the offshore loans are in excess of their limits and there is

little capacity for further activity through these accounts .

The application of interest has taken most of the loans over their

limits and the ability to service interest is in doubt .

c The loans have been acknowledged by independent confirmation but not

by the beneficial owners . No guarantees have been given by the

beneficial owners .

n ) there is no
Other than ships under mortgage ( totalling $ 65 m
tangible security for these accounts .

-17
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APPENDIX 1 ( 5 )BCCI HOLDINGS (LUXEMBOURG ) SA

SUMMARY OF SELECTED INTERNATIONAL LOANS

Offshore Loans (Cont'd )

We have no evidence of the ability of these borrowers to service or

repay their loans . We understand however , that many of these accounts

may be in breach of Indian or Pakistani exchange control regulations ,

and that recoverability will thus be dependent on the extent to which

the beneficial owners have offshore assets outside India or Pakistan .

Management have informed us that they rely on their knowledge of and

relationship with the beneficial owners , but can provide us with no

evidence of beneficial ownership . We are thus unable to take this

into account in assessing recoverability and for those accounts not

being serviced where there is no enforceable security we are unable to

conclude that such amounts are recoverable .

-10
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APPENDIX 1 ( 6 )BCCI HOLDINGS (LUXEMBOURG ) SA

SUMMARY OF SELECTED INTERNATIONAL LOANS

Mahfouz Family

$ Million 31 December

1989

30 September

1989

31 December

1988 1987

Funded gross exposure 152.5 6.7 68.9 141.2

Income earned from

the account 2.2 11.5 3.9

i BACKGROUND

During the latter half of 1987 the Mahfouz family ( excluding Sh Khalid

Bin Mahfouz ) obtained a loan from BCCI of $ 100 million purportedly to

purchase the remaining 15 % share of the partnership in National

Commercial Bank ( NCB ) . The advance was fully repaid in July 1989.

on 2 October 1989 an advance of $ 100M was allowed to sh Khalid Bin

Mahfouz out of BCC Emirates and a temporary facility of $ 46 million

out of BCCI SA Bahrain .
lul

2 SECURITY

The exposure is supposedly secured on 15 % of the partnership in NCB .

In addition deposits of $ 149 million , including $ 95 million in the

name of M Barasain , have been placed by Sh Khalid with BCCI but not

under lien .

CONCERNS

- ( 1 ) Absence of Critical Information

The drawdowns of $ 146 million have not been supported by requests from
G

the customer , nor were payment instructions received from the

customer . The purpose of the lending is not known .

There are no loan agreements , promissory notes or security

documentation for the advance .

Deposits are not all in the name of Sh Khalid and are not under lien .

In fact those in the name of M_Barasain , who we understand is an

officer at NCB Jeddah , are in accounts which specifically state that

they can only be operated by him .
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APPENDIX 1 ( 6 )BCCI HOLDINGS ( LUXEMBOURG ) SA

SUMMARY OF SELECTED INTERNATIONAL LOANS

Mahfouz Family (Cont'd )

(12 ) Irregularities in Approval Procedures

The bank's internal instructions to remit funds to sh Khalid Bin

Mahfouz in respect of the $ 146 million facility allowed in 1989 are

dated 28 September 1989 for value 2 October 1989 , although the

proposal to Central Credit Committee wasdated 2 October 1989 . Board

approval was not given until 27 November 1989 .

The Board was advised that the loans advanced in 1989 were secured on

a 15 % share of the partnership of NCB , which was the security for the

previous advance , although there is no evidence to confirm this . The

Board was not advised of the related exposure to NCB that BCGI already

I had , being placements of $250 million .

( 3 ) Evidence of Recoverability

The bank is heavily exposed to the Mahfouz family bank (NCB ) with

placements of $ 250 million due from it .

We are concerned about this level of placements particularly because

the accounts of NCB are heavily qualified.

Deposits of $ 46 million were placed by Sh Khalid with BCCI over the
year end , being withdrawn on 10 January 1990 . We have seen no

supporting documentation for this .

( 4 ) Other Concerns

There are no acceptance letters or other evidence from Sh Khalid on

file to confirm the subscription by his nominee companies for 375,000

BCCI shares of the April 1989 rights issue .

The provisional allocation of the CCAH_rights issue of July 1989
indicates that sh Khalid is not taking up his rights shares .

Sh Khalid has an option to put his shares in CCAH back to the Ruler of

Fujeirah , which may necessitate the latter calling the guarantee of

$175 million issued by RCCI .

20
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APPENDIX 1 ( 7 )BCCI HOLDINGS (LUXEMBOURG ) SA

SUMMARY OF SELECTED INTERNATIONAL LOANS

1 ) Sh Mohammed Bin Rashid Al Maktoum

$ Million 31 December

1989

30 September

1989

31 December

1988 1987 1986

Funded gross exposure 120.9 116.8 101.4

Income earned from

the account 19.5 6.9

co
BACKGROUND

Sh Mohammed Bin Rashid Al Maktoum is the ffective Ruler of Dubai In

1988 there were three drawdowns for Sh Mohammed totalling $ 145 million

of which $ 50 million was repaid in the same year . 9Y )

The above figures exclude a small account in the UK called the "Dubai

Office Account " and overdrafts for Stock and Crescent Holdings in

Dubai .

SECURITY

The facilities are clean . Sh Mohammed does have deposits with BCCI SA

in Luxembourg totalling $ 109.8 million at 31 December 1989 but these

are not held under lien .

CONCERNS

( 1 ) Absence of Critical Information

No written requests for the original drawdowns have ever been received

and no support for the purpose of the loans has been given .

There are no loan agreements or promissory notes for the advance .

There is no evidence of communication or correspondence with the

borrower and no instructions to confirm payees .

No audit confirmation was received in 1988 despite management's

assurance and our expectation that it would be obtained .

( 2 ) Irregularities in Approval Procedures

The drawdowns were approved by the Boards of BCCI SA and BCCI Overseas

in April 1988 based on the submission of a standard form request

indicating prior approval of ccc , although no such approval had been

given .

Board approval shows repayment period to be determined at the time of

each drawdown , but no repayment arrangements exist .
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APPENDIX 1 ( 7 )BCCI HOLDINGS (LUXEMBOURG ) SA

SUMMARY OF SELECTED INTERNATIONAL LOANS

Sh Mohammed Bin Rashid Al Maktoum (Cont'd)

T3) Reliability of Management Representations

During the course of the 1988 Audit . (management agreed to provide us

with a loan confirmation . This has not been forthcoming .

-14 ) Evidence of Recoverability

Given the total lack of documentation for this advance and the absence

of confirmation of the balance , we are unable to asses the

recoverability of the amounts outstanding .

715 ) Other Concerns

The initial drawdowns on the accounts of Sh Mohammed of $ 94 million

from CFC were routed to NCB for the attention of Sh Khalid Bin Mahfouz

although we are not aware of any business relationship between them .

( sh Mohammed is a BCCI shareholder through Stock and Crescent Holdings

with 2,375,661 shares (3.3% ) prior to the 1989 rights issue . Although

he took up rights to 61,354 shares in April 1989 there is no

acceptance letter ; the funds came from new overdraft accounts in Dubai

and BCCI still hold the share certificate .

231564

61,314

24
37
01
5
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BCCI HOLDINGS ( LUXEMBOURG ) SA APPENDIX 2

* ADDITIONAL BACKGROUND INFORMATION AND CORRESPONDENCE

2 ( 1 ) Memorandum on Bahrain and NBO offshore lending .

2 ( 2 ) Letter to SM Akbar 12 January 1990 .

2 ( 3 ) Memorandum to C I Cowan 3 January 1990

( Copied to Mr Ashraf Nawabi and Mr Ali Abbas ) .

2 ( 4 ) Letter to S NNaqvi 14 February 1990 .
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APPENDIX 2 ( 1BCCI HOLDINGS (LUXEMBOURG ) SA

LOANS TO OFFSHORE COMPANIES DRAWN DOWN IN BAHRAIN

AND OMAN WITHOUT PROPER DOCUMENTATION

Bahrain has made advances totalling $10 million to three offshore

companies incorporated as shown below :

Place and date of incorporation Loan amount

Brigadier Investment
Nevis August 1988 $4.0 million

♡ Audley Mercantile Grand Turk August 1988 $ 2.5 million

☺ Metropole Trading
BVI August 1988 $ 3.5 million

The unusual features of these loans are that they are :

To nominee companies .

The beneficial owner of the companies is represented to be a member of

the Saudi royal family .

The purpose of the loans are stated to be working capital for trading

purposes but there is no further specific information about the purpose ,

activities of the companies or the beneficiary .

There is no evidence of instructions from the customer either for the

loan or the disbursement of funds .

- ( beforeThe amounts were all disbursed on the same date 18 April 1989

discussions with central credit ) to the following parties :

- Brigadier $ 4 million
1. Capricorn Chartering

- Audley Mercantile $ 2.5 million 2 Granite Financial Trust

Metropole Trading $ 3.5 million 3. Hallet Enterprises Pte Ltd

Our discussions with senior management ave indicated that these loans

will need further investigation and suggested that they may not be bona

fide .

l

On the same and very similar dates a number of new offshore loans were

disbursed in Grand Cayman and CFC , some to the same beneficiaries , and

consequently these also require further investigation :

CFC

1. Byword $ 3.5 million 18 april sy Global Trading

2. Elystan $ 2.5 million 18 Aprilga Hallet Enterprises

3 Sigale $4.3 million 14 April 2. Metra Holdings
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APPENDIX 2 ( 1 )BCCI HOLDINGS (LUXEMBOURG ) SA

LOANS TO OFFSHORE COMPANIES DRAWN DOWN IN BAHRAIN

AND OMAN WITHOUT PROPER DOCUMENTATION

Cayman

1. Template $ 1.5 million 18 April 1. Kwantung Prov Bank

1. Grantley
$1.2 million 17 April 2. Capricorn Chartering

3. Pembrin $1.0 million 17 April 3. Conrad Finance Inc

Parkray $1.4 million 17 April Mr Garlic Pty Ltd

We note that those new loans over $1.5 million , which is the limit of Mr

S M Akbar's authority , were routed through CFC_and consequently did not

need Central Credit Committee approval .

( We are aware that"Hallet Enterprises, capricorn Chartering and
Pty Ltd are all Gulf companies or have very close links with the Gulf

Group :

c

Loans to offshore companies with repayments from Granite Financial Trust

( Luxembourg ) have also been ' drawn down at the National Bank of Omanas

follows :

Ýr Garlic

1

1. Centreplace Trading 22 February

24 February

$ 1.6 million ) . Interconsult Ltd

$ 0.9 million

$ 2.5 million

2 Forward Marine Trading 27 February

27 February

$1.3 million ?. Tavoy

$ 1.2 million

$ 2.5 million

( воBoth companies are incorporated in St Kitts and as noted in our Audit

Committee report of November 1989, both relate to the same customer but

have not been reported to the Board . Despite disbursement in February .

Central Credit Committee approval was not given until September .
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Price Waterhouse

12 January 1990
APPENDIX 2 ( ? )

Mr SM Akbar

Bank of Credit and Commerce

International (Overseas ) Ltd.

PO Box 1359

Grand Cayman

Dear Mr Akbar ,

Further to our conversation yesterday afternoon I enclose with this

letter a memorandum of informacion that we require in connection with

our reviews of lendingto the Gulf Group and, lending to Offshore
companies through Grand Cayman Panama and Nassau.

The total of these exposures is very significant to the BCCI Group .

The information or documentation that I have requested is essential to

enable us to have a full understanding of this lending and to be able

to conclude on its validity and recoverability .

(You will observe that many of the points I have already put to you in

our meetings in November . Unfortunately the information that has been

supplied in answering these questions is not sufficiently detailed and

I have repeated the questions with some further explanation of our

requirements .

I look forward to discussing these exposures with you further .

Yours sincerely ,

Ja Ajg
John A. Guy

JAG/sd

encl .

هسهط-
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auf Group /Pilot Petroleum /Offshore Lending

LF GROUP

Exposure to the Gulf Group has increased from $ 336m at 31 March 1989 to

$405m at 31 December . Fees and charges for 1989 amount to approximately

$ 76m .

The balance at 31 December 1989 represents

$ 'm

Balance at 31 March 1989

Fees and charges for 9 mth .

Other drawdowns ( net )

336 ( inc . fees + charges 20m )
56

13

405

-

-

At 31 March 1989, 1989 fees and charges had not been paid . In order to

: show that 1989 fees and charges have been paid the balance at 31 March

1990 should be reduced to 329m - before the application of interest and
charges in 1990 .

In order to assess the collectibility of such a large exposure it is

necessary to fully understand the performance and operations of the Gulf

Group . We have been supplied with audited financial statements of the

Group at 31 March 1989. This provides us with the basic data but we

need more information to fully understand this exposure :

( 1 ) Are the following entities consolidated within the Gulf

International Holdings S.A. Group ?

Pilot Petroleum ( incorporated in Liberia )

Marcotrade International Ltd. ( incorporated in Cayman Islands )

Gulf Pancontinental Inc. ( incorporated in Liberia )

Gulf Offshore & Coastal Services Limited ( incorporated in

Liberia )

Harpoon Maritime ( incorporated in Liberia )

6.- Hadron Maritime ( incorporated in Liberia )

7 Martel Shipping ( incorporated in Liberia )

9 Mandial Shipping ( incorporated in Liberia )

9 Marine Equipment Inc. ( incorporated in Liberia )

Banafin Trading and Transport Inc. ( incorporated in Liberia )

They do not appear in the financial statements of Gulf

International Holdings . We must therefore assume that they are not

consolidated . If any of these are consolidated , this should be

confirmed by the auditors to Gulf International Holdings .

lo -
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( 2) In order to assess the indebtedness of GIH to otherbanks and to
reconcile BCCI'S exposure to that shown in the GIH financial

statements at 31 March 1989 we require a breakdown of the following

balances shown in the GIH financial statements :

.
$

Bank overdrafts and loans 267,507,588

Long term loans and obligations under finance leases 186 , 136 , 242

This should be supplied by GIH management or by their auditors.

( 3) Note 7 ( a ) to the Financial Statements refers to US $ 66,261,690 of

loans being secured by mortgages against vessels. In order to

assess which of the Group's assets are given as security for other

parties , we require the following information :

List of vessels owned by GIH (or its subsidiaries ) with age ,

book value and current market value .

Details of which of these vessels are mortgaged

( i ) to BOCI

( ii ) to other banks .

( 4 ) Note Ha) to the Financial Statements refers to US $ 20,745,629 loans

being secured by other assets of the company . The exposures to

Unimarine Bulk Transport , Tradinaft SA and Gulf International

Holdings ( totalling 3195m at 31 March 1989 ) are secured by

Debenpures . We therefore seek clarification from management of

Gulf Group or its auditors as to why these exposures are not

disclosed as secured .

- ( 5 ) Note 240 ) to the Financial Statements also refers to significant

foreign exchange lending to the Gulf Group that is secured on
property and other assets . We require clarification as to the

status of these charges vis a vis charges registered by BCCI .

sofiebte 9 to theFinancialStatements refers to Guarantees given by
the Group of $ 136.067.900 We require an analysis of these

guarantees from GIH management or their auditors to ascertain

whether guarantees given by GIH to the following companies are

included ?

1. Pilot Petroleum

2 Marcotrade International Limited

Also we would like to know the nature of other guarantees given and

their starding vis a vis the guarantees given above .
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(17 ) In order to assess the performance and value of the underlying

companies within the Gulf Group and with whom the bank has

exposure , we should like to see the audited financial statements of

the following companies at 31 March 1989 :

. ( 1 ) Gulf International Holdings ( unconsolidated )

( 2 ) Unimarine Bulk Transport Inc.

( 3) Tradinaft S.A.

14 ) Marcotrade S.A.

( 8) The financial statements of GIH only give information to 31 March

1989. Given that we must assess the collectibility of the Gulf

Group lending at 31 December we require to see more recent
information . Furthermore with the increased exposure since 31

March we need a better understanding of the recent financial

performance of the Gulf Group .

We would therefore like to see financial statements for each of the

major Gulf Group companies at 30 September 1989 together with the

consolidated position .

The loan agreements signed with the Gulf Group allow for financial,
information to be provided within 60 days of the quarter end .

In addition we would like to see cashflows and projections of the

Gulf Group that will enable us to assess the ability of the Group

to service its overdrafts and repay its loans in the future .

BOCI have some significant exposures to campanies that do not appear to
e consolidated within GIH .

$ ' 000

.

p . Gulf Pancontinental

2. Gulf Offshore and coastal Services Limited

3. Pilot Petroleum

*** cotrade Interational Ltd.

sarcotrade International Ltd.

6. Harpoon Maritime

7. Marine Equipment Inc.

8. HMM

9. Banafin Trading

4,070

2,923

20,550

54,840 (overdraft)

32,894 (loan )

3,041

3,952

39,036

1,055 ( est . )

162,361

( 1 ) We require to see audited financial statements for these companies

or financial statements approved by management , where audited

statements are not available .

(If such financial statements are not available then we would like

BCCI to request that financial statements are prepared at least for

the exposure in excess of $ 10m . The turnover through Pilot

Petroleumand Marcotrade International Ltd. is signficant and could

only be controlled if financial records were kept . It should

therefore be possible to prepare financial statements .
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APPENDIX 2 ( 3 )

12 ) Thesecuritygivenfortheoverdraftsto Pilot Petroleum and
Marcotrade International Ltd. are as follows ( at 31 December )

$ ' 000

Bee

48.600 ]- 88.6

- Assignment of receivables (Pilot Petroleum ) 30,000

Hypothecation of Stocks (Marcotrade Int'l Ltd.) 40,000

and assignment of receivables (Marcotrade Int'l Ltd.)

We would like to see evidence supporting these assignments and

receivables at 31 December in greater detail than that currently

provided . We would also like to see evidence of these

receivables /stocks being paid and their proceeds reimbursed to the

accounts of Pilot Petroleum and Marcotrade International .

1

43 ) In addition to the lending to Pilot Petroleum the bank has exposure

to the shareholders of Pilot Petroleum ($ 10.9m at 30 September

1989 ) . This lending was originally booked in cand transferred
to Panama in 1985 . New loan agreements (undated ) totalling $ 10.1

million have been signed by the representatives of Intergulf

Holdings , rons Genoegen and BV Food Investors .

to assess the collectibility of these advances we, again require to

see the financial statements of Pilot Petroleum . We also require

the financial statements of BV Food Investors , Ons Genoegen BV and

Intergulf Holdings with a full understanding of their business and

theirrelationship with Pilot Petroleum .

we require evidence from the beneficial owners of BV Food

Investors , Ons Genoegen BV and Intergulf Holdings BV that they will

support and sustain these companies .

also seek clarification of the connection between this Pilot

Petroleum (which is incorporated in the United States) and exposure

noted above which is to a Liberian campany .

-4 ) We do notknow the beneficial owners of and have seen no evidence
to prove the beneficial owners of :

he

Gulf Pancontinental

2 Gulf Offshore and coastal Services Limited

3. Pilot Petroleum ( except for shares held by BV Food Investors ,

Ons Genoegen and Intergulf Holdings

h .
Marcotrade International Ltd.

Harpoon Maritime ( II )ra

6 . Martel Shipping (M )

7 Mondial Shipping ( 1 )

D. - Hadron Maritime ( 11 )

3 Banafin Trading

Marine Equipment Inc.

30 -
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APPENDIX 2 ( - )

Mr. Abbas Gokal has signed loan agreements for all these companies

except HMM ( for whichwe have seen no loan agreement) and Banafin

Trading .

We require confirmation from Mr. Abbas Gokal of the beneficial

owners of these companies and their relationship with the Gulf

Group .

15 ) Please clarify why the Board approval for lending to Pilot

Petroleum says that the company is domiciled in the U.S.A. when it
is a Liberian company .

( ( 6 ) Please clarify why CentralCredit Cammittee approvals refer to
Marcotrade International Ltd. as a Swiss Company when it is

A

megistered in Grand Cayman .

OFFSHORE LENDISSE

The following loans have been provided in Cayman , Nassau and Panama to

shore companies :

Сарату Location Balance

31 Dec 1989 30 Sept 1989

$ .000 $ ' 000

1. Serval Trading Inc.

2. Tallowcraft Shipping Ltd.

3. Middle East Tankers

Blue Sky Bay Marine

s. Pirion Shipowners Led .

6. Dolmer Shipping Inc.

7 andive Enterprises Inc.

s bin Cammercial

9 Tarakot Trading Inc.

To Comar Enterprises Ltd.
" .Meltam Inc.

12 Tallowcraft Shipping

13. Gambas Maritime

ry Tambriola Maritime

is Est bcon Navigation SA

ic Meacrest Marine & Transport

17 Nautique Shipping

o Pironi Marine Transportation

14 ByronBay Shipping

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

Cayman

5,096

5,604

6,657

3,890

2,495

1,734

6,853

4,634

4,918

3,297

10,012

4,573

6,062

4,893

1,747.

4,736

3,963

5,648

3,058

2,741

2,679

3,654

11,460

1,396

1,163

1,628

3,852

2,753

4,747

1,651

4,835

6,597

6,294

3,146

2,355

1,633

6,502

4,398

4,173

3,105

8,650

6,386

5,761

4,641

1,646

4,496

4,178

5,338

3,262

2,870

2,818

3,818

10,689

1,336

1,113

1,559

3,679

2,628

4,497

1,577

Misr Gulf Offshore

2 , Intergulf Holdings

22 Fidelity Holdings

23 Southwold Maritime

w Grantley Trading

2 Pentrin Transportation

u Parkray Commercial

2 , Byword Ltd.

* Elystan Trading Ltd.

4 Sigale Enterprises

3o Emplate Ltd.

127,594 124,660
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Company Location Balance

31 Dec 1989 30 Sept 1989

$ ' 000 $ .000

Demray Trading

8. Frenda International

3. Sindega Trading Inc.

+ Onida Trading

s Chinnok Trading

C Videro Shipping

7. Videro Shipping

8. Melrose Maritime

9 Aspac Trust

Panama

Panama

Panama

Panama

Panama

Panama

Panama

Panama

Panama

3,454

1,437

4,418

6,718

7,753

899

1,265

2,297

1,177

Not Known 29,418

1 . yja Trading SA

2 batola Limited

3. Tomar Shipping Inc.

y Bell Harbour Shipping

Ś Al Inshirah Shipping

( Al Mazan Maritime

Mercantile Marine

& Merlin Navigation

a Lourmer Shipping

iu Voyager Navigation

,, Tamar Shipping Inc.

in Bell Harbour Shipping

I Mazan Maritime

bumer Shipping

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

Nassau

5,028

5,038

1,224

1,989

3,525

1,664

965

967

1,046

1,766

3,772

1,203

3,997

1,077

Not Known 37,261

3
Repeat : Actual o : 47

We have included loans in Panama and Nassau in this list because these

locations refer to Mr. S.M. Akbar as being the account officer for these
bsures .

security for these loans are normally hypothecations, assigments or
ships .

Whilst there are some exceptions , the balances on these accounts have

generally increased since the prior year and turnover has decreased .

The valuations of ships provided as security have improved .

We have a number of concerns regarding these accounts :

( 1) Proving the beneficial owners of the companies .

( 2 ) Collectibility .

( 3 ) Understanding the business of these companies and their

interrelationship .

+4 ) Assessing the value attributable to security given as

hypothecations or general assignments .

-32
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( 1) Beneficial owners

Whilst you have provided us with details of the beneficial owners ,

we have seen no evidence to prove such Ownership. Because this

form of lending involves instructions and représentations from

nominees it is essential that we abtain evidence of the ultimate

beneficial ownership of these companies . Furthermore we are

relying upon the wealth of these owners to support the companies ,

This evidence of ownership should preferably be in the foonofa

statement from the beneficial owner or alternatively we could

consider evidence from the most companies that administer these
companies.

( 2 ) Collectibility

Most of the offshore facilities are in excess of limits or have

exceeded their limits at some point during the year .

Whilst operating as overdrafts, the accounts generally have not (

experienced significant turnover and do not fluctuate below a

relatively high minimm level .

Turnover is typified by one or two transactions where the drawdown
is followed by a repayment a few days later or vice versa .

Interest is generally not being serviced on these accounts .

CAs a consequence of the above we have difficulty in assessing this
lending - particularly in the case of those loans that are not

secured on ships .

the require evidence that these offshore companies have sufficient
capacity_to_generate business that will enable these overdrafts to

be serviced and to have adequate turnover .

We would like to see financial statements prepared for the above

companies to assess their profitibility , capital base and

viability. We would also like to see additional information either

from these companies or their agents outlining their future
business plans .

note that the standard loan agreement requires :

na notarially certified copy of the most recent financial

I
statements, o £ the - Borrower and of the Guarantor" to be supplied

prior to disbursement of funds .

In addition the terms of your debentures with these companies
require them to furnish the Bank with audited financial statements

annually and " other financial statements in respect of its assets

and liabilities as the Bank may reasonably require ".

We trust that it will therefore be possible to arrange for
financial statements to be provided .

The

33
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APPENDIX 2 ( 2 )

13) Interralationship of offshore companies

we have previously discussed the operation of these companies and

you have informed us that these companies are not controlled by the

Gulf Group although do some business with the Gulf Group . We seek
clarification of the following:

An understanding as to why all the ships held by these

carpanies are managed by Gulf East Ship Management Limited . lll

ii) Why domost drawdowns and repayments flow through the
following companies ?

1. Cedar Investments and Finance Corp.

ےن)

2. Transgulf Finance Co.

3. Mira Investments Trust SA

나 .
Conrad Finance Inc.

. Granite Financial Trust Inc.

6. Mentesta Finance and Trust SA

What is the business of these companies ? What is the

relationship between these companies? Who controls these

companies ?

iii ) - @ The address of Conrad Finance Inc. is given as c / o

E'Estoril , 31 Avenue Princess Grace , Monaco .

This is also the address of United Shipping Group SAM a

subsidiary of Qulf International Holdings .

The address of Mira Investments Trust SA is given as P.O.

Box 604 , 2535 Luxembourg .

This is also the address of Intercontinental Shipping and

Trading Services S.A. an associate of Gulf Interational

Holdings .

could you please provide a paper explaining the

relationship between the offshore companies, the paying
agents and the Gulf Group outlining the nature of their

business relationships , the systems for recording and

controlling the business and the nature of the cashflows

between these entities .
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APPENDIX - ( 2 )

iv) We understand from your discussions with Nick Freeland that

the companies noted in ( Li) above are operating as paying
agents . Given this , can wenot receive better information

fromthese companies concerning the offshore lending . For

example , can they not prepare financial statements for these

companies and provide details of their shipping and trading

activity ?

What is the relationship between this lending and similar

lending extended to offshore companies in Bahrain and Neo in ml
April 1989. The new loans extended there had paying agents
common to the Cayman lending.

_V)

(4 ) Security
)

For many of these companies the only security are hypothecations of

stocks and assignments of receivables .

could you please provide (possibly through the paying agents of
these companies) further information to support the valuations of

the stocks and receivables at 31 December 1989 that pertain to

these companies. Is it possible to break these down by Bill of

Lading or customer name and after the year end sight their

subsequent recovery through the bank accounts of these offshore

campanies ?

1

-35 -
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APPENDIX 2 ( 3 )

OUR PAESIMILE TELEPHONE NUMBER IS BAHRAIN 271459

PW LONDON ( CHRIS COWAN ) PRIVATE AND COFIDENTIAL

localon PW BAHRA IN TERRY HORCROFT ) TVH / gor / M226

3 JANUARY 1990

EARLY WARNING -

BOCI BAHRAIN

I am writing to advise that we have been unable to obtain all the

information and explanalians that we consider necessary in respect of

the following amunts which are booked as loans in the acoounts of

BOCI Bahrain at 31 December 1989 :

Interest

recognised in the

Principal 1989 profit & 1065

amount ($2008 ) account ( $0006 )
Name of customer Total

Aulley Mercantile 2,500 226 2 , 726

Brigadier Investiniert 4,000 367 4, 367

Metropole Trading 3,500 317 3,817

10,000 910 10, 910

A Fallah Mansour i 5,000 264 5 , 264

Saif Qumral 5,000 284 5,284

10,000 548 10, 548

In respect of the Audley Mercantile / Brigadier Investment/Metropole

Trading amounto :

fi ) We have seen 10 evidence as to the beneficial onner of

these companies

ii) hile have been orally advised of the name of an individual

beneficial owner . However , this information conflicts

with the credil analysis in the credit file . ( There are

furllier conflicting comments in the credit analysis of the

credit file also ) .

TOTAL NUMBER OF PAGES !

IF YOU DO NOT RECEIVE ALL PAGES OR HAVE A PROBLEM WITH RECEIPT

PLEASE TELEPHONE BAHRAIN 233266
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( iii )
The amounts diebursed were not paid to the abovement Icne

companies , but to other companies whose Identities , and

their relationship to the abovementioned companies, is

unknown to local management

( iv )

C

In respect of these companies , the credit files have no

details and local management have no knowledge of ( a ) the

Directors and ( b ) who are the authorised signatories.

Payment was made on the instructians of three individuals

(Masers Mohammed , Raja and All respectively) whose

relationships to , and authorities in , the abovementioned

companies is unclear . Local management have no idea where

management reside or where the books and records are

kept . The bank statements are addressed "UK " yel

management inform us they are poster to various offshore

addresses .

No references were

( v )
No financial information is available .

obtained .

( vi )
We have received no confirmation of balance and the bank

has no evidence of net worth .

( vii ) Wo are unclear whether the credit camillee approved the

amounts before they were disbursed .

In respect of the Fallah Mansrur i and fait Ghumran amounts :

( 1 )
The credit files slate that these amounts were advanced

for projects . However ;

( a ) the bank has little or no knowledge of the projects or

of the other individuals involved in the projects

( b ) the funds were advanced immediately wiereas the

projects are not due to commence for several years .

11 )
The amounts disbursed were not paid lo the abovenentioned

customers and local management are not aware of the

identities of the indivduals lowran tie funds were

dieburiod . No written payment instructions were receive

from the customers .

( iii )
The credit committee approved the loans seven months after

the funds were disbursod .

( iv )
The first installment in the Saif Ghumran exposure is in

default .

ےک)
w

The bank obtained no bank references , no financials ankl nu

verification to support the alleged net worth of the

abovementioned individuals .
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(v1)
No audit confirmation of the balancnm has been received .

( For chave resoont we are at prenant unable to conclude in the validity

or recoverability of the abovenentioned enounca . Unless we receive

the above information it will be necessary to qualify our interoffice

opinion and che local statutory accounts to the Bahrain Monetary

Agency , We have informed local management in rospect of the above .

If you have any detailed questious please do uo hesitate to contact
me .

Regards ,

berry

CC : 1, Mr All Abbas - DCCI Bahrain

1. Mr Asliral Nowalub BCCI Regional Office , Dubai

3 Mr Simon Chapman PW Dubai
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Price Waterhouse IN

14 February 1990 APPENDIX 2 ( 4 )

STRICTLY PRIVATE & CONFIDENTIAL

BY TND

MrSNaqvi

Bank of Credit and Commerce International

100 Leadenhall Street

LONDON EC3A 3AD

Dear Mr Naqvi ,

I thought that it might be helpful to summarise in this letter issues

arising on the major customer accounts which we have discussed in the

last few weeks so that appropriate attention can be given to their

resolution ,

CCAH related balances

- The Rulers of Fujeirah and Ajman have both returned to us balance

confirmation letters rejecting information shown concerning loans

totalling $270 million at 30 September 1989 secured on CCAH shares .

In connection with these accounts :

1 ) You are to meet the customers concerned to understand the nature

of their disagreements .

-2 ) You are to provide us with your files on these customers with

details of the recent transactions across their accounts .

( We place heavy reliance upon confirmation procedures and where

disagreements do arise we need to investigate the reasons why these

occur and the implications , if any for other accounts . In these

particular cases I expect that we will need direct access to the

customers concerned to understand the extent and implications of any

disagreement .

Satisfactory balance confirmations have been received from Mid Gulf
Rubstone and shorafa , the remainder are outstanding . I will let you

know when the others are received ,

As a separate matter we will need to evaluate the security value which

can be attributed to the CCAH shares , taking into account the disposal

plans .

- 39
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14 February 1990

Mr S Naqvi

Page 2

Sheikh Khalid bin Mahfouz

to

New loans totalling $ 146 million were drawn down during the year .

These amounts appear to be unsecured , although you had thought

that shares in NCB had been pledged as security and you are

pursue this . We will need to discuss the loan details with you

at some stage but in the meantime would like to ensure that a

proper balance confirmation , including details of any security

and pledged deposits , is obtained .

-2 )) Our work on share capital shows that 375,000_shares of BCCI

Holdings were allotted to and subscribed by_Mahfouz nominee

companies in April 1989, although acceptance letters or other

evidence from the shareholders are not on file .

1

( in the present circumstances , when there is an expectation that

Mahfouz is to dispose of his shares and public speculation that he may

already have done_so , confirmation by him of his shareholding will

overcome concerns about his shareholding and the purpose of the loans
referred to above

I will provide you with a draft confirmation request when we next

meet .

AR Khalil

I 3

1 ) There has been little contact with the borrower over the past two

years or more . The borrower holds shares in both BCCI Holdings

and CCA} which you are seeking to transfer to Sheikh Kamal Adham

so that the loans outstanding of $ 150 million can be repaid

either in part or in full .

2 ) Our work on share capital shows that 57,748 shares of BCCI

Holdings were allotted to and subscribed by Mr Khalil in 1989

although there is no acceptance ' letter or other evidence on file

from him and given our understanding of the relationship with him

over recent years we find it surprising that he has increased his

investment .

There will be some difficulty in assessing recoverability of loans to

Mr Khalil if the proposed transaction with Sheikh Kamal Adham does not

proceed before finalisation of the accounts .

x
Cas / you are aware this is an account for which we have not received a
confirmation for some time , therefore his acknowledgement of the debt

will be important evidence this year .

Co
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MEELINVIA ( 4 )

14 February 1990

Mr S Naqvi

Page 3

w

x

Sheikh Mohammed bin Rashid Al Maktoum

Cat 31 December 1989 this customer had loans outstanding of $ 124
million and deposits of $109 million . This was an account for which

we did not receive a confirmation last year and where our review of

significant transactions reveals absence of customer authorisation for

the drawdowns in 1988 . As discussed you are to provide us with your

file with details of the transactions concerned . I am unsure about

the status of the balance confirmation request but clearly it will be

important to receive appropriate confirmation from him as we cannot

yg let another year_go by without one .

( Our work on share capital shows that 61.354 shares of BCCI Holdings

were allotted to and subscribed by Sheikh Mohammed nominee companies

in April 1989 although acceptance letters or other evidence from the

shareholders are not on file and the share certificates are still held

by yourselves . Evidence of customer authorisation for the rights

issue or confirmation of his shareholding will be required .

Gulf Group and Offshore companies

A

Our offices in Cayman and Bahrain have raised questions which are

still unanswered concerning loans to the Gulf Group and to offshore

companies totalling $405 million and $ 210 million respectively . The

questions are important to our assessment of recoverability and were

set out in detailed memoranda dated 12 January 1990 and 3 January

1990 , copies of which we have provided to you, Mr Ahmed and Mr Rahman

as well as to the local and regional managers.

( other major Cayman and International loans

The issues are well known and in response to our enquiries some

detailed information has now been supplied . However , information is

still being sought about the collectability and authorisation of the

loans , the repayment terms , and the financial standing of customers .

We will discuss these with youonee we have had the opportunity to

review all of the information which is currently being provided by Mr

Akbar and his team , although we need to be satisfied that their

assessment of provision requirements is realistic ; it seems to us that
substantial increases may be necessary .

41
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14 February 1990

Mr S Naqvi

Page 4

1 am concerned about the number of outstanding issues on major

accounts and the time that it may take to resolve them satisfactorily .

Given this situation I doubt that the normal reporting timetable can

be adhered to and suggest that the likelihood of a delay be brought to

the attention of your senior colleagues and the - audit committee

Indeed, you may even feel it appropriate to copy this letter to the

audit committee .

1111

Yours sincerely ,

CI Cowan

CIC /hh

r42
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Senator KERRY. Document No. 4 is a supplementary document to

document No. 3. It is a supplementary briefing paper from the, for

your task force which came from Price Waterhouse regarding the

problems in the bank.

[ The information referred to follows:]
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STRICTLY PRIVATE AND CONFIDENTIAL

BCCI HOLDINGS ( LUXEMBUJRG ) SA

SUPPLEMENTARY BRIEFING PAPER

FOR THE INDEPENDENT TASK FORCE ON

PROBLEM LOANS AND RELATED ISSUES

BCCI HOLDINGS ( LUXEMBOURG ) SA

SUPPLEMENTARY BRIEFING PAPER

W Kuwait Internasional Finance Company S.A.K. (klfco)

Shareholders : 1

BCCI Holdings (Luxembourg) SA
ICIC (Overseas ) Led

49

12

39
Others

100

( BACKGROUND

Kifco is effectively BCCI's banking arm in Kuwait, although we

understand that certain undertakings have been given to the Kuwaiti

regulatory authorities to the effect that BCCI does not control Kifco .

AC 31 December 1989 Kifco had total assets of $ 195.7 million and

shareholders ' funds of $ 16.9 million ,

Mr SM Akbar , General Manager in Grand Cayman , was we understand , onca

General Manager of Kifco . He has close links with the Rifco

operations .

☺ CONCERNS

( 1 ) Absence of Critical Informacion

Kifco is almost entirely funded by BCCI ( Overseas ) Led through

placements from Grand Cayman . At 31 December 1989 however ,

placements recorded by BCCI (Overseast with Kifco are not consistent

with the financial statements of Kifco :

Per Rifco : tine deposits with banks $6.la

Per BCCI (Overseas ) : acceptances from Kifco $ 9.30

XX Per Kifco : tera deposits taken
$ 173.4

Per BCCI ( Overseas ) : placements with Kifco $ 204.0

Price Waterbeysenos,theauditors of Kifco . The incumbent

auditors (Anwar -Qatant & Co ) have completed a questionnaire and

provided certain financial information to us . This information is ,

however , not sufficient for us to review the make up of the Kifco

lending , and we have consequently raised a number of queries with the

auditors in a telecopied letter of 15 February 1990 . We have not yet

had a response to this letter .

( in order for us to ascertain whether any kifco loans have been
extended for the purpose of servicing BCCI_lending elsewhere ve

requireevidence ofthe destination of all significant drawdowns
during 1989 .

Sud
We also require a detailed analysis of the Kifcoloans portfolio in

order to be satisfied that there is no exposure common to BCCI .
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BCCI HOLDINGS ( LUXEMBOURG ) SA

SUPPLEMENTARY BRIEFING PAPER

Kuwait Internacional Finance Company S.A.K. (Kifco ) - continued
-

( +2)
62 ) Other concerns

(We need a better understanding of the 12 company for Exchange based in
Kuwait . We do not know whether this company is associated with Kifco .

The 12 Company for Exchange has been the source of loan repayments in

1989 , where we now have suspicions as to the propriety of the

transactions .

We have requested access to the records and management of Kifco in

order to pursue our own enquiries but to date this has been denied .
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BCCI HOLDINGS (LUXEMBOURG ) SA

SUPPLEMENTARY BRIEFING PAPER

Banque de Commerce et de Placements SA (BCP)

Shareholders : 1

BCCI Holdings ( Luxembourg ) SA

ICIC Foundation

ICIC Staff Benefit Trust

Thesaurus Continental Effekten Gesellschaft

15

35

35

15

100

BACKGROUND

BCP is regarded as BCCI's banking representation in Switzerland

although it is not a subsidiary of BCCI . The Swiss authorities did

not accept Arab ownership due to associated reciprocity problems and

hence , shares are held by the ICIC entities , At 31 December 1989 , it

had total assets of $311 aillion and shareholders ' funds of $29

aillion .

CONCERNS

( 1 ) Absence of critical information

Swiss secrecy laws have prevented us from being provided with

information relating to customer accounts by the incumbent auditors .

Cac 31 December 1989 , there were 5 loans greater than $5 million

outstanding in BCP (compared to 3 loans at 31 Decembar 1988 ) . We do

not know who these, or any other borrowers in BCP actually are .

We require evidence of the identity of these borrowers in order to be

satisfied that there is no exposure common to BCCI that should be

considered collectively .

We also require evidence of the destination of the drawdowns on the .

large loans and other new loans advanced during 1989 to ascertain

whether any BCP loans have been extended in order to service BCCI

lending elsewhere .

We seek to ascertain the utilisation of_ $50 million paid to BCP Geneva

on 20 October 1988 by BCCI and chargedto the account of sh Mohammed

Bin Rashid al Maktoun . This drawdown was not supported by customer

instructions .

we may also require more Information on the source of funds received
frou BCP crediting certain loan accounts at ICIC .
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BCCI HOLDINGS (LUXEMBOURG ) SA

SUPPLEMENTARY BRIEFING PAPER ( Jokaar ) ( Junaid Meu (ar)

X
Saudi Development and Commercial Company (SDCC ).

s
31 December

$ million 1989

31 December

1988

Funded exposure loans

BCCI (Overseas ) Grand Cayman

BCCI SA Bahrain

ICIC ( Overseas )

49.5 14.3
$ 15.1

4.3

8.28.3

Total lending 27.8 27.6

Funded exposure NBFI

BCCI (overseas ) - Grand Cayman de tota la) 25.5 đ 10.2

Total gross exposure 53.3 37.8

BACKGROUND

We understand that SDCC is owned by five Saudi Arabians . Its business

includes , investments, real estate and other Tending within Saudi

Arabia ,

Can original advance of $ 10 million was made through Grand Cayman for
the purchase of 1 million shares in the Saudi Egyptian Company for

Investment and Finance ( S.E.C.I.F) . The current Toan balance in Grand

Cayman represents this advance plus applied interest less $ 3 million

in dividend income received between 1982 and 1985 .

In addition , Grand Cayman has naintained short term placements with

SDCC , the turnover on which has been much higher than the loan

balances outstanding .

SECURITY

Security for the BCCI lending is the 1,000,000 shares in S.E.C.I.F. a

Cairo - based company for which the1988 financial statements show an

underlying value of approximately $6.50 per share. ??

The security for the ICIC exposure are shares in CCL Holdings ,

representing 298. CCL Holdings owns CCL Financial Group Plc .

CONCERNS

( 1 ) Absence of critical information

No information has been made available to clarify the nature of SDCC's

operations or its financial position . There are no audited financial

statements or other financial information . We do not have adequate

Information to assess the underlying assets of SDCC .
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BCCI HOLDINGS ( LUXEMBOURG ) SA

SUPPLEMENTARY BRIEFING PAPER

Saudi Development and Commercial Comgany_ (SDCC ) continued

The shareholders of SDCC have not documented any undertaking to
(The

service and repay the facility .

No documentation has been provided in support of the repayment of $2

million during 1989 .

( 2 ) Irregularities in Approval Procedures

(1
2
)

We have seen ng Board approvals for either the loan facility or the

NBFI placements .

There is no recent Central Credit Committee approval for the Bahrain

facility and we have only seen approval for $ 15 million of the NBFI

placements through Central Credit Committee .

( 3 ) Reliability of Management Representations

Managenent undertook to secure the personal documented support of

SDCC's shareholders for the purposes of the 1988 audit , including a

formal full repayment schedule . This has not been received .

Evidence of recoverability

Permission has not been granted for SECIF dividends to be remitted

outside Egypt since 1987 , and in any event these are not sufficient to

service the lending or generate principal repayment .

( There is no evidence to support the ability or willingness of the

shareholders to repay the loans to SDCC .

the NBFI balances outstanding at 31 December 1989 , matured in January

and February_1990 and have been rolled over , with no customer
correspondence, since naturity on a monthly basis . There is no

evidence to indicate how these placements will ultimately be settled .

a

IS ) Other concerns

separate advance of $ 15.40 vas made to SDCC from Kifco in January

1989 . Local auditors report that this was approved only by the

General Manager and the Chairman , that no security was taken , and that

no custoner correspondence was available . The balance was adjusted in

April 1989. No further detail of this advance has been provided .

( We understand that SDCC is essentially the bank's representation in
Saudi Arabia although this is by no means clear .
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BCCI HOLDINGS ( LUXEMBOURG ) SA

SUPPLEMENTARY BRIEFING PAPER

AM Hammoud

million 31 December 1989

BCCI ICIC

Funded exposure :

Investrade (USA )

( Middle East Commercial Agencies

Linvesco S.A.L.

Jobali
Pazcentro Investments SA

Rubstone Trading Corp. SA

Daily Holding International SA

Cheynne International SA

Middle East Development

United Group for Trading and Projects

MM Hammoud UK el Eshur

MM Hammoud Gibraltar Rietus

Hammoud /Kloss Hamburg R (En

5.8 neg

*6.2- 7.6

*8.5 - 1.3

9.4

*15.1 12.11sha

10.1 :

1.9

10.4 ?

8.1 ?

0.8

.

8.5

3.9

48.8 60.9

*Not recognised by BCCI as being exposure to MM Hammoud .

BACKGROUND

MM Hammoud is a Lebanese businessman . We understand that he is

principally concerned with property development in the US , UK , Canada

and Lebanon .

He is also a significant shareholder in 'BCCI Holdings with 2,646,184

shares and is a shareholder in CCAH .

SECURITY

The facilities granted by BCCI to Mr Hammoud in the UK , USA , Hamburg

and Gibraltar are secured on property.

The lending to Middle East Commercial Agencies ( granted by BCCI

Cyprus ) is clean .

The lending to Rubstone Trading Corporation ( granted by BCCI
Luxembourg ) is secured on MM Hammoud's shares in CCAH .

( The lending to Invesco SAL ( granted by BCCI Grand Cayman ) is secured

on property in Lebanon and Egypt.

( The ICIC facilities are secured on 622,000 shares in BCCI Holdings

( Luxembourg ) SA .

1
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BCCI HOLDINGS ( LUXEMBOURG ) SA

SUPPLEMENTARY BRIEFING PAPER

MM Hammoud continued

( 3 CONCERNS

( 1 ) Absence of critical information

We have not been supplied with evidence of beneficial ownership of any

of the companies purportedly owned by Mr Hammoud .

Whilst we have seen evidence to support security , there is generally

little evidence to support drawdowns and ongoing communication with

the customer .

( 2 ) Reliability of management representations

BCCI management have represented to us that ' Inve'Invesco, fubstone Trading

and Middle East Commercial Agencies are nof exposures pertaining to

MM Hammoud . We are told by BCCI management that Rubstone is owned by

K Rahal , and Invesco by IY Younesand K Rahal . PW Cyprus have told us

that the lending to MECA is secured by the personal guarantees of the

directors - Y Shehaddid , K Rahal and TY Younes .

(1cic management have represented to us that these companies are

beneficially owned by Mr Hamgoud . Indeed , in ICIC management accounts

these facilities are grouped under the heading MM Hammoud .

( 3 ) Evidence of recoverability

BCCI exposures

*

The exposures to MM Hammoud in the UK ,, Gibraltar and USA are

performing and are adequately secured .

The lending to Middle East Commercial Agencies was extended to BCCI
Cyprus in 1988 . The ultimate recoverability of this amount is not

known . The lending is guaranteed by the directors but we know nothing

about their personal wealth .

( The ultimate recoverability of the BCCI Rubstone Trading facility has

been addressed in our report on lending secured on CCAH shares .

However , no interest has ever been paid on this account .

The Invesco facility in BCCI has not been performing . The original

advance of $Z aullion was allowed in order that a previous delinquent

account to Mr M Jaball could be repaid ( at a discount of $2.9

aillion) . Management have established a provision of $0.8 million at

31 December 1989 . We doubt the commercial reality of this lending

there appears to be inadequate security ( $6-$ 10 million ) to warrant a

third party taking over the debts of Mr Jabali at commercial interest

rates .
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MM Hammoud . continued
-

( icic exposures

Management have been pursuing the borrower for addicional security and

a repayment schedule . These have not been forthcoming .

( There is no evidence available to indicate how the loans at_ICIC are

11kely to be reduced without the sale of BCCI shares .

(4)
(4 ) Other concerns

(1There remain too many_unanswered questions about Mr Hammoud :

/ the conflicting management comments concerning his exposures .

The nature of Mr Hammoud's business in Lebanon (he appears to

represent BCCI in his own capacity ) .

✓ the rationale for giving his CCAH shares as security for lending

by Midgulf and Rubstone for no apparent consideration .

. his connection with delinquent accounts of BCCI such as the

Jabali lgans.

( We require Independent evidence supporting these exposures and
evidence that MM Hammoud is the beneficial owner of 2.6 million shares

in BCCI .

!
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Saigols

$ million 31 December 1989

Interest

in

Suspense

Repayments

received

post

year - endGross Provisions Net

Grand Cayman 20.9 1 ( 3.5 ) ( 2.0 ) ( 1.5 ) 13.9

Bahrain 8.5 ( 2.2 ) 6.3

BCC Emirates 1.8 ( 0.2 ) 1.6

!

Total exposure

advised by BCCI

(3
.
7

31.2 ( 3.7 ) ( 2.0 ) 3.5 ( 3.7 ) 21.8

ICIC Exposure 12.9 . . 12.9

BACKGROUND 12.750 ( 506)

The principal Rembers of the Saigol family have had facilities with

BCCI for many years . Loans were transferred between family members

when repayment was not possible , and the current borrowers have

rescheduled the facilities many times , failing to keep to repayment

arrangements .

A11 facilities have been rescheduled at least once again during 1989 ,

and of five principal repayments due in the year , only two were met .

2 BECURITY

All Saigol facilities are clean .
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Saigols continued

CONCERNS

( 1 ) Evidence of recoverability

Evidence of recoverability of the Saigol loans have been based largely

on receipts of funds in 1989 and 1990 :

30 March 1989 $2.0 million Habib Bank , Singapore

4 April 1989 $0.2 million IZ Company for Exchange ,

Kuwait

3 January 1990 $0.4 million IZ Company for Exchange ,

Kuwait

4 January 1990 $ 3.25 million -IZ Company for Exchange ,

Kuwait

Ve have seen no other evidence of the ability of the Saigels or Saigol

businesses to service their lending or repay their outstandings.

were

We have been informed by management that representations previously

given about the beneficial ownership of companies to which new loans

extended in Bahrain in 1989 have been false . The loans have

been given , in part , to repay delinquent loans in other locations . We

are now informed that these loans are connected to the Saigol family.

although we are still awaiting a full explanation .

( althougAlthough the Saigol loan balances have been regularly confirmed we

have significant doubts about their willingness to repay the

outstanding amounts , given the extent to which these accounts continue

to be rescheduled . The involvement of the Saigols in relation to the

improper Bahrain lending_adds to our concerns.
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Numbered account 11011103

million 31 December

1982

31 December

1989

Funded exposure 13,9 11.8

1 BACKGROUND

An amount of $ 11.2 million was drawn down in a Grand Cayman numbered

account in Novëmber 1988 .

12 SECURITY

This is a clean facility .

3 CONCERNS

,( 1 ) Absence of critical information

There is no documentation to support the advance .

( 2 ) Rellability of management representations

In 1988 , BCCI nanagement in Cayman represented that the account was

part of the exposure to the Ibrahim family . In 1989 , management have

represented , after first confiming the exposure as Ibrahim, that the
loan should be classified as lending to Mashriq Holdings which is
beneficially owned by the Ruler of Pufeirah . Mr Imran Imam

responsible for the Ruler of Fujeirah account has not indicated to us

that this account should be included within his total exposure . In

fact , no analyses prepared by the bank have shown this account to be

that of the Ruler of Fujeirah .

( 3 ) Evidence of recoverability

There has been no activity on the account other than interest

application in 1989. Given the lack of documentation supporting this

exposure and the conflicting reports on beneficial ownership , we

require further information in order to assess whether the loan is

recoverable .
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The Pharaon Brothers

Shares in Loans outstanding at

BCCI Holdings 31 December 1989

( Luxembourg ) $ million $ million

SA at 31 December 1989 BCCI ICIC

Wabel Pharaon
C

8,599,631 75.4

Dr Ghaith Pharaon Unknown 288.3 / 27.8

288.3 103.2

BACKGROUND

( Wabel Pharaon is the brother to Dr Ghaith Pharaon a Saudi Arabian

entrepreneur who has diversified business interests . Wabel Pharaon is

also a businessman although we understand that his interests are

primarily in Saudi Arabia .

Most of Wabel Pharaon's lending from ICIC was extended when Dr Ghaith

Pharaon sold his shares in BCCI to Wabel Pharaon .

N
Mr HM Kazmi at ICIC holds power of attorney for Wabel Pharaon .

SECURITY

The only security for Wabel Pharaon's lending in ICIC is 2,500,000

shares in BCCI Holdings ( Luxembourg ) sa .

Dr Ghaith Pharaon's lending in ICIC is secured on his interest in the

Attock Oil Group . His BCCI exposure is secured on shares and deposits

although at least $ 130 million is clean .

CONCERNS

(41) Absence of Critical Information

Drawdowns are not supported by requests from the customers .

There are no loan agreements , promissory notes or correspondence with

the customers at either BCCI or ICIC .

On 19 December 1982. $5.4 million was debited to the overdraft account

of Dr Ghaith Pharaon in Grand Cayman , representing the purchase

consideration for 111,709_shares sold by Suhail Faris Al Mazrui .

There are no instructions from Dr Pharaon supporting this drawdown ,

nor any correspondence from the vendor of the shares .

Wabel Pharaon has provided no support for his repayments of $4 million

in August 1989 and $10 million in 1999 .
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The Pharaon Brothers continued

( 2) Reliability of Management Representations

In December 1987 we were assured by BCCI senior management that we

would receive confirmation that Wabel Pharaon was the beneficial owner

of BCCI shares this was not forthcoming.

13 ) Evidence of recoverability

Dr Ghaith Pharaon's exposure in BCCI is $ 100 million in excess of

limits and exceeds 10 % of the capital base of the bank . It is

consequently a cause for concern . Dr Pharaon has provided security of

approximately $ 1 million and is known to have significant net worth .

Nevertheless , the clean exposure has increased to about $ 130 million ;

partly because of a reduction in Dr Pharaon's deposits ($ 20 million )

and a decline in the value of security given ( $ 20 million ) . We

require evidence that Dr Pharaon has the ability to service and repay

this clean lending.

u
'He has demonstrated his willingness to repay some of his loans by

reducing this exposure in ICIC by $29.2 million following the sale of

Tradigrain to British Petroleum .

Wabel Pharaon has provided some evidence of ability to reduce his

lending by making repayments of_ $ 14 million since 30 June 1989 .

However , we have no net worth statement and no understanding of his

ability to repay . We do not know the extent to which he might be

supported by his brother . It is unclear how his borrowings may

continue to be reduced , other than by the sale of BCCI shares .

to Other concerns

The sale of Mazrui's shares in December 1989 has not been recorded in

the shareholders' register at I December 1989, or in January or

February 1990. This causes doubt as to the accuracy of the

shareholder records , In December 1989 Wabel Pharaon acquired 105,321

BCCI shares from Mohamed Taufiq Jiddau according to the Luxembourg

share register . ' We are unclear as to how this acquisition was

financed and why Wabel Pharaon should want to purchase further shares

in BCCI when he is trying to reduce his loan exposures in ICIC .

We therefore require Independent confirmation by Wabel Pharaon and

Dr. Chaith Pharaon at 31 December 1989 of their shareholdings, the

shares pledged as security and of their outstanding liabilities at

that date .
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Grand Cayman Risk Facilities

Gross

Exposure

Interest in

Suspense Provision

Net

Exposure

Accounts where cash hi

has been received :

Aquad

1 Haider Bin Khamis
on loot

int
2 Lisa General

AI Cad GC4 ) 30 %.

* 3

of Al Haji Dasuki lony

3.6

5.1

4.3

0.7

( 1.0 )

( 1.2 )

3.6

3.6

3.1

0.7

1 .

Other accounts not

subject to litigation

South Gulf Trading a lowy.

A de Vega 1oo y

Winterwood Associates
307

Charles Howard

First Arabian Corp W 100 %

Al Haji Daura (byte ) -7

2

3 .

2.0

2.6

3.57

0.3

0.8

( 1.7 )

( 1.3 )

( 0.7 )

X (o.s) (AIE 2.1)
( 2.1) ( 1.0 )

(0.1 )

x 2.08 (0.8) 304

1.7 2.32.2 .

5.8s

( 0.4

2.7

0.3

Accounts subject to

litigation

1
Abbas Mosselhy

Stinnes ( Bulk ) )

rok

334

4.5V

7.3
1:24 ,

2 ( 1.0 )41.5
6 .

41.3 ( 9 ) (60 ) 2.1

BACKGROUND

It has generally been the case that delinquent accounts at various

locations have been transferred to Grand Cayman and these make up the

Cayaan risk facilities .

CONCERNS

( 1 ) Evidence of recoverability

Caccounts where cash has been received during 1989 :

bene
'No advice was received for the remittances of cash against these

Given the evidence now received regarding cash receipts on

other delinquent accounts in the BCC group , these balances (totalling

$ 11 million ) are an area of concern , which in the absence of

independent evidence, are likely to require full provision .

accounts .
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Grand Cayman Risk Facilities · continued

otherOther accounts_0Qt subject to litigation :

ManagementManagement have already decided to provide fully against the

facilities of South Gulf Trading . First Arabian , and A De Vega to the

extent of the unsecured balance .

the loans to Winterwood and Howard , although partially secured , have

shown little performance and BCCI have made no effective effort to

regularise the facilities . There is no rationale for their being

booked in Grand Cayman , and we believe that the original loans were

extended through Treasury_connections with AR Khalil . We remain

unconvinced that these loans will ever be repaid,nor that the bank

will enforce its security .

C'Accounts subject to litigation :

Although we recognise that there could be recoveries from the

litigation , it would be prudent to provide in full against these

accounts in 1989. Management have initially determined a further

provision of $ 1.5m against the Stinnes facility .
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Ibrahim family

31 December

1989

31 December

1988

31 December

1987$ million

Gross exposure 131.7 210.8 125.2

BACKGROUND

The Ibrahim family , headed by Sh Abdul Aziz Al Ibrahim , have

maintained significant loan and deposit balances with BCCI for a

number of years . At 31 December 1989 family deposits total $ 152

million .

2 CONCERNS

s ( 1 ) Absence of critical information

/
The loans are advanced against deposits pledged to the extent of

$ 152.4 million , but there is no formal lien over the deposits .

(We do not understand the rationale for maintaining both loans and

deposits of the levels concerned . ( Interest is charged at the same

level as deposit interest is paid for loans to the value of 50% of the

deposits held ) .

Deposits are held in the names of the various family members , not all

in the name of Sh Abdul Aziz . This detracts from the comfort gained

from the deposits maintained because in particular no cross guarantees

exist . .

Independen( Independent direct confirmation from the borrower of all balances is

essential given the absence of formal Ilen :
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Faisalلالسلا Saud Al Fulall

$ million

Funded Exposure:

31 December 1989

BCCI ICIC
Security

1.5 FIIL Shares

4.9 CCL Shares

Faisal Al Fulaij

Middle East Investment

Company

Middle East Investment

Company

Faisal Al Fulaij

Faisal Al Fulaij

Faisal Al Fulaij

Faisal Al Fulaij

Middle East Investment

Company

Faisal Al Fulaij

Faisal Al Fulaij

Faisal Al Fulaij

Faisal Al Fulaij

Faisal Al Fulaij

1.1

8.8

8.0

4.4

0.3

CCL Shares

BCCI (H) Shares

BCCI (H ) Shares

Clean

Clean

0,3

5.7

7.4

87.9

7.3

10.3

CCL Shares

BCCI (H ) Shares

CCAH Shares

CCAH Shares

CCAH Shares

CCAH Shares

112.9 35.0

BACKGROUND

Faisal Saud Al Fulaij is a Kuwait businessman . He is also Chairman of

Kuwait International Finance Company SAK (Kifco )

( 2 ) SECURITY

FIIL :

CCL :

Faisal Al Fulaij owns 28 of FIIL which in turn owns Attock

011 International .

Through Middle East Investment Company, Faisal Al Fulaij

owns $ 29 of CCL Holdings (CCL) which in turn owns CCL

Financial Group Plc .

( Faisal Al Fulaij owns 26,439 shares in CCAH (post rights

issue ) . He has pledged 5,976 shares as security to BCCI and

a further 10,680 shares have been cross pledged by Sh Kamal

Adhan and Ali Mohamed Shorafa in respect of his borrowings .

BCCI :
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Faisal Saud al Fulail continued
-

3 CONCERNS

(í) absence of critical information

There are generally no loan agreements , customer instructions or

promissory notes supporting this lending . Balances have been

confirmed . Shares are physically held by ICIC or BCCI as security .

( 2 ) Evidence of recoverability

There has been very little performance on any of these accounts in

recent years and exposures have been increasing through the

application of Interest and charges . The underlying investments are

not generating cash dividends and Faisal Saud Al Fulaij is not meeting

repayments or servicing charges from his own resources .
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Art
Prince International Holdings and International Medical
Corporation ( IMC) Group

$ million 31 December 1989

BCCI ICIC

Funded exposure

Prince International

Holdings

IMC Group

46.313.7

91.9

105.6 46.3

BACKGROUND

TheJMC Group owns and operates the Cromwell Hospital. It is owned by

ther Abu Dhabi Ruling Family and a Foundation financed by ICIC_Holdings
• International Health and Welfare Foundation . The IMC Group has

required support fron BCCI and ICIC • through Prince International

Holdings in order to meet Tts commitments . In 1987 a ten year plan

was drawn up which would enable the Group's lending to be reduced to a

reasonable level .

2 SECURITY

The BCCI lending is secured on the assets of the IMC Group including

the Cromwell Hospital. The Prince International Holdings lending is

secured on shares in the IMC Group .

3 (CONCERNS

( 1 ) Reliability of Management Representations

In March 1989 we were told by BCCI senior management thać they were

hopeful that the Abu Dhabi Ruling family would provide $10 million

additional capital by 30 June and that the bank would deliver a

request for additional capital in the summer of 1989. No additional

capital has yet been provided although we are aware that discussions

are taking place .

( 2 ) Evidence of Recoverability

The underlying IMC project is unable to service its lending from BCCI .

There is no source of income to repay the loans to Prince

International Holdings . Repayment of the BCCI and ICIC exposures can

only be assured by significant additional capital injections by the

Abu Dhabi Rullag faaily . There is underlying securTty to the lending

in the Cromwell Hospital project but given its unique nature this can

only be realistically assessed by independent valuation .
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Corporation ( IMC ) Group continued

13) Other concerns

Correspondence that has been provided to us indicates that the Abu

Dhabi Ruling family does not appear to be receiving up to date

information in order to satisfy itself as to the ongoing viability of

the IMC project . The project is dependent on the support of the

Ruling Family and they should receive accurate and regular financial

information .

Cour concerns are more fullyaddressed in a letter dated 26 February
1990_to Mr Naqvi which is included as appendix I to this report, which

Indícates that financial support of the order of $100 million from the

shareholders is l [kely to be required . 02
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RC Hall Sultan Fadel

$ million

Funded exposure :

31 December

1989

31 December

1988

BCCI ( Overseas ) · Grand Cayman

BCCI SA Bahrain

12.2

6.2

11.8

5.6

18.4 17.4

☺
BACKGROUND

Al Haji Sultan Fadel is an Omani businessman who controls Wl Towell &

Co in Oman , He is Chairman of the National Bank of Oman (NBO ) holding

9.97 of the shares in his personal capacity and a further 37 through

NBO .

(1) |SECURITY

The loans are secured on 1,818,000 ROL shares in NBO (9.97 of the

issued capital) .

CONCERNS

( 1 ) Evidence of recoverability

The original advance in 1985 was for $ 15million . Interest has not

been serviced and consequently the increase in the outstandings

represents unpaid interest .

whilst there is value in the security it is unlikely to be enforced by
ВССІ .

Ve have not seen evidence of the ability of Al Haji Sultan Fadel to
service his personal external lendIng . Whilst he does have personal

wealth and a significant shareholding in WJ Towell & Co we do not know

whether he has the cash flows to repay these loans .

(2) Other concerns

These loans were advanced to enable Al Haji Sultan Fadel to purchase

sharos in NBO . It is more realistic to treat these as an investment

of BCCI and write then down to not asset value with noInterest

recognition . At 31 December 1989 this would require the loans to be

written down to $3 aillion : $ 9 aillion .
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APPENDIX I

26 February 1990

S Naqvi Esq

Bank of Credit and Commerce International

100 Leadenhall Street

London

EC3A ЗAD

Dear Mr Naqvi ,Dear

I enclose paper which we have produced con ning Prince

International Holdings and the IMC Group .

( It seems to us that the BCCI exposures to these entities have to be

considered in the aggregate with those of ICIC , and thus the paper is

based on this premise .

Clearly.Clearly , as we have discussed previously , there is a need for a

substantial capital injection into the project in order to achieve the

proposed restructuring programme , and in particular to eliminate the

Prince borrowings which we understand were always intended to be

relatively short - term . Any such restructuring must also ensure that

IMC is able to finance the residual borrowings out of its cash flows .

The objective of the paper is to quantify in approximate terms the
likely shareholder commitment required to refinancing the project on

the above basis , which is substantial ; and to consider the possible

alternative courses of action to enable us to be satisfied as to the

collectibility of the outstandings due to the BCC Group and also to

ICIC ( Overseas ) Ltd.

con the basis that a written commitment is obtained from the following
that they are prepared to fund the project then ng provision would be

required :

$ ' m

HH Sh Zayed bin Sultan al Nahyan

The Abu Dhabi Ruling Family

International Health and Welfare Foundation

31.2

52.3

22.1

105.6 ✓
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26 February 1990

S Naqvi Esq

Page 2

the amount identified is necessary to eliminatethe current loans to

Prince ( $60.0m ) the syndicated loan to the IMCGroup ($36.8m ) and the

Grand Cayman loán to IMC Holdings $8.8m ) .

(we would also require avidence of how International Health and Welfare
could fund such an investnent .

GIE such a commitment cannot be given we suggest that the Interest

subsidies from ICIC to Prince for its lending from CFC and to IMC for

its lending from the BCC Group be reversed and interest which is not

being serviced be suspended with effect from December 1987 when the

first subsidies were provided . Provisions against principal are also

required to reduce the current outstandings to the approximate

underlying value of the project. The total charge would be as

follows :

Interest

suspended Provision Total

Provision in BCC Group for lending to IMC $ 13.1m

Provision in CFC for lending to Prince $3.7. c

Provision in ICIC for lending to Prince

$16.80ad

$ 5.7m

$ 18.9

$ 13.lm

$9.40

$ 18.9m

& $41.40$24.60

1

These charges are based on reducing the current outstandings to an
amount lower than or equal to the underlying value of the project .

The hospital 1s Included at its depreciated replacement cost although

the underlying value , including goodwill , nay well begreater than

this . To theextent that this can be demonstrated theprovision

requirement could be less . We have provisionally discussed the

possibility of obtaining such a valuation with Mr Kazmi.
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S Naqvi Esa

Page 3

Naturally alternative ( 1 ) is the more preferable but may be difficult

to achieve in the short term and I would be pleased to discuss this

with you once you have had a chance to review the initial paper .

Goam sending a copy of this letter to Mr Kazmi, also .

Kind regards .

Yours sincerely ,

CI Cowan

CIC /JAG /MM
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INTERNATIONAL CREDIT AND INVESTHENT COMPANY ( ICIC )

l Lending to Prince International Holdings (PIH ) and the International

Medical Corporation group_ ( IMC) .

At 31 December 1989 both BCCI and ICIC have significant exposures to

PIH and IMC as follows :

Prince International Holdings $ ' ra

Loans from ICIC

Loans fron CFC

46.3

13.1 »۱
۱

60.0

International Medical Corporation Group

Syndicated loan from BCCI Group

( including accrued interest )

Loans from Grand Cayman ( BCCI )

Loan from UK Region (MedCorp )

Loan from UK Region (MSI )

36.8

8.8

29.9

16.4 /

91.9

The summarised balance sheet of PIH at 31 December 1989 estimated on

basis of 30 June 1989 figures , is :

$ ' m

Investment in IMC

Interest free loans to IMC

Other assets

8.6

35.9

0.1

44.6

60.0

2.5

Loans from ICIC /CFC

Other liabilities

Share capital

( including shareholders ' loans )

• Abu Dhabi Family

International Health

& Welfare Foundation

Reserves

9.8 -

8.9

< 36.6 >

44.6
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The balance sheet of IMC at 31 December 1989 may be summarised as :

$ ' n

48.1
Property ( including Cromwell Hospital )

Other Fixed Assets

Blocked Funds at BCCI

Other Assets

13.4

28.6

15.1

105,2

91.9

35.9

2.3

Loans from BCCI

Loans from PIH

Loans from Sh Z

Share Capital

PIH

• Sh 2

Revaluation Reserve

Profit and Loss Deficit

Other Liabilities

3.4.0

2.3

18.9

< 56.2>

_6.1

105.2

At 31 December 1989 the non -BCCI funding of the IMC Group was out of

line with the originally envisaged shareholdings.

Original

Plan31 December 1989

$ ' m

PIH 39.3 90 60

/

Sh Z 4.6 10 40

43.9 100 $ 100 %

,
Our understanding is that Prince was established as part of a

restructuring programme designed to reduce the debt burden of the IMC

Group by the injection of additional equity capital. It was envisaged

that the residual lending from BCCI could then be fully serviced and

repaid over a reasonable time .

6 At 31 December 1989 the funding of PIH was also out of line with the

original plan :

Original

Plan31 Deceаber 1989

$ ' m

ICIC/CFC loans

International H & W

Abu Dhabi Family

60.0

8.9

9.8

76

11

13

33

67

E

78.7 1000 100

1
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1

the original plan incorporated a ten year forecast that , if met , would
enable IMC to reduce its debt burden . It was planned that IMC would

service its lending from its own resources and not be subsidised by

the shareholders . This has not happened , as interest on the

syndicated loan has been paid by ICIC through Prince International

Holdings :

JIMC Group
1988

Projected

Surplus / (Deficit )

Sim

1988

Adjusted

for interest

subsidies

1988

Actual

Before funding Costs 8.6 7.8 7.8

After funding Costs ( 0.3 ) ( 1.4 ) ( 7.2 )

19891989

Projected

Surplus /Deficit

$ ' m

1989

Adjusted

for interest

subsidies

1989

Actual

Before funding Costs 9.1 11.1 11.1

After funding Costs 0.2 ( 1.6 ) ( 5.8 )

G
Interest is not being fully serviced by IMC rather interest on the

syndicated loans is being settled by Prince through additional

drawdowns on its loans from ICIC , of $5.8 million in 1988 and $ 4.2
million in 1989 which have been taken up as income in IMC Group .

( In addition Interest of $0.7 mill1on and $0.4 million has been unpaid

in 1988 and 1989 respectively on lending from BCCI Grand Cayman to

IMC Holdings .

The problems faced arg :

( 1 )

A

The IMC Group can still not service its lending . It is being

subsidised by PIH . It needs an Injection of equity capital at the IMC

Group level probably equivalent to the total of the syndicated loan

and the loan from BCCI Grand Cayman of $45.6 million , on the basis

that interest on this lending is not being serviced at present .

more precise estimate would require a detailed evaluation of IMC and

the Hospitals current cash flow forecasts . We understand that the

current performance of the Hospital has been depressed and is below

budget .

Prince , being entirely reliant on IMC , cannot service its lending from

CFC and ICIC and a further capital Injection is required to repay

these facilities totalling $60m .

12)
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We have calculated that the originally planned ratios would be

satisfied if the following capital injections were made to refinance

the lending identified above :

$ million

Sh 2

Abu Dhabi Ruling Family

International Health & Welfare

31.2

52.3

22.1

105.6

If a commitment to such a capital injection could be given , the value

of loans given by BCCI and ICIC would be supportable so long as the

funding of IHW could be proven .

10
If the commitments cannot be given then the problems faced are :

( 1 ) Non - performing loan in BCCI Grand Cayman to IMC

( 2 ) Syndicated loan to BCCI being serviced by ICIC

( 3 ) CFC loan to Prince being serviced by ICIC

( 4 ) ICIC loan to Prince not being serviced.

11
This situation would be untenable and the accounts need adjustment.

Our suggested treatment of these loans would be :

(1)

Reversal of $0.4 million interest on the BCCI Grand Cayman facility of

IMC Holdings in 1989 .

( 2 )

(2
Reversal of syndication and CFC subsidies by ICIC through Prince in

1988 and 1989 ( $ 12.8 million) thus transferring $ 12.8 million out of

Prince lending in ICIC and re establishing the interest payable in

BCCI with an equivalent interest in suspense creditor . (See Appendix

I ) .

The above would require the amounts paid from ICIC to BCCI of $12.8m

to be reversed from lending to Prince at the expense of the BCCI

group , who should additionally suspend Interest of $4.On accrued (see

Appendix II ) on the Prince / IMC Holdings lending at 31 December 1989 .

(3)

( A total of $ 16.8 million would therefore be expensed in BCCI in 1989 .

(4 ) After adjustment the remaining loan balances would be :

icic $46.3a less $12.8a

BCCI - $ 105.6 plus $ 12.8m accrued interest

less $ 16.8a Interest in suspense

$ 33.50

$101.6m

$ 151.90 $ 1:35 . le

This total reduction is accounted for by the expensing in BCCI of

$16.8 million .
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.5 ) If necessary the remaining loans should be written down to the

underlying value of the project .

On the basis of the last formal valuation of the Cromwell Hospital

this implies a shortfall of $ 36.6 million , although the informal

revaluation performed in July 1989 would reduce this to $ 24.6 million ,

as follows :

IMC Group

Net Assets

$ ' m

IMC Group

Revalued Net Assets

ICIC

BCCI

Loans

$ ' a

- 33.5

101.6

135.1 98.5 110.5

On this basis the additional provisions required are :

ICIC

CFC

18.9

5.7

24.6

1
2

If the $16.8 million adjustnents and interest reversals referred to

above were not made , the total shortfall on the loans outstanding of

$151.9 million against the revalued net asset of $110.5 million would

be $41.4 million . On this basis the provisions required are :

ICIC

CFC

31.9

2.5

41.4

1
3

The basis of the valuation used above (depreciated replacement cost)

however essentially only values the "bricks and aortar " of the

Hospital. In reality the total value of the project may be greater

given the goodwill interest in the business and clearly the extent to

which this can be demonstrated would mitigate the provision

requirement referred to above .

We would be pleased to discuss this further .
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APPENDIX I

Interest subsidies paid by ICIC

The following amounts have been remitted to CFC by ICIC :

1 On Syndicated lending :

February 1988

August 1988

January 1989

July 1989

[2.4540

(1.1150m

[ 1.1183m

[ 1.46790

£6.15520 @ 1.6255 - $ 10.005m

2 On CFC loan to Prince International :

December 1987

July 1988

November 1988

May 1989

[0.4420

[0.4689

[0.3170

10.466m @ 1.6255 $2.752

Grand Total US Dollars Equivalent $12.7570

APPENDIX II

Prince / IMC Accrued Interest as at 31 December 1989

Interest accrued on Prince/IMC Holdings lending at 31 December 1989 is

as follows :

S'm

On syndicated lending ( 11.628m @ 1.6255 )
2.65

On IMC Holdings loan in Grand Cayman 0.40

On Prince Intl loan in CFC

( 10.583m @ 1.6255 ) 0.95

।

4.00
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Senator KERRY. Document No. 5 was a letter which was given to

the directors of the bank from Price Waterhouse summarizing the

problems that had been found as a consequence of their supplemen

tary audit, which I believe prompted you to decide that you were

going to resign .

[ The information referred to follows:)
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la aprilApril 1990

Dear Sirs ,

(TRANTRANSACTIONS WITH SHAREHOLDERS

We have prepared an analysis of loans to shareholders of BCCI lloldings

(Luxembourg ) SA outstanding in BCCI Group companies or in ICIC

( Overseas ) Limited at 31 December 1989 see Appendix 1 . Appendix 2

provides a more detailed analysis of lending to the Abu Dhabi Group .

The analyses are prepared on the basis of informacion available to us

and may exclude certain small loans which have not been reported to

We have also not yet been provided with a full listing of

shareholders at 31 December 1989 and accordingly base the table on the

percentages at 30 September 1989 .

us .

We have a number of concerns in relation to the shareholder lending :

Abu Dhabi Group

Included within the Abu Dhabi Group are loans of $ 109.4 million to HE

Sh Hamdan Bin Mohammed Al Nayhan . HE Sh Hamdan died on 12 October

1989. We have seen no evidence that these liabilities will be assumed

by the estate of HE Sh Hamdan nor any other evidence as to how they

might be repaid . At 31 December there were deposits of $ 38.6 million

with ICIC (Overseas ) Led in the name of HE Sh Hamdan and preference

shares and placements with ICIC Holdings Ltd of $ 55.0 million . There

is however , no lien or formal right of offset available for these

balances . We require evidence from the estate of HE Sh Hamdan

advising how these loans will be repaid and confirming what set off

arrangements are applicable .'

We have been unable to obtain satisfactory documentation relating to a

US $ 150 million loan in the name of HH Sh Khalifa drawdown on 11 March

1988 and subsequently repaid in 1988 and 1989 .
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3 April 1990

Page 2

$10 million was withdrawn in cash in September and October 1989 and

charged to an account in the name of HH Sh Zayed . We have seen no

customer authority for this withdrawal , nor confirmation of the

outstanding balance .

Mahfouz. Companies

Dubai Family

Our concerns regarding these loans have already been addressed in our

briefing notes to the independent task force .

Once the outcome of the task force's work is complete and the

situation concerning lending to Sh Mohammed bin Rashid Al Maktoum and

Sh Khalid Bin Mahfouz is clarified we shall require independent

confirmation of their loans outstanding at 31 December 1989 and of

their shareholdings in BCCI Holdings ( Luxembourg ) SA both at 31

December 1989 and at the date of approval of the 1989 financial

statements ,

)1
3 Wabel Pharaon and Dr Ghaith Pharaon

We have a number of concerns in relation to these two borrowers

concerning shareholdings :

( 1 ) We have no evidence that Wabel Pharaon is the beneficial owner of

8,599,631 shares in BCCI Holdings ( Luxembourg ) SA .(

( 2 )
(

The only security for Wabel Pharaon's borrowings in ICIC are 2,500,000

of his shares in BCCI Holdings ( Luxembourg ) SA . We have no evidence

to support his capacity to repay these loans without selling these

shares .

( 3 )

We

In December 1989 Wabel Pharaon acquired 105,321 BCCI shares from

Mohamed Taufiq Jiddau according to the Luxembourg share register .

are unclear as to how this acquisition was financed and why Wabel

Pharaon should want to purchase further shares in BCCI when he is

trying to reduce his loan exposures in ICIC .

( 4 ) On 19 December 1989 , $ 5.4 million was debited to the overdraft account

of Dr Ghaith Pharaon in Grand Cayman , representing the purchase

consideration for 111.709 shares sold by Suhail Faris al Mazrui .

There are no instructions from Dr Pharaon supporting this drawdown ,

nor any correspondence from the vendor of the shares . The sale of

Mazrui's shares in December 1989 has not been recorded in the

shareholders ' register at 31 December 1989 , or in Januari
100n
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3 April 1990

Page 3

We require independent confirmation by Wabel Pharaon and Dr Ghaith

Pharaon at 31 December 1989 of their shareholdings , the shares pledged

as sccurity and of their outstanding liabilities at that date .

4 MM llammoud

CMM llaminoud is a significant shareholder in BCCI Holdings with

2,646,184 shares and is also a shareholder in ccall . (18,200 )

llis ICIC facilities are secured on 622,000 shares in BCCI Holdings

( Luxembourg ) SA . The balance is ctean .

Management at ICIC pursuing the rrower for additional

security and a repayment schedule . These have not been forthcoming .

There is no evidence available to indicate how the loans at ICIC are

likely to be reduced without the sale of MM Hammoud's BCCI shares .

be

We again require independent evidence supporting these exposures and

evidence that MM Hammoud is the beneficial owner of 2,646,184 shares

in BCCI .

( 3 1. Sh Kamal Adham

2.Faisal al Fulaii

3. Mr Sayed Jawhary

k.Mr AR Khalil

-HE Ali M Shorafa

Lending to these individuals is principally secured on shares in Car

and is discussed separately in our briefing notes to the independent

task force . Given the problems we have identified concerning the

loans outstanding from AR Khalil, which are detailed in our briefing

notes to the independent task force , we would also like to seek

independent confirmation from him of his shareholdings at 31 December

.

1989 .
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3 April 1990

Page

1. HRH Prince Turki

2 Shaf Corporation

3 Abdullah Saeed Badar al Rawas

4 Sh Ali Abdullah Busshan

HE Mohammed llabroush_ ^ l Sowaidi

6 Mohamed Al Qasmi

> Sh Şalcı ahmed Busshan

P.Mr Nasser Mohamed al Nowais

Whilst these exposures are smaller than most of those noted above , the

loans are often non performing and we are concerned about the

willingness of the shareholders to repay these loans .

We believe that these loans should all be independently confirmed at

31 December 1989 . We also suggest that an independent assessment is

made of the ability of these shareholders to repay their loans and of

their performance to date . Where necessary the loans should be

restructured and provisions should be established .

Independent Shareholders Circularisation

As we have already referred to , there are a number of instances where

we believe it would be appropriate to independently confirm shares

held by individuals or companies . This is a consequence of :

ro) our necessary reliance on management representations in the past as to

shareholders and the number of shares held .

- ( 2 ) the instances noted (and referred to in our report to the independent

task force ) when shares subscribed to under the 1989 rights issue have

not been acknowledged by the customer and where there are no

acceptance letters or other documentation from the shareholder .

( 3 ) the time delay that is encountered in the shareholder register being

updated .

. Given the significance of shareholder support at this time we believe

that it is essential that all shareholder details should be

independently confirmed by Price Waterhouse with the shareholders

concerned . This conformation exercise should include

(1) Confirmation by the shareholder of the shares held in BCCI Holdings

(Luxembourg ) SA at 31 December 1989 and at the date of

circularisation .
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Page 5

M2) Confirmation by the shareholder that they are the beneficial owners of

these shares .

23 ) Confirmation of loans outstanding and contingent facilities at 31

December 1989 with BCCI Group companies and ICIC ( Overseas ) Ltd

including any restructuring termsthat may now have been agreed .

Details of any BCCI shares pledged as security for this lending.

२ ९,
५

Details of deposits placed with BCCI Group companies or ICIC Group

Companies at 31 December 1989 and whether under licn or free of lien .

SO
Details of any other significant cransactions with BCCI or ICIC .

an order that the confirmation exercise is truly independent , it

should be fully controlled by Price Waterhouse . We would naturally

conduct this exercise in a discreet manner and treat all information

extremely confidencially .

We look forward to discussing these issues with you further .

Yours faithfully .
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APPENDIX 1

Loans to sha'clolders

BCCI ICIC

Balance at

31 December

1989

$ million

( al 30.9.89 )

Shares

Pledged

Balance at

31 December

1989

$ million

Sharcs

Pledged

Shareholder

17.5371.8

152.5 :

2,500,000

:

75.4

37.9

60.9
6,252,8110

24.9 622.000

.

0.1124.6

150.3

2,187,039

313.5

113.0

9.6

19.7

20.7

49.1

10.1

35.1

12.9

380,819

325,6714

17.7

123.3 5.4

Abu Dhabi Group 35.61

Mahfouz Companies 20.00

Mr Wabel Pharaon 11.41

ICIC Foundation 8.40

Mr MM Hammoud 3.55

Dubai Family

Stock/Crescent 3.27

Mr AR Khalil 3.08

ICIC Staff

Benefit Fund 2.94

Sh Kamal Adham 2.94

Faisal al Fulaij 1.53

HRH Prince Turki 0.97

Mr Sayed Jawhary 0.75

Shaf Corporation 0.70

Abdullah Saeed

Badar al Rawas 0.55

HE Ali M Shorafa 0.55

Ali Mohamed Bin

Aqeel Baomar 0.54

Sh Ali Abdullah

Bughsan
0.41

Mohamed al Qasmi 0.15

Sh Salim Ahmed

Bughsan 0.13

HE Mohammed

Habroush al

Sowaidi 0.11

Mr Nasser

Mohammed

al Nowais ) 0.08

and Mr Yousef )

MAL Nowais )

Mr Abdullah

Nasser Hawaileel 0.08

Juan Salim 0.06

0.1

D

3.9

0.6

9.5

7.5 2.6 25,000

7.3 58,878 0.7

1.4

5.3 0.5

Others 2.19 0.2

100 1.476.8 58.878 308.8 12.293.340
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APPENDIX 2

Loans to shareholders
continued

Thic Abu Dhabi Group lending may be analysed as follows :

Comments
Balance at 31 December 1989

BCCI ICIC

$ million

All Sh Zayed Bin Sultan

Al Nahyan
3.88 127.1 Personal overdraft

facility .

Other personal

overdrafts .

12.8

2.0

10.0 Personal loan facility .

|

151,9

HE Sh Hamdan Bin Mohamed

Al Nahyan
0.71 74.5

11.1

16.2

Grand Cayman loan for

investment purposes .

Grand Cayman overdraft

City Centre Hotel

CIC facility1.6

101.8 1.6

HE Sh Mubarak Bin Mohammed

Al Nahyan 0.54 6.9

16.7

Personal loan facility

Personal overdraft

facility

23.6
1.HH Sh Khalifa Bin Zayed

Al Nahyan 19.65 31.9 Personal overdrafts

HE Sh Tahnoon Bin Mohammed

Al Nahyan 0.20

1

0.2

HE Sh Nayhan Bin Mubarak

Al Nahyan 0.10 7.4 6.3

George Town Funding

Company Limited 0.11

Abu Dhabi Investment

Authority 10.42 55.0 330 Madison Avenue

Company owned 75 by ADIA
Sh Mohammed Bin

Zayed al Nayhan
3.6 ICIC facility

35.61
371.8 17.5
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Senator KERRY. And document No. 6 is your task force report,

the summary that you yourself put together with your investiga

tive task force, in which you summarized the $850 million which

was at risk on the Credit Commerce American holdings; First

American, the $800 million on the shareholder loans, which was all

BCC; the $ 700 million on the Gokal shipping problems; the $100

million on the Grand Cayman miscellaneous; and subsequently, the
$ 500 million on the ICIC books, which was a separate entity that

youare going to describe today.

[ The information referred to follows:)
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REPORT OF THE TASK FORCE

ON SELECTED INTERNATIONAL LOANS AND TRANSACTIONS

1.00 PREAMBLE :

1.01
This report by the special Task Force, addressed to the Chief Executive

Officer, is in response to the specific requirements of the external auditors

of the BCC Group - Messrs. Pricc Waterhouse ( PW ).

It incorporates the findings of the Task Force concerning a number of

international loans and transactions related thereto - primarily emanating

from Grand Cayman branch of Bank of Credit and Commerce International

(Overseas) Limited. The external auditors had identified these loans and

transactions during the course of their audit for the year 1989 and had

expressed severe reservations thereon · necessitating further independent

review and disclosures as to the nature of these accounts and transactions

and their effects on the financial results of the Group and provisions for the

year.

1.02
The report has been prepared after days of continuous work since receiving

the PW report on 14th March 1990 and involved extensive and intensive

interviews of concerned " Accounts Officers" and review of a number of files

and documents connected with these accounts and transactions, as were

available or made available in London. PW presented the Task Force with
April

a supplementary report on the 6th Dance 1990 containing 12 problem

loans/related issues. The Task Force notwithstanding the time constraint has

made all efforts to review each of these accounts and present their findings

in this report.

1.03 While the Task Force has not conducted a detailed audit as done by PW it

has neverthclcss reviewed all accounts listed in PW report and additionally

accounts in those locations not covered by PW audit like Kuwait and

Uruguay which have a similar nature or purpose or relationship .

1.04 The report besides recording the findings of the Committee also makes

spcciſic cvaluation of thc cffects of these findings on the financial results of

the BCC Group for the year 1989, as well as their monetary implications for

1990 and beyond.
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1.05 The report also makes very specific recommendations on :

(a) the additional provision necessary in the bank's accounts of 1989 10

cover against the resultant drop in the quality of certain specific

portfolio of advances in the books of the bank, primarily in Grand

Cayman branch.

( b) actions necessary by management to prevent the recurrence of

such irregular accounts and activity in thc bank any time in the

future .

(c ) proposed restructuring in Grand Cayman branch and at the

C.S.O. to avoid similar events in the future.

Regarding any other actions which may be considered necessary against

the concerned officials of the bank, is leſt to the CEO and senior

management of BCC . However the Task Force has already withdrawn

authority of three of the key concerned personnel from their existing

customer related activities leaving them to do any transactions only if

they are vital to the bank, in which case at least 2 members of the Task

Force will countersign such authorization .
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WORK OF THE TASK FORCE

2.00 BACKGROUND WORK :

In order to perform their role more effectivcly thc Task Force obtained the

following information from the Group's central Finance Division :

.

A - The Global Audit Process

B. The 1989 Audit Details

C - The Grand Cayman Branch Audit Process

2.01 THE GLOBAL AUDIT PROCESS :

The BCC Group consisting of 32 banking units in 73 countries has been

audited annually from its inception at group level by Messrs. Ernst &

Whinney and at BCCI (Overseas) Grand Cayman level by Messrs. Price

Waterhouse . In 1987 as a mcans of consolidating the global audit process

under one firm the entire audit work was transferred to Messrs. Price

Waterhouse.

The annual audit is conducted by Price Waterhouse (and previously by

Messrs. Ernst & Whinney) in two parts :

an extensive interim audit covering the financial results of the Group

for the 9 months up to September 30th of each year which is carried

out at all major locations as selected by the auditors during thc months

of November and December each year and

a final auditconducted globally for the entire year which is carried out

from around the first week of January and up to late February (in

normal years) . Often this exercise extends into March also .

As a part of the audit routine a very comprehensive 'Audit Instruction

Manual ' and 'Questionnaire' is sent by PW in September of each year

10 lhe auditors in all BCC locations.

Copy of the Audit Instruction /Questionnairc is given at Annexurc A.

The global list of auditors is given at Annexure B.
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Notwithstanding that the majority of the BCC locations are audited hy

PW's own local offices, several senior partners of PW from London and

other locations travel to various BCC locations to directly review the

local operation of BCC and 10 discuss outstanding audit issues with the

local management and the local offices of PW or other audit firm (s ) .

This has given PW an extensive understanding of the operations of

BCC globally over the past several years. A list of the locations visited

in 1989 and the names of the partners concerned is given at Annexure

C.

Task Force were informed that it has always been management's policy

to give full and complete access to PW to all records and documents of

the bank in all BCC locations and to allow free and intensive uirect

discussions between the cxternal auditors and each and every concerned

officer or official of the bank to clarify all transactions and other audit

queries.

PW informed us that they have not had full access 10 BCP and KIFCO.

Management, in response, told the Task Force that this is duc 10

certain local regulatory restrictions, as BCC are minority shareholders

in these companies and local auditors have been appointed by the

Company's Board, who oversee its day to day management.

To smoothen the annual audit process the central Finance Division of

the Group based in the Central Support Office in London ( CSO )

coordinates the audit process globally. Counterpart officers are

nominated in each location - normally the location's finance officer,

with whom ongoing contact is maintained throughout the audit period

to monitor the progress and clear any outstanding audit qucrics on an

ongoing basis.

2.02 THE 1989 AUDIT DETAILS :

The 1989 audit has been conducted on the same lincs as in 2.01 above.

The Task Force's review of the audit work conducted for all locations of

BCC in 1989 indicates that not only has it been extensively and intensively

carried out by PW, but it has also been relatively smooth globally with only

a small number of enquirics, which have been duly answered by the local
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mimnagement or local auditors 10 the satisfaction of the group auditors in

London . This is with the exception of Grand Cayman branch.

aThc audit of Grand Cayman branch, which has always been a difficult audit

for PW, has been even more so during 1989. As a result besides the work

carried out by the local office of PW in Grand Cayman a special PW audit

team from London has had 10 travel to Grand Cayman on two separate

occasions during thc periodNovember 1989 10 February 1990 to clear many

outstanding issues.

2.03 SPECIAL DIFFICULTIES RE. GRAND CAYMAN AUDIT :

Thic Task Force made specific eſforts to understand the cause(s) for the

complex nature of operation in Grand Cayman branch and reasons for

diſficulties ſaced by PW in their audit process. They concluded that these

were primarily due to the following reasons : - .

(a ) Grand Cayman branch does not have any ‘local clients. Their portfolio

of assets and liabilities are all offshore . This causes inadequate

documentation and written communication, particularly in active

accounts.

(b) A significant amount of loans have been given to shareholders of

CCAH against the security of CCAH shares. These have very special

need in their handling and special documentation requirements. Since

the parties are very high net worth (or even Royal family members)

required documentation has not been easy to obtain .

(c) The branch has several direct loans to the Royal family members in

UAE where documentation is difficult to obtain .

(d) For historical reasons a substantial number of slow moving or weak

advances have been transferred to Grand Cayman from other BCC

locations for business consideration. These are currently being

managed from Grand Cayman (and partly London) under separate

'Accounts Officers' who are individually perusing these clients, including
restructuring several of these wherever feasible .

Communication with some clients is sporadic.

accounts

(c) There are three or four very large business accounts, with large income

10 the Group, which have been booked in Grand Cayman for tax

consideration. This creates undue concentration of risk in one location .
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( 0) Over the last several years a large number of new 'offshore ' loans have

been initiated from Grand Cayman said to be for partics from the

subcontinent doing shipping and trading business . These loans have

bccn 'parked' in several BCC locations and back up documentation is

extrcmcly weak .

3.00 PRICE WATERHOUSE FINDINGS IN 1989 AUDIT :

During the course of the audit of Grand Cayman branch the PW audit team

questioned the activities in relation to a series of international loan accounts

which had been opened during the last several ycars in Grand Cayman

branch and some which had been opened in 1989, the transactions of which

did not appear to reflect the correct nature of the business it was supposcd

to be involved in. PW was also not able to obtain satisfactory evidence of the

real beneficiaries of these accounts.

Further the PW team detected a few 'problems' accounts / transactions in

Bahrain and National Bank of Oman about which they had similar doubls.

Transactions were also found which related to the shareholders of the BCC

Group and the shareholders of CCAH which were cither not properly

authenticated by the client or did not have sufficient and/or complete

explanations as to their underlying nature . Certain ycar-cnd balance

confirmations were also missing or even rejected (2 cases) .

4.00 PRICE WATERHOUSE REQUIREMENT:

Since the PW team were unable to progress and conclude with the concerned

' accounts officers' to their satisfaction, they raised the matter at the highest

level of management of BCC and with some of the Board members stating

that the progress of the audit for 1989 would be significantly delayed unless

management set up a TASK FORCE to review these accounts and some of

the transactions and clarify their true nature and inter- relationship (if any)

and report their findings to the Chief Executive Office and to PW.
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5.00 THE TASK FORCE :

A Task Force was accordingly set up by the Chief Executive Officer on 1311

March 1990 consisting of the following members :

( i ) Mr. Masihur Rahman : Executive-in -Charge

Central Finance Division.

( ji ) Mr. Shahid Jamil : Executive -in -Charge

Central Treasury.

( iii ) Mr. Azizullah Chaudhry : Joint Executive- in -Charge

Central Credit Division

( recently assigned to this function )

( iv) Mr. Rashid Velmi : (Until recently) Head of Operations

and Credit Committee in U.K. Region

6.00 TERMS OF REFERENCE :

At a joint meeting of the Task Force and PW on 13th March, 1990 a

detailed " TERMS OF REFERENCE' was drawn up and agreed (Annexure

D ).

7.00 PW . BRIEFING NOTE TO TASK FORCE :

On 14th March 1990 PW submitted a confidential report which was in the

nature of a bricling note for the independent Task Force giving a summation

of each of the problem International Loans and related transactions on

which PW required a full review by the Task Force. These covered the

following cascs :

( 1 ) CCAH

(2) Sh Kamal Adham

(3) AR Khalil

(4 ) Gulf Group

(5 ) Offshore companies

(6) Mahfouz Family

(7) Sh Mohammed Bin Rashid Al Maktoum

7 .
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8.00 WORK PHYSICALLY CARRIED OUT BY THE TASK FORCE :

8.01
The Task Force at their first formal mccting on 14th March 1990 decided to

take two days to independently absorb the contents of the PW Report since

the information contained therein was all new data and matcrial for the Task

Force and some very scrious issucs had been raised in the report which

appcared to cover several years activity.

8.02 Thereafter thc Task Force were more or less in constant session jointly

interviewing the concerned Accounts Officers and taking their detailed

statements and explanations. They also revicwed a number of customer

related files and a number of documents relating to the above accounts .

8.03
Wherever required further material was collected from PW and advice

sought from them as to the best course of action to be ſollowed next .

8.04 In the course of their interviews and review of the papers and documents it

became clear to the Committee that the cases referred to by PW fell into

four broad categories :

CATEGORYA : BCC Sharcholders related accounts and/or transactions

which would include :

(a) Mahfouz Family

(b) Sh Mohammed Bin Rashid Al Maktoum

(c) Sh Kamal Adham

(U) AR Khalil

CATEGORY B : Accounts / Transactions relating to sharcholders of

ССАН.

CATEGORY C : Business and commercial accounts which would include :

(a) Gulf Group

(b) Offshore Companies

(c) Sh Kamal Adham ( SKA )

(d) A.R. Khalil (ARK)



400

CATEGORY 1 : Other related accounts which could have linkage to the

above scries of accounts . This would incorporate

transactions recorded and noted by PW in Bahrain and

National Bank of Oman.

8.05 During the course of review the Task Force decided to cxtend their work so

that they can determine whether any such transactions or accounts has also

been recorded in any other unit of the BCC Group where PW are not

directly auditing the locations such as Kuwait etc.

8.06
The Task Forcc specifically determined who werc the officers dealing

directly or indirectly with the above mentioned accounts.

9.00 APPROACH TAKEN BY TASK FORCE :

In the course of their review of many of the related files and documents and

their extensive interviews of the concerned Accounts Officers' it became

obvious to the Task Force that almost all these transactions related to the

customers and activities of Grand Cayman branch. Even when 'counterpart'

transactions or loans were found in other locations and units of BCC, there

was documentary proof and/or verbal confirmation from the 'Accounts

Officers' that they were initiated from Grand Cayman (and partly from

London ). The Task Force thcrcſorc concentrated more and more on the

operations of Grand Cayman branch including a review of activities on

other slow moving accounts in Grand Cayman branch reſcrred to in para

2.03 above.

The Task Force thereafter determined that 10 progress the work specdily the

icani should break into three 'units'.

A. Mr. Azizullah Chaudry and Mr.Rashid Velmiwould concentrale on all

the commercial loans which would include :

-

Gull Group

all Offshore accounts

Commercial/business loans 10 SKA and ARK

.9 .
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B. Mr. Shahid Jamil would concentraic on CCAH and BCC shareholders'

and share related loans which would cover the following :

CCAH shareholders

Sh Kamal Adham

AR Khalil

Mahfouz Family

Sh Mohammed Bin Rashid Al Maktoum

m

C. Mr.Masihur Rahman while assisting both these units would concentrate

on once again rc- reviewing other 'slow moving' accounts in Grand

Cayman and 10 rcassess any additional provision requirements thereto

notwithstanding that these provisions had already been agreed.

Regarding A - The Task Force also concluded that in relation to shareholder

loans and CCAH loans, (being dealt with by Mr. Shahid Jamil) much of the

outstanding issues and queries would automatically be answered if the

current exercise of restructuring of shareholders in Abu Dhabi were to be

successfully concluded . On this basis Mr. Shahid Jamil was requested to

focus more on particular transactions, relating to shareholders, which PW

had listed , and on the valuation of CCAH sharcs, and assess any provision

required for any of these outstanding loans based on the various security

values. Thereafter he should concentrate on reviewing SKA's and ARKS

accounts for which assistance will be required from other Task Force

members.

-

Regarding B - Mr. Azizullah Chaudhry and Mr. Rahid Velmi were required

10 review the offshore loans based in Grand Cayman, Panama, Liberia,

Bahrain, NBO, listed by PW and those subsequently disclosed by accounts

managers as being located in Kuwait and Uruguay, in the light of concern

shown in the PW report and to determine provision requirements

thereagainst.

/

They were also requested to fully go into the operation of the Gulf Group

accounts and ascertain the banks exposure to this Group based on all data

and documents available to them and thereafter to ascertain what provision ,

if any, was required against the various exposures to this Group. They

should also recommend what steps should be taken by management to bring

this very major account of BCC into a more organised and controlled

supervision.

. 10 .
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Senator KERRY. Document No. 6B, again , is the task force follow

up report which set out how you weregoing to ferret out the prob

lems and correct these things for the bank and try to do somekind

of work that would keep the bank whole prior tothe Bank of Eng.

land's takeover.

[ The information referred to follows:]

š
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Further they should make efforts to meet the clicnt and discuss ways and

means to restructure this account into more viable segments which can

subsequently be dealt with on " bankable' terms.

Regarding C -Mr.Masihur Rahman was required to assess each of the slow

moving accounts in Grand Cayman, the bulk of which were 'acquired' over

the years from other locations, and fully review these accounts with the

concerned Accounts Officers jointly with PW to determine that given the

new facts coming out of this report, what would be the revised provis.uni

requirements against these accounts which had earlier been agreed by PW

at around US $ 20 million.Thereafter he should directly assist Mr. Shahid

Jamil in reviewing the accounts of SKA and ARK.

10.00 PW SUPPLEMENTARY REPORT

As mentioned in the preamble PW presented the Task Force with a

Supplementary Report covering 12 problem loans and related issues. The

· Task Force noted that several of these cases had already been covered or

referred to in their earlier report, which had already been studied by the

Task Force in the course of their review of the first report. The other cases

primarily related to advances to shareholders which were both for shares of

CCAH or for commercial activities. Loans from ICIC were also included for

the first time. The cases referred to were as under:

1.

2

3.

4.

S.

6 .

KIFCO

BCP

SDCC

M.M. HAMMOUD

SAIGOLS

NUMBERED ACCOUNTS

G. PHARAON

GRAND CAYMAN

SH. ABDUL AZIM AL IBRAHIM

FAISAL AL FULAIJ

IMC /PRINCE

AL HAJI SULTAN FADEL

7.

8 .

9.

10 .

11.

12.
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The Task Force once again allocated the above cases to the individual

members of the team for determining the facts of the cases and their findings

thereon and where necessary any provision requirements.

For the cases relating to the shareholders these remained with Mr. Shahid

Jamil and the approach to arrive at the findings was similar to that

mentioned in paragraph 9.00. For other commercial loans the Task Force

members decided to evaluate the underlying business, the exposure of the

bank and the need for provision, if any in BCC.
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TASK FORCE REPORT ON

LENDING SECURED ON SHARES IN CCAH

The Task Force reviewed the files and papers held by the Accounts Executive,

Mr Imran Imam, and ascertained the following facts from the records and from

the detailed interviews.

1.00 BACKGROUND :

In 1982 when CCAH acquired First American Bank shares via two

intermediate bank holding companies set up for this purpose (CCAI and FAC),

the acquisition was wholly funded by the shareholders of CCAH from their own

resources plus a US $ 50 million syndicated bank term loan which was obtained

by (FAC) First American Corporation.

Subsequently some of the shareholders obtained various loans from BCCI

against their investment in CCAH including for business and personal reasons .

They also raised loans from BCCI for subscribing for rights issues of CCAH in

December 1983. The effective lending by BCCI Group started in 1984.

2.00 SECURITY :

2.01 As stated above , BCCI Group has provided loan facilities to some shareholders

of CCAH secured on their shares since 1984. By the end of 1989, BCCI had

provided total loan facilities of $ 850.2m to 10 borrowers against 119,325 shares

which make up 41.28 % of the shares of CCAH .

The nct asset value of CCAH shares at 31st December, 1989 was

US$ 2.963.50 per share based on the Balance Sheet of CCAH audited by Arthur

Anderson & Co. as at that date. It was Management's view that since the

shares of CCAH will be acquired at a multiple of its book value, this multiple

should be at 2.75 times book value, discounted by 10%, for the purpose of

evaluating its value as security. On this basis each CCAH share was deemed

to have a security value of US $ 7,333.00 and the 119,325 CCAH shares

deposited with BCCI as security gave a total value of US $ 875.1 million .

13 .
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2.02 A review of the records showed that the number of shares pledged by some

borrowers have changed from year to year due to the various rights issues

which has increased the number of CCAH shares deposited with the bank as

security (without increasing the percentage of CCAH shares so pledged) .

2.03 The Account Executive responsible for the CCAH loans secured by CCAH

shares has confirmed in writing that all the shares of CCAH are not held by

BCCI nor was this the case in the past. This appeared to contradict the

comment made by PW which states:

" In the past bank officials have responded that they hold all the CCAH

shares and not simply those pledged, although this year this has been

denied ".

The Task Force feel that his providing the auditors with a complete list of

CCAH shareholders in the past may have contributed to this misunderstanding.

Many shareholders of CCAH , like ADIA , who have not borrowed from BCCI

against their CCAH shares, have their own share custody arrangements.

3.00 PW CONCERNS :

3.01 Loans Documentation / Loan Files

PW have expressed severe reservations in relation to the quality of loan files

and loan documentation. The Task Force in reviewing these files are in

agreement with PW that these are exceptionally weak given the size of the

individual loans.

The Account Executive has confirmed that promissory notes were obtained

from borrowers in 1985 at which time they covered virtually all the borrowings.

However, no separate loan agreements were executed for loans advanced

since 1986. The loan files reviewed by the Task Force are sparse as the

number of lending and repayment transactions appears to be very small

although the amounts are large.

- 14 -
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3.02 Drawdown During 1989

Drawdowns in 1989 totalling US $42 million did not have sufficient back-up

information .

The Task Force reviewed the situation and determined as follows:

Additional

Information

Obtained by

Task Force

Borrower Date DateAmount of

Drawdown

Amount of

Repayment

$m $m

1. Sh Sharqui 20.9.89 11.00

2. Faisal Fulaij 20.9.89 10.00

Leller dated 2/4/90 directly

from Saudi National Commcr.

cial Bank confirming utilisation

of ſunds by respective borrower

( copy cnclosed at Anncxurc C) .
3. A. Sharafa 18.9.89 14.00

35.00

7.00

42.00

3.10.89 7.204. K. Adham 13.6.89

Total Drawdowns

The Task Force found that the above drawdowns of $35.0 million were allowed

in September 1989 and the funds were disbursed without the prior approval of

theBoard of Directors. The sameappears to be the case for the drawing of

US $ 7m in June 1989. However, The Board of Directors approval for these

loans as part of the borrowers' global facility was subsequently sought and

obtained. The explanation of the Accounts Officer for the delayed Board

approval was that due to the importance of the clients and the urgency of his

needs this was done. The Task Force felt that a process should be urgently

developed to avoid such defaults.

PW's concern re. absence of written request was fully appreciated by the Task

Force. The Accounts Executive continued to stand by his original statement

that specific verbal instructions were received from the borrowers for the above

drawdowns which appeared to be the operating method in earlier years also.

The Task Force determined that the funds were remitted to Saudi National

Commercial Bank (Bahrain) for credit to the borrowers accounts with them in

the case of the first three drawdowns listed above. In the case of the fourth

drawdown of Sh Kamal Adham , thisappeared to be a short term loan taken by

him of $7 million which was repaid by him on 3.10.1989. The first three

transactions have since been confirmed directly by Saudi National Commercial

Bank. ( Annexurc E ).

The Accounts Executive further insisted that in no case has he ever received

or accepted instructions for withdrawals from a loan account of one borrower,

from another borrower.

• 15 .
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It originally appcared to the Task Force that there was no real control over

drawdown and more particularly granting of interim facilitics outside of

sanctioned limits. While the quality of control and documentation is definitely

weak, and the Task Force noted this, however, further review indicated that the

limits for these loans were deliberately set by the Board at a low level in order

to maintain control over these types of lending. The requirement being to

report excesses to the Board on an immediate and ongoing basis. In fact this

has often been delayed and short term 'excess over limits' were nevertheless

being allowed . In the absence of repayments, the short term loans have

consequently become 'core' loans.

CCAH Debentures

CFC purchased CCAH dcbcntures of US$ 20 million which were redecmed on

10.1.90. CFC Board approval for this investment was seen . A copy is attached

at Annexure F. However, the Task Force determined that new debentures of

US $ 18 million were issued by CCAH in January 1990 which were also

purchased by CFC .

Rights Issue:

The records indicated that a total sum of US$50 million was paid from the

CCAH Share Subscription Account in response to a Rights Issue call by CCAH .

The balance in this account as al 31.12.1989 was US $ 39 million . The Task

Force was informed that this will be apportioned between the shareholders on

receipt of their Letters of Acceptances / Waivers. Thereafter specific limit

enhancement proposals, where necessary, will be submitted to the Board for

approval in the case of concerned borrowers. The Task Force felt that such

funding should have been prearranged; alternatively new shareholders could

have been attracted as the underlying investment is attractive .

3.03 Growing Size/Poor Performance of CCAH Related Loans

PW felt that the growing size and poor repayment performance of loans

allowed to borrowers against some of the shares of CCAH have resulted in

these loans becoming 'core' loans. These loan balances have also continued to

increase owing to the application of interest, bank charges and drawdowns for

rights shares subscriptions and some withdrawals by the borrowers. The Task

Force accepted the concern of PW on this subject.

The Task Force was however informed that since 1989 thc bank has advised the

major borrowers to dispose of their shares in CCAH to repay their loans to

BCCI. While no specific letters were seen to this effect, the Task Force was

able to ascertain directly that the legal representatives of the shareholders of

CCAH have retained the services of a major U.S. investment bank to advise,

evaluate and assist either in the outright sale or in the merger of the CCAH

group of First American Banks with a larger banking entity. If either of these

transactions is eſſected the loans secured by CCAH shares will be repaid from

the of sale of CCAH proceeds or the shares replaced of the acquiring bank

would be sold to adjust the loans secured against the CCAH shares. In the

above situation there would also be no further need for new capital calls on

CCAH shareholders which are made through rights issues.

. 16 .
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4.00 Balance Conſirmation

4.01 The balance confirmation letters sent in 1989 by PW to the borrowers whose

loans are secured against CCAH shares, is this year for the first time supported

by a very detailed schedule which gives the borrowers loan account number,

account location , balance as at 30th September, 1989, interest rate ,

management fees and other charges and details of collateral. This schedule

also clearly states the security, cross pledges (where applicable ) and

confirmation of instructing the management of First American Bank Inc. to

examine the possibility of the sale of CCAH shares and most importantly it

additionally states that any shortfall in the repayment of the loan on the

disposal of CCAH shares will be met by the borrower out of his own resources .

A copy of this confirmation letter and supporting schedule is attached at

Annexure G.

The Task Force determined that up to 1988 year end balance confirmations

appear to be up to date with PW with the exception of AR Khalil and the

Ruler of Ajman who confirmed balances up to 1985 in 1986 .

For 1989 ſive borrowers have sent their confirmations to PW but two borrowers

have rejected their loan balance confirmations this year even though we are

informed they had confirmed their loan balances in some earlier years. The

two borrowers who have not confirmed their loan balances this year are the

Ruler of Fujairah and Ruler of Ajman. The Task Force was informed that this

is the first year in which the BCC Letters for confirmations of loan balances

were specifically designed by PW and Iso mailed by PW directly to the

borrower. On specific enquiry as to the cause for the rejections the Task Force

were informed that some of the Rulers in UAE do not understand the reason

for the departure from previous protocol (previously a senior executive of BCC

in the field had to personally call on the concerned Royal family for their

confirmation ). We intend to obtain from PW a copy of the two confirmation

letters (and supporting schedules) which have been rejected by the two Rulers.

The Task Force feels that the reasons for their inability to confirm must be

ascertained and appropriately addressed to the satisfaction of PW.

4.02

17 .
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5.00 Ownership Issue

5.01 The Task Force determined, through their review, that in the case of Midgulf

and Rubstone, where loans are secured by shares beneficially owned by Mr M

M Hammoud, the companies are beneficially owned by Mr Kamel Rahhal and

Mr Youssef Chehadah who are business associates of Mr M M Hammoud. A

photocopy of the supporting documentation is attached at Annexure H.

5.02 A statement showing that some CCAH shareholders have agreed to take up

their allocations under July 1989 Rights Issue is enclosed at Annexure I.

(An annual return of CCAH shareholders is filed by CCAH but their filing is

not the responsibility of BCCI.)

6.00 GENERAL FINDINGS OF TASK FORCE ON OWNERSHIP AND FUND

MOVEMENTS ON SHAREHOLDERS ACCOUNTS AND

RECOMMENDATIONS THEREON .

6.01 The Task Force noted from the two reports submitted to them by Price

Waterhouse, on March 14th and April 6th, 1990 that several transactions and

fund movements had been identified by Price Waterhouse which were

shareholder related and not appropriately covered by adequate documentation

indicating its exact nature and purpose.

6.02 These transactions are fully listed in Annexure J and are extracts from the two

reports.

6.03 The Task Force reviewed each of these transactions and fund movements, had

detailed discussion with the concerned Accounts Executive and saw whatever

connected files and documents the Accounts Executives were able to produce

which were not satisfactory.

6.04 The Task Force therefore concluded that short of meeting the concerned

shareholders directly or obtaining direct confirmation from such shareholders,

which would be difficult as the Task Force has no ready access to such

shareholders, it would not be possible to conclude whether or not the

transactions duly and fully reflected the purpose indicated by the Accounts

Executive.

18 .
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6.05 The Task Force further concluded that pending the independent confirmation

referred to above it could be deemed that there are some "interlocking"

arrangements as to ownership and funding of shares of CCAH, and in a few

cases shares of BCCI (Holdings).

6.06 The Task Force is however aware that Management is currently involved in

negotiations with certain high net -worth individuals and Investment Institution

of Abu Dhabi, who already hold substantial shares of BCCI Holdings and

CCAH , to acquire additional quantity of these shares which would make them

major shareholders of the BCC Group and CCAH Group. This in itself would

'unwind' more or less all of these possible interlocking arrangements.

6.07 The Task Force therefore recommended that this route should be used to solve

and clear the concern of Price Waterhouse in relation to the identified

transactions / fund movements.

6.08 Efforts should however continue to obtain year -end confirmation of balances

from shareholders as done in earlier years to the satisfaction of Price

Waterhouse.

7.0 OTHER RECOMMENDATIONS

7.01 The bank must follow up on the disposal of CCAH shares which the Task

Force continues to believe are valuable security. The extensive lendings to the

CCAH shareholders, both principal and interest, should be recovered or

substantially reduced. While the anticipated disposal of shares is the best basis

on which these loans can be repaid, the Task Force has been informed that

other shareholders may be interested to buy out the share of those CCAH

shareholders who have BCCI loans.

8.00 VALUATION OF CCAH SHARES

The Task Force believes that the taluation of CCAH shares should range

between 2.5 times to 2.9 times book value as Rcgional Banks in South Eastern

U.S.A. are in much better financial condition than banks in other regions such

as the North East, Texas or the South West of USA . Furthermore First

American Bank shares is a unique multi-state bank holding company with an

unmatched commercial banking franchise in Virginia, Washington D.C.,

Maryland, Georgia, Tennessce, Florida and New York.

8.02

- 19 .



412

Even though these banks are conservatively managed they have continued 10

show healthy growth both in assets, deposits and in net profit over the last

several years since its acquisition by CCAH as indicated under:

Deposit Asset Profit ( $ m )

1984

1985

1986

1987

1988

3,992

4,821

5,917

7,663

8.380

4,754 -

5,723

7,206

9,613

10.640

28.3

30.0

40.3

50.4

80.3

8.03 On the above basis the sale value ties up with management estimated at $ 7.333.00 per

share giving a total security value of $875. m .

9.00 PROVISION REQUIREMENTS

A provision of $30m should be made to cover for the major part of the potential shortfall

in security value as against loans outstanding against the unsecured portion of 2 borrowers

unless of course the shares are physically acquired by any existing shareholder or any new

shareholder in which depending on the acquisition value no provision may be necessary.

9.01

9

. 20 .
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TASK FORCE REPORT

ON SHEIKH KAMAL ADHAM

The Task Force met the concerned accounts executive and reviewed several related

files and papers and determined as under :

1 . Background

Sh. KamalAdham has had a significant business relationship with BCCI for a

ronsiderable period of time. He is a very eminent Saudi Arabian high networl ..

business man who has held very important positions in the Saudi Arabian

Government in the past. He is also the brother of Queen Iffat of Saudi Arabia,

the widow of late King Faisal of Saudi Arabia .

2. Security

Sh. Kamal Adham has two types of borrowings from BCCI. His CCAH related

borrowing ($ 105.6m) is secured by deposit of shares of CCAH . ( In addition for

reasons which we are still enquiring he has pledged some CCAH shares in

respect of the borrowing by Sh. Sharqi company and Faisal Al Fulaij) .

His non CCAH borrowing is $207.7m . Against this he has deposits with BCCI

of US$ 58.9m and has given the bank letters agreeing to pledge of land and

buildings in Jeddah and Riyadh in Saudi Arabia valued at $ 34.0m (or

equivalent in Saudi Riyals ).

3. Concerns

3.01 Size of Outstanding Balance/Repayment arrangements:

Sh. Kamal Adham has a total of $313.3m outstanding to BCC covered

by 40 loan accounts . Even though there are no loan agreements each

borrowing by Sh. Kamal Adham or his companies is supported by a July

executed promissory note. Loan balances have also been regularly

confirmed by the borrower. The customer has also agreed to

repayment terms for 1989 and 1990 which deals with the repayment of

a part of his borrowing. Repayments amounting to US$43.2m were

made in 1989. Sh. Kamal Adham has also informed the bank in writing

that he will repay a further amount of US $ 25m in 1990. The Task Force

feel strongly that a more organised and viable repayment term should

now be finalised with the client.

3.02 Inadequately Documented Drawdowns

Sh. Kamal Adham was allowed new drawdowns in 1989 for US$ 17.6m

of which US $ 7.0m was repaid (on 3.10.89) as confirmed in Price

Waterhouses' report dated 14th March 1990. Against the remaining

US$ 10.6m of withdrawals, the account executive has shown the Task

Force three written requests for withdrawal of funds for US$2.0m

dated 28.9.89 and £1.01m amounting in total to US$3.65m in US Dollar

..21 .
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cquivalent. ( Photocopics attached at Annexure K).

The Task Force ſound from the files and documents that in the past

withdrawal instructions were given on telephone for which a blanket

confirmation letter was sent covering drawings from accounts. (Scc

photocopy of letter at Annexure L ).

Of late this confirmation of individual or collective withdrawals has not

been done depending more on year end confirmation of balance .

The Task Force has expresst. concern at the situation and now

instructed the account exccutive thu. ali withdrawals must be evidenced

by written instructions by the authorised signatories with immediate
effect.

3.03 Valuc of Security

PW have expressed the view that the advances are not adequately
secured .

The Task Force determined that there are two valuations covering two

plots of land in Riyadh and a plot of land on Palestine Road, Jeddah

being 38617 square meters with a commercial centre, supermarket and

large packing area builton it. The valuations of both theseproperties

dated 28th September 1986 giving the properties a value of SR 127.8m

( equivalent to US$ 33.96m ).Two letters signed by Sh. Kamal Adhani are

on file irrevocably undertaking to pledge the properties to the order of

the bank. The Task Force has instructed the account executive to obtain

current valuations of the propertiesand to obtain legal opinion on what

further acts are required for perfecting the banks security on the real
estate in Saudi Arabia.

The account executive confirmed that the last audited networth

statement for Sh. KamalAdham as certified by Arthur Anderson & Co.,

dated 29.3.1981 , was US $ 267m which is on file. This was prepared for

submission in the US for acquisition of FAB ( copy attached at

Annexure M). The account executive also confirmed thathe is following

up the preparation of an audited networth statement of Sh . Kamal

Adham with his financial advisors and expects to receive it as soon as

it is completed.

3.04 Excess Over Limit

PW have expressed concern over the repeated excess over limit on this

clients accounts. The task force has instructed the account executive to

have enhanced limits approved by the Board in place before allowing

further withdrawals from the loan accounts. The Task Force was

however shown that the credit limit of $315m which includes the

withdrawals of US$ 18m, was approved by the Board of Directors on

27.11.89 reference A216C190.

- 22 -
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4.00 RECOMMENDATIONS

The Task Force has instructed the account executive to follow up on

the following representations:

(i) Obtain legal advice on the enforceability of the pledge of land

and property in Saudi Arabia and to perfect it accordingly.

(ii ) To follow uprepayments of$ 25magreed by to borrower for

1990 in addition to the interest charged, so that there is a

reduction of total outstanding loan balances.

( The Task Force believe that the CCAH secured loan will be

repaid on the sale of the CCAH shares) .

(iii) To obtain an audited networth statement of Sh. Kamal Adham

as soon as possible after the month of Ramadan.

4.01 The Task Force felt that while the sale of CCAH shares , will

greatly reduce the total outstanding loans of Sh . Kamal Adham,

the receipt of audited networth statement of Sh. Kamal Adham

willgo a long way to demonstrate his ability to service and repay

his loans to the bank.

. 23 -
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TASK FORCE REPORT

ON A.R. KHALIL

1 . The review of this loan account makes really sorry reading and the Task Force

feel that PW should have sought better clarification and documentary proofs

in earlier years than received by them .

2. The Task Forcc is of the opinion that more than 80 % of this borrowers total

exposure of $ 150.3m as at 31.12.89 can only bt repaid by the sale of CCAH

shares which should be actively followed up by the bank. The Task Force was

informed that Sh . Kamal Adham has offered to take over the CCAH shares

and loans thereagainst from A.R. Khalil but saw no documentary evidence

thereof. Apparently this verbal arrangement could not be effected due to the

total credit already given to SKA being so large.

3 . The balance of ARK's loan should be realised on the sale of his BCC shares

held by A.R. Khalil which should be part of the existing restructuring of

shareholding being discussed in Abu Dhabi.

4 . A.R. Khalil is a high networth Saudi Arabian businessman. The Task Force

feel that he should be urgently contacted to unwind his position with the BCC

Group.

. 24 .
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TASK FORCE REPORT

ON SELECTED INTERNATIONAL LOANS/ TRANSACTIONS

GULF GROUP

Background

The Gulf Group is a multinational privately held group o companies owned and

controlled by Gokal brothers namely Mustafa, Abbas and Murtaza Gokal with offices

and presence in over 40 countries around the world .

During last few years the Group has diversified their business activities and are now

involved in shipping, commodity trading, general trading, distribution, manufacturing,

financial services, real estate and projects.

A substantial portion of their assets are consolidated in Gulf international Holdings

(GIH), a Luxembourg based holding company, with total assets of US$ one billion and

sharcholders equity and funds in excess of US$ 416 million. In addition to this they

have businesses partly or wholly owned by the Gokal brothers and members of their

family. A report on their business activities prepared by the Gulf Group is attached.

(Scc annexurc N). The Task Force presently is unable to comment on that report

without making in depth study of the Group.

Their business relationship with BCC is over 15 years old and the facilities extended

by the bank have increased substantially during these years.

Liabilities with BCC (US$ million as on 31.12.89)

Nature of Category Limit Loans o / s No Cos.

a) 146.50 3GIH ( Consolidated )

PAD

Other group a /cs

( unconsolidated )

235.62

6.84

/

162.18

b)

109.50 8

Total 256.00 404.64 11

c) 10.00 10.15 3Dutch Cos.

(owned by relations)

d) Gokal Family Owned

(Offshore companies) * 25.40 27.24 2

Total 291.40 442.03 21



418

GULF GROUP (CONTD)

SECURITIES POOL

Deposits under licn

Bonds

Ships (Mortgaged)

17.00

17.00

33.50

11.10

44.60 44.60

GIH Shares

add BCC lendings

382.70

242.40

625.10 625.10

Total Value of

Securities 703.70

Note:

GIH share value above is based on net asset value of 11.5 million shares

pledged. BCC lending added back above are those loans in BCC books which

are in the names of companies consolidated in GIH, as discussed with Price

Waterhouse . The real valuc of GIH shares can only be evaluated after in depth

study of all companies in the group, both consolidated and non -consolidated .

The borrowings of above companies were discussed with PW on 21-3-90 as also a

reasonable basis to assess 1989 provision requirements.

PW Concerns - appendix 1 (4) 4

PW Ref: para 3 ( 1)

Important issues raised in PW letter of 12.1.90 to Accounts Manager have been

covered in this report.

.

The following documents received are being provided :

· Break-up of guarantees and borrowings (Annexure O)

· Evidence of beneficial ownership of unconsolidated companies (Annexure P).

Evidence of beneficial ownership of Gokal family members (Annexure Q).

-

PW Ref: para 3 (2)

It has been observed by Task Force that the drawings were allowed substantially in excess

of limits without Board approvals.

Regarding Capricorn Chartering ( pty) Lid ., our enquiry from BCC Australia shows that

they had discounted acceptances under letters of credit opened by BCC Grand Cayman

and consequently, as per normal practice, did not show as customers liability. They also

had similar credits from D.G. Bank Hong Kong and treated on the same basis.
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GULF GROUP (CONTD )

PW Ref: para 3 (3)

Board approvals (or certain individual companies have been examined by TF. No

satisfactory explanation has been given for not giving Group liabilities.

Regarding mention of wrong places of domicile in respect of board approvals of Pilot

Petroleum and Marcotrade International. It has been explained that this was due to

similarity of names of Liberian and Grand Cayman companies with those of Swiss and US

companies. Anyway the board approvals of the two companies was obtained with correct

account titles and were declared part of Gulf group. Therefore it could not have served

any purpose. Examination of the file also shows that in case of Marcotrade International

Lid ., it is self evident that 'Ltd.' company cannot be a Swiss company. Hence, it appcars

to a case of oversight or carelessness rather than anything else.

PW Ref: 3 (4)

Assurances given in the past were based on the promises made by the client which were

not reported to be honoured . The increase in the liability is mostly due to application of

interest and charges during March '89 to Dec '89 which again were not serviced by the

clicnt.

PW Ref: 3 (5)

Presently the audited balance sheet of GIH and other securities as mentioned above can

be the only basis of any evaluation . Debt servicing capacity would be studied in depth

together with restructuring of loans.

PW Ref: 3 (6)

Enquiries by Task Force reveals that Pilot Petroleum Corp. (USA) is beneficially owned

by Gokal family as per chart provided in annexure R. However, it may be noted that

there are no reported lendings by BCC to this company.

The relationship of the Gulf Group with the offshore companies is explained separately

under 'offshore companies'.

Also refer report on " offshore companies" for further follow up action taken by the Task

Force .
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a) Management of Companics by Gulf Group or thcir nominces.

Significant inter-related transactions.

Ultimate bcncficiary of funds/financing

Signatories on these accounts are people connected with thc Gulf Group

either by relationship or by employment.

We are told that it is not possible at present to obtain any written acknowledgement of

interest from alleged beneficial owners. For reasons stated above, Task Force is of the view

that all such companies should be considered Gulf Group risk until concrete proof of

beneficial owner is obtained and the risk considered acceptable. In the meantime the Gulf

Group should assume the responsibility and provide support of their guarantees and othei

securities already with BCCI.

As mentioned in earlier part of this report, enquiries from account managers have also

revealed that offshore accounts of above category, in addition to those listed in Price

Waterhouse Note arc maintained at Kuwait and Uruguay. All such accounts with loan

balances as on 31.12.89 are listed in annexure G totalling US $ 79.53. These balances should

bc incorporated to the total of offshore accounts .

PW Ref: Para 3 (2)

Majority of the offshore lendings domiciled in Grand Cayman, the Bahamas and Panama

have operated close to limits. Excess -over- limit, where allowed, were not in conformity

with normal procedures.

PW Ref: Para 3 (3)

It has been observed that in some cases drawdowns have been allowed despite excess over

limits and without CCD approval. Regarding credit approval procedure for Grand Cayman

proposals, Task Force has been informed that due to tax reasons, Grand Cayman credits

approval was never part of normal CCD routine.

PW Ref: Para 3 (4)

PW observations that in some cases excess over limits without Central Credit Committee

approval was allowed in 1989 despite representation to the contrary seems correct.

PW Ref: Para 3 (5)

Other than mortgage of ships and a property valuing in total approximately US$74 million,

there is no tangible sccurity. Therefore Price Waterhouse concerns regarding collectability

are valid in the absence of proof and full financial details of the alleged beneficial owners .

SUMMARY

Sm

.

(Balance 31.12.89)

- Grand Cayman, Panama, Nassau

(as per PW list)
173.39

Bahrain 10.65

· Kuwait
. 75.34

- Uruguay
4.12

263.50

1
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Against the above loans tangible securities in ships and a property amounts 10

approximatcly $74 million.

In view of above obscrv ions of the Task Force, it was decided that efforts should forthwith

bc made to contact the « okals and clear the above relationship. Mr. Abbas Gokal of Gulf

Group was approached y a member of the Task Force. He was asked to verify and

acknowledge the financia . responsibility of all listed offshore companies for the reasons

explained. Task Force was able to obtain such confirmation (Annexure O) and extension

ofpersonal guarantces and agreement that GIH shares held by BCCI should also to cover

outstandings in these companies (Annexure O).

Conscquently, Task Force has, for the purpose of credit risk evaluation in the absence of

detailed financial information on cach company separatcly, consolidated the position is as
follows:

3

(US$ million)

Liabilitics 31.12.89

り
り
の
り

、

GIH (consolidated) 242.46

Other Group Accounts ( unconsolidatcd ) 162.18

Dutch Co. 10.15

Gokal Family owned 27.14

Sub Total 442.64

263.50c) Offshore companics

705.53

Securities

34.00Cash & Bonds

Ships mortgaged 44.60

66,00

110.60 110.60

8.00Property

Total Tangiblc Sccurity 152.60 152.60

Nct cxposure 552.93

The remaining nct cxposurc of US $ 552.93 million can be deemed to be covered by the 92%

shares of GIH and personal guarantces held by BCCI.
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Recommendations

a .

Net asset value of GIH shares under pledge and as reflected in the audited

accounts of GIH should be discounted at 50% margin due to lack of financials of

all the companies individually and details of receivables.

b.
On the basis of (a) above the uncovered net liability is $ 119.5 million ( please see

Annexure S) . Accordingly US$ 120 million should be provided immediately

pending further study.

c .

BCC should set up a high powered team to complete detailed study of the group

including all unconsolidated companies and make recommendation for further

evaluation and restructuring.
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TASK FORCE REPORT ON

MAHFOUZ FAMILY

1.00 The Task Force reviewed the loan files of the Mahfouz family, particularly

regarding the loans covered in Appendix 1 (6) of PW's briefing note of 14th

March 1990. The documentation in the files had not been completed for

the two outstanding loans. These loan accounts were discussed with the

Accounts Executive. As noted in PW's report the previous loan of US$ 100

million to the members of the Mahfouz family was prepaid before the final

maturity date during 1989. Proper documentation had been obtained for

this loan by the Bank. Two loans which are now outstanding were

subsequently disbursed for US $ 100 million and US $ 46.4 million from BCC

(Emirates) and BCCI S.A. Bahrain respectively on 2nd October 1989. Both

these amounts were remitted to NCB, New York for credit to the account

of the borrower Sh. Khalid Bin Mahfouz with NCB in Jeddah.

2.00 The Task Force noted that both these withdrawals were not supported by

written payment instructions from the customer but the remittances from

both these accounts went to Sh. Khalid Mahfouz's account with NCB,

Jeddah. The balances in these two accounts at the year -end have been

subsequently confirmed by the borrower.

3.00 The Task Force noted the concerns highlighted in PW's report and agreed

that the level of placements with NCB was high . This is partly due to the

fact the BCC has a reduced number of correspondent banks with whom it

can do two -way business. The Task Force is trying to ascertain whether

the placements were within the due from bank limits approved by the

Board of Directors. Nevertheless the Task force felt that the level should

be suitably reduced after further review .

4.00 In assessing Sh Khalid Mahfouz the Task Force determined that he

continues to be a high net worth entrepreneur with business interests in

both Saudi Arabia and abroad. The customer also places substantial

deposits with the bank from time to time. At the year -end US$46 million

was placed as deposit by him. This was however withdrawn in January,
1990.

5.00 The Task Force found that the share register of BCCI ( H ) still reflected his

holding of shares at 20 % , over the year end. It was unable to conclude

whether any interlocking arrangement existed between Sh. Mahfouz and

any other shareholder. However the Task Force is aware that the proposed

restructuring programme for BCC shareholding involves acquisition of Sh.

Mahſouz's 20 % share by institutional investors in UAE . The Task Force

believes this would greatly relieve the doubts and concern of PW and

perhaps some of the interlocking arrangement(s ).

32
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TASK FORCE REPORT ON

SH. MOHAMMED BIN RASHID AL MAKTOUM

1.00 The Task Force reviewed PW's note, regarding this borrowing and noted

the comments that he is the effective Ruler of Dubai and is a very high

networth person .

2.00 Against his drawdown totalling US $ 145 million in 1988 Sh. Mohammed

repaid US$50 million during the same year. Even though the facilities

extended to Sh. Mohammed are clean he does have substantial deposits

with BCCI S.A. in Luxembourg which totals US $ 109.8 million at the year

end. His borrowing however is not secured by a lien against these

deposits.

Thc Task Force noted PW's concerns regarding the absence of loan

agreement, promissory notes and lack of drawdown instructions in writing.

No audit confirmation was received for 1988 despite management

assurance in 1989. The Task Force is of the opinion that the confirmation

must be obtained for this borrowing by the Regional General Manager of

the Middle East Region or one of the senior account executives in the

Middle East Region who maintain liaison with Sh. Mohammed. The lack

of proper documentation should be remedied by the Middle East

Regional Office.

In the Task Force's opinion it was inappropriate to provide a new

overdraft facility particularly if, as suggested by PW it was linked in any

way to his subscribing to the rights issue of the bank. The Task Force

feels that efforts should be made for either the new overdraft facility or

Sh. Mohammed to be repaid or his rights issues may be sold as part of

the restructuring of the shareholding that is presently underway. Equally

if there are any interlocking arrangements regarding. CCAH or BCCI

shares between Sh Rashid and any other shareholder this should be

unbound in the process of the existing shares restructuring now in hand

in Abu Dhabi.

33
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TASK FORCE REPORT

ON SLOW MOVING ADVANCES IN GRAND CAYMAN BRANCH

PW had expressed in their first report and more so in their supplementary report that

in view of the uncertainty in relation to the quality of operation effecting the different

commercial accounts maintained by the branch and particularly those which has any fund

movement in it, it was necessary for the Task Force to review the various accounts

individually and more particularly those listed by PW to determine whether they correctly

reflected the balance position and whether any provisions were required therein.

The Task Force reviewed the position and report as under:

1.00 As mentioned in Section 2.03 of our report, Grand Cayman branch is currently

holding approximately 30 slow moving accounts that it has acquired over the

years from other locations of the BCC Group. (No new account has been

transferred in the last three years). These accounts are managed by specific

account officers nominated for the sole purpose of follow -up with the concerned

clients and to evolve ways and means for their recovery, including their

restructuring programme and new business possibilities wherever ( casible.

2.00 The Task Force was informed that each year Price Waterhouse revicws the status

of these accounts in detail and discusses with the account officers the additional

provision requirements in relation to each case for the year. We were further

informed by the account officers that up to 1988 the exercise has been relatively

smooth and provisions have been mutually agreed each year.

3.00 During the current year's review of these accounts PW were not fully satisfied

with some of their inward receipts during 1989. To assess the exact quantum of

such inflow into slow moving accounts at Grand Cayman from external souces,

the Task Force requested Price , Waterhouse to provide a complete list of

movement in all the slow moving accounts during 1989. This list was supplied by

Price Waterhouse and is given in Annexure T.

4.00 The Task Force discussed these inflows with the accounts officers. The accounts

officers while continuing to hold their views that they would have come from the

clients were not able to provide full details of these inflows.

5.00 The Task Force therefore decided to review all cases of slow moving accounts

where funds had come in and determine what would be their notional

outstanding balance if the inwards transfers into these accounts were not

received . On this basis they would want to reassess what would be the revised

provisioning level for 1989, notwithstanding that the provision assessment on such

accounts had already been completed for the year between Price Waterhouse

and the concerned account officers.
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6.00 The total number of slow moving accounts which received such funds during the

year was 7 out of a total number of 30 slow moving advances. The total amount

received into these accounts was approximately $27 million.

7.00 After further review with the concerned account officers a comprehensive

statement was prepared for the seven accounts for determining the increased

exposure if funds had not come in and recommending the revised amount of

provision necessary . This statement is given at Annexure U.

8.00 As a result of the increased provision made in these accounts the total provision

in Grand Cayman branch (including for the four accounts which were previously

not finalised ) would rise from the originally agreed figure of about $ 23.0m to

approximately $ 50.6m .

9.00 The Task Force then sat with Price Waterhouse to individually review each case

and agree the increased provision. Price Waterhouse, while agreeing with the

concept and the broad figures had the following reservations:

(a) They requested further review by the Task Force in relation to three of

the accounts before provision for these three could be finalised .

(b) In two other cases Price Waterhouse feels that additional provision may

be necessary in view of the ongoing weakness of these cases over several

years. This could add another $ 5mor so of additional provision for Grand

Cayman.

10.00 The Committee have decided that they will further review the accounts

mentioned above and come to their final recommendation for provision in the

next few days.'

Since done. Please see page 53.
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TASK FORCE REPORT ON

KUWAIT INTERNATIONAL FINANCE COMPANY

1.00 KIFCO . OFFSHORE ACCOUNTS
.

The Task Force, while reviewing and responding to the first report of PW had

already started its own investigation to determine if any accounts had been

initiated in KIFCO from Grand Cayman or London which were in the nature

of ‘offshore' accounts of the type referred to by PW in their report . In the

course of this, the Task Force obtained a draft balance sheet of KIFCO as at

31 December 1989. This is enclosed at Annexure V. The Task Force noted that

the total loans and advances of KIFCO as at 31.12.1989 was KD 48.908 million

($ 146.7 million) . The Task Force enquired from all accounts officers dealing

with ‘offshore ' accounts whether any such accounts had been parked in KIFCO.

The results of this are reported already in the section dealing with Offshore

Loans. (Item 5 of PW's first report). The amount of such loans was determined

to be US$75.3m which has now been grouped with the Gulf Group offshore

loans . (Please see page 28-30 ).

In order to further determine whether the rest of the advances in the books of

KIFCO relate to KIFCO's own operation communications were exchanged with

KIFCO and their external auditors and this matter was satisfactorily

ascertained. See exchange of communications at Annexures W/ 1 to W / __

2.00 OTHER LARGE ACCOUNTS

In order to determine the health of the remaining portfolio of KIFCO's own

advances, the Task Force required KIFCO to give details of all large accounts

in excess of $5m which was the same level of information previously sought by

the external auditors, Ernst & Whinney and subsequently PW. A list of such

accounts was duly received from KIFCO and the total amounted to $ 90.5m

covering 15 accounts of which 6 accounts amounting to $ 34.8m are already

covered in ‘offshore' account list mentioned in 1.00 above. The Task Force has

now requested KIFCO to give a write -up on each such account. However, the

preliminary communications suggest that no provisions will be required against

these accounts. We expect to get the individual reports by the second half of

this month. See Annexure X/1 to X /___ for communications exchanged with

KIFCO on this subject.

3.00 INTER COMPANY BALANCES

PW indicated to the Task Force that it is their understanding that there is a

difference between the inter company balances reflected by BCCI (Overseas)

vis - a - vis KIFCO and the confirmation of balance to Grand Cayman by KIFCO .

This matter was investigated by the Task Force and the reconciliation obtained

showed that there was no significant difference between the two units barring

year end usual transactions outstanding. (Annexure Y).
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4.00 LOCAL AUDITORS

PW required to know why they can not be auditors of KIFCO or fully review

its operation. The Task Force enquired into this matter and was supplied

copies of several communications exchanged between BCCI and KIFCO in

relation to the termination of the ‘Management Agreement between BCC and

KIFCO in 1986. As a result, KIFCO's Board of Directors has extensive

independent powers, including appointment of local auditor's and maintenance

of secrecy of data . The local auditors who were affiliated to Talal Abu

Ghazala, are known to be one the leading audit firms in the Middle East.

However the Task Force was unable to assess the quality of their work . The

Task Force nevertheless have requested KIFCO that there should be better

communication between the local auditors and PW.

Regarding the proposed visit to PW the Task Force is informed that only the

Board can give specific authority either to the Task Force or any external

auditors (except their own) to visit and review the records of KIFCO . Effort

are accordingly being made to contact Mr. Faizal Fulaij, Chairman of the

company to seek such permission .

The Task Force however felt that since all the BCCI connected 'offshore' loans,

as well as all the major other loans of KIFCO itself, had been reviewed by the

Task Force and since direct confirmation received from the external auditors

of KIFCO that all the other loans are KIFCO's own and under local

management (where no significant provisions were sought in 1989 as per

KIFCO's audited accounts in 1989) further review can be deferred to 1990

given the time constraint under which the Task Force is working.

5.00 IZ COMPANY FOR EXCHANGE

The Task Force was able to ascertain that the IZ Company For Exchange is

a small subsidiary of KIFCO and has a very low level of activity, mostly as a

foreign exchange bureau for currency transactions . The Task Force is seeking

to obtain a copy of the company's balance sheet for December 31 , 1989. The

Task Force has not yet been able to obtain details of transactions for which

Price Waterhouse are seeking clarification . Task Force will seek further

information from KIFCO.
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TASK FORCE REPORT

ON BANQUE DE COMMERCE ET DE PLACEMENTS (BCP)

1.00 PW has stated in their report that Swiss secrecy laws have prevented them from

obtaining information relating to certain omer accounts, by the incumbent

auditors. Task Force finds itself equally helpless for the same reasons .

2.00 Task Force has however enquired from Mr. Imtiaz Ahmed, (Executive-in

Charge, Central Credit Division , who is also a member of BCP Board ) ,

regarding the year end loan portfolios. Mr Ahmed confirms that the loans over

five million referred to by PW's supplementary note , do not pertain to any

common customer of the BCC Group.

3.00 The Task Force believes that PW can obtain further reasonable satisfaction

from Dr. A. Hartmann who is also Chairman of BCP's Board and a member

of BCC Audit Committee on above and any other BCP related matters.
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TASK FORCE REPORT ON

SAUDI DEVELOPMENT AND COMMERCIAL COMPANY (SDCC)

1.00 The Task Force has obtained only limited amount of information on SDCC

uplo now.

2.00 The relationship appears to have started many years ago when Mr. A.L.

Kazandar was operating in Saudi Arabia on behalf of BCCI seeking to

obtain a direct banking presence for BCCI in this country.

3.00 In the meanwhile the Saudi Development and Commercial Company was

established in July 1974 with a capital of SR Im primarily for construction

and real estate activity and trading and trade financing, the latter with ability

to handle the financing of import of other Saudi entities by using its own

credit line established originally with Al Jazirah Bank and subsequently with

Bank Al Saudi Al France under cover of BCCI.

4.00
The shareholding has altered somewhat during the last several years and is

currently set to be as under:

1. Mr. Abdul Aziz Yousef Yasin

2. Mr. Ali Salmeen Basmair

3. Mr. Abdul Latif Khazandar

4. Sh . Ali A. Bughshan

5. Mr. Abdul Aziz Suleman

- Businessman

- Businessman

- Banker

- Businessman

- Chairman

Al Jazirah Bank

35 %

1 %

20 %

8 %

7 %

All the above individuals are stated to be high networth individuals and hold

responsible positions in the country. The Task Force has not yet had an

opportunity to meet any of the share holders. However Mr Khazandar and

Sh Ali Bughshan are well known to some of the Task Force members.

5.00
SDCC has over the last several years constructed several buildings and

apartments and own a valuable plot of land .

6.00 It has also directly invested in several companies, including:

1. Credit & Commerce Insurance Co. - Saudi Arabia (CCI) '

2. Arab Investment & Commercial Co - Morocco (AIC)

3. Saudi Egyptian Co. for Investment and Finance - Cairo (SECIF)

4. BCCI Financial Services (Pvt) Ltd. - Dubai (BCCI( F ) S )
-
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It is known to the Task Force that CCI is one of the leading insurance

companies in Saudi Arabia and that SECIF is an active investment and

finance company in Egypt with Icading insurance companies and high net

worth private investors as co -shareholders.

7.00 SDCC has availed of various credit facilities from BCC more or less on an

ongoing basis.

The balance as on 31.12.89 of various accounts have been stated as under

by PW and were found to be correct as under :

BCCI O/S Grand Cayman

BCCI SA Bahrain

$ 14.7m

$ 4.8m

$ 19.5m

Placement by BCCI Grand Cayman

on roll over basis $25.5m

Both the above credit lines had approval of the Central Credit Committee

partly on the security of shares and partly clean and the Task Force was able

to see documentary evidence of this.

8.00 The Task Force was not able to ascertain balances stated to be reflected in

ICIC's books to which it has no access. However PW who audit ICIC will

probably have identified the correct balance of $8.3m.

9.00 The Accounts Officer concerned in SDCC affairs was able to give some

information (in reasonable detail), including on investments of SDCC. ( In

this context the Task Force is directly ,obtaining from Cairo the latest

balance sheet of SECIF or other valuation statement). However regarding

the operative account which was apparently set up for SDCC to finance

import business on its own account and on behalf of other Saudi clients who

use this credit line for imports made by their companies, the information was

scanty.

10.00 This business was stated to have started several years ago with BCCI SA

(UK) with Mark Lane Branch being directly involved in maintaining the

account and the related documents. The Task Force is seeking to obtain

some old records from Mark Lane Branch to get a better feel of the nature

and volume of this import-related business.

This account has since moved to Grand Cayman. Since the departure of a

senior nominated officer from BCC two middle ranking officers and some

of the Saudi investors are directly handling the relationships.

11.00
Regarding the placements from Grand Cayman the Task Force was able to

ascertain that this placement has formal approval limit, expiring on 30.6.1992
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for US$ 15.0m subsequently raised to $30.0m. However excesses have bcen

allowed upto $35.0m. In 1989 the placement has been reduced from $35.0m

10 $25.0m and is currently being rolled over regularly on short term basis .

The Task Force recommend that the line should be ſurther reduced and

much more actively monitored.

12.00 The Task Force felt that given the time constraint in its finalising the report,

the review of SDCC should be more effectively carried out in 1990 and in

the meanwhile in consultation with PW it agreed to set up an ad hoc

provision of $ 10m for 1989.

In this context the Task Force however felt that the valuation given by PW

on SDCC's investment in Cairo (SECIF) is excessively conservative and

could be higher, which would reduce the net exposure. However this can

not be firmly determined till the Valuation Report comes from Cairo. A

computation prepared by the Accounts Officer ( Annexure Z) has also been

ignored by the Task Force since it is not being supported by any locally

velted set of accounts of the company.
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TASK FORCE REPORT ON

MR.M.M.HAMMOUD

1.00 Background :

Mr. M.M. Hammoud is a leading Lebanese businessman whose principal business

is property development internationally. He also has interest in international

trading business. He is a significant shareholder of BCCI Holdings with 2,646,184

shares in BCCI Holdings. This amounts to 3.55% of the total shares of BCCI

Holdings at 31.12.1989. These shares are valued at US $ 105.84 million based on

the price at which the last shares of BCCI Holdings were sold . He also owns

18,200 shares in CCAH which amounts to a holding of 6.30%. His holdings in

CCAH are valued at US $ 133.46 million .

2.00 Loan against CCAH Shares (BCCI : US$15.1 Million)

- 10 Rubstone Trading Corporation SA

Rubstone Trading Corporation SA is a Panamanian company which was

incorporated under Public Deed No. 6140 of May 7th, 1986 in Panama. This

corporation was found to be beneficially owned by M/s Youssef Shehadeh and

Kamel Rahhal, both of whom have a general Power of Attorney to act on behalf

of the company. Mr. Shehadeh and Mr. Rahhal are stated to be business

associates of Mr. M.M. Hammoud. (We were shown a confirmation in writing

from Mr. Hammoud's office that he does not hold any shares in Rubstone

Trading Corporation SA). One of the employees of Mr. Hammoud however

holds a Power of Attorney for this company which has apparently been given by

the beneficial owners Mr. K. Rahhal and Mr. Y. Shehadeh.

The Rubstone Trading Corporation has an outstanding loan of US$ 15.1 million

at BCCI Luxembourg branch secured by a deposit of 2,803 CCAH shares which

have been valued by the management at US$ 20.6 million. These shares are

owned by Mr. M.M. Hammoud but have been cross- pledged by him to secure the

borrowings by Rubstone Trading Corporation SA against the deposit of his sharcs .

The Task Force has been informed by the Accounts Executive, Mr. Imran Imam

that Rubstone Trading Corporation SA had expressed an interest in purchasing

the shares of CCAH from Mr, M.M. Hammoud. Pending the availability of the

approval of other shareholders and the federal Reserve .

3.00 Notwithstanding the above stated facts and a few supportingdocuments produced

by the Accounts officer, the Task Force is unable to conclude whether the shares

belong to anybody other than Mr. Hammoud and if so whether he is beneficial

owner in his own right or partly as nominee for any other shareholder. However

in view ofthe total value of the underlying shares ( as stated in 1.00 above) the

loans by BCCI are considered to be adequately secured.
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4.00 Hammoud - Other a /cs

4.01 Invesco

Loan :

Allowed in 1987 US$ 7.00 million. Present o/s $8.50 million .

Background

The above company was set up by business associates of Mr. Hammoud, with the

purpose of acquiring business & assets of M.A.H. Jabali, who had facilities for

US $ 10.00 million in Egypt. Jabali was dealing with AEG electrical goods in

Egypt and Lebanon. The party encountered problems in business and was trying

to sell the business to repay stuck up Liability with BCC (Misr) . Mr. Hammoud

& his business associates in Lebanon (INVESCO ) became interested to take over

Jabali's business & assets & liabilities.

In arrangements with Jabali , Invesco agreed to purchase the outstanding loan at

a significant discount i.e. for US$ 7.00 million only. BCCI agreed to this new loan

to INVESCO to be repaid over 6 years (expiry 31.12.92). This was done with the

approval of Central Bank of Egypt.

Invesco have already shifted electrical goods to Lebanon and stored them in a

warehouse in Beirut as there is demand for these goods in Lebanon.

Directors /Partners

( 1 )

( 2)

(3)

Mr. Jamal A. Rahal

Mr. Issam Y. Younness .

Mr. Saad Eddine Saab

Existing Security

(a )

(b)

Stock valuing US $ 1.00 million

Debtors US $ 1.00 million

Mortgage of Properties US$ 7.50 million

in Beirut in favour of nominee of the Bank Mr. Hammoud

Existing Repayments Arrangement

(a)

( b )

Sale proceeds of Stocks in Lebanon

Sale proceeds of properties in Lebanon.
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4.02 Middlc -East Commercial Agencics (MECA) SAL >

1. Background

The above company was set up with the purpose of acquiring 14 stuck up

accounts from BCC (Misr), which had borrowings of about US $ 30.00 million &

LE 4.00 million . All the borrowings were bought by the above named company

at a substantial discountof US$8.00 million. The acquisition was done with the

permission of Central Bank of Egypt.

BCCI Cyprus allowed the Loan to fund part of the acquisition . The present

outstanding is US$6.2 million (as on 31.12.89). It is unsecured but covered by

Personal guarantee of the directors who are business associates of Mr. Hammoud.

Apparently one of the principal purpose of acquiring the various business

accounts in Egypt through Invesco and MECA, by Mr. Hammoud, (and his

business associates) was to have a significant local presence in Egypt as they saw

a lot of business opportunities in this country.

Through this process they have now established a new local company, with the

intention to follow through the recovery and restructuring the businesses and

accounts purchased . Services of an officer of BCCI has been seconded to this

company to assist the process of recovery which we are informed is slow.

However this important foothold in Egypt has given Mr. Hammoud and his

associates new opportunities in Egypt.

5.00 Price Waterhouse Concerns

1. Absence of critical information

The Task Force has been informed that Mr. Hammoud is the business associate

of the directors of all the three companies. The property mortgaged in Lebanon

is held in the name of Mr. Hammoud as nominee of the bank. PW has already

seen documentary evidence of all the securities.

2. Management representations

Task Force is informed that previous representations were based on the available

record with no formal evidence /connection with Hammoud. As a result of

discussion with Account Executive, Task Force is now in a position to say that

these companies are part of the Hammoud Group.
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3. Evidence of recoverability

Although the Loans are covered by Securities as stated above but Task Force

agrees with the concerns expressed by PW as no information/ evidence is

available on borrowing companies to support the lending. No repayment and

even interest has not been serviced in the a/c of Invesco .

Price Waterhouse has already reviewed the securities . According to the Account

Executive total outstandings are covered by securities of properties and shares.

In view of the above the Task Force recommend that any question of provision

against these accounts should be considered in 1990. In the meanwhile greater

efforts should be made to activate these accounts .

ICIC exposures have not been dealt with in this report.
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TASK FORCE REPORT ON

SAIGOLS

Summary of Outstanding Balances

31 December 1989

$ Million

Gross Suspense
Provisions Repayments Net

( 3.5) (2.0)
13.9Grand Cayman

Bahrain

BCC Emirates

20.9

8.5

1.8

( 1.5 )

(2.2) 6.3

( 0.2)
:

1.6

Total Exposure

advised by BCCI 31.2 (3.7) (2.0 ) ( 3.7 21.8

ICIC Exposure 12.9

I|

12.9
|

1.00 BACKGROUND

The Saigol Group is one of the major industrial and trading groups of Pakistan. After the

nationalisation, of substantial part of their assets in 1972 and their bank (UBL) holding in 1974 ,

they sub -divided their business into smaller groups , which was completed by 1987. Mr. Rafique

Saigol, Chairman of the group and his brother Shafique Saigol are controlling the principal

businesses.

The activities of the group, presently, consist of the following companies:

1 . Mohih Textile Mills Lid : a spinning mill consisting of 37,000 spindles located at

Muzzaffargarh in Punjab province of Pakistan. It employs about 1,000 workers and

produces annually over 9 million lbs. of cotton, viscose and polyester yarns.

2 . Kohinoor Consultants (Pvt.) Ltd : a company located in Karachi with branch offices at

Lahore and Islamabad, specialises in providing consultancy services and represents

leading foreign machinery manufacturers of the world.

3. Kohinoor Trading (Pvt.) Lid: a trading company located in Karachi, primarily exporting

textiles to USA, EEC, Far East, Middle East and Africa . Recently, it has set up its own

weaving factory for cotton textiles in Karachi. It also imports man-made fibres and yarns,

pulses, cement, plastic moulding compounds, chemicals. Turnover year ended 30th June ,
1988 about Rs 200 million.

4. Rashed alRashed (Cement division ): a Saudi partnership between Rashed Airashed &

Sons group of Saudi Arabia, Ssangyong Cement Co. of South Korea, and the Saigol

Group, has become the largest distributor of cement in the Kingdom of Saudi Arabia.

Originally, it started out by importing cement in bulk from Japan and South Korea but

since last year it has switched over to selling locally produced grey cement, importing

only while cement from Ras Al-Khaimah inUAE. It sold about 1.74 million tonnes of
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cement in 1988 valuing about SR 250 million . The receivables on 31st December 1983

amounted to SR 83.6 million .

S. Trans Saudi Establishment: transport business in Saudi Arabia . Started in 1983. It has

concentrated on the cement trade and is now planning to expand into other fields such

as food grains and petroleum products. This turnover during 1988 was SR 25 million .

Assets on 31 December 1988 were values at SR 9.3 million.

6. The latest venture of the Group is a proposal to Compania Dominicana de Aviacion, the

national airline of the Dominican Republic, to provide management support in

association with Pakistan International Airlines.

7 . The Group also owns a large agricultural farm in Punjab province , Pakistan. The market

value of this land is estimated to be about RS 60 million.

2.00 Security

Personal Guarantee of Mr. Rafiq Saigol & Shaſique Saigol.

3.00 Concerns

3.01 Evidence of Recoverability

The position of accounts at Grand Cayman, BCC (E), Bahrain & ICIC has since been discussed

at length with PW including issues involved which were covered in PW's first repori .

Task Force is of the opinion that in the past Saigols have not honoured their commitments .

Due to unsatisfactory conduct of the accounts, and concerns expressed by PW existing situation

cannot be allowed to continue. We must discuss with the clients to service the interest and

obtain definite repayments schedule so that liability is repaid gradually within the agreed

period . No further facility should be allowed unless.it is secured by tangible securities or it is

to finance specific transactions of self liquidating nature duly supported by documentary
evidence .

Provision3.02

0

In the meanwhile Task Force recommends that the existing provision of US$2.Om should be

raised to $ 15,778m for 1989 for the total Saigol Group of liabilities to BCCI.

3.03 In this context the Task Force reviewed the two loan accounts totalling $10m initiated in 1989

in Bahrain on which PW had expressed concern. These were Fallaha Said Mansouri and Saiſ

Hamad Ghumran.

Detailed discussion with the Country Manager in Bahrain and the Accounts Officer indicated

that while 'front ' companies had been used for this purpose, Saigols had apparently been

involved with Khamis (a UAE party) to monitor new business in UAE (textile / chemical?) to

generate profit and commission to pay off the outstanding loan accountof Al Khamis in UAE.

Since the proceeds of the loans had been used to pay off the Al Khamis loan and no business

had been as yet initiated by Saigols the Task Force recommended that the full amount of $ 10m

should be provided against.
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TASK FORCE REPORT ON

NUMBERED ACCOUNT NO. 11011103

The Force enquired into this account and determined from the records of

Grand Cayman that Mr. S.M. Akbar had authorised this remittance from Grand

Cayman to the debit of the account of Sh. Al Sharqui, i.e. Mashriq Holding

Company, which is beneficially owned by the Ruler of Fujeirah. This is not the

account of Sh. Ibrahim which may have been inadvertently noted by Price

waterhouse due to commonality of names. On further discussion with the

Accounts executive we were informed that this loan has been given in Marshriq

Company as a part of their global limit. The Task Force found that the manner

in which this numbered account loan had been disbursed and is currently being

managed is wholly unsatisfactory, however it is our belief that in the share

restructuring now in hand in Abu Dhabi any excess drawings by shareholders will

also be considered for settlement,

.
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TASK FORCE REPORT ON

THE PHARAON BROTHERS

1.00 Wabel Pharaon

Wabel Pharaon is a Saudi businessman who is the youngest brother of Dr. Gaith

Pharaon. He has been a minor shareholder of BCCI in his own right since the

early eighties. His holding in BCCI Holdings increased when as per PW's report,

Dr. Gaith Pharaon sold his shares in BCCI Holdings to him. As per the share

register of BCCI Holdings Wabel Pharaon now owns 8,599,631 shares which was

11.55% shares of BCCI Holdings. The shares have a valuation of US $ 343.98m

based on the price at which shares were last sold by a shareholder.

The bank has no lending to Wabel Pharaon. He has however loan facilities from

ICIC of US$75.4m against a pledge of 2.5m shares of BCCI Holdings. The Task

Force believes that either Wabel Pharaon should clear his loan with ICIC or if

in any way he is a nominee of any other shareholder such shareholder should

directly acquire these shares and clear or at least significantly reduce the

outstanding loans.

2.00 Dr. Gaith Pharaon

Dr. Gaith Pharaon is a leading Saudi Businessman who has wide range of

business interests and investments from Macao to the United States of America .

A write -up on Dr. Pharaon which gives his background and wide ranging business

interests is given in Appendix AA .
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The loans to Dr. Pharaon have been approved under a global facility by The

Central Credit Committee and the Board of Directors. However, the loan

balances at 31.12.1989 were $ 100m in excess of his limits. His borrowings are

stated to be always from specific trading transactions or for acquisition . The

purpose is always explained to the account executive . The major part of his BCC

exposure is secured against shares of other companies and deposits. Unsecured

exposure as on 31.12.89 was in excess of US $ 100m .

The Task Force has instructed the account executive to obtain Dr. Gaith

Pharaon's net worth statement to demonstrate his creditworthiness and ability to

service and repay his borrowings.

3.00 BCCI Share Transactions

Wabcl Pharaon

Wabel Pharaon acquired 105,321 shares of BCCI Holdings (Luxembourg) SA

from Mohammad Taufiq Jiddan according to the Luxembourg share register .

PW's questions where the financing for this purchase came from and why Wabel

Pharaon purchased further shares when he is apparently trying to reduce his

exposure in ICIC . The Task Force does not have access to ICIC's records , nor

to Wabel Pharaon who could provide his reason for doing this . However the

same comments, as made by Task Force in para 1.00, also apply here in general

terms.
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Dr. Gaith Pharaon

PW's report states that $5.4m is the amount debited to overdraft a/c of Dr. G.

Pharaon representing purchase consideration for 111,709 shares ofBCCI Holdings

(Luxembourg) SA sold by Suhail Faris Al Mazrui. There are no instructions from

Dr. Pharaon or from the seller of the shares supporting this drawdown or

transaction . This transaction has not been recorded in the shareholders register

of BCCI Holdings (Luxembourg) SA up to now . The Secretary of the Board

confirmed that share transfers are only registered when the shares are lodged for

transfer along with duly executed transfer deeds, with the bank in accordance with

normal practice and that this had not happened for these shares.
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i

TASK FORCE REPORT ON

GRAND CAYMAN RISK FACILITIES ( ADDITIONAL ACCOUNTS )

1.00 F

This section is an extension of an earlier part of this report (sce Section 8) .

PW in their Supplementary Report raised some additional accounts on which

they expressed dissatisfaction on the level of provision, though in several cases

these provisions have already been agreed for 1989 with the local branch

management /CSO accounts officer( s ).

2.00 In response the Task Force collected as much papers and files relating to these

accounts as they were able to do within the constrained time period; The Task

Force also met the concerned accounts officers.

Thereafter they jointly reviewed each case with PW. Each case was fully

discussed and specific provision set up by mutual agreement on each such case.

As a result, additional provision amounting to $ m were added to

provision earlier agreed for Grand Cayman branch by Price Waterhouse and

the Task Force as per section page 34 and 35.

Detail Statement of Risk Facilities and Provision is given in Annexure B.

S2



444

TASK FORCE REPORT

ON IBRAHIM FAMILY

1.00 Executives in charge of this relationship presently is Mr. Bashir Chowdry,

Regional General Manager for UK . He has informed the Task Force as

follows:

2.00 Shaikh Abdul Aziz Al-Ibrahim is brother of first wiſe of King Fahad of Saudi

Arabia . He has 5 brothers and two sisters and is the head of the family. His

relationship with BCC is 7-8 years old . He is reported to have substantial real

estate investments in USA, UK, Spain, Morocco and South of France besides

Saudi Arabia.

2.01 He is considered a high networth individual and has maintained good deposits

with BCC in various currencies .

3.00 The Executive in -charge confirmsthat this account has been regularly discussed

with PW's UK partner every year. Deposits in the name of Shaikh Abdul Aziz

Al-Ibrahim (US$ 133 million as on 31.12.89 ) fully covers the borrowings. Other

family members have deposits totalling $19.29 million at year end.

4.00 However, the Task Force is of the view that balance confirmation of all

accounts must be obtained at least once a year in view of substantial balances

and turnover. The Account Executive has informed the Task Force that such

confirmations can only be obtained during his next visit to London.
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TASK FORCE REPORT ON

PRINCE/IMC GROUP

1.00 The Task Force reviewed the comments of PW and determined that this case

has been under discussion with management for several years .

2.00 The Task Force felt that this was a very complex project and not only involved

BCC, but also ICIC, who had a major stake in the project through various

subsidiary companies which have either acquired equity or have provided loans

to this hospital project. It would therefore be difficult to come to a quick

conclusion or finding.

3.00 Nevertheless the Task Force collected all the previous material on this project,

including many financial papers and files and noted as under:

Total loans from BCC Group to Prince/IMC was

Total loans from ICIC to Prince/IMC was

$ 105.6m

$ 46.3in

$ 151.9m

$ 105.2mThe Hospital owing company had assets of

(before revaluation)

Gross earnings of the Hospital operating

company were: 1989

(estimated) 1990

22.175m

£22.200m

4.00 The Task Force decided to set up a Special Team of two finance officers to

unwind the interlocking arrangements and financing and to assess the potential

shortfall in the loans given by the BCC Group to this project. This team will

complete their work in 4 weeks.

5.00 As the project is a complex one and firm report of the study team will take

time, it was agreed after ſull discussion with PW, that a provision of $ 9.5m

should be set up for the 1989 as 'computed' by PW to cover for possible

shortfall.

This case will be further reviewed in 1990 .

6.00 The organisation structure of Prince/IMC Group and it's funding is given in

Annexure CC and DD respectively.
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TASK FORCE REPORT

ON HAJI ALI SULTAN MOHAMMAD FADEL

1 . SUMMARY OF OUTSTANDING :

GC

Original (31.1.85 )

Renewal (6.10.89)

Present 0/S (GC)

US$ 10.63

US$ 12.00

Expiry 18.12.89

Expiry 31.12.90

US$ 12.20

Bahrain

Original (31.12.88 )

Present o/S (Bahrain)

USS 5.00 Expiry 23.3.90

USS_6.20

Total US$ 18.40

1.00 BACKGROUND

Haji Ali is a leading businessman of Oman and is regarded very high in official,

social and business circles. (Please see Credit Report of Standard Chartered

Bank, Commercial Bank of Oman and Bank of Muscat). (Annexures EE /1 to

EE / __ )

His Majesty Sultan Qaboos of Oman assigned him in the past prestigious

assignment including vice chairman of Consultative Council (equal 10

parliament and chairman of the Federation of Chambers of Commerce of

Oman.

The details of some of his assets are reported to be as follows:- :

(a) Property in Madina Qaboos

(b) Other properties

(c) Properties outside Oman

(d) W.J. Towell

N.B.O.

US$ 12.0m

US $ 4.0m

USS 2.0m

US $ 10.0m

USS 16.0m

USS 44.0m

He is reported to have investments in the following as well:

(a) Oman International Bank (Largest bank of Oman)

(b) Taylor Woodrow , Oman (in partnership with Taylor Woodrow UK ).

(c) National Beverage Company

(d ) Muttrah Cold Storage

(e) Oman National Dairy Product
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He is reported to be in a position to avail of clean facility of US$ 15 to US$20m

from any bank in Oman. The security held by BCC is more as a comfort.

2.00 SECURITY

(a) GC 1,080,000 Shares of NBO 9.9% of the issued capital .

(b) Bahrain 700,000 Shares of NBO

1,780,000 (37% NBO shares are held

by his company W.J. Towell

& co.)

3.00 CONCERNS

PW have wanted some tangible evidence of recoverability.

On examination of files and records Task Force has observed that US$3.73m was

paid by the Borrower during this period, but it covers about half of the amount

of interest/charges debited . Last payment received was US $ 1.00m on 27.3.89.

During this period bonus shares were also received as additional security.

The conduct of the account has not been satisfactory and we agree with the

concerns expressed by the PW, in this respect.

Task Force is informed that average value of shares has been calculated @

equivalent of US $ 9.00 per share on the basis of the major transactions which took

place in 1986. Task Force has also been informed by the Account Executive that

although two other small transactions between the two shareholders also took

place at a lower rate also but was by special arrangement under buy back. No

documentary evidence to this effect has been made available. While the Task

Force is of the opinion that average value of $9 per share (on the basis of the last

major transaction) may be can be considered on the high side, it would however

also be unreasonable to calculate it purely on the basis of net asset value as

indicated by PW, due to the following reasons .1

(a) NBO is the 2nd largest Bank of Oman

(b) Initially NBO performed functions of Treasury of Govt of Oman. It still

plays a leading role in all the major financial activities in Oman including

participation in syndication of Govt FC Loans.

(c) All the shares are tightly held by few shareholders and are not traded as

there is no stock market.

(d) Haji Ali Group holds majority shares of NBO and the value of such block

shares is always much higher than the value of a small number of shares

sold under some special arrangement.
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Task Force is of the opinion that there is substantial value in the security of

shares . In case BCCI wants to enforce the Security it would be possiblc to sell the

shares to local investors.

PW concerns are understandable because interest has not been ſully serviced but

it would not be right to assume that he does not have the capacity or willingness

to pay.

Account Executive has received confirmation from NBO that Haji Ali does not

have liability with other banks and his name does not appear in Central Bank risk

bureau records .

Latest balance confirmation in respect of both accounts have since been received

and shown to PW.

4.00 OTHER CONCERNS

PW recommendation to treat loan as BCC investment.

Task Force does not agree with PW comments that the Loan is to be treated

as an investment of BCCI, written down to the net assets value of NBO.

It is not possible for BCCI to acquire these shares which Haji Ali purchased

from BOA because of the following reasons :

A. Haji Ali had purchased these shares we are told, to become

majority share holder.

B.
Local regulations prohibit foreign shareholding to exceed 49%.

Account Executive should , in consultations with the client obtain repayment

schedule and regular servicing of interest on quarterly basis.

Task Force recommends that provision at least to the extent of unpaid interest

of US$3.5m may be made. However we are informed that management has

agreed to make a substantially higher provision.
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TASK FORCE REPORT ON

FAISAL SAUD AL FULAIJ

1.00 Faisal Saud Al Fulaij is a Kuwait businessman of high networth . He is a

former Chairman of Kuwait Airways and has wide business interests. He

is also Chairman of Kuwait International Finance Company.

2.00 His loan exposure to BCCI as at 31.12.89 amounted to US$ 112.9 million

which is secured against 16,710 CCAH shares of CCAH . These shares

are valued by the management of the bank at US$ 122.5 million . He is

one of the original shareholders of CCAH and has taken up a number of

rights issues since the acquisition of FAB in 1982. He also owns 1.1

million shares in BCCI Holdings (Luxembourg) S.A. which are valued at
US $ 45.6 million.

Mr. Fulaij has borrowings amounting to US$35 million from ICIC

against some shares of BCCI Holdings and other companies as listed in

PW's supplementary briefing paper. In the absence of access to further.

details of ICIC operations the Task Force is unable to conclude the basis

of this funding. However as shown in Annexure FF the total combined

exposure of Faisal Fulaij in BCCI and ICIC is covered by his combined

holding of CCAH shares and BCCI shares . No provision is therefore

necessary. However his credit lines should be reviewed and suitably

scaled down.

3.00
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Frand irrigaг.

EXECUTIVE SUMMARY OF

FINDINGS OF THE TASK FORCE

1.00 Most of the concerns expressed by Price Waterhouse in their Initial Report 10 the

Task Force of 14th March '90 ( covering 9 large loans case plus several slow

moving advances in Grand Cayman) and the Supplementary Report of 6th April

'90 ( covering 12 loan cases including some more slow moving advances in G / C )

were after detailed case by case review by the Task Force, found to be valid and

justified and required significant amount of additional provisioning.

2.00 The Task Force review of the global audit arrangements of the BCC Group

showed that these arrangements (covering all the Group's ' consolidated ' locations

(71 ) incorporating 30 banking units) are both intensive and extensive. In the

carlicr years they were carried out primarily by Ernst & Whinncy (now Ernst &

Young) with Price Waterhouse (PW ) doing the audit of BCCI (Overseas) Lid ,

Grand Cayman since 1975. From 1987 the global audit was consolidated under

PW.

2.01 The audit is done in two parts - an interim audit covering the Groups' 9 months

results up to September (done in October /November) and a final audit in

December (extending from January to March ofeach subsequent year).

2.02 The global 'Audit Instruction ' and 'Questionnaires' issued by PW to all local

offices of PW and in some cases to other audit firms (where PW were not directly

present) were comprehensive and extensive).

2.03 Senior partners of PW from UK and other key locations travelled to nearly a

Jozen key locations of BCC including Grand Cayman to directly review the local

operation and thc quality of audit and their audit findings.
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2.04 Management's view that PW had full access to all locations' records and

documents were found to be correct (with the exception of Grand Cayman where

serious difficulties were faced by PW).

2.05 The Task Force was informed, that PW also did not have adequate access to 2

non consolidated unit's records - Kuwait and Switzerland. This was said to be

due to secrecy laws and minority shareholding of BCCI. Independent Local

Board of Directors were responsible for these 2 operations.

3.00 The Task Force found that more or less all the loan cases and transactions

referred to by PW in their two Reports related wholly to the Grand Cayman

branch of BCCI Overseas to ICIC) both of which were, audited by Price

Waterhouse from their very inception.

3.01 The Task Force found that even where the counterpart of the transactions or

loans were " parked " in other BCC location they were invariably initiated from

Grand Cayman (or ICIC) .

4.00 The audit findings of 1989, for the rest of the BCC Group were reviewed in depth

by the Task Force; These were found to be very normal and indeed the issues

raised were minimal as far as significant items were concerned, indicating that

Management's view was correct that there has been considerable improvement

year on year, in the global quality of operation in the BCC Group. This was also

independently reconfirmed to the Task Force by PW.

5.00 The entire series of loans/transactions identified by PW as "matters of concern",

fall into 3 broad categories.

.

A · Loans / Transactions relating to CCAH shareholders and granted to them

either by BCCI (or ICIC) . (CCAH is the vehiclc uscd by some of the BCC

shareholders for acquiring the First American Bank Group covering the

East Coast of U.S.A.)
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.

B : Loans / Transactions relating to shareholders of BCCI(Holdings) Lux, SA

granted primarily by ICIC .

C. Certain very large commercial loans granted primarily in Grand Cayman

branch to a number of Business Houses or businessmen, which besides

the risk of concentration of such loans to a few companies/ individuals,

and the corresponding risk of repayment, also had extremely poor

documentation and supporting evidence of its use .

5.01 The Task Force was able to conclude with reasonable certainty that the

' problems' related entirely to these three categories of loans and transactions and

did NOT spill over to the global business and activity of the Group which covered

1.3 million customers in 73 countries with 58 currencies, and a total advances

portfolio in excess of US$11 billion.

5.02 The local audits and regulatory controls in all the BCC countries were found to

be of a high order, safe -guarding the quality and hcalth of the bank in all these

locations.

6.00
Regarding items A and B above i.e. Shareholder Loans

6.01 The Task Force after many hours of interviews with the concerned Accounts

Executives /Accounts Officers and revicwing many files and documents made

available to it (most of which were of very poor quality ) concluded that:

these share backed lendings from BCCI and ICIC , either for share

acquisition or commercial/ personal reasons, extended back to several

ycars.

had very inadequate supporting documents including absence of wrillen

requests from the sharcholders or clicnts.

often no written report of the purpose for the loans / transactions and

-3 .
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in quite a few cascs not even year end confirmation of balances.

6.02 The Task Force therefore confirms the 'concern ' of PW in many of the referred

cases .

6.03 The Task Force simultaneously expresses considerable surprise and

disappointment at such obvious ſaws in basic banking procedures and

documentation .

6.04 The Task Force feels that the regular annual audit thereof should have easily

detected and corrected such haphazard transactions several years ago.

6.05 The Task Force concludes that there is little doubt from the sparse records

available and inadequate explanations given by the Accounts Executives /Officers

that there must be some interlocking'arrangements between the shareholders of

both BCCI Holdings (Lux) SA and CCAH whereby in several cases ‘ nominee'

routes may have been taken to front each others investment in these two banking

groups with corresponding loans being drawn from BCCI ( & ICIC ) to fund such

' interim ' holdings.

6.06 However the Task Force concluded that as the underlying security/asset i.e.

shares of CCAH and shares of BCCI (H) both have considerable real and

tangible value and market worth ; Therefore the real risk to the bank is in any

shortfall in their gross exposure viz a viz the valuation of security and the nced

to provide against it. Management and PW have provided alternative basis for

computing these valuations. PW's computations shows a significant shortfall while

management's valuation adequately covers the exposure. The Task Force felt that

in the case of CCAH some 'general provision ' is called for. (This is

recommended at US$30 million .) However no such provision is decmed

necessary for BCCI ( H ) cases .

-4
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6.07 The Task Force has been informed that negotiations are at an advanced stage in

the United Arab Emirates (UAE) with certain major existing shareholders of the

BCCI Group - both individuals and Institutional, whereby they would acquire

substantial amounts of additional shares of BCCI Group, and shortly thereafter

shares of CCAH · at previously transactional price of $ 40 per share and at

carrying cosi ' rcspcclivcly. This would unwind the outstanding 'interlocking'

arrangements and greatly reduce the exposure of the bank to such shareholder

loans.

.

6.08 The Task Force recommends vigorous follow through of this vital Plan of Action .

6.09 The Task Force also recommen that in future there should be no interlocking

or nominee arrangements for shareholders of BCCI ( H ) and CCAH , if such exists

at the moment.

7.00 Regarding item C of para 5.00 i.e. CommercialLoans

7,01 The Task Force subdivided these loans into 2 categories:

A. Normal commercial loans, granted primarily in Grand Cayman branch,

that required further review of their year -end exposure and if necessary to

enhance their cumulative provision in 1989.

B • Loans of the Gull Group (Gokals) and all related ' "offshore "

companies /loans linked directly or indirectly to this Group.

7.02 Regarding 7.01 - A the exercises has been completed with cxtensive and detail

input from PW. As a result additional provision of $ 79 m over and above the

$ 21.00 m already agreed with PW for Grand Cayman branch has been

recommended to be set up in the 1989 accounts of the Group. This additional

provision is now agreed with PW.

-5
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03 Regarding 7.01 - B Gulf Group and Related Accounts - this arca of the bank's

activity is perhaps the most depressing part of our findings. The Task Force

after very extensive meetings with the concerned Accounts Executive /Officer and

very detailed review of the several dozen files and documents made available to

it were surprised and dismayed at the very poor quality of supporting documents

which was supposed to be covering activities going back to 5 years and more and

involving over $ 250 million in loans ranging from $ 1.5 to over $10 million in the

books of Grand Cayman and also “ parked " from Grand Cayman in several less

controlled locations of BCC i.e. Panama, Bahamas, Bahrain , Uruguay and Kuwait.

It took the Task Force only a few days to note that nearly each these cases had

common patterns of initiation, activity, fund flow, weak documentation and vague

explanations from the concerned account officers which any reasonable audit

process should have tracked down, identified and stopped forthwith. That it

extended over so many years is a great disappointment to the Task Force -

particularly since their initiations was all from the same source in Grand Cayman

(and London ).

-

The explanation given by the Accounts Officer that the business was initiated by

high networth clients from the Sub Continent who wanted confidentiality and

these loans were intended for shipping and/or trading business, on a project to

project basis, with input from the Gulf Group, is likely to have been valid in the

very early years of initiation of the business when a senior bank officer - one Mr.

Hashem Sheikh (who was then the Accounts officer for the Gulf Group, and also

had wide personal contacts with the business community from the Sub Continent)

set up such one -off deals. The account statements for the early years seen by

Task Force showed a fair volume of throughput activity and fund flows. However

substantial part of the outſiows appeared to land up in the accounts of the Gulf

Group directly or indirectly.

-6
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For this and other similar obvious reason listed in the Task Force Report it

became clear to the Task Force that the entire arrangement was set up by Mr.

Hashem Sheikh in conjunction with the Gulf Group.

The Task Force has therefore recommended that all such activities should stop

forthwith and all these ‘ offshore' accounts with outstanding liabilities at the year

end should be consolidated in the Gulf Group's global exposure (until such timc

as any of the Sub Continent client(s) can come forward and take direct

responsibility for any of the outstanding loan (s) and show the security they can

offer and the basis of the repayment proposed ).

The cntire Gulf Group should be reviewed as a consolidated exposure, the

tangible security assessed and adequate provision set up for potential shortfall.

On this basis the figures arrived at by the Task Force were as under:

Gull Group

$ m

Gross Exposure:

242.46Parent Co. (CIH) related

Other Subsidiary Companies

(not consolidated )

Other off-shore loans

: 199.57

263.50

Total Exposure 205.53

.7 .
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Security:

Ships / Properties and Deposits,

Government securities and

other langible assets 152.60

Net 'clcan’ exposure covered

by BCCI's holding of 92 % of CIH

shares (Parent Holding Company) 552.93

Value of " networth " of CIH ( 92 % )

as per audited Balance Sheet

discounted by 50 % + BCC loan

433.40

Net Final Shortfall: 119.53

Proposed provisions for Gulf Group

(Consolidated) for 1989 120.00

The Task Force have since met the owners of the Gulf Group (Mr. Abbas Gokal)

and obtained from him the following:

( a ) Acceptance of all liabilities of non consolidated / associated Gulf Group

companics and

(b ) Acceptances of all liabilities of all ' off shore' companies ( as listed in

Annexure P & Q)

( c) Personal Guaranice of Proprietors /Directors and

(d) Agreement that the security cover of 92% shares of GIH currently held by

BCCI can be extended to cover items (a) and (b) above.

.8 .
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The Gulf Group is a US $ 1.0 billion asset company, as per its audited balance

shect, with operations in over 40 countries. Great care is required to handle this

account. The Task Force feels that an intensivc follow -through is required to

restructure the activitics of the cntirc . Gulf Group and carcfully monitor its

opcration in order to minimizc any further significant loss to the Bank. For this

shipping and financial experts will have to join the BCC Special Task Force sct

up for this purpose and their work should start forthwith .

8.00 Final Conclusion

8.01 Since

(a ) All concerned accounts officers have been removed from their assignment

or severely restricted in their operation /authority.

(b) Huge additional provision of $265 million over and above the banks

already high provision for the year of $210 m has been set up.

(c) A major restructuring of the Capital of the bank and the related

restructuring of shareholdings of CCAH , is in final stages, bringing

additional fresh capital of perhaps $300m into the bank which will

reinstate the Capital of bank to nearly 8% of risk asset.

(d) The operative machinery in Grand Cayman is being overhauled .

(e) No other location of BCC Group is involved and indeed have now closed

their audited position for 1989.

(0 Major restructuring of the Group for the purpose of enhancing the

management strength including perhaps direct participation by thc Abu

Dhabi investors group.
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( 8 ) Major re -organisation of the Group for the purpose of drastic cost cutting

is already in the pipeline

Therefore

It is in the interest of all concerned who are involved in saſe guarding the

existence of BCC Group - the shareholders, the directors, the management, the

auditors and finally the Regulators to 'close' this matter urgently and allow the

Bank's Annual Report to be issued to the public, globally at the earliest.

Without this there is now a grave and real danger of a serious ' run' on the Bank,

worldwide, resulting in an uncontrolled situation which would even close the

entire Group with serious consequences to the 1.3 million customers, the $ 17

billion plus deposits the over $2 billion in Due to correspondent bank as well as

the future of over 14,000 employees all of which will be in serious jeopardy.

· 10 -
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Senator KERRY. Document No. 7 was a report to the directors by

Price Waterhouse summarizes the problems as they had then been

discovered . And this was in 1990, April 18, 1990. A year ago , all

this was known within the bank and to the directors.

The information referred to follows:]
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STRICTLY PRIVATE AND CONFIDENTIAL

BCCI HOLDINGS ( LUXEMBOURG ) SA

REPORT TO THE DIRECTORS

18 APRIL 1990

Southwark Towers

32 London Bridge Slicet

London SI I OSY

Temporte UL 401 6 :489

Teisi BA 1657.8

Trio 01 371 0017

Price Waterhouse

18 April 1990

STRICTLY PRIVATE AND CONFIDENTIAL

The Directors

BCCI Holdings (Luxembourg) SA

39 Boulevard Royal

LUXEMBOURG

Dear Sirs

As previously reported to the Chairman and to the Audit Committee , in

conducting our 1989 audit we have discovered a number of proi len

transactions . Detailed reports which set out our concerns he 'e been

provided to a cask force set up by the bank and we have work.d closely

with that task force in seeking to obtain further information about

the transactions and their implications for the bank . In the report

attached to this letter we summarise the outstanding financial issues

. together with our recommendations on the courses of action which might

be folloved ; the related control and management issues are not

addressed in this report .

The issues are grouped under the following sections :

Section 1 : Uncertainty relating to major loans

Section 2 : Shareholder loans

Section 3 : Outstanding Information

Section 4 : Further audit procedures

Section 5 : Estimates of funding and capital adequacy requi , ements

Section 6 : Proforma financial statements

These issuas need to be fully addressed as a matter of the 1 :10st

urgency . They can only be resolved through a commitment of

substantial financial support , the refinancing of some existing

shareholdings, and the introduction of new capital. In secrion 5 ve

set out the likely funding requirement on alternative bases which

lodicata a minimum funded requirement of $1.8 billion , toge cher with

unfunded support for unsecured loans of about $ 400 millior..
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18 April 1990

The Directors

Page 2

The Board and the major shareholders will need to examine and resolve

these matters within the next few days in order to safeguard the

position of the bank . We cannot sign the accounts as currently

drafted .

We remain available to assist you in bringing these matters to a

conclusion and , when the future of the bank has been secured , in

addressing the control and management implications .

Yours faithfully

PRICE WATERHOUSE
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SECTION 1 : UNCERTAINTY RELATING TO MAJOR LOANS

Audit enquiries to date have given rise to concerns about the ultimate

recoverability of a number of major loan accounts which despite the

considerable efforts of the task force remain unresolved at this time .

These loans fall into five categories , as discussed below :

Gulf Group

Notwithstanding management assurances to the contrary , the recorded

Gulf Group exposure increased from $ 350 million in 1988 to $400

million at 31 December 1989 . In addition , following the substantial

increase in exposure to offshore companies and our concerns about the

operation and recoverability of these accounts , the task force have

concluded that loans to 71 separate offshore companies totalling $ 300

million at 31 December 1989 should be evaluated as part of the total

Gulf Group exposure . The Gokals , the principal shareholders of Gulf

International Holdings ( "GIH " ) have now accepted responsibility for

these accounts so that the total Gulf exposure is now $ 700 million . ,

They have indicated their agreement to pledge the shares in GIH

against the total exposure , even though much of the lending is to non

GIH companies .

The bank holds tangible security , mainly in the form of mortgages over

vessels , which is evaluated at $ 150 million . The bank also holds

bearer shares in GIH , representing 92 % of the issued share capital ,

but it is not known in what capacity these shares are held , or how

they could be realised . Even if these matters could be clarified

there is considerable uncertainty as to the underlying value of the

shares as the bank has inadequate information about the financial

position of GIH and related entities and of any prior charges over the

assets .

The task force has acknowledged that without considerable further

information about the current financial position of the Gulf Group it

is impossible to assess the recoverability of the unsecured exposure

of $550 aillion but are reluctant to seek additional information at

this time as it may prejudice the whole recovery process . The draft

accounts of BCCI Include a provision of $ 120 million against the

unsecured exposure leaving $430 million unprovided , although the task

force accepts that the further enquiries may well result in additional

provisions being required .

In view of the history and conduct of this account , we are unable to

judge the recoverability of the unsecured exposure and whether the

provision of $120 million is adequate .

Because of this uncertainty it will not be possible for us to issue an

unqualified audit report unless the major shareholders agree to

provide financial support so that any additional provision deemed

necessary following a detailed assessment of recoverability will be

matched by further increases in capital . Appropriate disclosure of

such an arrangement would be required in the 1989 financial

statenents .

1
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CCAH

Loans secured on CCAH shares have increased to $870 million compared

to $ 702 million a year ago despite management assurances that the

exposure would reduce during 1989 . Interest for 1989 has not been

serviced and additional unsupported drawdowns were debited to customer

accounts during the year .

Goldman Sachs have been retained by CCAH to advise on the realisation

of the investment in First American Bank . We have suggested that

Goldman Sachs be asked to provide an indication of the likely sales

proceeds and this should be used for purposes of valuation of the

shares held as security for CCAH loans . In the absence of this

valuation we have made our own estimates which indicate that there is

11kely to be a shortfall of the order of $200 million which would need

to be provided in 1989 .

We are informed that the major shareholders are negotiating to take

over at book amount the loans to the Rulers of Fujeirah and Ajman . If

these loans are taken over the potential loss would be reduced to some

$ 132 million , which will need to be provided in the 1989 financial

statements .

In addition , we will require evidence that no loss will fall on the

bank in respect of the guarantee of $ 175 million provided by the bank

to Mashriq Holdings (Ruler of Fujeirah ) in respect of CCAH shares .

Government of Shariah

The total exposure amounts to $192 million of which $160 million

relates to a loan for a steam power plant which was rescheduled in

1987 for repayment over five years . The instalments due in 1989 have

not been met and a further rescheduling of the loan is proposed .

Because of the uncertainty over the recoverability of these loans it

will not be possible for us to issue an unqualified audit report

unless :

☺ Interest for 1989 of $20 million is reversed and a provision of the

order of $40 million is made ; or

2
the major shareholders agree to provide financial support so that any

loss on realisation will be matched by a corresponding increase in

capital. This will require appropriate disclosure in the 1989

financial statements .

The audit committee have recommended that the first option be adopted

and we have taken account of this in assessing the funding

requirements in Section 5 .

2
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Country Risk

The College of Banking Supervisors have insisted that the bank provide

for cross border exposure to troubled debtor countries in accordance

with th Bank of England matrix . During the year the bank increased

its country risk provision by $75 million to $ 175 million by

application of the Bank of England guidelines in almost all cases ,

after taking account of special relationships in Zambia , Iraq and

Sudan .

The provision against Nigerian risk has been increased to 466 although

this is somewhat short of the level as scored by us , other banks ,

independent agencies and the Bank of England . We believe that a

provision of 658 is appropriate although we are aware that some banks

have applied up to 758 . A further provision of $ 50 million is

required to increase the provision to 658 . Failure to do so is

unlikely to be acceptable to the College .

Contingency Provisions,

Our enquiries us confirmed by the task force have indicated that

certain accounting transactions principally booked in Cayman and other

offshore centres have been either false or deceitful . Whilst we and

the task force have sought to identify all problem transactions it is

Lapossible , without an exhaustive inquiry, to know whether this has

been achieved .

For the purpose of the 1989 financial statements we believe that it

would be appropriate to set up a contingency provision to cover any

tuoht transactions . uncertaintain

As previously reported there are examples of accounting practices

being adopted which are not particularly prudent . We do not propose

to pursue these further in the context of the overall results for the

year . The existence of such matters reinforces the need for a

reasonable contingency provision ,

1
Whilst it is difficult to quantify the required level we recommend

that a minimum amount of $ 50 million should be provided .

3
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SECTION 2 : SHAREHOLDER LOANS

There have been a number of transactions in BCCI shares including the

1989 rights issue , which appear to have been financed either directly

or indirectly by the bank or ICIC . Although ICIC entities are

organised as separate legal bodies they are in substance under the

control of BCCI management . We have expressed our concern previously

about the dependence of ICIC on loans secured on BCCI shares and the

extent to which it can be regarded as independent of the BCCI Į "oup .

We consider that any refinancing of BCCI shares needs to take into

account the ICIC exposures noted in the following paragraphs .

A proforma balance sheet of ICIC at 30 June 1989 is included as

Appendix 3 .

1

25

396

( 1 ) Mahfouz Family
Die to web

At 31 December 1989 BCCI had exposure to Mahfouz and NCB of $ 396

million which we now understand will be repaid out of the proceeds of

the acquisition by ADIA of his 20% shareholding in BCCI at $40 per

share . We further understand that a loan of $ 124 million in the name

of Sheikh Mohammed Bin Rashid Al Maktoum will also be repaid through

the same transaction .

We will need to see evidence of repayments of these loans before we

can conclude on the recoverability of these amounts .

( 2 ) Pharaon Brothers

Despite repeated assurances by management to the contrary and

confirmations from the borrowers ' concerned we now understand that

BCCI shares recorded in the names of the Pharaon brothers may have

been owned by BCCI and ICIC . We are informed that these shares ,

representing 11.70% of BCCI , are to be acquired by ADIA at $40 per

share and the proceeds of $349 million used to repay unsecured loans

by BCCI and ICIC totalling $205 million . We have not yet ascertained

how the balance of the proceeds of $ 144 million will be utilised .

In the light of this transaction we will need full disclosure from the

Board about the relationship of the bank with the Pharaons and the

beneficial ownership of companies financed by BCCI/ICIC where Ghaith

Pharaon is recorded as being a shareholder .

(3 ) Hammoud, Khalil and Others

We are informed that ADIA will probably acquire further shares

including those held by Hammoud and Khalil at some future date , which

would enable outstanding loans to be repaid .

For the following loan amounts there seem to be few alternative

sources of repayment except the realisation of BCCI shares and in the

absence of a firm commitment from ADIA to acquire these shares we

believe that provision or set off against shareholders' funds will be

necessary .
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S million

Shareholding

Share @ $40

Related loan

exposure

ICICBCCIPercentage

held per share

613.55

3.08

106

92 30

MM Hammoud

AR Khalil

ICIC Staff

Benefit Fund

Faisal Fulaij

Prince Turki

Shaf Corporation

Badar Al Rawas

AA Bugshan

82

28

1310

2.94

1.53

0.97

0.70

0.55

0.41

87

46

30

21

16

12

21

18

131
13,73 410 92 184

1

s
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SECTION 3 : OUTSTANDING INFORMATION

Information on the following is required before we can conclude our

audit . Much of this information was requested some time ago and is .

we understand , in the process of being gathered .

( 1 ) Loan reviews

Loan reviews on the following are incomplete and further provisions

may be required once we have evaluated the outstanding Information

listed below :

Sheikh Hamdan ( Deceased ) We have not yet seen evidence from the

estate of HE Sheikh Hamdan that loans

totalling $109 million will be repaid

out of the estate .

Sheikh Kamal Adham net worth statement awaited ; task force

estimate of $30 million provision not

reflected in draft accounts or in

schedule of proposed adjustments .

GR Pharaon 1989 financial statements for

Independence Bank to support

valuation of security .

( 2 ) Task force reports

Reports from the task force on their reviews . When received we will

need to evaluate the extent that their reports address the concerns

raised by us in the detailed briefing reports provided to them and the

extent to which further investigation is necessary .

( 3 )

3

Confirmation of customer balances

We have not yet received confirmation of the loans in the names of

Mahfouz , Maktoum , Khalil and some of the other shareholders listed in

Section 2 . These will require confirmation unless they are taken over

under the refinancing arrangements . In addition we shall require the

following confirmations of balances which are particularly important

in the absence of written instructions from the customers concerned :

Sheikh Kamal Adham , Sheikh Abdul Aziz Ibrahim , Sheikh Walid bin

Ibrahim , Sheikh Rossais .

( 4 ) BCP

Confirmation from senior BCP management that customer loan balances

over $ 5 million are unrelated to other borrowers of BCCI .

6
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( 5 ) KIFCO

We require senior management to provide balance sheet analyses , in the

absence of PW access to this entity which has been denied .

Preliminary information indicates that further provisions may be

required against exposures to customers common to the BCCI Group .

We also require reconciliation between placements shown by BCCI with

KIFCO and amounts recorded in KIFCO's financial statements provided to

us by their auditors .

( 6 ) Capital Notes

Details of subscription

$81 million .

source of funds for December 1989 issue of

a

( 7 ) Us legal and reulatory issues

Evaluation of US regulatory position following receipt of

representation letters from US law firms and finalisation of

disclosure in financial statements .

7
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SECTION 4 : FURTHER AUDIT PROCEDURES

The following audit procedures need to be completed before we can

finalise our report on the 1989 financial statements .

( 1 ) Evaluation of the report from the task force and other outstanding

information referred to in Section 3 .

( 2 ) Subsequent events review

Review sources of and accounting for additional capital provided

by shareholders and implications for future results and

operacions.

Discussion of current results with management and outlook for

1990 .

Review of movements oli major loan and deposit accounts in BCCI

and ICIC and new loan drawdowns .

( 3)

Assurances from the major shareholders about continued financial

support ,

( 4 ) Assurances from the Board and Senior Management about the financial

position of the group and the fair presentation of the accounts . In

particular that they have made due and proper enquiry that :

they are fully satisfied that the extent of false recording of

transactions has now been identified and disclosed in written

reports provided to them and us .

they are not aware of any other accounts , transactions or

material agreements that are not fairly described or properly

recorded in the financial and accounting records .

all other financial and accounting records and relevant data have

been made available to us .

all loan exposures and accrued unpaid income thereon will prove

fully collectable in the normal course of business and that the

provision for loan losses totalling ( $ ] is sufficient to

cover any losses which may arise on realisation of the loan

portfolio .

( 5 ) Confirmation from the College of Banking Supervisors that the banking

licences in the principal countries of operation will continue for the

foreseeable future ,

8
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SECTION 5 : ESTIMATES OF FUNDING AND CAPITAL ADEQUACY REQUIREMENTS

We set out below our estimates of the requirement for :

( 1 ) the proposed refinancing of shares in BCCI by ADIA , and ;

( 2 ) the assumption of some of the loans secured on CCAH shares , and ;

( 3 ) the additional capital required to restore the capital/risk adjusted

assets ratio to 8t , and ;

(4 ) che contingent liability in respect of loan commitments .

The level of funding required will vary depending upon the level of

BCCI shares to be taken up . For illustration purposes we have

provided estimates on the following bases :

Alternative 1 : the acquisition of the 20: Mahfouz shareholding .

Alternative 2 : the acquisition of the Mahfouz and other

shareholdings totalling 45.44 .

$ million

ALTERNATIVE 2FUNDING REQUIREMENT ALTERNATIVE 1

1 Refinancing of BCCI

Shares

Percentage

shareholding

to be acquired

596 59620.0

11.7

596

349

Stage 1 : Mahfouz

Stage 2 : Pharaon brothers

Stage 3 : Hammoud , Khalil

and others 41013.1

45.46

596 1,355

N

Assumption of CCAH Loans

Fufeirah and Ajman 294 294

3
New Capital (Appendix 1 ) . 891 420 400

FUNDING REQUIRED 1,787 2,069

996

|

UNFUNDED REQUIREMENT

Contingent liability for

comitment to fund shortfall on

Gulf Group 430 430

|

ch thi ben

Cap. katrs is8A!

9
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SECTION 6 : PROFORMA FINANCIAL STATEMENTS

Set out below are the proforma financial statements at 31 December 1989

after giving effect to the adjustments proposed and additional capital

required under the alternative funding requirements referred to in Section

5 .

PROFORMA BALANCE SHEET

Smillion

PER DRAFT

ACCOUNTS ALTERNATIVE 1 ALTERNATIVE 2

Cash and other liquid

assets , including

new capital to be

paid in

Loans and advances

(Appendix 2 )

12,376 13,273 12,796

10,375 9,861 10,083

Other assets 908 908 908

23.659 24.042 23.787

Capital Fund

(Appendix 2 ) 1,215 1,339 1,343

Deposits and other

liabilities 22,444 22,444 22,444

Provision against ICIC

loans 259

23.659 24.042 23.787

10
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PROFORMA PROFIT AND LOSS ACCOUNT

$ million

PER DRAFT

ACCOUNTS ALTERNATIVE 1 ALTERNATIVE 2

Profit before loan loss

provisions
224 204 _206 224

Loan loss provision

Per draft accounts
(460 )( 460 ) foo)( 460 )

Adjustments set out in

Section 1

CCAH

Government of Sharjah

Country Risk

Contingency

( 132 )

( 40 )

( 50 )

( 50 )

( 132 ) -4

(40 )

( 50 ) - *

( 50 )

Adjustments set out in

Section 2

Shareholders loans

BCCI

ICIC

( 222 )

( 259 )

( 1,213 )(460 )
( 732 ) (276)

Tax , extraordinary itens

and outside shareholders '

interests

(122 )
( 122 )( 122 )

( 122 )

(

-

( 398)Loss attributable to

shareholders ( 358 ) ( 1,131 ) ( 650)

-

।

11
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APPENDIX 1

( 1 of 4 )

CALCULATION OF NEW CAPITAL REQUIREMENTS .

S million

ALTERNATIVE 1 ALTERNATIVE 2

Risk adjusted assets ( Page 2 ) 13,976 14,020

1

Capital ratio , at 84 1,118 1,122

Less :
adjusted capital , for capital

adequacy purposes (Page 3 )
221 702

1

New capital required 897 420

-

1

3

12

7
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APPENDIX 1

( 2 of 4 )

CALCULATION OF RISK ADJUSTED ASSETS

$ million

ALTERNATIVE 1 ALTERNATIVE 2

Estimates based on draft accounts 15.000 15.000

Adjustments

.

( 294 )

( 132 )

( 60 )

( 50 )

( 294 )

( 132 )

( 60 )

( 50 )

CCAH Loans taken over

Provision for shortfall

Government of Sharjah

Country risk

Realisation of or provision for

shareholder loans

Mahfouz

Maktoun

Pharoan brothers

Khalil and others

Placement of proceeds from realisation

of shareholder loans with banks

Contingency provision

( 146 )

( 124 )

( 130 )

( 92 )

( 146 )

( 124 )

( 130 )

( 92 )

54

( 50 )

98

( 50 )

( 1024 ) ( 980 )

Risk adjusted assets 13,976 14,020

13
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APPENDIX 1

( 3 of 4 )

CALCULATION OF ADJUSTED CAPITAL FOR CAPITAL ADEQUACY PURPOSES

$ million

ALTERNATIVE 1 ALTERNATIVE 2

1,215 1,215TOTAL CAPITAL FUND AS SHOWN BY

DRAFT ACCOUNTS

Adjustments required as set out in

Sections 1 and 2

1 Shortfall on CCAH shares not taken

over by ADIA ( 576 х $200M)

870

( 132 ) ( 132 )

2 Government of Sharjah loans ( 60 ) ( 60 )

3 Country risk Nigeria ( 50 ) ( 50 )

4 Contingency provisions ( 50 ) ( 50 )

5 Shareholder loans

Pharaon brothers

Hammoud , Khalil and others

( 205 )

( 276 )

-

( 773 ) ( 292 )

ADJUSTED CAPITAL FUND 442 923

Adjustments required for capital adequacy

purposes

Amortisation of subordinated

capital notes ( Page 4 )

Goodwill

General and contingency provision

Investment in unconsolidated

subsidiaries and associates

( 256 )

( 50 )

100

( 256 )

( 50 )

100

( 15 ) ( 15 )

ADJUSTED CAPITAL FOR CAPITAL ADEQUACY PURPOSES 221 702

|

14
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APPENDIX 1

( 4 of 4 )

VALUATION OF SUBORDINATED CAPITAL NOTES

FOR CAPITAL ADEQUACY PURPOSES

Smillion

Valuation

on basis

the notes

are not

converted

Amount

shown in

draft

accounts

Maturity

Date

Notes convertible into BCCI

shares 1991 330 99

Capital notes series U
X
V
I
Z

F

K

L

M

N

1990

1990

1992

1994

1995

1994

1

S

50

25

25

81

1

30

25

25

81

517 261

AMORTISATION OF SUBORDINATED CAPITAL NOTES 256

45 702 O

15
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APPENDIX 2

ANALYSES OF CAPITAL FUND AND LOANS AND ADVANCES

INCLUDED IN PROFORMA BALANCE SHEET

$ million

ALTERNATIVE 1 ALTERNATIVE 2

Capital fund per draft accounts 1,215 1,215

Adjustments set out in Sections 1 and 2 ( 773 ) ( 292 )

New capital , as set out in Appendix 1
897 420

1,339 1,343

Loans and advances per draft accounts 10,375 10,375

CCAH shortfall

Government of Sharjah

Country risk provision

Shareholder exposure

Contingency provision

( 132 )

( 60)

( 50 )

( 222 )

( 50 )

( 132 )

( 60 )

( 50 )

( 50 )

( 514 ) ( 292 )

9,861 10,083

16
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APPENDIX 3

PROFORMA BALANCE SHEET OF ICIC AT 30 JUNE 1989

We set out below the combined proforma balance sheet of ICIC Holdings and ICIC

Overseas based on draft accounts at 30 June 1989 :

$ million

ASSETS

Loans secured on BCCI shares

Wabel Pharaon

Hammoud and others

ICIC Foundation

Loan to Prince International Holdings

Other loans , net of provisions

75

184

78

38

107

Cash with BCCI

Other assets

482

140

36

658

SHAREHOLDERS ' EQUITY AND LIABILITIES

Deposits and other liabilities

Shareholders ' equity

Preference shares

Subordinated loan

516

82

15

45

658

17
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Senator KERRY . And document No. 8 is a letter to the Govern

ment of Abu Dhabi to inform the shareholders about the problem .

This was a letter that came from Price Waterhouse as a conse

quence of your joint effort.

[ The information referred to follows:
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Southward was

32 London Bridge Street

London SE1 9SY

Tue: 01.107 6959

Telt 884657 8

Telecope! 01.378 0647

38

Price Waterhouse

As from 6 May 1990

our new Telephone Number

will be :

071-939 3000

Telecopier 071-378 0647
25 April 1990

HE Mohammad Habroush Al Suwaidi

Chairman

Finance Department

Government of Abu Dhabi

PO Box 246

Abu Dhabi

UAE

Dear Sir ,

BCCI

We are advised that you are in the process of finalising the

acquisition of shares in BCCI Holdings (Luxembourg ) SA ( " BCCI " ) such

that the Government of Abu Dhabi and related institutions will hold

774 of the share capital of that company . We understand that once the

acquisition is completed you will take steps to reorganise and

restructure BCCI, and the advances referred to in this letter .

At a meeting of the Directors of BCCI in Luxembourg on 20 April 1990

ve reviewed the status of our audit and the uncertainties surrounding

the 1989 Financial Statements . ( These matters had been set out in our

report to directors issued on 18 April . ) . We advised the directors

that there remain uncertainties over the recoverability of a number of

major loans, in particular Gulf Group , CCAH and shareholder loans , and

that further significant provisions in excess of the amount of $ 500

million already provided in 1989 were required in the absence of a

commitment from the Government of Abu Dhabi that any losses arising

from realisation of these loans would not impair the Group's capital

base .

Your representative, HE G Al Mazrui , has confirmed to us that you are

fully aware of the nature and magnitude of the uncertainties and are

prepared to provide the necessary financial support in the event that

losses arise from realisation of these loans.

· In this letter , as requested by your representative , we set out our

comments on the uncertainties . We do not attempt to provide a

balanced picture of the strengths and weaknesses of the group as a

whole ; to do so would involve the writing of a far more comprehensive

document which would take some time to complete.

Cheri aialoriser Brungen. Disko Lonn lantarar Glosgan Lords Lacoste Leipoo lontan Kuachrater heatexbrnang . braig * gonhea si asra Suarne at a ese
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25 April 1990

HE Mohammad Habroush Al Suwaidi

Page 2

Gulf Group and related companies

The recorded loans to companies controlled by the Gulf Group at 31

December 1989 amounted to approximately $400 million , in addition to

which there was unfunded exposure of about $20 million . The Gokal

family and the Gulf Group have also accepted responsibility for loans

to a further 71 offshore companies amounting to $ 300 million . We

estimate that total loans to Gulf Group and related companies have

increased by a further $ 50 million since the year end primarily by the

application of interest , so that the aggregate exposure to Gulf is now

in excess of $ 750 million .

The uncertainties surrounding this lending are summarised below.

1

Without exhaustive further investigation it cannot be determined

that this is the full extent of Gulf . related lending,

Over the past few years Gulf has had difficulty in servicing

loans which is the underlying reason why the reported loan

exposure has continued to increase , Recently obtained

information about the offshore accounts gives rise to concern

that the servicing of debt in prior years may have been achieved

by additional borrowing .
1

1
The acceptance of responsibility for further loans of $ 300

million , many of which are not performing, gives rise to serious

concerns about the purpose and recoverability of those loans as

well as the reported Gulf exposure .
1

1

The tangible jecurity for the loans , comprising ship mortgages

and bonds and cash has been assessed at $ 150 million . However , a

critical review of legal documentation will be required to

confirm enforceability . Gulf International Holdings ( "GIH " ) , the

parent company of the Gulf Group , and the Gokal family have

provided guarantees in respect of the borrowings . In the absence

of any knowledge as to the personal wealth of the Gokals we have

assumed that the only asset of value to support their guarantees

are their shares in GIH pledged as security .

}

1

There must be some doubt to the value to be placed on GIH and

whether it is a realistic to assume that a third party would take

over a diverse family run group operating in offshore centres and

where the bank has little financial information or knowledge of

the group or its constituent companies .
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25 April 1990

HE Mohammad Habroush Al Suwaidi

Page 3

The financial information available to us is limited to the

audited accounts of GIH group at 31 March 1989 which show net

assets of $416 million . These accounts show total borrowings of

$454 million but much of this is from other lenders as we believe

that only $200 million of the BCCI exposures is to companies

consolidated with GIH and included in these accounts .

The principal asset of GIH is shown as accounts receivable

including loans to related companies . The uncertain nature of

the relationship between the consolidated and unconsolidated

companies gives rise to considerable concern .

CCAH

The loans to CCAH and loans secured on CCAH shares have increased to

$870 million at 31 December 1989 compared with $ 702 million the

previous year . The increase arises from the roll up of interest ,

which has not been serviced , and additional unsupported drawdowns

debited to customer accounts .

Uncertainties surrounding these loans are

the implications for the bank of the refusal by two customers

( the Rulers of Fujeriah and Ajman ) to accept responsibility for

loans totalling $270 million and in the circumstances whether any

loss will arise fron realisation of these loans and on an

associated guarantee liability of $175 million .

the difficulty in ascertaining why shares in CCAH held by the

Ruler of Fujeriah and others have not been pledged in full to

BCCI .

the valuation of the security of shares in First American Bank .

Goldman Sachs have been retained by CCAH to advise on realisation

and we have suggested that they be asked to provide an indication

of the likely sales proceeds which could be used for purposes of

valuation . In the absence of this valuation we have made our own

estimate based on information provided to CCAH by Goldman Sachs

which indicates that there is likely to be a shortfall of the

order of $200 million using a multiple of 2.1 times net tangible

assets for valuation of the shares . In order to cover the loans

the shares would need to be acquired at 2.5 times 'net book value .
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T

III

25 April 1990

HE Mohammad Habroush Al Suwaidi

Page 4

Shareholder loans

At 31 December 1989 BCCI had exposure to a number of shareholders , the

recoverability of which would seem to be dependent on realisation of

their shares in BCCI at $40 per share . Our concerns about the level

of exposures and the manner in which they have been recorded have been

reported to the Directors . We understand that you intend to acquire

.substantial shareholdings from existing shareholders and that

unsecured loans recorded in their names will be repaid . We have

identified the following loans to shareholders where we have concerns

about recoverability in the event that they are not acquired at $40

per share :

$ million

Shareholding

Shares @ $40

Unsecured

loan exposurePercentage

held

&

per share

596 * 146Mahfouz family 20.00

Related loan exposure in

the name of Sheikh Mohammed

Sheikh Kamal Adham 2.94

AR Khalil 3.08

Prince Turki 0.97

Shaf Corporation 0.70

Badar Al - Rawas 0.55

AA Bugshan 0.41

88

92

30

21

16

12

124

115

30

10

21

18

13

28.65 855 477

( * excludes $ 250 million placements with NCB , controlled by the

Mahfouz family ) .

There are loans to BCCI shareholders by ICIC of $269 million where

recoverability would also seem to be dependent on realisation of BCCI

shares at $40 per share . As ICIC entities are in substance under the

control of BCCI management any refinancing of BCCI shares also needs

to take into account ICIC exposures to BCCI .
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25 April 1990

HE Mohammad Habroush'al Suwaidi

Page 5

Qutlook for 1990 and beyond

You have indicated your intention to reorganise and restructure BCCI

to ensure its continued development . Although we are not aware of

your specific plans we believe that there are likely to be significant

costs associated with any such reorganisation which will need to be
taken into account in future years . This would include :

( 1 ) additional provisions for the loans referred to above when
the uncertainties about their outcome can be quantified . In

our opinion these could be of the order of $ 500 million .

( 2 ) the loss of income from significantly reduced charges to

Gulf and CCAH related lending . In 1989 such income exceeded

$240 million .

( 3 ) one - time costs associated with reorganisation and

restructuring including substantial reduction in staff

numbers and closure of unprofitable operations .

The accounts to be approved by the board do not include provision to

cover these uncertainties on the basis that financial support would be

available in the event that losses arising from the realisation of

these loans and the necessary costs associated with the reorganisation

and restructuring of the group could impair the capital base .

We should be pleased to provide whatever assistance you may require in

the resolution of the matters discussed above .

Yours faithfully ,
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Senator KERRY. And finally , document No. 9 is a letter to the

regulators in Luxembourg which was a summation of the same

problem that had been summarized to the directors and summa

rized in the Price Waterhouse report.

[ The information referred to follows:]
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Southwark Towers

32 London Bin Street

London SE1 9SY

Telephone 01 907 9999

clco Be 4 057 8

Telecopici 01 378 0647

39

Price Waterhouse

As trom 6 May 1990

our new Telephone Number

will be

071-939 3000

Telecopier 071-378 0647
27 April 1990

Mr A Philippe

Institute Monetaire Luxembourgeois

63 Avenue de la Liberte

2983 Luxembourg

Dear Mr Philippe ,

BCCI

As requested I enclose 1989 financial statements for the following

BCCI entities which we have initialled for the purposes of

identification .

BCCI Holdings Luxembourg SA consolidated financial statements

BCCI SA in accordance with IAS together with accounts in

compliance with Luxembourg law and a reconciliation
between the two

BCCI (Overseas )

These drafts are to be presented to the board on Monday and we are

prepared to sign the audit report as drafted subject only to the

following :

1 ) Completion of subsequent events review , including review of share

register and sources of additional capital provided by

shareholders .

x 2)
Acknowledgement by the shareholders ' representative that our

letter of 25 April has been received . A copy of this letter is

enclosed for your records .

3 )
I

Confirmation that the shareholders ' loans referred to in our

letter are to be repaid to toe look toey voli. .

Representations by management and the directors about the basis

of preparation of the financial statements .

4 )

5 )
.

Board approval of the draft financial statements . There is a

proposal to increase the provisions by a further $ 100 million to

$600 million ; this needs to be confirmed with the shareholders '

representative and has not been reflected in the enclosed drafts .

Ohcn . Andre Beren Hui Ca ( A Guspos tetes letalinin burton Marulaster A3304 Men WOLA START : $ . . .sir
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2

27 April 1990

Mr A Phillippe

Page 2

Please letI expect that these matters should be resolved on Monday .

me know if you have any comments on the drafts .

Yours sincerely ,

Chris Cowen

CI Cowan

CIC /hh

encs .

cc : Mr J Beverly Bank of England

- Mr 2 Iqbal · BCCI
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Senator KERRY. Now those are the nine operative documents,

some of which we will be referring to in the course of your testimo

ny here this morning.

I would like to come back , if we can, let me just ask you, Mr.

Rahman , have I correctly summarized each of those documents ?

Mr. RAHMAN . Yes, you have.

Senator KERRY. And those are documents which you have provid
ed this committee ?

Mr. RAHMAN . Well, these were provided copies, one to the law

yers and one to Fed and one to the district attorney's office. This

appears tobe a fourth copy.

Senator KERRY. But that is a copy that you recognize to be a true

copy of the documents that you have seen previously ?

Mr. RAHMAN . Yes, I have seen these previously.

Senator KERRY. And you recognize those to be the documents as I

have described them?

Mr. RAHMAN . Yes.

Senator KERRY. OK. Now if we could go back again, just tracing

the history because I think it is very helpful in understanding the

development of this bank and how it came to be known asit is

today and to be in this problem .

You were telling us that in 1972 you were not yet associated with

BCCI. You had been working as a professional, as a technocrat, as

you said, in Pakistan , East Pakistan . And you were summoned, I

believe, to a meeting with a Mr. Abedi. Is that correct?

Mr. RAHMAN. Well, as I said, I joined United Bank and I was

with United Bank from 1966 to 1974. In 1972 United Bank was na

tionalized along with all of the other banks after the Bhutto gov

ernment came. And at that time most of the senior executives of

the bank were removed by the government and government nomi
nees were sent to run the banks.

I was requested to continue in United Bank by the new govern

ment nominated president. And indeed, he gave me a very long lec

ture that we have seen through your life file and your father was

Chief Justice and you shouldbe in government sector. Why are you

working in this one-family business, et cetera and so on and so

forth . And now is your chance to do something worthwhile .

So he put me ona committee to restructure banking in Pakistan

and merge the various banks into a lesser number of banks. And I

worked on that committee for nearly 1 year. During that time Mr.

Abedi had been put under house arrest, detention in his house.

Senator KERRY. What was he under house arrest for ?

Mr. RAHMAN . Well, the government felt that some of the execu

tives of the banking industry needed to be investigated.

It would make, of course, a particular case for the government to

have taken over the bank without compensation .

Senator KERRY. So the banks were nationalized ?

Mr. RAHMAN . Yes.

Senator KERRY. They took over the banks ?

Mr. RAHMAN . Yes .

Senator KERRY. Mr. Abedi, who had been the head of one of

these banks, was put under house arrest ?

Mr. RAHMAN , Right.
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So he was making efforts to meet me. And I was a bit hesitant

because I am from East Pakistan and I know that the Pakistan ,

East Pakistan situation was also very raw because of the Bangla

desh matter. So I didn't want to breach any law ofthe country. But

having avoided meeting him for several months, I finally felt that

out of old loyalty and knowing him for so many years, Ishould go

and see him. So that's why I went to his house. That's why I went

to his house on a Sunday.

And during this meeting

Senator KERRY. This was while he was under house arrest ?

Mr. RAHMAN. Yes, I had to go to his house.

Senator KERRY. You registered with the police and the govern

ment authorities?

Mr. RAHMAN . Yes, the police were around the house and I had to

register the car, the purpose of the visit. I had no documents, so

that was all right.

And he explained to me at that meeting for the first time that he

very much wanted to get together withsome people like me and

start a world bank, a global bank for the Third World.

Obviously, he had been sitting and thinking about it on his own

for some time. He explained that up to that stage in the early

1970's there were mostly national banks and savings banks. The

few banks which are international are indeed the colonial banks

from Britain , France, Germany, and lately from America. So they

were normally not international, they were really national banks,

big national banks of countries which were international in net

work only.

So he felt that ifa genuinely global bank would be started bridg

ing all the Third World countries and also bridging the first world,

then there could be a unique banking structure which could be

very , very useful socially and also very profitable.

So I was a bit taken aback that at this stage he should think

such big dreams. But he did. He is that sort of person . And I told

him that, of course, if it ever materializes I would certainly like to

be a part of it. And he said, well, it's very close to materializing

because Sheik Zayed of Abu Dhabi has assured him that he will

back such an organization.

So it was in this way that in November 1972 BCCI was born . It

was born in a very small size , $2.5 million capital.

Senator KERRY. $2.5 million capital?

Mr. RAHMAN. Yes, that's all .

And hardly $100 million in assets all together.

So it started with a four-country presence.

Senator KERRY. What countries were those ?

Mr. RAHMAN. The head office of that bank was put in Luxem

bourg. It had branches in London and Abu Dhabi and Lebanon . So

it started in a very humble way.

And in this $2.5 million , Bank of America took 30 percent share.

So quite rightly , Sheik Zayed had wanted an international bank to

assist in this process. And that is how Bank America came to be a

partner in this project with 30 percent shares.

I joined in early 1974 when I finished with the assignment, gov

ernment assignment of restructuring banks in Pakistan. And I

went straight to Abu Dhabi. And I found that in fact considering

a
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the very big bank I was running and the very good lifestyle I had

in Pakistan, this bank had nothing. They had avery tiny office, no

accommodation , so we all had to share, mess-type flats, and we lit

erally had to , in those days there were not even footpaths in Abu

Dhabi. There was just sand and little tarmac roads and a few build

ings.

So with very, very little pay I plunged into the bank and I

became, again , general manager for finance from day 1 .

In this bank, Mr. Abedi explained that the founder group of ex

ecutives and members should also be shareholders of this bank .

And one day we may hold up to 30 percent or 40 percent of the

bank . Now , considering at that time it had no value or it was too

small, it didn't mean much to us . But at least it gave us something
to work for ourselves.

He said that after this abrupt nationalization when we had lost

everything, I don't want to face this and you shouldn't face this

ever again .

Senator KERRY. Were you given a contract ?

Mr. RAHMAN . No.

Senator KERRY. Were you given actual shares ?

Mr. RAHMAN . No, only verbal assurance.

Senator KERRY. And you were satisfied with that?

Mr. RAHMAN. Yes, because we just sort of worked, as he said , we

were like a family who was starting a family business. And we had

a share in that bank.

And so we all got into the job literally without contracts or with

out assurances .

Senator KERRY. You say, we all . How many people were involved

then?

Mr. RAHMAN . I think at maximum at the senior level of about

five people.

Senator KERRY, And who were the five people ?

Mr. RAHMAN . Mr. Abedi himself, Mr. Naqvi, myself, Mr. Imtiaz

Ahmed, I- m -t-i-a -z, A -h - m -e -d , and Mr. Anis, who has since died .

That's about the senior level . And Mr. Shafi, S - h -a - f- i, he was a

senior member.

The others were medium -level executives, including those who

are now in charge like Mr. Zafar Chaudry and Mr. Azizulla

Chaudhry and these people. So a maximum of about 50 to 100

people were involved in the whole bank from the highest to the

lowest level. So we did believe that we would have a share in the

bank also.

Of course, we had no real dream how big this bank would be and

where it would go because it was all theoretical .

At that time, soon after formation of the bank, it started as BCCI

S.A. which was the Luxembourg Bank, but within a couple of

years, Mr. Abedi decided torestructure it, and the holding compa

ny was produced. It was called BCCI Holdings. And the bank un

derneath it, BCC S.A. was split into two parts, one bank was left

with its head office in Luxembourg called BCCI S.A., and another

bank was created with its head office in Grand Cayman . The BCC

S.A. bank was mostly with European and Middle East locations,

and BCC Overseas Bank was mostly Third World countries .
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a

Senator KERRY. OK, so let us just understand this as we go

along. In 1974 or 1975 ?

Mr. RAHMAN. In 1975 .

Senator KERRY. In 1975, you decided, Mr. Abedi decided to re

structure the bank.

Mr. RAHMAN. Yes.

Senator KERRY. A holding company was created.

Mr. RAHMAN. Yes, sir.

Senator KERRY. The holding company was BCCI Holdings.

Mr. RAHMAN. Right.

Senator KERRY. Underneath the holding company, which was

based in Luxembourg ?

Mr. RAHMAN. Yes .

Senator KERRY. Underneath the holding company based in Lux

embourg were created two banking entities. One of them , the over

seas banking entity based in Grand Cayman.

Mr. RAHMAN . Yes.

Senator KERRY. For a Third World , so to speak.

Mr. RAHMAN. Yes.

Senator KERRY. And the other was the BCCI S.A.

Mr. RAHMAN. Yes.

Senator Kerry. Based in Luxembourg.

Mr. RAHMAN. Yes.

Senator KERRY. And those were the only entities.

Mr. RAHMAN . Those were the only entities .

Senator KERRY. But quickly another entity was created called

ICIC, was it not?

Mr. RAHMAN . Yes. Around about the same time, 1975-76 , in

order to hold the shares of the founder group and other senior ex

ecutives, an entity was set up called ICICHoldings.

Senator KERRY . What did that stand for ?

Mr. RAHMAN. Investment Credit and Commerce, something like

that . I didn't know the full details . ICIC, everybody refers to it as
ICIC .

That was set up in Grand Cayman with the apparent purpose of

holding the shares for the founder group.

Senator KERRY. Now, the apparent purpose, you were told by Mr.

Abedi was that ICIC would be the pot of gold , so to speak, for all of

you.

Mr. RAHMAN. All the founder members, and later on for the gen

eral staff, also.

Senator KERRY. Did you actually receive shares with respect to

ICIC ?

Mr. RAHMAN. No, sir.

Senator KERRY. You were one of the five founding members of

BCC, correct ?

Mr. RAHMAN. Yes.

Senator KERRY. Were you made a trustee of ICIC ?

Mr. RAHMAN. No, indeed, this, in retrospective , is very surpris

ing, but Mr. Abedi decides who will be in what position. I meanhe

had that sort of a personality and that sort of authority . So he,

rightly or wrongly, selected all my other colleagues, except myself,

asa trustee and as directors of the ICIC group of companies.
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Senator KERRY. Which colleagues were those at that point in

time ?

Mr. RAHMAN . There were about seven all together who were

there.Mr. Naqvi was there. Mr. Imtiaz Ahmed was there. Mr. Anis

and Mr. Sodiq Ali, who has also died since then , and Mr. Saleem

Siddiqui who came after me. And Mr. Ameer Siddiki, also , who

came after me. Mr. Iqbal Rizvi who came after me. So they were

the senior-most executives of the bank who were holding divisional

head positions. The organization of the bank was very unique in

the sense that we had Mr. Abedi as the President who had su

preme authorities and rights. For all external matters, he handled

affairs which was nonbanking.

Senator KERRY. Now, when you say external matters ?

Mr. RAHMAN . In the sense of going to countries, meeting govern

ment people, which is not related to the bank's operation , as such.

Sohe was the PR and the creator of relationships.

Senator KERRY. Did he also manage the relationship with respect

tothe secret purchase of banks in the United States ?

Mr. RAHMAN . Yes, sir.

Senator KERRY. He did?

Mr. RAHMAN . Yes, sir.

Senator KERRY. And who else was involved with him in the man

agement of that U.S. relationship?

Mr. RAHMAN. I think the maximum , two or three other execu

tives, Mr. Naqvi would be involved , and for a small period , Mr.

Kemal Shoaib , S - h -o -a -i-b, Mr. Shoaib, and Mr. Rizvi, Mr. Dildar

Rizvi, R - i- z- v - i.

Senator KERRY. Is anybody else involved to your knowledge?

Mr. RAHMAN. Not to my knowledge. I mean it was kept as a very

isolated activity, not in the mainstream of the bank at all . So we

were not

Senator KERRY. You were not privy to it.

Mr. RAHMAN . Not privy to this.

Senator KERRY . But you knew, did you not, just to jump ahead

for a moment, but you knew that there was a relationship in the

United States.

Mr. RAHMAN . In the sense that when we had conferences of BCC

in various countries, delegates from National Bank of Georgia and

delegates from First America used to come to those conferences.

Senator KERRY. What do you mean by delegates ?

Mr. RAHMAN . Banking officials from those organizations.

Senator KERRY. Can you be more specific?

Mr. RAHMAN . Well, from First America, both Mr. Clifford , Clark

Clifford, and Mr. Altman, along with Mr. K.K. Elley, and one or

two

Senator KERRY . Along with what? I am sorry .

Mr. RAHMAN (continuing ). Elley, E -l-l-e-y .And oneor two other

executives came from Bank America — the Bank of First America.

Senator KERRY. Now when you saya conference, can you — well, I

do not want to jump that far ahead. I am going to wait. We'll come

back to that. Let us come back, if we can stay consecutive here. So

Mr. Abedi was handling the American side, and he was principally

the front person for the bank?

>
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Mr. RAHMAN . In the sense that any high level contacts, he would

make those contacts himself. And Mr. Naqvi ,

Senator KERRY . Now as the bank grew , that changed, did it not ?

Mr. RAHMAN. Yes. In the sense that in an operational sense, in

the banking operation sense , various executives had two roles. One

was that theyhad a functional role as head of inspection or head of

credit, or head of finance, like myself, head of automation, head of

personnel. But they also had a side role that one or two countries

were allocated for them to oversee, just to keep them in touch with

the functions of the bank at the field .

So in that capacity, I also had the role as head of finance plus

three countries I was associated with . That was Egypt, Ghana, and

Spain. Like that, different executives had different countries allo

cated to them to oversee.

Senator KERRY. As time went on and the bank grew consider

ably, I mean, give us asense. You started out as a $ 2.5 million cap

italization and $100 million in assets.

Mr. RAHMAN. Yes.

Senator KERRY. Approximately in 1974. By 1980, how big was the

bank?

Mr. RAHMAN. By 1980, it was nearly $10 billion - oh , about $8 bil

lion .

Senator KERRY. $8 billion .

Mr. RAHMAN. Yes.

Senator KERRY. So it went from $2.5 million to $8 billion in the

span of 8 years.

Mr. RAHMAN. Yes. And capital about $600 billion .

So the growth of the bankduring that time

Senator KERRY. And during that growth, if I could just interrupt

you, during that time, I gather you hired a lot of people, many of

whom were not experienced in banking. Is that correct ?

Mr. RAHMAN . Yes, sir.

Senator KERRY. And they were given a certain free lead, were

they not?

Mr. RAHMAN . Yes.

Senator KERRY. So for instance, a relationship with a General

Noriega was entered into by Mr. Abedi or by someone with some

enterprising energy at the local level?

Mr. RAHMAN . I think it was at the lower level. The basic tech

nique of the operation evolved was that Mr. Abedi wanted the

senior people, the more experienced people to be in the head office

to look after credit or treasury or risk areas. But where it came to

external development or marketing, he preferred much younger of

ficers. He felt that they had muchmore vibrant abilities and they

could work longer hours. They could move about, they were not

tied to family situations, et cetera , et cetera.

Senator KERRY. They also were less accountable, were they not ?

Mr. RAHMAN . Well, because they never got an all round banking

training in the sense that the senior bankers got. They were taken

very raw and relatively ripe with few years banking, and put into

country positions.

Senator KERRY. Well, is it not unusual to take people without

banking experience and put them in charge of a bank in a country
or a branch ?
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Mr. RAHMAN . Well, the No. 1 man would normally be about 8 to

10 years experience. But the immediate other officials in the bank,

in the branch or in the country bank, would be quite new with 3

years to 4 years experience.

Senator KERRY. Would you describe for us, Mr. Rahman , the

structure of the bank as it grew , sort of toward 1980?

Mr. RAHMAN . Well, as I said that first in the personnel structure,

I started to explain that there was Mr. Abedi at the very top, there
was Mr. Naqvi who was like a chief operating officer, who convert

ed Mr. Naqvi — Abedi's ideas and things into practical shapes. And

then there was a big gap between these two and the other execu

tives who were all called general managers. All of us were called

general managers.

And each of us were sort of indicated that we should all work in

ourown respective areas. And if you tried to encroach into another

one's area , it was deemed that you were being aggressive, you want

to promote yourself, and so every executive just tried to keepto his

functional division and if from my accounts department, if I tried

to send some of my staff across to credit division or to the inspec

tion division, immediately I would get feedback that that was not

liked and why was my staff over there in the other division .

So this is something that Mr. Abedi and Mr. Naqvi propagated

also, which allowed them todeal with heads of division one to one.

And therefore, you had a flat surface with lots of direct lines to

Mr. Naqvi, andeverybody else kept to a Chinese wall isolation in

their own respective area.

When this type of structure was growing, I was very uncomfort

able because in PIDC days, in the government, I could go across

the board and go to any division and see any of the operation. But

here I could see these Chinese walls were getting very, very water

tight and we were always taught about humility and ego and any.

thing that was slightly out of context was considered just an ego

trip trying to propagate yourself or project, or become senior to ev

erybody else. You shouldn't be senior to anybody else , you're all

the same pay, samebenefits, same type of—

SenatorKERRY. What was your pay at this point in time?

Mr. RAHMAN. My pay had started very low at about $ 18,000 and

went up to about $120,000 over the period. In pounds, sorry.

Senator KERRY. In pounds. So you wereearning about $300,000?

Mr. RAHMAN . $ 120,000 pounds is about $220,000.

Senator KERRY. $ 220,000.

Mr. RAHMAN. At the end of my career, yes. And now the other

situation was that realizing this, the way it was structured at the

head office, and then they created many regions, about 13-14 re

gions, and there was a regional structure with a very senior banker

in the region. They also became like in charge of the empire, and

your trying to go too much into their area was also not liked. You

literally had tohave

Senator KERRY. What was the impact — you have described this a

sort of a free -floating management style. Is that accurate?a

Mr. RAHMAN . Right.

Senator KERRY. What was the impact of that kind of manage

ment structure ?
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Mr. RAHMAN. Well, the impact was that the level of control re

quired from head office was obviously missing and Mr. Abedi and

Nr. Naqvi and others would say that well, all the results and all

the growth of the bank is in the field. It is they who produce the

results, it is they who produce the profits. What can youdo sitting
in London, so leave them alone . So that was propagated in the

bank in order to give more power and more authority to each re

gional head, who, again, preferred to relay to Mr. Naqvi and to Mr.

Abedi , both for their own career and to show that they are superior

to head office executives .

Senator KERRY. What was the effect of having the bank split into

two entities, one based in Grand Cayman and one based in Luxem

bourg?

Mr. RAHMAN . Well , the more number of entities there are in any

organization , obviously the more isolation you can put each section

to.And if you do an intercompany position, then unless you know

both companies' position , you could get half a picture. So there was

that situation also.

Senator KERRY . And who had the whole picture ?

Mr. RAHMAN . The whole picture, Mr. Naqvi would put together

in terms of the underlying activity and underlying clientele names

and relationships . He had the best global picture .

In a pure accounting sense , when the figures are put together, I

had a picture because all the audited cassettes used to come to me

and I used to put them on computer for consolidation .

Senator KERRY. But what you would do, I understand, is take the

audited cassettes

Mr. RAHMAN . Yes.

Senator KERRY. The auditing done separately.

Mr. RAHMAN. Yes .

Senator KERRY. It wasn't your audit, it was someone else audit

ing . And you would draw your picture of the financial structure,

would you not, from the audits that you were provided . Is that cor

rect?

Mr. RAHMAN. Right, sir. In fact, I was going to say that because I

realized the danger of this evolving structure and the management

style, I insisted that we had the best and biggest auditors . And so

we from the early days had two of the biggestaudit firms, Ernst &

Whinney which became Ernst & Young, and Price Waterhouse.

Senator KERRY. Now one of them who was the auditor for BCCI

Luxembourg ?

Mr. Rahman. In the early days, both the holding company and

the other banks, other than BCC Overseas, was done by Ernst &

Whinney. And fromthe very beginning, BCC Overseas was done by

Price Waterhouse. So one of the flag bank was done by Price Wa

terhouse, and the other flag bank and other subsidiary banks were

done by Ernst & Whinney.

Senator KERRY. What was the effect of having two auditors au

diting separate entities of the bank?

Mr. RAHMAN . Well, as far as the individual banks are concerned ,

they are an entity in itself. The 52 other small, small banks, they

were all audited independently, and they were audited and certi

fied by the local auditors and overseen by Ernst & Whinney. Price

Waterhouse did the audit of Grand Cayman and all the branches of
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the Grand Cayman Bank. At the end of this period, which took a

long period from — it was more or less continuous from September

all the way to February , we had two audits each year, one based on

the September position for 9 months, and one based on the Decem

ber position , which was done inJanuary and February.

So we gave full authority and access to these audit firms and we

indeed, toward the end were paying $4 million a year in audit fees.

Senator KERRY. Now, at some point did Price Waterhouse

become auditor for the entire bank?

Mr. RAHMAN. Yes.

Senator KERRY. What year was that?

Mr. RAHMAN. This happened in 1985. We had a tremendous dis

aster in treasury. And I was going to come to that . But soon after

that, and all this disaster happened right under the nose of Price

Waterhouse, who wereauditing both the Grand Cayman Bank and

the treasury division of the Grand Cayman Bank, which was a divi

sion of the bank .

Senator KERRY. Let me just step back for 1 minute.

Mr. RAHMAN . Yes.

Senator KERRY. What was attractive- why locate in Grand

Cayman ? What was the attractive feature about that?

Mr. RAHMAN . Well , the rationale given at that time was that in

taxation terms the tax laws were such that besides paying tax in

each country from the profits of the countries results, any profit

remitted to head office in Luxembourg got taxed again . So we were

suffering two-tier taxes, one at the locations which was quite high,

and then , when the profits were brought to Luxembourg, it got
taxed again .

So while having one of thebank's head office in Grand Cayman ,

this two-level tax was avoided, and only the tax of the country con

cerned was there . And Grand Cayman did not put any supplemen

tary tax on it .

But in reality what happened is that the tax of each of the Third

World country was so high that it didn't make any real sense of

what was left of the profit at Grand Cayman. And Grand Cayman

itself, which is supposed to be a profit center , became a major loss

center. So it did not have any tax -free profit at all .

Senator KERRY. Therewere also benefits, were there not , with re

spect to regulation , regulations are not very stiff, correct?

Mr. RAHMAN. Regulations also , because of the evolving Basle

conference and others , it was seen that the regulation require

ments were very stiff in the European context . Grand Cayman had

a small regulatory agency, though controlled by Bank of England.

And there was obviously more flexibility in recordkeeping in

Grand Cayman.

Senator KERRY. Now, Mr. Rahman , here is the bank steaming

along doing very well , going from $2.5 million up to $8 billion . Get

into the 1980's, got this freewheeling regulatory structure, free

wheeling management structure , a lot of money coming across the

transom , and all of a sudden 1985, big losses . Correct ?

Mr. RAHMAN. Yes, sir .

Senator KERRY. Trouble on the horizon.

Mr. RAHMAN. Yes, sir.

Senator KERRY. Is that right?
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Mr. RAHMAN . Yes, sir.

Senator KERRY. Would you describe the 1985 trouble ?

Mr. RAHMAN. As I wasexplaining that because of this freewheel

ing structure, I had particularly instructed the partners of both

Price Waterhouse and Ernst & Whinney that if ever anything out

of context was found in the course of their audit, they must inform

me and not wait for the normal audit process or end-of-the-year

audit . And in a few cases, they would bring such incidents and I

would take immediate retroactive action on that.

On that basis, we had also a very powerful internal audit divi

sion which was set up by Bank of America, indeed, in the early

1970's . And this division was the most feared division of the bank,

because they had over 200 inspectors going around the world spon

taneously without notice, very short notices, doing intensive inves

tigative audit of our own operation, their reports were very, very

comprehensive. They were in three parts.

There was a part dealing with the credit, which is the risk area

of the bank, all of the loans and documentation, there was an area

about the operational deficiencies in terms of any defects in the op

eration, and then there was a confidential third part which talked

about individuals in that location and their lifestyle.

The purpose of such a part, the third part, was to see whether

the officers and executives in the field were apparently living

within their means and having lifestyle which could be explained

bythe nature of their job and the seniority of their job.

So every executive round the world, every officer , dreaded the in

spection division , and it was headed by a very, very powerful gen

tleman called Mr. Saleem Siddiqui .

Senator KERRY. Called Mr. what?

Mr. RAHMAN. Saleem Siddiqui, S -a -le-e-m S -i-d -d -i-q-u -i, and it

was said quite knowingly in the bank that he used to also keep a

black book for himself,where he noted special things for use in due

course.

So I tried many times to have access to that, but the instruction

of Mr. Siddiqui was, they are only meant for the board, those re

ports , and to the general manager in control of that area , not

meant for any central figure like myself. So I used to tell the Price

Waterhouse and Ernst & Whinney to please review these reports

and also please keep me informed, because you are more my eyes

and ears than my own inspection division.

Senator KERRY. Did they in fact review those reports ?

Mr. Rahman. I think that that was a part of their audit process.

I don't know how much.

Senator KERRY. But you don't know how much ?

Mr. RAHMAN . I don't know how much was shown to them and

whether the edited version or the real full version , what was

shown to them. But between these two levels of inspection I was

expectingthat every year whatwould cometo me would be the cer

tified, audited accounts from which are built up the balance sheet.

Coming to 1985, 1986, what happened in the early 1980's, Mr.

Naqvi and Mr. Abedi persuaded the board that there are substan

tial dollar surpluses from the Arab world coming into the bank,

and we needed now to pool it in a central place rather than leave it

in 5, 6 , 8 , 10 countries, and so these surplus dollars should be
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pooled under one control situation for better liquidity management

and for better management control.

Senator KERRY. These dollars were coming from where ?

Mr. RAHMAN . Mostly from the Arab world. Most of them from

the Arab world. Some from Africa, Asia.

Senator KERRY. So they wanted to put these dollars into one cen

tral location ?

Mr. RAHMAN . Yes, and monitor it through a central treasury di

vision which they established in Grand Cayman .

Now, this division was manned by four or five people only under

Mr. Ziauddin Akbar, Z - i - a - u - d - d - i - n A - k -b -a -r.

Senator KERRY. Say that again ?

Mr. RAHMAN . Ziauddin Akbar, A - k - b - a - r .

Senator KERRY. Did this group have anything to do with ICIC ?

Mr. RAHMAN. No; ICIC was run completely independently and

separately . I'll come back to that.

Senator KERRY. Did these dollars somehow come to be played in

the commodities market?

Mr. RAHMAN . Yes. The board, after reviewing this proposal they

laid down very strict regulation regarding how it was to be used,

and they laid down thatthe bulk of it would be used for liquidity

management by placing it with other prime banks or buying U.S.

Government stocks or Treasury notes and U.K. Government stocks,

gilts, et cetera, and a small amount - less than 10 percent — was to

be used for trading.

Senator KERRY. For trading in commodities?

Mr. RAHMAN. In commodities, foreign exchange, even bonds.

Senator KERRY. With an agreement that the exposure of the

bank would go up to $100 million , is that correct?

Mr. RAHMAN . Yes. The guidelines were that the maximum loss

that Treasury should ever, ever have is $ 100 million . That was

what the bank felt it could ever sustain . Not that they wanted to

lose $ 100 million , but that's the maximum cutoff point.

Senator KERRY. In point of fact, how much did the bank wind up

losing ?

Mr. RAHMAN . Now , just to give you an idea , in order to lose $100

million on a 10 -percent margin it means that the bank could

expose itself, gross exposure, of about $ 1 billion, so these were the

guidelines on which it was working.

Indeed, what happened is that in the mid -1985's the chief treas

urer and his assistant, along with Mr. Naqvi's guidance, started

taking very, very largeexposures, andthis was going on simultane

ous to the interim audit which Price Waterhouse people were doing

at the time.

Price Waterhouse used to come in immediately after September

9-month closing and literally live to mid -December and then with a

brief break over Christmas and New Year's would come back again

for the final. So it was a constant process of audit . I met God -knows

how many dozen partners and managers all over the building, and

they had free access to go including to the treasury division .

The treasury division was physically located in London, though

the booking was going on in Grand Cayman books. So it was easy

enough to meet the officers concerned and the Price Waterhouse

teamused to go and talk to them and see their records and books.
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Senator KERRY. What are you saying ? What is the bottomline

there with respect to the loss on commodities ?

Mr. RAHMAN. What I'm saying isthat if the guidelines had been
maintained and Price Waterhouse had been doing anywhere near

their job, there's no way that this $1 billion exposure which was

taken to $11 billion exposure in the course of 3 or 4 months could

have happened_ $ 11 billion exposure.

Senator KERRY. So 11 times the exposure level?

Mr. RAHMAN. Eleven times, and this was done by not more than

two or three of the executives in the treasury division directly

under Mr. Naqvi, and the reason why this is being done is that

they were in total breach of a basic policy in trading, treasury trad

ing, and that is that when you receive a premium for an open posi

tion for a forward contract that premium is a reserve for settle

ment when the contract matures,but they were using this premi

um as if it was income, and booking it as income.

Senator KERRY. So this was sort of the beginning of a Ponzi

scheme, is that correct?

Mr. RAHMAN . Yes, exactly, and every time it became a loss they

would have to take a larger position , and we also found in retro

spect, or when I did my inquiry subsequent to the disaster, that

they had also set up an intermediary company called Capcom .
Senator KERRY. Capcom ?

Mr. RAHMAN . Capcom , C -a - p -co- m , in which Mr. A.R. Khalil, who

was a shareholder of the bank, was also a shareholder of that com

pany, and it is said that Ziauddin Akbar himself had interest. I

don't know who else had interest. So many of the trades were

being put through that company. So considering that the

Senator KERRY. This was what year ?

Mr. RAHMAN. Thiswas still going on through 1984, 1985.

Senator KERRY. 1984 , 1985 ?

Mr. RAHMAN. Yes, and considering that Price Waterhouse had

not only their

Senator KERRY. Mr. Khalil, as you describe him , is he a share

holder in BCCI?

Mr. RAHMAN. He is deemed to be a shareholder in BCCI.

Senator KERRY. What does “ deemed ” mean?

Mr. RAHMAN. Because subsequently in Price Waterhouse's

report, which I have referred to, they have said that for several

years they have not been in touch with him and we don't know

what his status is, and whether he left, or whether he was ever

there .

Senator KERRY. What's his relationship to the bank?

Mr. RAHMAN. Well , he has been very close to the bank . At least,

his name has been very close to the bank in terms of being a share

holder of the bank and also a shareholder of CCAH First America .

Senator KERRY. A shareholder of CCAH First America ?

Mr. RAHMAN. Yes.

Senator KERRY. Was he somebody who you came to understand

was a convenient purchaser of stock and somebody in whose name

shares moved back and forth ?

Mr. RAHMAN . Well , in the investigation I carried out in March

April 1990 , which I will refer to later, we concluded that we could
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not be certain about the status of A.R. Khalil, but efforts should be

made to find A.R. Khalil and get his documentation done.

Senator KERRY. Have you ever met him?

Mr. RAHMAN . I have never met him.

Senator KERRY. Has anybody ever met him?

Mr. RAHMAN . I don't know .

Senator KERRY. Is he a real person ?

Mr. RAHMAN . I don't know .

Senator KERRY. Could he not be a real person ?a

Mr. RAHMAN . Could be.

Senator KERRY. Have you heard that?

Mr. RAHMAN . I read that in some papers and things afterward .

Senator KERRY. But you don't knowthe answer?

Mr. RAHMAN . I don't know the answer.

Senator KERRY. Excuse me?

Mr. RAHMAN . I don't know the answer.

Senator KERRY. But that same Khalil to whom you're referring

was made a substantial shareholder in the First American Bank, is

that correct ?

Mr. RAHMAN . Yes.

Senator KERRY. But you don't know who he is?

Mr. RAHMAN . No, I don't.

Senator KERRY. No background ?

Mr. RAHMAN. He is supposed to be a high net worth man from

Saudi Arabia , and that's about all that wasever referred to .

Senator KERRY. Returning now to the 1984-85 transactions, prior

to these losses, had the bank been incurring losses through any

other schemes that you knew of ?

Mr. RAHMAN . No. Indeed , till this year, every year had been fi

nancially a good year, and this is why I am very depressed to read

allegations that the bank was never in profit. I mean, the business

of the bank grew .

The deposits of the bank grew , and indeed , because of the net

work of the bank, its trading business , it became known as the

trading bank of the world, one of the trading banks of the world,

and in banking terms there is substantially more banking income

for doing trading business because of the commission and foreign

exchange earnings that you get from international trade compared

to just personal loans, whichhas a fixed return, et cetera .

Šo everybody who knows banking would say that it would be far
better to spread your activity not in fixed term loans with differen

tials but to add on by actually associating in the business in terms

of commission and exchange income.

SenatorKERRY. So the bank was going for bucks, bigger bucks,

faster profit ?

Mr. RAHMAN . Yes, but I mean, trading is not something nasty

and wrong in the first instance .

Senator KERRY. No, but it is a question of who is doing it, is it

not?

Mr. RAHMAN . Well, by the last year that I was there, the bank

was doing about $ 18 billion worth of global trade. Considering that

global trade is over $3 trillion , that is not a big sum, but it was a

very big sum for an 18 -year -old bank, and that was a very big

source of its international income.
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Senator KERRY. Now , prior — so is your testimony that in 1984

and 1985 this is the first loss that you became aware of?

Mr. RAHMAN. Yes. Well, 1985, 1986. In 1984 they started activity
in this manner.

Senator KERRY. In 1985 and 1986 it was loss ?

Mr. RAHMAN. Yes, the loss . Now , that loss, Price Waterhouse

again what happened is that they did not find this loss in the Sep

tember audit, and again December audit was complete for the rest

of the world when they informed me suddenly, the partners, that

they have come across these irregular transactions in treasury

which will lose between $300 and $ 500 million, which was equiva

lent to the whole capital of the bank, so I was stunned that they

should tell me later in January that something of this nature has

happened . I said , these must be going on for months together, if

not years.What happened?

They fudged andthey foundered and they said, well

Senator KERRY. You said they fudged ?

Mr. RAHMAN . They never gave me a good explanation as to why

they didn't find them before. I said, look , the department has

hardly 10 people. It has, maybe 100 files, and they were all sitting

in one small section of one floor , and all this is happening over

there .

We are supposed to get confirmatory certificates from the coun

terparties, and the counterparties were all top names like Goldman

Sachs, Salomon Brothers, and all these big names. I said, how can

you have been auditing this and not knowing that such positions

are being taken ? The technique of auditing treasuries is well-estab

lished . It's not new. I mean, it's new to those who don't know how

to do it, but it's very well established, and they had special treas

ury-related audit experts who were doing the treasury audit.

Senator KERRY. Now, just to be clear here, at this point in time

these losses were incurred under which company, the overseas

under the overseas entity ?

Mr. Rahman. The head office Grand Cayman, yes.

Senator KERRY. At this point ICIC didn't figure into this ?

Mr. RAHMAN . Not as yet . ICIC's a parallel situation , and I'll

come back to that .

Senator KERRY. It's a parallel situation?

Mr. RAHMAN. Completely parallel to the bank.

Senator KERRY. ICIC is what we would call the bank within the

bank, is that correct ?

Mr. RAHMAN . Yes, sir, and we'll come back to that just now , OK.

Senator KERRY. Now let me just understand for the record, here.

The impact of these losses of some — was it $400 million?

Mr. RAHMAN. $430 million .

Senator KERRY. $430 million — the impact of the loss was to wipe-

out BCCI's capital, was it not?

Mr. Rahman. Effectively, yes .

Senator KERRY. Effectively. So here is a bank, sitting here sud

denly stripped of its capital.

Mr. RAHMAN . Right.

Senator Kerry. And deeply entwined with a number of people

who had big loans but weren't paying them and possibly weren't

capable of paying them, correct ?



503

Mr. RAHMAN . Yes, sir.

Senator KERRY. So what was the next step?

Mr. RAHMAN. Well, they insisted that they could only certify the

accounts after we close out the positions, and we were very upset

that if we closed these positions very abruptly you lose even more,

but they were not willing to wait to close on due dates , so we lost

over $430 million in this .

Senator KERRY. Well now, in fairness, it was a good call by Price

Waterhouse ?

Mr. RAHMAN . It was. It had to be done, but there are mechanics .

If anybody understands treasury of doing proper closing , you can

buy, rebuy, resell, forward contract, instead of just saying cut. The

moment you cut, the market responds and they take a harder posi

tion on you, and I think the whole of Chicago and New York must

have been horrified that this little bank hadtaken this sort of posi

tion and was closing up.

So anyway, so at that time we were literally stripped of capital.

Mr. Abedi went to Abu Dhabi, apparently to try to salvage some

thing from Sheikh Zayed, and the next I knew was that $ 150 mil

lion was being raised to compensate for this , and this arrived quite

abruptly, $150 million .

I was thinking — the general news was that it was coming from

Sheikh Zayed or somebody from Abu Dhabi, but I pressed Price

Waterhouse if they were aware how this was happening, because

they were on an ongoing basis watching the situation , and indeed,

Ernst & Whinney partners had got in the act . Their experts had

come, because effectively the whole group was finished , so Ernst

Whinney got very, very upset that one bank in the group have

caused thewhole groupto go down .

Early, also, they wanted to be auditors of all the banks, but

somehow overseas remained with Price Waterhouse.

Senator KERRY. Let me ask you at this point , Mr. Rahman , we

are into 1986. Previously, in the early years of the 1980's, were

there not some accusations about the bank having been involved in

some irregularitiesin some of the markets in Europe ?

Mr. RAHMAN . Whenever these irregularities that used to come,

whether in Sudan or Egypt or India , used to be separately investi

gated by the inspection division and sometimes I would get in

volved to understand the financial implication .

But these were 90 percent of the time related to foreign ex

change-related transactions because in most Third World countries

the foreign exchange regulations are very tight , and the moment

the regulations become tight the secondary market operates and

different values begin to quote itself in currencies , so sometimes

the manager would get involved in some irregularities in relation

to foreignexchange transactions, and we in most cases would want

to either sack the man straight away or suspend him , or bring him

to head office in a nonfield job so that he cannot be in the field

doing any transactions of his own.

Senator KERRY. There was a memo written in this country by the

CIA in 1986 which already had a reference to BCCI as the bank of

crooks of criminals. You have heard of that memo, have you not?

Mr. RAHMAN . I have heard subsequently even more. But when

you have 1.3 million customers in 73 countries and the customers
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use any name or any company name, it would be unless you are

directly involved in creating that account, nobody would ever get to

know what that account was and what was the nature of the trans

action in the account . If at all, the local general manager or the

local country manager may know. And somebody in the head office

also may get to know . Butit would be notnormal for a global bank
with 1.3 million customers to relate to this account. I mean, as re

cently —

Senator KERRY. Is it not fair to say, and believe me, I am not

trying and I do not want to and I am sure I cannot put words in

your mouth, but you have described a structure that is pretty lose ,

management structure. You have a lot of young people out there

who do not have banking experience. We have all seen , and in

recent years we are learning a lot more about the problems of

banks. We have had very well known, known bank of high reputa

tion and standing, that have had problems with money laundering

in this country, knowingly .

Mr. RAHMAN . Yes.

Senator KERRY. So it is clear that the notion in thebanking in

dustry ,know your customer — you are familiar with it. Correct.

Mr. RAHMAN . Yes.

Senator KERRY . That is the Basle Convention adopted principle

of banking, is it not?

Mr. RAHMAN. Yes, sir .

Senator KERRY. Know your customer .

Mr. RAHMAN . Yes, sir.

Senator KERRY. And in point of fact, it is fair to say that that is

not a principle that has been really applied very strictly by many

banks in the world, is it? Is that accurate ?

Mr. RAHMAN . Well, I believe that

Senator KERRY. Or did they know General Noriega and like it?

Mr. RAHMAN . When we come to these sort of names, it is very

difficult for a bank which has entered a country for commercial

business , and the hundreds of banks entering countries for com

mercial business, to know what the President of the country, how

important or how bad or how good he is. I do not think that banks

go into countries with moral issues in mind, to safeguard the coun

try from immoral leaders. And if every bank is following a leader,

then knowing that leader perhapsis deemed credible.

As I will come to Panama and Noriega again later on, I will ex

pound on this a little bit more.

Senator KERRY. OK. Good enough.

Mr. RAHMAN. But coming back to the treasury because it is such

an important event in the life of the bank that I think it has

singedthe bank and the bank has really never fully recovered from

such a heavy loss .

But coming to the $ 150 million, I pressed Price Waterhouse to

try and explain, you know, and they explained that the trustees of

the staff benefit fund — and here is where ICIC is coming in - has

contributed this from the staff benefit fund.

This was shocking news in the sense that in a normal situation,

if a bank faces a crisis of this type, there is a standard process to

be followed. And that is that the directors would be informed . The

directors would then inform the shareholders full facts, and give
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the choice to the shareholders of either you close this bank or you

recapitalize the bank. And the choice is very easy that they have to

issue new capital.

Senator KERRY. Did that take place here? Was anybody notified ?

Mr. RAHMAN. Nothing like this happened.

Senator KERRY. Nothing took place?

Mr. RAHMAN . Nothing was done.

Senator KERRY. Now the exposure you are talking about, am I

correct that at this point in time in 1985 or 1986, you had $275 mil

lion to the Gokal Shipping Group ?

Mr. RAHMAN. There were large loans . I would not recall, but

these clients were all there . The ones which you see in 1989, 1990,

were already there in 1985, 1986, but figures may have been sub

stantially smaller. But the names were similar.

Senator KERRY. Were you concerned about the possibility of a

runonthe bank at this particular moment in time?

Mr. RAHMAN . It was kept an incredible secret. Not more than

four, five people knew what had happened because it had happened

in a very specialist area , not affecting the commercial banking
around the world .

Senator KERRY. Because it was this unique

Mr. RAHMAN. It was a unit

Senator KERRY [continuing ).Set-aside ?

Mr. RAHMAN. Exactly. Itwas a small unit, under 10, 12 people

directly under the chief executive. And so there was hush-hush

talk that there had been some loss, we heard that there some loss .

But nobody guessed how big and nobody knew why. And it was iso

lated from the rest of the bank totally. The rest of the bank was

audited, closed, certified; everything. So it was not anything to do
with the bank .

So , anyway in retrospective, I felt that the reason why the board

and others had agreed, and the rationale given was the bank was

collapsing anyway and the staff could had lost their job anyway

and savings would have gone anyway, so you might as well use

some of this to try and salvage the bank, which I suppose in a very

broad commercial sense, moral sense , made meaning,but it did not

follow the technical steps.

Senator KERRY. So who bailed out the bank? There was no tech

nical process implemented to do deal with this, but the bank got

bailed out.

Mr. RAHMAN. $150 million of it got bailed out.

Senator KERRY. Only $ 150 million .

Mr. RAHMAN . $150 million .

Senator KERRY. And that was bailed out partly from ICIC ?

Mr. RAHMAN . Only from ICIC.

Senator KERRY. Only ICIC.

Mr. RAHMAN . Only ICIC. The — from the staff benefits part of

ICIC. There are different part ofICIC . I will explain that.

Senator KERRY. From the staff benefits side.

Mr. RAHMAN . Staff benefit side.

Senator KERRY . Now at this point in time, you still understood

ICIC to be the golden nest egg for you people who had been in the

bank early andfor employees. Is that correct ?

Mr. RAHMAN . Exactly.
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Senator KERRY. Now what happened after the $150 million came
forward ?

Mr. RAHMAN. Well, that - I was then informed. I pressed Mr.

Abedi for and he said yes, we have done it but do not worry, more

is coming from other shareholders and you will soon see a complete

revival and we will have more capital and more shareholders, very

heavyweight.

And indeed, soon after that, the very powerful Saudi group, Kha

leed Bin Mahfuz, who were one of the richest group in Saudi

Arabia , who owned National Commercial Bank, which was the big

gest bank of Saudi Arabia, took out a very big chunk of the bank.

Senator KERRY . How much?

Mr. RAHMAN . They had a right to go up to 30 percent of the

bank. And they also gave capital notes of about $ 300 or $400 mil

lion which was redeemable into capital after so many years.

So that genuinely gave the bank a new lease on life and a new

strength . Because up to then , most of the capital was from Abu

Dhabi, which meant you are loading yourself on a single country

rather than spreading it out. And thisbrought a very major share

holder from Saudi Arabia, whichis much, much bigger than UAE.

So we managed to live out 1985, 1986, and we continued to have

a fairly good growth till 1988. And then we had the situation with

the drug.

Senator KERRY. The situation with the drugs?

Mr. RAHMAN. With the drugs.

Senator KERRY. You are referring to Florida now?

Mr. RAHMAN. Florida case. Now, here again, I must again ex

plain the structure of the bank that each area was allocated to

some general manager and he was like a regular mother hen to

that and would not like interference from other executives. And if

anything had to be discussed by him, he would not think it worthy

to discuss with another general manager but only with the presi

dent. So he would only take it to the president or deal with it him

self.

So the general manager for U.S.A. , who was originally Mr.

Shoaib, was at that time Mr. Ameer Siddiki , A - m - e - e - rS - i-d - d -i-k -i.

Senator KERRY. He was based where?

Mr. RAHMAN. He was based in London but overseeing the whole

of the Americas . He was assisted during that time by Mr. Dildar

Rizvi , D - i -l - d - a - r R-i -z-v-i .

So they alone oversaw the operation. We had also a very senior

banker, Mr. Shafi, who was based in Miami. And we had a very

senior assistant, Mr. Sakhia, S-a -k-h - i-a , also assisting him in

Miami.

So there were enough executives overseeing what was then not a

very big operation at all . It was a fairly small operation by the

total global size.

Senator KERRY . What did you understand the BCCI operation in

the United States to be then?

Mr. RAHMAN . Just that we had started four or five operation ,

three of them - four of them as OBU's, meaning you can do foreign

business and you can bring foreign deposits; you could lend locally

but you couldn't raise money locally . And all the money had to

come from Middle East, Latin America, or somewhere else. But
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could be lent, either abroad or it could be lent locally. So this limit

ed the risk for the U.S. citizens.

And we had such an operation in New York, in Florida , in Los

Angeles, and San Francisco. We also had a few rep offices in Hous

ton and Chicago and Washington .

Senator KERRY. Is that your full understanding

Mr. RAHMAN. That was our full - that was all that we consolidat

ed , that's all that we audited . That's all that

Senator KERRY. What about the National Bank of Georgia , First

American and

Mr. RAHMAN . No, it never came into our balance sheet. We did

not even sometimes I never saw their balance sheet.

Senator KERRY. What was your understanding then of the so

called delegates who would meet at your conferences ?

Mr. RAHMAN .Yes. Whenthey used to come, because there were

some deputed officers from BCC who were seconded to these banks,

they would come, plus some of the American senior executives

would come. And they would talk about their operation and their

success and how they are faring.

Senator KERRY. Why would they do that ? What was the rel

evance of an American bank that had nothing to do with BCCI?

Mr. RAHMAN. I think the brotherhood feeling remained. That

they were all sort of brothers in the same process and—be it

through common shareholding or—

Senator KERRY. Why was there not somebody there from Citi

bank or First Bank of Boston or something? Why National Bank of

Georgia and

Mr. RAHMAN . Well, at least it was known that they were

common shareholders owning both banks. At least that is the offi

cial version very strongly propagated.

Senator KERRY. OK . Now , I have had a BCCI annual conference

in Vienna, February 26–27, 1984. List of participants, at the Hilton

Continental: Board of directors were there, including Mr. Abedi, a

number of other people and then various guests, a fairly significant

group of guests from the National Bank of Georgia. This is in 1984 .

And special invitees including a Mr. Altman and a Mr. Elley, K.K.

Were you at that meeting in Vienna?

Mr. RAHMAN . Yes, sir .

Senator KERRY. Do you recall that?

Mr. RAHMAN . Yes, sir .

Senator KERRY. What went on at that meeting?

Mr. RAHMAN . These conferences

Senator KERRY. Let me put this in the record as document No. 10

at this moment.

[ The information referred to follows:
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BCC ANNUAL CONFERENCE VIENNA 1984

( 26TH - 27TH FEBRUARY )

LIST OF PARTICIPANTS

HILTON

INTERCO

BOARD OF DIRECTORS

ADEDI, Agha Hasan

AL-MAZRUI Shanim Faris

WorthP.C.

VAN PENEN , J.D.

President

Director

Director

Director

I

I

I

GUESTS

Attock Oil

1AMINUDDIN , Usman

BAQI , M.A.

CHAUDHRI , Amjad

KHAN , Afzal

LODHI, T.A.T.

SALIM , M.

1

i

1

Auditors

- FEAR , Richard

HARRIS , R.

HAY , K.

HEATH ; R.

STONE , T.

-Price Waterhouse

--Price Waterhouse

Ernst & Whinney

Ernst & Whinney

Ernst & Whinney

I

I

I

I

1

BCC Foundation

ALI , Abid

SAEED , Afzal I

Credit & Commerce Insurance

[BHIMJEE , R.

HASAN , Nawab

KHAN , Aziz

WALAJAHI , S.A. I

Cromwell Hospital

KHAN , Amanullah ( Dr )

NIZAMI, Asghar ( Dr )

I

I
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Health

HAMEED , K. ( Dr ) 1

International Travel Corporation

ANWER , Saghir I

Khalij Commercial Bank

RAZA , Ahmed I

National Bank of Georgia

BATASTINI , W.W.

CARLSON , R.P.M.

CATER , Vince

FREEMAN , Guy

HARREL , Richard

JAMIL , Tariq

KENEMAN , Richard C.

MUJTABA , Asif

PLOMGREN , Theodor

RAZA , Mehdi

WALKER , James

I

I

I

I

I

1

I

I

!

1

I

Special Invitees

Loira onthemine ?

AFRIDI , Aijaz

AHMED , M.M.

AL TAYER , Obaid Humaid

ALI , Majid

ALTMANN , R.

ELLEY , K.K.

FREEMANTLE , Anthony

Ikramullah

PROF A MONEIM EL-MELIGI

RICHTER ; Bruno

STEVENS , R.

I

1

I

I

I

I

I

I

I

KHAN ,

!

Third World Foundation

GAUHAR , Altaf

GAUHAR , Humayun

I

I

AFFILIATES

Ahmed Bin Oboud Jeddah

HASAN , Asrar I

BCC Emirates Abu Dhabi

ALLARAKHIA , Mahmood S.

ASIF , Kh . Mohammed

GHANI , S. Saeedul

I

I
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BCC Emirates Abu Dhabi (cont'd )

GILANI , S. Jawaid

HANNANI , Ghulam

HASAN , Raza

IQBAL , Zafar

JAVED , Mansoor Ahmed

KHAN , Javed Ali

KHAN , Naeem

KHAN , Rashidul Hasan

KHAN , Shamsuz Zaman

KHURSHID , Mohsin

KIRMANI , S. Saeeduddin Ahmed

MINHAS , Jamshaid Akhtar

QURESHI, Ziaullah

RASHEED , Kh . Toseef

SHEIKH , Ajmal

SHER , Anwar Qayum

SIDDIQI , Aqeel

TAHIR , Bashir A.

I

I

1

i

I

!

I

I

I

1

1

1

1

I

I

I

BCCI Lebanon

FAYYAZ , S.M.

RAJI , Assaad Abi

I

I

BCCI (Nigeria ) Ltd.

.AHMED , Alhaji A.

ANKA , S.s.

BHATHENA , M.D.

KARKERA , D.S.

KRISHNAMURTHY , T.N.

MADOJEMU , J.o.

MALIK , Ghazanfar Ali

OGUNDA , B.O.

OGUNMOKUN , W.0 .

RAZA , S. Qaiser

SACHEDINA , S.M.

SATUR , R.J.

I

I

I

1

I

I

I

I

I

BCP Switzerland

.
.
.

CHAUWDHRY , Aziz Ullah

HASSAN , N.

SPOERRI , W. |

I

I

1

Ital Finance Italy

HAQ , Shaukat

LUIZ , Kevin

H

н
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LATIN AMERICA

Regional Office

AKBAR , S.M.

HASAN , Bande

RIZVI , S.M.H.

SHAFI , S.M.

I

I

1

1

Brazil

PRUD'HOMME , Eric I

Colombia

BILGRAMI , Akbar

ZARATE , Eduardo

I

I

Grand Cayman

HASSAN , S ! raful 1

Uruguay

SHABBIR , S.A. I

Venezuela

ANEZ , Luis E. ( Dr ) I

NEW YORK

ALAM , Khurshid

HELMY , Abol

JHALA , K.G.S.

KHAN , Shafiqur Rehman

LODHI, Amer

SHARIH , Khalid

I

I

1

I

I

I

WASHINGTON

AHMED , Sani

CALVO , A. ( Dr )

1

I

WESTERN AMERICA & PACIFIC

Regional Office

O'BRIEN , Patrick

SAUBOLLE , Louis E.

I

II

San Francisco BCC ( HK ) Ltd

MOHIUDDIN , Sultan
T
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Mr. Rahman . These conferences were really not at all banking in

nature in the sense that we never discussed concrete banking pro

posals or banking strategies or plans. They were really a get-to

gether ofcolleagues of the world hearing about some success sto

ries in different parts of the world, and just little matters. And Mr.

Abedi held the stage for the bulk of the time. And he talked about

abstract subjects, about totality and the role of a growing organiza

tion and change and the process of change.

So while it was a good break from our work , and a good way to

say hello to many of our friends whom we otherwise didn't meet

from the field, it had no commercial purpose at all .

Senator KERRY. At any of the conferences that you attended , did

Mr. Altman ever make a presentation at any of those ?a

Mr. RAHMAN. I can't recall . I don't think so .

Senator KERRY. Did any banking officials from the National

Bank of Georgia make presentations?

Mr. RAHMAN. Yes; they made several presentations.

Senator KERRY. Would those have been presentations by Mr. Roy
Carlson?

Mr. RAHMAN . Yes .

Senator KERRY. And by Mr. Tariq Jamil?
Mr. RAHMAN . Yes .

Senator KERRY. And he was president ; is that correct?

Mr. RAHMAN . Yes.

Senator KERRY. Now, coming back, you were describing the be

ginning of the drug problem and the structure as we were going
down to Miami in 1988. Correct ?

Mr. RAHMAN. Yes, sir. We were having one ofour smaller confer

ences where about 100 delegates come from different parts, which

is somewhat more concrete in termsof programs for the next so

many months, et cetera . And we had delegates from all over the

world, including from America.

And during the Sunday conference or Saturday conference - one

of the weekend conference dates — we heard that some of our staff

had been arrested in Tampa in relation to drugs .

I assure you that 90 percent if not 95 percent of us were shocked

because , first: we didn't know about drugs and drugs was never in

our banking term , we didn't know or understand what this money

launderingwas. These are all events that we have learned very in

timately within the last 4 or 5 years. Prior to that it was not even

a subject which ever was discussed at any conference or any discus

sion or any small meeting that I have been there .

The rationale that was given to us of the episode was that a very

young officer who had never in banking but was related to Mr.

Akbar in Grand Cayman had been holding a green card here doing

odd jobs , had tried toenter BCC in Miami, had not succeeded , and

hewas taken by Mr. Akbar and put in Panama directly .

Now here you have a totally raw man entering banking directly

under an overview of one of his relatives who is — happens to be in

Grand Cayman . And in Panama

Senator KERRY. This is the same Mr. Akbar who had invested

money in the commodities loss ?

Mr. RAHMAN . No, that is that's a different Akbar. Mr. S.M.

Akbar. He is a completely different man.
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Senator KERRY. Completely different.

Mr. RAHMAN . A different man. He is in charge of Grand Cayman

operations. He was based in Grand Cayman .

Senator KERRY. All right. Fine. And the Mr. Akbar that you

refer to who invested the money in the commodities

Mr. RAHMAN. Yes, sir.

Senator KERRY. Did that Mr. Akbar personally profit from

BCCI's $400 million loss?

Mr. RAHMAN . Well , the more I looked into it, the more incredible

it appeared that the transactions that were being booked had no

commercial sense and they were literally going way out of the

market direction and expectations. And the further out of the

market you go, the bigger is the premium that you receive.

And he was taking positions on silver and on 20-year bonds, sug

gesting that 20 -year bonds would be 7 percent or 6.8 percent, and

things like that, which anybody who understands treasury knows

how deeply discounted it would be if you project that sort of thing

for 20 years. And yet he was taking those sort of positions for a

premium.

Senator KERRY. Did Mr. Naqvi profit from the loss?

Mr. RAHMAN. Somebody has profited a lot . Somebody has profit

ed, and since only two, three people are involved, I–I can only

allude.

Senator KERRY. Was Mr. Akbar fired after he lost the $400 mil

lion?

Mr. RAHMAN . He was released. Fired suggests a very serious

term , but he was released gently . And as far as I know, he even

took his company car and other benefits. Later on his companywas

even given a credit line . Capcom was given an official credit line.

Senator KERRY. So he went to Capcom . But Capcom was a piece

of the bank, was it not?

Mr. RAHMAN. Capcom was a separate trading - brokerage compa

ny set up by

Senator KERRY. Set up by the bank.

Mr. RAHMAN . By Mr. Khalil and Mr. Akbar - by Mr. Ziauddin

Akbar and others. So he was a shareholder. He then declared him

self to be an official shareholder of Capcom .

Senator KERRY. And he continued with Capcom after formally

leaving his association with the bank?

Mr. RAHMAN. Yes, he went straight there.

Senator KERRY. And what did you learn later about Capcom?

Mr. Rahman. Well, to start with, it was quite clear that many of

the transactions which the bank was apparently doing was being

routed through Capcom , who obviously was scaling out the differ

entials , or much of the differentials themselves and passing on the

heavy losses and things to the bank.

Senator KERRY. So they could pass on the loss and wind up

taking off profit?

Mr. RAHMAN. Yes .

Senator KERRY. How many people were involved in this sort of

side angle of the bank?

Mr. RAHMAN. Not more than three or four.

Senator KERRY . And who were the three or four ?
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Mr. RAHMAN. I can't recall the names. They were so junior . Only

Mr. Akbar himself is the senior man .

Senator KERRY. So this is separate from the other major loss

transactions in which some principals in the bank playeda role ?

Mr. RAHMAN. Yes. This is a treasury -related loss only.

Senator KERRY. Treasury only. Well, treasury -related in that

that was the business it was involved in . But clearly if people were

taking insider positions, and taking profit on thebank's - on the

positions they were putting the banks in, that's not just a treasury

loss. That is a different kind of loss, is it not?

Mr. RAHMAN. Well, all that Ziauddin Akbar created was in terms

of losses related to trading or fund placement, fund movement,

which was made available to him, totalled about $ 4 or $5 billion .

Senator KERRY. $4 or $5 billion?

Mr. RAHMAN. $4 or $5 billion was in it. But the bulk of it as I

said was in Government bonds and cash .

Senator KERRY. Now, did Capcom wind up involved in money

laundering ?

Mr. RAHMAN. Yes, sir.

Senator KERRY. It did .

Mr. RAHMAN. Yes, sir. Coming to this 1988 episode, the explana

tion which was circulated to us and around the world to BCC was

that this young officer with no banking experience thinking that

banking is deposit-taking only was approached for a few million in

deposits and by some drug dealers.

And he didn't mind at all , and he did sort of started taking it.

And then when the figure became slightly bigger, then he went to

his counterpart in Miami and said, look, you know , I have a client

who can put some more money in . And that's where Mr. Amjad

Awan came in , and Mr. Bilgrami .

Until the end, I have never been able to find out whether Mr.

Shafi ever got to know about it because, according to Mr. Shafi,

when the client was first referred to him , he got a proper reference

from a Miami bank about the client and the reference that he re

ceived was very , very good, from one of the Miami banks. And it

was only after that that he officially started any dealing with this

gentleman who himself was a Customs agent, who was pretending

to be a drug money launderer .

Senator KERRY. So the bottomline is that the bank wound up

with this money laundering case .

Mr. RAHMAN. Yes, sir.

Senator KERRY. You say you personally were surprised by it.

Mr. RAHMAN. A lot of us. Not me only but a lot of other execu

tives from other parts of the world. They were a bit

Senator KERRY. As a result of that , you anticipated that the bank

was going to have some problems, correct, because you saw a case

coming down the road?

Mr. Rahman . Yes . What we did is we appointed Price Water

house and others to have a quick look at the operationsprocedures

to see the weakness. And we appointed very big law firms to try
and unwind this case .

Senator KERRY . What law firms were appointed to unwind the
case ?
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Mr. RAHMAN . Originally it was a Miami-based law firm . But sub

sequently, soon afterward, it was Mr. Clark Clifford's firm .

Senator KERRY. Now, Price Waterhouse in November submitted

an interim report, did it not ?

Mr. RAHMAN . Yes, sir.

Senator KERRY. Was that interim report a standard report that

Price Waterhouse was

Mr. RAHMAN . Every year — as I explained, they have two audits,

one September-based and one December-based . And at the end of

the September -based audit, they prepare an interim report for the

directors, which they present to a committee of the directors called

the Audit Committee. This is made up of two of the directors.

Senator KERRY. Now this is document No. 1 to which we have

referred ?

Mr. RAHMAN . Yes.

Senator KERRY. Which is a November 17, 1989, document.

Mr. RAHMAN . Yes.

Senator KERRY. And in this document, Price Waterhouse did a

review of operations of the bank in 1989 .

Mr. RAHMAN . Yes .

Senator KERRY. And in 1989, Price Waterhouse submitted that

interim report to you, in which it basically found no major prob

lems. Is that accurate ?

Mr. RAHMAN. No major problem . For years on end they used to

report on the growing concentration of some of the advances to

some parties. There were about 15 parties who were having a very

large concentration of credit. And they used to raise these points.

Senator KERRY. On credit, they did say, we remain concerned

about the adequacy of provisions held against accounts which are

not meeting principal and interest repayment schedules. Correct ?

Mr. RAHMAN. Yes.

Senator KERRY. But that was one small paragraph .

Mr. RAHMAN . Yes.

Senator KERRY . Not a major red flag.

Mr. RAHMAN . And that even in relation to these bigger accounts

because the normal provision exercise was very extensive through

out the world.

Senator KERRY. Now , with respect to this report, in paragraph

73, Price Waterhouse referred to regulatory compliance and control

issues, section 7. And paragraph 73 says :

U.S. litigation . The bank's defense lawyers have informed us that the Florida trial

is expected to begin on January 15, 1990, and last for 3 to 6 months. The lawyers

will attempt to come to a pretrial settlement with the prosecution but the lawyers

do not expect the prosecution to be amendable. As such there is now a real prospect
of a trial.

This is November 17, 1989. Correct ?

Mr. RAHMAN . Yes.

Senator KERRY. So you were all anticipating a trial based on

what Price Waterhouse had said and the lawyers had said to them.

Correct ?

Mr. RAHMAN . That was the belief in the bank that we were argu

ing for the case . It was never expected to be otherwise.

>
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Senator KERRY. Do you have any idea what changed between No

vember and January or even earlier, in December, when the agree

ment was reached to have a plea ?

Mr. RAHMAN . No.

Senator KERRY. You have no idea ?

Mr. RAHMAN . In fact, it surprised all of us because we just

thought it to be fought because we were told by the lawyers that

this is a unique situation, that a few staff doing something like this

could involve the whole company and this law is not applicable

anywhere except the United States. And we thought we would con

test this. So the settlement was a big surprise.

Senator KERRY. Now, I want to try to get through. I think we are

going to break for lunch before we get into First American because

it gets complicated and I think it is hard for people to follow . But I

would like to finish with respect to the couple of areas.

No. 1 , once the plea took place, what then happened in terms of

the bank activities?

Mr. RAHMAN. As far as the U.S. end was concerned , we had

asked Price Waterhouse and a special team of the inspection de

partment, internal inspection , to try and improve the operating

standards in U.S.A. And indeed we had an agreement with the au

thorities here to meet certain minimum standards and there were

special teams set up for that.

Senator KERRY. Now at this point in time, people were beginning

to take note of General Noriega? There was a lot of talk about

money laundering. Correct ?

Mr. RAHMAN . Yes.

Senator KERRY. BCCI was under some fire, was it not ?

Mr. RAHMAN. Yes.

Senator KERRY. Articles were appearing in the newspaper. Accu

rate?

Mr. RAHMAN. Yes.

Senator KERRY. And attention had been called to the way in

which BCCI was operating ?

Mr. RAHMAN. Yes.

Senator KERRY. So is it not true that at that point in time within

the bank, Price Waterhouse came back a few months later with a

subsequent report. Is that correct ?

Mr. RAHMAN . Yes, sir .

Senator KERRY. Now, early in 1990, around March 1991 in a

strictly private, confidential report, that is 5 months after the

report that said nothing was wrong, they came back with another

report in which every red flag in the world was flying. Is that cor

rect?

Mr. RAHMAN . Right.

Senator KERRY. What prompted that report to be made?

Mr. RAHMAN. As I explained that the annual processof audit is

well laid down for the last 17 , 18 years. Each year the interim

audit takes place and then the final audit takes place . The final

audit for the whole world finishes latest by mid -February or late

February. And then within 1 week of that, the audit of Grand

Cayman.
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The Grand Cayman audit was a very , very special audit because

we knew that many of the problem situations were in Grand

Cayman.

Senator KERRY. How did you know that ? You knew at this time

Grand Cayman was a problem?

Mr. RAHMAN. Yes.

Senator KERRY. You personally had come to know that?

Mr. RAHMAN . Yes, because it was known that all the large cred

its had been concentrated there. A large part of the CCAH loan

was concentrated there.

Senator KERRY. CCAH was the American

Mr. RAHMAN. The First American loans - related loans . And also

some doubtful debts from other parts of the world which were quite

large were sent to Grand Cayman for sort of hospitable treatment

and for carefully looking after.

Senator KERRY. So Grand Cayman became the repository of bad

debt and bad loans. Was ICIC that depository ?

Mr. RAHMAN. No. ICIC was the parallel organization, as I men
tioned . That ICIC Holding was only meant to hold shares of the

bank for the founder group. But alongthe way somewhere, they de

cided to start a bank of their own . ICIC Bank .

Senator KERRY. ICIC bank became a bank within the bank?

Mr. RAHMAN . And they started diverting deposits of the main

bank into its own books until it grew to about $600 million in de

posits. And this ICIC group was in fact auditedagain by Price Wa

terhouse. So it was not an unaudited set of figures or accounts.

Every year Price Waterhouse was auditing.

Senator KERRY. Well, what did this audit mean? If the deposits

were siphoned off from the deposits of BCCI into a separate bank

ing entity, how was that reflected on BCCI's accounts ?

Mr. RAHMAN . Well, in BCCI's account, it never came on the

books at all .

Senator KERRY. Never got to the books ?

Mr. RAHMAN. Never got to thebooks. The client may or may not

even know where in BCCI it is . He thinks it is in BCČ. But it was

booked in the books of ICIC, which was a small private bank.

And apparent rationale given to the auditors,which I later found

out from Price Waterhouse, was that these are very confidential

accounts of very high net worth people who preferred total secrecy

and they did not rely on the level of secrecy of BCC because quite

young officers were in many branches, et cetera. So on that plea,
the deposits continued to beput into this bank.

Senator KERRY. But is it not accurate that a lot of these high net

worth people that you are talking about were in effect fronts ?

Mr. RAHMAN. Well, some ofthe names of the depositors appeared

to be genuine. I got to know about ICIC bank only as a result of my

investigation .

Senator KERRY. As a result of your investigation .

Mr. RAHMAN. Prior to that, I had no idea of ICIC operations at

all .

Senator KERRY. Now , your investigation came about after the

Price Waterhouse second audit report

Mr. RAHMAN. Yes, sir.

Senator KERRY (continuing) . Or the first one of 1990?
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Mr. RAHMAN. Yes, sir. What happened is that in the usual proc

ess , the whole world audit was completed in the month of February

1990. And I had closed the whole position of the BCC group in the

usual manner, in an audited certified manner, except Grand

Cayman. I was waiting for Grand Cayman to come in with their

audit, which as I said had a two-tier audit, one from Price Watera

house-Grand Cayman , and one from Price Waterhouse -London. So

they had a two-tier audit for Grand Cayman . And that delayed the

process inany case .

And so I was waiting for that and we had closed the position , and

indeed my wife and family were planning to go on holiday the later

part of March, April . And when I received a call on a weekend

from Price Waterhouse saying that they wanted to meet me, the

partners, and I was a bit hesitant because I had been seeing all

the partners throughout the last few months and I did not know

what it wasthat they wanted to bring up.

Anyway, I went to their office and they produced for mea whole

list of what they thought was irregularities, illegalities, and misuse

of funds.

Senator KERRY. Now, the irregularities and problems that they

put forward to you had been in existence for several prior years,
had they not ?

Mr. ŘAHMAN. Yes. All the names that they listed were names

which had appeared in prior years.

Senator KERRY. Now, is it true that some of the names of these

high roller people that you talked about, some were real names.

Correct ?

Mr. RAHMAN . Yes.

Senator KERRY. Some were fronts ?

Mr. RAHMAN. Some were fronts, obviously.

Senator KERRY. And the fronts included Adham ? Mr. Adham . Is

that correct?

Mr. RAHMAN. Kamal Adham has fairly high standing in the

Middle East and he may have some resources , but the amount of

lendings to him, which is about $350 odd million, was very, very
high.

Senator KERRY. Very high. Never serviced , was it ?

Mr. RAHMAN. I do not know how much of that would be recov

ered because quite a bit of it was for the First American Bank and

some were for commercial business.

Senator KERRY. What about Mr. Faisal Fulaij?

Mr. Rahman . Faisal Fulaij was also a very simple man . He was

chairman of the Kuwait Airways. And in that capacity, he had

good standing, social standing, in Kuwait. But certainly he did not

warrant $ 150 million worth of loan.

Senator KERRY . $ 150 million loan there. And Mr. Ghaith Phar

aon?

Mr. RAHMAN. Again , Ghaith Pharaon had been in operation in

the Middle East and America before we started having any associa

tion . And I am told that he got to know Mr. Abedi and Mr. Naqvi

and somehow got associated in all that happened in the Americas.

Senator KERRY. And the loans outstanding were what?

Mr. RAHMAN. About the same. About $ 325 million , $350 million .

Senator KERRY . The capacity to service it?
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Mr. RAHMAN . No.

Senator KERRY. Mr. Khalil?

Mr. RAHMAN. Khalil had over $150 million out. But he had

stopped any relationship with the bank for 2 or 3 years.

Senator KERRY. To whatever degree he may or may not have

been real. Right?We do not know.

Mr. RAHMAN . Yes. We do not know.

Senator KERRY. And Mohammad Hammoud?

Mr. RAHMAN. Hammoud was a businessman from Lebanon who

a few of our executives knew from the days of United Bank being

in Lebanon . Mr. Imtiaz Ahmed knew him and Mr. Vilayet Abedi,

who was another executive . He is another Abedi . Vilayet Abedi.

They knew him and introduced him to the bank and he became

very close associate with the bank. He became a shareholder. He

became a shareholder of

Senator KERRY. How much money outstanding in loans?

Mr. RAHMAN. Hammoud would be again the same, about $ 120 to
$125 million.

Senator KERRY. $125 million .

Mr. RAHMAN . Or maybe about $100 million . I don't know. Maybe.

Senator KERRY. Now is it not accurate that Mr. Hammoud was a

fairly flexible front for BCCI?

Mr. RAHMAN . Well, since he seemed to know the most number of

executives amongst the shareholders, he often used to meet these

people privately and obviously agreed to various propositions put to
him.

Senator KERRY. Was he or was he not fairly flexible with respect

to his capacity to assume so -called share ownership of this entity or

that entity ?

Mr. RaHMAN. I would say — I would say yes .

Senator KERRY. Yes . All right.

Mr. RAHMAN. May I just say that in this area of credit, because

credit is the risk area of the bank, again Bank America had estab

lished very, very stringent procedures. And the bank is full of

manuals of credit laying down very detailed procedures for receiv

ing, processing, approving credit.

Senator KERRY. And for many people, that happened.Correct?

Mr. RAHMAN. And in vast majority because the total number of

credit cases were about 250, 1,000 cases. So we are talking of 10

cases here.

Senator KERRY. We are talking of 10 cases and of a pattern that

grew because of this abuse on one side that bled the bank. Correct?

Mr. RAHMAN . Yes.

Senator KERRY. It effectively destroyed the bank.
Mr. RAHMAN. Yes. And that's what we said in our findings, that

had the credit process been anywhere near properly established,

and if Price Waterhouse year after year had insisted that these

procedures were established and processed , and the signing and the

approval process, both at — there was the levels of process was at

the branch you had a certain limit. Atthe region you had a certain
limit. At the head office you had the lower credit committee limit

and the high credit committee limit. And then you had the board

limit. There were various levels of process which were established
in the bank.
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Senator KERRY. I understand these processes. No doubt if Price

Waterhouse were here today, right now , and maybe they would

want to be and will be at some time in the future, but I think that

they would say, well , this was structured in a way that it kept it

from us. I mean, this was the whole purpose of this secret struc

ture . You had 10 people doing some secret stuff off to the side; we

did notknow what they weredoing. What is your response to that ?

Mr. RaHMAN. I think I'd like to be there when you ask them this

because I am an expert finance man myself and I've been in audit

ing myself.

Senator KERRY. Well , how did you miss it? You were the chief

financial officer since

Mr. RAHMAN . I explain to you

Senator KERRY. They would say that to you.

Mr. RAHMAN . No. Because the process which they know very

well also was that I was receiving certified accountswhen names

never appeared-names were of no concern to me. If the total ad

vance is $42 million, I don't want to know if it is 480 accounts or

4,000 accounts . We got total figures for the balance sheet and profit

and loss statements .

Senator KERRY . And it was not until you began your investiga

tion

Mr. RAHMAN . Yes.

Senator KERRY [continuing] . That you began to see what was

really happening.

Mr. RAHMAN . Yes. When I saw the underlying — some of the un

derlying files and all , I began to see .

Senator KERRY. Now that began in 1990?

Mr. RAHMAN . 1990. That's when

Senator KERRY. In the spring of 1990.

Mr. RAHMAN . In the spring. They presented this list of huge

problems whose potential losscould be $ 1 billion , plus. So I said I

would not receive a casual presentation like this from the partners.

You make the same presentation to the chief executive and to the

board .

So this was arranged and some of the board members were ap

proached and a meeting took place jointly . And the board wanted

to know — they were also very upset — but the board wanted to

know what to do with this , so late in the day . It was entering the

middle of March practically .

They said they only thing before we go to the regulator — that's

Bank of England in Luxembourg — is that we can allow you to have

an inquiry of your own from all our findings, and come up with

your interpretation and facts.

Senator KERRY. So they went to you because they trusted you.

Mr.RAHMAN. They said the only man we will trust to do that is

Mr. Masihur Rahman . So they made me chairman of the commit
tee . And three other executives from the field who had recently

come to London , they were made committee members.

Senator KERRY. So it was no secret that at this point in time

things were beginning to crumble a bit around BCCI, is that not

fair to say?

Mr. RAHMAN. Yes.
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Senator KERRY. And at this point in time, suddenly Price Water

house discovers that there is all kinds of absence of critical infor

mation, that the reliability of management representations are in

question, that evidence of recoverability is significant. They do not

think they can get most of these loansback . That there is absence

of critical information in a whole series of other loans. No loan

agreements with a customer . Drawdowns of $ 18 million have not

been supported by written request. No valuation provided in re

spect to the properties. No legal basis for the security. No inde

pendent net worth statements .

Suddenly they discover that they cannot confirm the net worth

of Mr. Adham . They cannot confirm — these were things that were

all sitting all out there, were they not?

Mr. RAHMAN . Yes,sir.

Senator KERRY. What is your reaction to this kind of stunning

document to suddenly appear 5 months after they certified that ev

erything is going along pretty hunky-dory ?

Mr. RAHMAN . As I said, I had not even recovered from the mis

haps and casualness in 1985, 1986 when we were confronted with

yet another disaster of this size. I was very, very upset, and I said

you have used the word management 38 times in this book . I want

you to define management to me. Who is this management and

whose word you went casually through so many dangerous, disas

trous accounts without going through the process and you been cer

tifying

So they would not answer that. I said the maximum it would be

with Mr. Abedi, Mr. Naqvi, and the head of credit and the head of
the credit committee.

Senator KERRY. Four people.

Mr. RAHMAN. Four or five people.

Senator KERRY. That was what you say was management at that

point?

Mr. RAHMAN. And I said there are 100 executives in the bank.

There are 14,000 employees in the bank, and they are all going to

sink around this. And you are so casually saying, management,

management, management.

Senator KERRY. I think this is a good place for us to take a

break. I think we would have to come back to discuss ICIC, the

inside bank, the First American link and ties. And I think we will

be able to wrap that up. So we will stand in recess until the hour

of 2 p.m.

[Whereupon, at 12:25 p.m. , the subcommittee adjourned, to recon

vene at 2 p.m., the same day. ]

AFTERNOON SESSION

The subcommittee met, pursuantto notice, at 2:01 p.m., in room

SD -419, Dirksen Office Building, Hon. John Kerry (chairman of

the subcommittee) presiding.

Present: Senator Kerry.

Senator KERRY. The hearing of the Subcommittee on Foreign Re

lations will come to order.

Mr. Rahman, I just remind you that you remain sworn as you

were this morning. Let me just say a word, if I may, about that .
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We talked about it previously before you testified, so you are cer

tainly aware of it, but I just want to make it on the record that I

explained to you, as a British citizen , that the purpose of the

taking of the oath is to guarantee, No. 1 , that you are on notice to

tell the truth and the whole truth, and No. 2, because it subjects

any witness that testifies here to the pains and penalties ofperjury

if they are not in fact truthful, or if at a subsequent time they are
proven to be less than truthful.

I just wanted to make sure you understand that for the record ,

doyou not?

Mr. RAHMAN . Yes, I do .

Senator KERRY. It is very important, needless to say, because

these are on-going proceedings and other people will testify down

the road, some of whom may have a different version of what

you've testified to , and so forth .

Now, one of the questions that arises, which is the normal ques

tion , I think, for somebody to ask , and I pose it to you, is how it is

that you could be the " chief financial officer" from the very begin

ning of this bank - you start in 1974 formally with the bank, and

up through the 1980's and tremendous growth you are the chief fi

nancial officer, year after year of auditsand so forth.

Suddenly you get to 1985, and there are very significant losses

which wipe out the capital of the bank - wipe it out. That is effec

tively hidden, and you, as chief financial officer, are not aware of

this until you conductan investigation once you've been flagged by

Price, Waterhouse, as late as 1990—5 years later, correct ?

Mr. RAHMAN . No. The Treasury losses were flagged in 1986.

Senator KERRY . The Treasury losseswere flagged in 1986; 4 years

later you have your investigation in 1990?

Mr. RAHMAN. Yes .

Senator Kerry. Can you help us to understand that? How could

you, as chief financial officer, not be aware of this kind of loss and

of what the bank was engaged in?

Mr. RAHMAN. The Treasury losses were the first major loss of the

bank, and that was investigated and identified by Price, Water

house and reported to me in January 1986 .

Senator KERRY. So you knew about it right then?

Mr. RAHMAN. Yes, of course, and indeed, I sent two or three of

my departmental people to have a joint review of what had hap

pened in Treasury. As I explained to you, the board had approved

the formation of a Treasury Department and here again , the board

nominated certain people to the Treasury Committee but did not

nominate me on the Treasury Committee.

Senator KERRY . Who was on the Treasury Committee?

Mr. RAHMAN . Relatively very junior people. Mr. Hafeez, who was

from Secretary of the Board, and Mr. Naqvi himself, and Mr.

Alauddin Sheik who was from marketing.

Senator KERRY. Well , what did this board do?

Mr. RAHMAN. The Treasury Committee was required to overview

the working of the Treasury Department and the results of the

Treasury Department every month. That was what they were sup

posed to be doing, and it was because through 1982, 1983, 1984 and

half of 1985 no problems had been reported in Treasury, and it was

presumed that the bulk of the moneys were in good assets either
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with other banks or with U.S. bonds, so nobody visualized any

problems with that. It was the first time.

Senator KERRY. But you knew you had lost the money .

Mr. RAHMAN . Yes, but the first time it came was in January

when they said that we'd lost such a large amount of money.

Senator KERRY. OK, when you lost such a large amount of

money and you knew that Mr. Akbar was responsible, correct

partly responsible ?

Mr. RAHMAN . Yes .

Senator KERRY. Why was Mr. Akbar not reported to authorities .

Why was there no measure taken then?

Mr. RAHMAN. He was sacked . He was released .

Senator KERRY. Well, as you said earlier , he was gently released.

Mr. RAHMAN. Well, I don't know whether criminal action should

have been taken on him , but he was at least

Senator KERRY. Did anybody recommend it?

Mr. RAHMAN. No. Neither Price, Waterhouse nor the board nor

anybody recommended it .

Šenator KERRY . Was that because it was easier to keep him

quiet ?

Mr. RAHMAN. Yes, possible.

Senator KERRY. Let's be more precise about that. At a later date

in 1988 our investigator from this committee, Mr. Jack Blum, tried

to sit down with Mr. Akbar and they had an original meeting . Sub

sequent to that , Mr. Akbar was paid some $30 million, was he not ,

by the bank?

Mr. RAHMAN. I didn't know about it at all . I read about it in the

paper only recently. I had no idea .

Senator KERRY. But you have since then learned that he was

paid a significant sum of money?

Mr. RAHMAN. Yes, I have since learned .

Senator KERRY. For what?

Mr. RAHMAN . Obviously, as I said when I saw the nature of the

transactions, I mean they were obviously out-of- the-market transac

tions, obviously premium -driven transactions, and we wanted to

know who were benefiting. I mean, whether Capcom would benefit.

Senator KERRY. Well, how did you as chief financial officer not

know that he was paid $30 million ?

Mr. RAHMAN. Itwas never paid through any source that I know .

Senator KERRY. No source through the bank that you're aware

of ?

Mr. RAHMAN . None. I don't know from where. It could have been

paid from the ICIC bank , or ICIC other sources .

Senator KERRY. You were specifically not a trustee of ICIC, cor

rect ?

Mr. RAHMAN. I was not a trustee of ICIC .

Senator KERRY. So you were kept apart from ICIC?

Mr. RAHMAN . Yes.

Senator KERRY. Now, you talked earlier about the compartmen

talization of the bank.

Mr. RAHMAN. Yes.

Senator KERRY . Was that compartmentalization a way to keep

did it have the effect of keeping you in the dark with respect to

things that were happening?
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Mr. Rahman. Yes. The fact that I was not made a trustee of the

ICIC, nor I was brought on the Treasury Committee, whereas I was

trustee in the provident fund of the bank, showed that there may

have been motives of Mr. Abedi, Mr. Naqvi and others to keep me

outside, because they knew me to be a professional and I would be

objecting to these things, and they kept me as the good face of

BČCI to presentthe operation clearly .

Senator KERRY . You personally never undertook audits yourself,

or field visits yourself?

Mr. RAHMAN . No.

Senator KERRY. None.

Mr. RAHMAN. None. I had responsibility for three locations. I was

to visit those three locations .

Senator KERRY. What three locations ?

Mr. Rahman. That was Ghana, Egypt, and Spain. I was one of

the directors. There were other directors, but I was one of the di

rectors of those three banks.

Senator KERRY. What were your responsibilities in Ghana,

Egypt, and Spain?

Mr. RAHMAN. To become a director of each of these three banks,

then of course you have an overriding responsibility for its oper

ation , so these were to meet monthly to get updated reports of

what was going on in the bank to get to know the operation much

more than what I was getting as chief financial officer, getting fi

nancial statements only.

Senator KERRY . Now , is it your knowledge today that based on

your investigation , that this bank was involved in illegal activities

that you were not aware of at the time you were there?

Mr. RAHMAN. Yes.

Senator KERRY . Did you learn that as a cause of your investiga

tion , as a result of it?

Mr. RAHMAN. Yes .

Senator KERRY. That investigation you initiated in 1990?
Mr. RAHMAN. Yes .

Senator KERRY. Did you read the story this morning in the

Washington Post about a Columbian bank being bought by BCCI?

Mr. RAHMAN. BCCI's purchase of a Columbian bank was from a

French bank and it was deemed like, from our point of view, as a

normal acquisition . It was not deemed anything

Senator KERRY . Well, it was a normal acquisition, but let's face

it , when you take deposits in places like Medellin , people know

what those deposits are coming from , don't they, when they are in

U.S. dollars ?

Mr. RAHMAN. As I said that, till 1988 drug matter - no drug-re

lated subject was ever discussed , nor we understood any conse
quences of it .

Senator KERRY . I understand it wasn't discussed, Mr. Rahman ,

but I'm saying to you that when a bank is bought in 1985 or 1986

in Columbia and that bank shows huge amounts of American dol

lars coming through it , correct ?

Mr. RAHMAN. Yes .

Senator KERRY. It is fair to assume the people who bought it or

who were there understood where those dollars were coming from ,
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would they not? What other trade comes out of Medellin? How

many dollars pass through Medellin ?

Mr. RAHMAN. I only learn Medellin subsequent to all of these

drug cases. I don't know Columbia well . I don't know my geography

to that extent or even the economy of Columbia that well to

know — it's only in consequence of drug-related matters that we
found out that Columbia is deemed to be such a big country for

drugs. Honestly speaking, till then, we didn't

Senator KERRY. Till when ?

Mr. RAHMAN . Well, the 1988 drug case .

Senator KERRY. In the drug case ?

Mr. RAHMAN . Yes. That's the first time that we even understood

that Columbia had any consequence in terms of this .

Senator KERRY. When you say “ we” who do you mean?

Mr. RAHMAN. Many senior executives.

Senator KERRY. Many senior executives in London ?

Mr. RAHMAN . In London and abroad, in Far East and Middle

East.

Senator KERRY. But it is fair - I mean, you don't know, I realize,

maybe personally, but the people who were in Columbia managing

this would know where that money was coming from , would they

not ?

Mr. RAHMAN . Yes, they would know.

Senator KERRY. I would assume that a man of Mr. Abedi's world

traveling and knowledge and obviously this is an assumption , and

I only state it as such but I think it ought to be on the record, nev

ertheless ought to have a pretty good idea of what dollars are

moving through places like Cali, Medellin, and so forth. Is that not

fair ?

Mr. RAHMAN. Yes, I think it's fair .

Senator KERRY. Now , let's get to the sort of heart of this matter

and to some of the large issues on the table right now. In 1990, you

did aninvestigation. You discovered massive fraud, is that correct?
Mr. RAHMAN . Yes .

Senator KERRY. Would you describe to the committee what the

fraud was that you discovered, who was involved, and what were

the amounts of fraud that you came across personally?

Mr. RAHMAN. Basically, there are three types.

Senator KERRY. Do you want to refer to your report here ? That's

now a matter of the public record .

Mr. RAHMAN. Basically, what Price, Waterhouse did is they iden

tified threetypes ofirregularities that they have found .

Senator KERRY. Now your report is document 6 , correct , Findings

of the Task Force ?

Mr. RAHMAN . Yes.

Senator KERRY. Now, in your task force report you laid out only

those areas of fraud which had been raised by Price , Waterhouse,

is that correct ?

Mr. RAHMAN. Yes, sir.

Senator KERRY. You did not inquire behind or beyond the Price,

Waterhouse accusations, correct?

Mr. RAHMAN. Yes .

Senator KERRY. The Price, Waterhouse accusations and the

issues you investigated were what, specifically ?
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Mr. RAHMAN . As I mentioned, they covered three broad areas.

One was the very large loans given to shareholders in relation to

CCAH and First American, and that had reached about $860 mil.

lion.

Primarily, the concern expressed by Price, Waterhouse was that

the underlying security, which is the First American Bank,
wouldn't cover for all these loans and the interest and service

charges made had built up the loan to this very large figure and

they think the bank faced up to $200 million loss ifthose shares

were to be sold or encashed.

So even at this late stage the direction which Price, Waterhouse

is leading us to was not so much illegality as much as loss, com

mercial loss from bad advances.

Senator KERRY. Were you concerned about a question of illegal

ity?

Mr. RAHMAN. Well, when we looked at some of the papers we di

vided the work amongst the four of us, and one of the executives

who was required to look at the CCAH matter, he is to report back

daily - we were to meet after we spread out because there's so

many items to look at and we had only 3, 4 , 5 weeks before we

closed .

So he reported back that all the files he saw had very , very

scanty papers.

Senator KERRY. Very, very what ?

Mr. RAHMAN . Scanty - very few papers, and very few letters, au

thorities, but there were signed shares lying in custody at the

bank, and most importantly

Senator KERRY. Whose shares ? Who were the shareholders ?

Mr. RAHMAN. There were about seven, eight shareholders who

are listed .

Senator KERRY. Are they stated in the report?

Mr. RAHMAN . Yes, they are stated in the report.

Senator KERRY. Do you want to read them ?

Mr. RAHMAN. They included the ruler of Fujairah , which is in

U.E. , the ruler of Ajman , Faisal Fulaij Shorofa is from Saudi

Arabia, A. R. Khalil from Saudi Arabia, Kemal Adham who is

from Saudi Arabia, and two companies belonging to Hammoud ,

who's from Lebanon, and A. R. Khalil who's Saudi Arabia. So

about six , seven, eight names .

Senator KERRY. These were the shareholders of CCAH ?

Mr. RAHMAN . Yes .

Senator KERRY. Found by you to be the true owners of First
American?

Mr. RAHMAN. Well, the documents were so scanty , the authoriza

tions and request letters were so scanty, and the fact that there

were blank transfer shares lying in custody of the bank and that

during the previous year a very large amount had been sent by

BCCI to First American, being subscription toward new rights
issues

Senator KERRY. How much money was sent?

Mr. RAHMAN. I think the total amount that was lying at the time

when we looked at it unadjusted was about $40 million , but I think

more money went than that , and normally in a rights issue the

shareholders first subscribe and then it is given to the bank , the
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bank receives it, but in this case BCCI had sent block amount of

money to First America toward this rights subscription .

Senator KERRY. With no allocation to shareholders?

Mr. RAHMAN . No allocation .

Senator KERRY. That was unusual.

Mr. RAHMAN . It's very, very unusual in terms of a rights issue ,

so looking at all of these underlying documents and lack of under

lying documents and papers, we concluded that there is every pos

sibility that the banks— that these were nominee shareholders and

we therefore recommended that immediately this bank should be

sold to some group or some foreign entity or even to an American

bank or to an investment authority, somebody who would buy over

the whole bank and pay off these loans .

Senator KERRY. The idea was that you felt as a result of your

findings that BCCI, an apparent holding company, needed to divest

of theCCAH shares ?

Mr. RAHMAN. Yes.

Senator KERRY. Because there was in effect an ownership hold

ing, or at least according to you?

Mr. RAHMAN. I thinkthat it was very obvious that these people

were not servicing the loans and the amounts were building up.

Senator KERRY. How much were the amounts of the loans?

Mr. RAHMAN . The total amount had built up to $856 million by

end December.

Senator KERRY. $856 million was not being serviced ?

Mr. RAHMAN. Not being serviced .

Senator KERRY. Not being serviced by whom?

Mr. RAHMAN . By the named borrowers.

Senator KERRY. The named borrowers to CCAH?

Mr. RAHMAN. For the CCAH investment .

Senator KERRY. Those were the ones you listed earlier?

Mr. RAHMAN. Yes, just listed, and indeed, two of them — the ruler

of Fujairah and the ruler of Ajman , had even returned letters from

Price, Waterhouse saying thatthey don't own these

Senator KERRY. They said they don't own the shares .

Mr. RAHMAN . They don't have these loans .

Senator KERRY. What else did you find with respect to First

American ?

Mr. RAHMAN. Well, it was one of the easier things to conclude in

view of the lack of paper, and once we had made that recommenda

tion that we unwind that forthwith , and we were informed that

indeed Goldman, Sachs had been appointed to try and find a valu

ation and a buyer.

Senator KERRY. When was that appointment made?

Mr. RAHMAN . I think late in 1989.

Senator KERRY. Now , with respect to the First American shares,

was there some talk of a reversedivestiture in that First American

might somehow think of buying out BCCI?

Mr. RAHMAN. I don't think it was seriously discussed as a strate

gy, but in passing people — you know, Mr. Naqvi mentioned, well,

that perhaps it willbe better ifthey buy us.

Senator KERRY. What was the purpose of that, to clear up the

ownership issue ?
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Mr. RAHMAN. Yes, to clear up the ownership issue. It would

mean that the whole of the BCCI group would then have a home in

America, effectively, instead of Luxembourg.

Senator KERRY . Now , what was the second area of inquiry ?

Mr. RAHMAN . The second one was in relation to this bank within

a bank. That was a very , very serious case in the sense that first it

shocked me that an ICIC foundation which was supposed to be our

savings and our shareholding in the bank had now gone into this

type of diversionary activity, including banking - private banking.

Senator KERRY.What do you mean by “diversionary activity ” ?

Mr. RAHMAN . This was not supposed to be the purpose of ICIC

holding, to run a bank or to start business of this type, or to take

moneys, so it was done no doubt with the help of the trustees who

I've listed separately , and they started a bank in which they are

genuine directors

Senator KERRY. Well, what did this bank do? Did it do normal

banking?

Mr. RAHMAN . It did no normal banking at all .

Senator KERRY. No normal banking?

Mr. RAHMAN . None at all .

Senator KERRY. What did it do?

Mr. RAHMAN. It just absorbed and received moneys.

Senator KERRY. Where did the money come from ?

Mr. RAHMAN . From what would have been BCCI depositors.

Senator KERRY . Any other location?

Mr. RAHMAN. Well, quite a lot from the Middle East, some from

London , some from Cameroon .

Senator KERRY. In the form of deposits or capital investment?

Mr. RAHMAN . No, in the form of deposits.

Senator KERRY . Deposits ?

Mr. RAHMAN . In the form of deposits , yes .

Senator KERRY . Was this money laundering ?

Mr. RAHMAN. No. They were genuine deposits of high net worth
people, or institutions- Islamic banks.

Senator KERRY . Coming under what guise?

Mr. RAHMAN . I presume the clients would have felt that they

had put the moneywith the BCCI group, and so not really

Senator KERRY . So you were surprised to find that ICIC was in

fact engaged in banking on a competitive and parallel track to

BCCI itself. Is that accurate ?

Mr. RAHMAN . Yes, sir , but not only that , but the purpose and the

use of the money was so irregular that it wasn't even commercial
banking .

Senator KERRY . What was it?

Mr. RAHMAN . Out of the $550 or $600 million , maybe about $320

million had been given to the same shareholders, BCCI sharehold

ers , nominee shareholders, to buy BCCI shares . So effectively it was

insider trading and funding in the purchase of one's own shares.

Senator KERRY. Now, give us a sense of the outstanding shares

of the outstanding loans that you came cross in that investigation

of ICIC. What was the exposure?

Mr. RAHMAN . The total balance sheet was about $520 million .

The total advances was about $480 million .

Senator KERRY. Who were the advances to?
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Mr. RAHMAN . As I said, about $ 300 -odd million, $320 million was

for buying shares of BCCI. Over and above that, there were some

other loan including to Ghaith Pharaon, about $28 million , and

there were some loans to the hospital, to the IMC hospital project,

and so on and so forth .

Senator KERRY. So let's understand this . Now, you first find,

issue one, First American, and the loans outstanding that aren't

paid and the front people ?

Mr. RAHMAN. Yes.

Senator KERRY. The second thing you find is a second front oper

ation scam with a parallel bank?

Mr. RAHMAN . Yes.

Senator KERRY. $527 million outstanding ?

Mr. RAHMAN . Yes, sir.

Senator KERRY. Then there's a third amount of money from

BCCI itself, correct, in problem loans?

Mr. RAHMAN . That will come as the third item. Coming to the

second one, I had never seen the balance sheet of this bank.

Senator KERRY. Ever ?

Mr. RAHMAN . Ever. This is the first time I saw the balance sheet ,

and I was horrified to find that Price , Waterhouse had been audit

ing this bank like a regular audit, outside of BCCI audit, and they

had been certifying this bank year after year.

Senator KERRY. But never certifying it to you as the chief finan

cial officer of BCCI?

Mr. RAHMAN.Never certifying it to me because it's supposed to

be outside the BCCI group , so it never came to me. I had to force

them to give me this.

Senator KERRY. But you thought you were a shareholder of this

group ?

Mr. RAHMAN. I believed that.

Senator KERRY. Without shares?

Mr. RAHMAN. Without shares.

Senator KERRY. Without any paper?

Mr. RAHMAN . Without any paper.

Senator KERRY. Why would that be ? I mean, the obvious ques

tion , somebody is going to sit here and scratch their head andsay,

hey, wait a minute. Here is a guy who is intelligent, a CPA, finan

cial officer of a big bank working in a worldwide operation, major

dealings , and he is sitting there supposedly an owner of something

but he does not know anything about it .

And somebody is going to scratch their head and say it does not

fit. Now, I know you have an answer for that, but help us make it

fit, if it fits.

Mr. RAHMAN. If you first understand how we came as a group

from Pakistan . Effectively we were leaving our country. We were

going into a new domain.

Senator KERRY. Pull the microphone just a little closer to you .

Thank you.

Mr. RAHMAN. And none of us had international expertise at that

time. Abu Dhabi was the first sort of foreign country we were

coming to. The office, I have pictures of it, was tiny little offices.

And we are talking of a global bank and we are talking of share
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holding in this 2.5 million company, which did not have any oper

ation .

So I do not think anybody was excited aboutdocumenting it. And

we were believing in what Mr. Abedi was talking about as to the

future of the bank and us being shareholders of this bank. And we

left it . He would say that within 10years, Mr. Rahman, we will be

millionaires and then you will see . But ofcourse such figures never

cameto my mind in those days.

So I don't think any of us went out- I mean, the fact that trust

ees were quietly set up and I was not a member, and I did not even

get to know until later that I am not a trustee even, showed that

we weren't even thinking in those lines . We were genuinely out to

build a good bank - international bank.

Senator KERRY. And you trusted Mr. Abedi?

Mr. RAHMAN . And we trusted Mr. Naqvi and Mr. Abedi.

Senator KERRY. Now, you were about to describe the

Mr. RAHMAN . Yes . So, when I saw this for the first time, and I

have a copy of one sample accounts, and the auditors have certified

and signed this year after year - Price Waterhouse. And in the cer

tification, report of the audit , they've only mentioned customer de

posits consist of confidential accounts which are not conducted as

open accounts requiring periodic dispatch of statements. Further

more, because of company policy we have not been able to confirm

any deposit balances directly with the customers, and it was there

fore not possible for our examination of such accounts to extend

beyond the amounts recorded. In our opinion, except for the adjust

ment as above - 50 - so — the financial statements on page so and so

give a true and fair view of the state of affairs of International

Credit and Investment Co. overseas as of June 30, 1985.

I have never seen a certificate like this in my life. The first time

in 1990 I saw such a certificate like this. And this has been going

on for 5, 6 , 8 years, with Price Waterhouse signature.

The assets side is made up of false loans, share purchased loans.

So even the asset side is not logical .

So to me this was one of the biggest disaster that I came across,

and it really made up my mind that I should leave the bank be

cause it involved all my senior colleagues who were trusteesof the

company; involved the president, whom I respected; and Mr. Naqvi,I

whom I respected .

Senator KERRY. Did you in fact leave the bank then ?

Mr. RAHMAN . I went and met the directors and I told the direc

tors that I am duty bound to finish my job as chairman of this com

mittee and immediately after that I would leave.

Senator KERRY . You did leave?

Mr. RAHMAN. I left immediately after that.
Senator KERRY . How soon after that was it?

Mr. RAHMAN . Well, I finished the report and the accounts, of the

group came out in the third week of May into the market, and I

immediately wanted release and they wanted me to hand over - on

June 20 , they asked me to hand over. And they put notice period

on me, and I left on August 1 .

This was the second stream .

Senator KERRY . This is the second issue, I realize. We are going

to come to the third issue.
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Now, you raised this question about the accounting practice . You

had had a prior accountant involved with BCCI, Ernst & Young?

Mr. RAHMAN . Ernst & Young, yes .

Senator KERRY. Now , Ernst & Young quit at some point, did they
not?

Mr. RAHMAN . Ernst & Young quit after the Treasury disaster

which nearly closed the bank. And they insisted after that that

either they be given thewhole group or they'll resign .

Senator KERRY. Did that not send you a message? Here is a re

spected accounting firm that quits , that says we need to have the

whole bank?

Mr. RAHMAN . I think that the single audit company concept was

good.

Senator KERRY . But you chose the other company to do it .

Mr. RAHMAN . Yes . Mr. Abedi-I mean, my choice would certain

ly have been Ernst & Whinny. I was very, very disappointed with

Price Waterhouse and the level of their work in the treasury and

the casual manner that they lost over $400 million and walked

away from this problem. And I personally favored Ernst & Young

to be - become group auditors , including for Grand Cayman .

But Mr. Abedi insisted that it should be Price Waterhouse who

should take over all the whole world .

Senator KERRY. Now, with respect to the second issue that you

have just described , the ICIC bank-within-a-bank issue , which you

found very serious, of major consequence.

Mr. RAHMAN. Yes.

Senator KERRY. Is there any other fact which you think the com

mittee should know with respect to that?

Mr. RAHMAN . Well, the important thing was how does one sal

vage the situation . And our recommendation was that all the share

loans and all should be unwound by selling the shares to Sheik

Zayed or Sheik Kalifa, his family, and they should take over all of

these loans. And once they take over all these loans , then the de

positors should be paid back, whose ever it is, and the bank should

be closed.

Senator KERRY. Your theory was it was a way to try to save the
bank?

Mr.RAHMAN . Yes, sir .

Senator KERRY. But before that could be implemented, in point

of fact, the Bank of England moved and shut down . Correct?

Mr. RAHMAN. Not, sir. This was — I am talking of 1990. The Bank

of England shut down just now.

Senator KERRY. I am sorry. This is in 1990 you thought there was

a way out.

Mr. RAHMAN. Yes. I recommended—this is in April 1990 that I

was recommending this .

Senator KERRY. Let me just interrupt here for one point I meant

to make at the beginning of the hearing. And that is that Mr.

Rahman appears today with the full assent and understanding of

and cooperation of the Lord Chancellor . And I think there was a

little misunderstanding at the beginning of the hearing that some

how that Lord Chancellor had not desired or assented to that, and

I just wanted to correct that and make sure the record shows that
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he in fact assisted in permitting the order to be changed and that

is why he is here .

Now, 1990, you are aware of this major, massive catastrophe.

You have had one catastrophe in 1986 with $430 million down, all

the capital of the bank wiped out. Now you are back, and then in

1988 you have the drug problem . And in 1990 now you have the

second fraud that is facing you with another $500 million or so ex

posure. Correct ?

Mr. RAHMAN . Yes.

Senator KERRY. And it was your feeling that the bank could still
be saved .

Mr. RAHMAN . The two_these two issues, the CCAH issue and

this ICIC second bank, while illegal , irregular in many respect, but

it's not commercially unsavable in the sense that if you sell off

those shares and cash it in , then those cash could retrieve the posi

tion and you could pay back the depositors, retrieve the loan . So in

a way, commercially it could be saved .

Senator KERRY. But commercially we are simply not restricted to

the $500 million and to the question of $200 million under value in

the shares of loans that are nonperforming with respect to CCAH .

There is also a third issue here, correct, with millions of dollars

outstanding on those ? In fact, more than $1 billion .

Mr. RAHMAN . The third issue is one that which did maximum

commercial damage to the bank. And it was equally illegal and ir

regular. And that was that that — there was a major client of the

bank who had been with the bank from the early days of the bank,

and that was a shipping group called the Gokal family, G -o -k -a -l.

Gokal family. They hadbeen steadily increasing their internation

al business and shipping business. And there was a time when

there was an article on them in the Timemagazine that they had

become one of the biggest shipowners, shipping trading people, in

the world . So they were deemed very commercially good client, and

the bank earned a lot of money from them in the early days.

But their limit, which was hardly about $300 million had been

breached again and again until it was just over $400 million to a

single group.

But more importantly , what we found in this investigation is

that for the last 3 , 4 years, no doubt under the guidance of Mr.

Naqvi and with the knowledge of the credit people and the chief of

credit, a whole series of companies were taken - shell companies

were taken, and loans of $2 , $3 , $4 million

Senator KERRY . A whole series of shell companies. These are

fake companies.

Mr. RAHMAN. Well, you can buy — shell companies were regis

tered company, but youcan start operating under them.
Grand Cayman

Senator KERRY. But it is all accounting games, correct ?

Mr. RAHMAN . Yes. They are just namesake company, name com

panies .

Senator KERRY. A way to move money or hide it .

Mr. RAHMAN . Yes, you can use the name to move money, yes.

Senator KERRY. So large amounts, over 71 such companies had

been established or acquired - shell companies — and they had been

given loan after loan after loan . $3 , $4 , $2.5 million .
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With no ability to repay ? No documentation .

Mr. RAHMAN . Nothing which indicated

Senator KERRY. No background material. No collateral. None of

the normal standards of any kind of loan .

Mr. RAHMAN . The supposed explanation originally to the audi

tors was that there were various Asian clients who wanted to do

some shipping trading business with the help of Gokals unofficial

ly . So these are various Indian companies.

Senator KERRY. How much money do we have outstanding in

these various companies ?

Mr. RAHMAN. Just over $300 million .

Senator KERRY. $300 million . To whom?

Mr. RAHMAN. 71 companies.

Senator KERRY. $300 million to the 71 companies. But can you

break down the other money outstanding?

Mr. RAHMAN. So the result is that now the Gokal came forward

and accepted this because some of the monies went back to their

companies. So the result was that the Gokals' total exposure loan

became over $700 million .

So here the committee recommended an immediate provision of

$200 million , and this creation of a separate department of expert

shipping and trading people who would try to tackle the rest of the

$500 million in a phased manner because they were a well-known

corporation. And to try and scale it down, try to get other banks

involved and syndicate some of the loans and work out a policy

over 3 , 4 years .

But weknew that another $200, $300 million would go from this.

Senator KERRY. But when you add the Gokal shipping group

problem with the fake companies, and you add the outstanding

CCAH nonperforming loans and you add the money to Ghaith

Pharaon, and you add the money to Kamal Adham, you have over

$2 billion . Correct ?

Mr. RAHMAN . About $2 billion .

Senator KERRY. It has just sunk down a hole somewhere. Cor

rect ?

Mr. RAHMAN. Well, as I said , part of it , like the CCAH and First

America had underlying value, could be sold . Similarly , the share

loan $300, $400 million had value because those shares .could be

purchased by someone else . So I would say net losses would go to
about $ 1 to $1.5 billion .

Senator KERRY. Now you found that false companies had been es

tablished in the Grand Caymans, Panama, Uruguay, Yemen .
Mr. RAHMAN . Yes.

Senator KERRY . Anywhere else?

Mr. RAHMAN . That's about it, yes . And Kuwait.

Senator KERRY. And Kuwait. Do you know what this money was

used for ?

Mr. RAHMAN. Unless one had many weeks to look at the - each

transaction and each - because the money moved very quickly from

bank to bank, and once it goes to third bank, you don't know where

it goes from there . They won't give you the details .

Senator KERRY. So really, as you sit here now, you cannot tell us

where a lot of this money went?
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Mr. RAHMAN. Well, some of it went to the Gokal account. That is

why we traced them back to Gokals and Gokals accepted it. A few

of them went into other nonperforming accounts which we had

said was centralized in Grand Cayman,and obviously to try and

make look them more active, $ 1 or $3 million, things like that, but

not very large amounts.

Senator Kerry. What did you learn about Kifco of Kuwait ?

Mr. RAHMAN . Kifco of Kuwait, up to then, was only a small fi

nance company in which the bank had 49 percent, and the Kuwait

laws were deemed to be very strict in terms of secrecy, and there

fore a local Kuwaiti audit firm used to audit it and discuss the

findings with Price Waterhouse. Price Waterhouse did on several

occasions want to go directly but they were told no, the Kuwait

laws do not allow anon Kuwaiti company to operate.

Senator KERRY . Did you learn anything about its activities ?

Mr. RAHMAN . During this time, we asked the auditor again to

look through their statements and see if there any names which

appeared to be from companies not local or regional, and that's

when we found that another $40 , $50, or $60 million of this $300

million was in Kuwait.

Senator KERRY. Was just hidden in Kuwait?

Mr. RAHMAN. In Kuwait's book, yes .

Senator KERRY. What did you learn about Mohammed Ham

moud?

Mr. RAHMAN . Mohammed Hammoud, he was a medium -sized

businessman, and he seemed to be very close to some of our execu

tives . And he has been used obviously for taking loans and doing

things.

Senator KERRY. He has been used for taking loans? He was a

front man?

Mr. RAHMAN. He's definitely a front man.

Senator KERRY. And a flexible front man, moving from loan to

loan .

Mr. RAHMAN . Yes . Because he was of a smaller size , it is easier

to track him and

Senator KERRY. Is he the man who purchased sharesof CCAH?

Mr. RAHMAN . He was one of the people who's named as share

holder .

Senator KERRY. For First American?

Mr. RAHMAN . First American.

Senator KERRY. He purchased shares ?

Mr. RAHMAN . Yes.

Senator KERRY . Did he purchase those from Mr. Altman or Mr.

Clifford, do you know?

Mr. RAHMAN . I do not know that.

Senator KERRY. What did you learn about a company called Rub
stone?

Mr. RAHMAN. There were two companies, Mid-Gulf and Rub

stones, which were also on the list of people who received monies

for CCAH loans . Initially Hammoud was denying he had any

thing

Senator KERRY . Was Rubstone a Hammoud company?

Mr. RAHMAN. He was first denying but finally it was accepted

that both of them belonged to the Hammoud.
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Senator KERRY. Do you know what this company did?

Mr. RAHMAN. No, except that it had some loan for the CCHS.

Senator KERRY. It had loans from BCCI?

Mr. RAHMAN. From BCCI for CCAH.

Senator KERRY.But you never saw that until your investigation ?

You never knew this?

Mr. RAHMAN . No.

Senator KERRY. All right . Now, when you say that Rubstone had

outstanding loans from BCCI, did Rubstone also have shares or

some way of having ownership in First American?

Mr. RAHMAN. Well, the loan was shown to be for CCAH, for First

American shares.

Senator KERRY. So the loan to Rubstone was shown to be for

shares in First American?

Mr. RAHMAN . For shares in First America, yes .

Senator KERRY.The report show how many shares?

Mr. RAHMAN. No, it said that the amountwas 15 million and for

Mid -Gulf, 44 million .

Senator KERRY. Now, in the March 14 Price Waterhouse report

as well as in your investigation , did you come to learn something

about the gulfgroup ?

Mr. RAHMAN. The Gulf group is the same as the Gokal group .

Senator KERRY. That is the Gokal group?

Mr. RAHMAN. That is the Gokal .

Senator KERRY. So the shipping losses under the gulf group rep

resent the Gokal losses?

Mr. RAHMAN. The Gokal losses , yes .

Senator KERRY . Now, did regulators in other countries besides

the United States raise questions about BCCI's activities before you

departed from the bank?

Mr. RAHMAN. On some cases as I mentioned that there was a

case in Sudan and there was a case in Kenya and a case in India .

Senator KERRY. Wasn't there a problem in Liberia ?

Mr. RAHMAN. Also in Liberia , yes .

Senator KERRY. The problem there was black market foreign ex

change transactions?

Mr. RAHMAN. Same. I mean , practically in all of these countries

it was invariably the manager there doing some black marketing

in currencies.

Senator KERRY. So BCCI's reputation came from its managers in

these countries who were involved in black market operations?

Mr. RAHMAN. Whenever we inquired , invariably the country

manager concerned was either removed or sacked even, and they

would make out a case in there that the secondary market is fully

operational in the country and buying and selling is going on and

they've justbecome part of it.

Senator KERRY. There was also a problem in France. Correct?

Mr. RAHMAN. France one could be more filing of returns and

things. I don't know.

Senator KERRY. Deposit files were not maintained ? Credit files

were not maintained ? Reporting requirements were not met? Is

that correct ?

Mr. RAHMAN. We had a very senior Frenchman who took over

that operation.
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Senator KERRY. Well , that's not my question. My question is, is it

notcorrect that the requirements were not met?

Mr. RAHMAN. Yes.

Senator KERRY. The deposits requirements were not met? The

credit requirements were not met. Correct ?

Mr. RAHMAN . Yes .

Senator KERRY. So almost each country had its own set of bank

ing irregularities. Now, did you become aware of any of those in

the course of the auditing process or in the course of your own cer

tifications as financial officer?

Mr. RAHMAN . I mean, it happened — these things didn't happen

all at one time . It happened one year in one country, another year

in another country. It would not recur once it had been investigat

ed. So over the 18 years, we heard about seven or eight such cases

in different

Senator KERRY. Now, BCCI had a significant exposure from cen

tral banks of various countries, did it not ?

Mr. RAHMAN. Yes, sir.

Senator KERRY. It had $300 million to Nigeria ?

Mr. RAHMAN. Yes, sir .

Senator KERRY . $ 15 million to Sri Lanka?

Mr. RAHMAN. Yes, sir .

Senator KERRY . $ 10 million to the U.S.S.R. through the Bank of

Foreign Trade?

Mr.RAHMAN. Yes.

Senator KERRY. $50 million to State Bank of Poland ?

Mr. RAHMAN. Yes.

Senator KERRY . $ 15 million , National Bank of Hungary ?

Mr. RAHMAN . Yes.

Senator KERRY. $21.9 million , Central Bank of Syria.

Mr. RAHMAN. Yes.

Senator KERRY. $25 million , Central of Trinidad ? $26.4 million to

the Government of Cameroon . $3 million , Bank of Cuba. $11.8 mil

lion, Bank of Iraq .$ 8.5 million , Mexico. $ 30 million, Philippines.
$20 million to the Sudan. $27.8 million to Zambia. $1.5 million to

Bank of Sierra Leone. Is that accurate to your memory?

Mr. RAHMAN. Yes, yes. As far as mymemory.

Senator KERRY . What was the significance of that ?

Mr. RAHMAN. A bank which was active in international trade

would invariably find some cross -country exposure arising out of

their trade activity . And in many of those amounts, they are the

result of trade activity. In one or two cases like in Philippines or in

Nigeria, the amounts were specifically given as advance against

future oil exports or future exports as a syndication loan to those

countries .

Senator KERRY. Was it Mr. Abedi who directly dealt with the

heads of these governments or the heads of these banks in securing

these deposits ?

Mr. RAHMAN . Not in all cases . If they arose out of commercial

activity , Mr. Abedi would not be involved . In the Nigeria case, yes,

because it was a very large single country fund allocation . It went

to him , and it was approved by him .

But each of these cases go through the normal credit approval

process, and the credit division is supposed to have an updated reg
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ister of defaults of those countries to see how much risk can be

taken for each country and has to approve these limits.

Senator KERRY. Now , with respect to the- we are getting near

the end here and I just want to try to tie up some loose ends if we

can.

With respect to weapons trade, weapons were a commodity, were

they not ?

Mr. RAHMAN . Yes. As far as the letters of credit opened on any

goods, the commodity would have to be spelled out on the letter of

credit. So in the process of doing $ 18 billion worth of trade - I

mean, I have not seen L.C's, but I presume it has all types of com

modities from food and medicine, perhaps to arms also. But if it is

through the letter of credit process, it would be a transaction which
is a - officially they call it aL.C. transaction .

Senator KERRY. Did you know specifically, personally, about any

arms transactions ?

Mr. RAHMAN. No, sir .

Senator KERRY. None?

Mr. RAHMAN . None.

Senator KERRY. Does it surprise you now that you are reading in

the newspaper about BCCI's link to certain arms transactions?

Mr. RAHMAN. Not really. I mean, not having seen the underlying

composition of $ 18 billion . I mean, if - how many billion is being

talked about, I don't know, but I suppose some of it could be for

armament transactions also.

Senator KERRY. With respect to the lawyers who handled the

plea bargain in Florida and who handled the drug case , how much

were thelawyers paid over that 2 -year period ?

Mr. RAHMAN. Our total bill was between $35 and $40 million , if I
recall right.

Senator KERRY . For 2 years of lawyering for a drug case?
Mr. RAHMAN. Yes.

Senator KERRY. $40 million?

Mr. RAHMAN . Yes.

Senator KERRY. The CIA has disclosed that it has used the BCCI

fairly extensively and was gathering information . Was this use of

the bank by an intelligence agency of either this country or any

other country known to you during the time you were there?

Mr. RAHMAN. No, sir .

Senator KERRY. Nobody ever disclosed that fact to you? You had

no knowledge of any dealings with any intelligence agencies of any

countries, or personnel?

Mr. RAHMAN . No. Nor in any Price Waterhouse report I've seen

anything.

Senator KERRY. What can you tell us about the modus operandi

of the bank with respect to the courting of public people and the

way in which it sought favor in various countries?

Mr. RAHMAN . As far as the Third World countries are concerned,

the fact that BCCI represented a Third World bank with extensive

network and was successful in their eyes , it was in any case a very

good door opener, and Mr. Abedi and Mr. Naqvi, anybody who

went was well received.

Senator KERRY. Who were the principal ambassadors, if you will ,
of this bank?
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Mr. RAHMAN. I think Mr. Abedi and Mr. Naqvi were the princi

pal ambassadors. At regional level , perhaps the general managers
in the regions.

Senator KERRY. Did they deal almost exclusively in that effort to

open those doors ?

Mr. RAHMAN . At the highest level, Mr. Abedi did bulk of this,

more than Mr. Naqvi even .

Senator KERRY. Do you know whatkinds of efforts the bank en

gaged in any particular country in order to make doors open ?

Mr. RAHMAN . Well, obviously where it was Third World, it was

easy enough to sell it as a Third World bank which had global net

work which could help the country .

Also one of the things that Mr. Abedi and the bank started very

early is that — he used to say that unless there is a moral balance

sheet, then you can't support a material balance sheet. On that

plea, we had started a lotof social work, foundation work, charita

ble work, in many Third World countries. And between these two,

it was quite easy for him to open doors in most Third World coun

tries .

When it came to the European -American situation , I think he

contacted some influential people, ex -politicians and things, and no

doubt used this as a vehicle to enter into these countries.

Senator KERRY. Could you speak up a little bit into the mike

there? It is hard to hear your sentences.

Mr. RAHMAN. Yes. I said that as far as European -American situa

tion is concerned, where it wasn't the Third World image that

helped, at that stage he did use important influential people as a

vehicle to get to know

Senator KERRY. Well, can you be a little more specific, for in

stance?

Mr. RAHMAN. Well, through the Third World Foundation and

South Magazine and Third World Prize, et cetera, and Carter

Foundation and Global 2000 Foundation , there was - various vehi

cles were there through which he could get important ex -govern

ment people, political people, associated . All the away around the

world from the Far East all the way through Middle East and into

Europe. And these are important names and—in all these coun

tries .

Senator KERRY. Mr. Rahman, did the bank make payoffs?

Mr. RAHMAN. Well, I am reading a lot about that and definitely

if ICIC bank was there, then funds must have been available to

make payments also - out of the books.

Senator KERRY. But you are making a presumption there. This is

a question which deserves

Mr. RAHMAN. I wouldn't say anything else, but I've read
since

Senator Kerry . You have no personal knowledge?

Mr. Rahman. I have no personal knowledge.

Senator KERRY. None whatsoever ?

Mr. RAHMAN. The only thing that came through inquiries and

others was where in various banks which we established as joint

ventures, some of the local shareholders were given loans to buy
the shares.
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Senator KERRY. Local shareholders were given loans in order to
buy the shares ?

Mr. RAHMAN. Yes. For their part of the local shares. Yes.

Senator KERRY. And you viewed that - it was viewed as bank

policy as a way of doing what?

Mr. RAHMAN. Well, it first of all, in most cases, the local coun

terpart shareholders were fairly good big businessmen and influen

tial people. Sometimes they had to subscribe. They couldn't sub

scribe for the full amount, so some loans were given to these

people.

Senator KERRY. Were the loans serviced ?

Mr. RAHMAN . Sometimes from dividends, et cetera, if the bank

did well. Otherwise it it wasn't serviced .

Senator KERRY. Often not?

Mr.RAHMAN . Often not .

Senator KERRY. By and large not?

Mr. RAHMAN . There were about four, five such cases I have seen

in the course of the investigation . So I would say 50/50.

Senator KERRY. 50/50. So in effect, those loans were gifts and

they were just a way of incurring favor ?

Mr. RAHMAN . Also to have the right shareholders associated in

the local countries.

Senator KERRY. Because that helped the bank to establish itself

in the community. By having the right shareholders and the right

people, the bank got a foothold of decency in the community . Is

that correct ?

Mr. RAHMAN. And got good business and all that.

Senator KERRY. And got good business as a result .

Mr. RAHMAN . Yes.

Senator KERRY. And maybe even some protection against scruti

ny because good people were involved .

Mr. RAHMAN . Perhaps.

Senator KERRY. Was that talked about?

Mr. RAHMAN . Not in that context. I mean, more in a commercial

sense it was useful.

Senator KERRY. So it was conscious.

Mr. RAHMAN . It was conscious.

Senator KERRY. It was conscious.

Mr. RAHMAN . Yes.

Senator KERRY. Now, is there an effort still underway to limit

public investigation of this scandal?

Mr. RAHMAN. As I explained, our report is very comprehensive.

It names the amounts, people, where, how , and it obviously, by con

notation, names that head of credit, head of inspection ; Mr. Naqvi

and others were named; the trustees; some board members because

Price Waterhouse mentioned to me that they had also informed

the board members about 2 years ago some of these events and

about the bank within the bank.

Senator KERRY. But nothing happened when that happened, did

it ?

Mr. RAHMAN . But nothing happened. And on the contrary, what

surprised me was that the peoplewho were released from the bank

after my April report were, if at all , the better executives from

India, from other countries. And the core group who were named
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in our report — I had suspended three of them — they were reinstat

ed . Plus all the others continued to be in key positions. And

Senator KERRY. So people who played by thegame, played by the

rules and kept quiet were rewarded , and people who seemed not to

be were threatened?

Mr. RAHMAN. Yes. And they were released very promptly. And

not only that, they were not even compensated properly.

Senator KERRY. Do you know whether or not documents have

been destroyed?

Mr. RAHMAN. Again , I read in thepapers about it. I don't know .

Senator KERRY . Do you personally know whether documents
have been destroyed ?

Mr. RAHMAN. No.

Senator KERRY. You do not know?

Mr. RAHMAN . I don't know. Right .

Senator KERRY. What was the relationship of BCCI to South

Magazine and the Third World Quarterly ?

Mr. RAHMAN . As a part of the globalization of BCCI and the

Third World image, Mr. Abedi had wanted a media line and a

Third World Foundation -type of situation . So he called upon an ex

government official from Pakistan , Mr. Gauher, G -a - u -h -e -r,

Gauher, Altaf, A - l-t - a - f, who was an ex -Minister of Information in

the government of General Ayub Khan. And he joined Mr. Abedi

in trying to set up a magazine called the South Magazine, and the

Third Worid Journal, and also he arranged some of the Third

World conferences and so it was no doubta tremendous publicity

for the bank and enhanced the image of the bank. They were

funded from the 30 percent shares that went to ICIC Holdings,
which was the foundation .

On this aspect, I don't know if we have touched on it, but the 30

percent thatwent to ICIC came from Bank America shares in 1980.

And soon after that it was split into three parts by the trustees.

Senator KERRY. The bank bought back Bank of America shares.
Correct ?

Mr. RAHMAN . The ICIC Holding, which was the holding company

of the staff.

Senator KERRY. Paid for that .

Mr. RAHMAN . Yes. They were paid and they acquired that 30 per

cent . And part of the loan for buying this was shown up in the

ICIC insider bank. So part ofthe loan was also to ICIC foundation.

Senator KERRY. Now with respect to the findings of your

report - and I have just a few more questions . With respect to the

findings of your report, were interest payments made in a timely

fashion on the loans for the shareholders of First American?

Mr. RAHMAN. No.

Senator KERRY. They were not?

Mr. RAHMAN. No.

Senator KERRY. Were they ever paid ?

Mr. RAHMAN. Maybe in the early days . I did not go far back

enough to find out .

Senator KERRY . Do you have any knowledge about allegations

that Pakistani President Khan's son-in -law was arrested in New

York on a BCCI-related drug charge, later released on diplomatic

immunity? Do you know about that?
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Mr. RAHMAN. No, sir.

Senator KERRY .You have no knowledge at all?

Mr. RAHMAN . No.

Senator KERRY. And is the President of Pakistan the President of

the BCCI Foundation or was he?

Mr. RAHMAN . He was at one time .

Senator KERRY. He was ? During what period of time?
Mr. RAHMAN. I think 6 or 7 years ago.

Senator KERRY. For 6 or 7 years, or

Mr. RAHMAN . In the early days.

Senator KERRY. In the early days. Can you be more precise than

that?

Mr. RAHMAN. I do not know. Because the Foundation , the Paki

stan Foundation must be now about 15 years old . So I do not know

which period he was

Senator KERRY. Now, let me ask you just a sort of few general

questions, if I can . Here you are, you do not have a job . You have

invested a significant portion of your life in this bank . And you

find yourselfin the middle of this hurley burley — obviously diffi

cult.

What is your sense, at this point, of this road you have travelled,

and of where you are now?

Mr. RAHMAN . I have always believed that if you stay close

enough to the truth, and if you stay close enough, then there will

be an answer somewhere.

In a personal sense, my family and I have suffered . I just do not

know where we will be month -to -month from now. I started a small

trading company. First I joined a bank, Meridian Bank for one

year, and then I was released from that, also under pressure.

Senator KERRY. But you have appeared voluntarily before Mr.

Morgenthau ?

Mr. RAHMAN. Yes, I did .

Senator KERRY. You appeared before the grand jury voluntarily?

Mr. RAHMAN. Yes.

Senator KERRY. And you are prepared to cooperate with the

United States officials, are you not?

Mr. RAHMAN. Yes, sir .

Senator KERRY. So you have really put yourself at the mercy of

people's judgment and of the facts. Is that correct?

Mr. RAHMAN. Yes.

Senator KERRY. Now, how do you feel about Mr. Abedi at this

point?

Mr. RAHMAN . No comments. I do not want to think about him

anymore. He has destroyed many lives. And it shocks me to think

that 14,000 people's lives , employees of different, 83 nationalities

are destroyed; 1 million-plus customers' lives have been destroyed .

So I feel that it is very sad . And if anything can be done to salvage
it , I should do that .

Senator KERRY. This bank, as you know, has come to be known

as bank of crooks and criminals. You have obviously now uncov

ered extraordinary fraud. You have seen it involved in drugs .

There are allegations of kickbacks, and payoffs in various coun

tries. Some countries are in great turmoil over their foreign re

serve money that has been lost.
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Who was enriched here? Where did this money go?

Mr. Rahman. Other than Mr. Abedi, Mr. Naqvi, some trustees,

some directors, I do not know where it could have gone. But cer

tainly it was not widely scattered . And while the figures are shock

ing, and I can see people not in banking confused with such large

figures. ButI assure you that when you see the list of the names

that Price Waterhouse has named, we have named , and the list of

the clients Price Waterhouse has named, and we have named , it is

nowhere near the level that requires destroying a global organiza

tion of 14,000 , or 1.3 million customers lives. It is nowhere near it.

And somehow, if this is consolidated , and the facts are put cor

rectly around these people, then you will find a limited bit, it was

at the very top . And at the very top you do not need many people.

But I personally feel that one of the reasons I volunteered, in all

these places-- I have been asked this by the Fed , I have been asked

this by Morgenthau, and I have said this is that somebody has to

do this. Somebody has to come forward and get the facts .

There is a great deal of speculation . I know the press interest in

drugs. I know the press interest in anything which sounds nasty.

But there is a whole, big bank working out there . And thousands of

good people who are working there from different nationalities,
also .

Pakistanis were hardly 200 people out of 14,000. And out of the

Pakistanis, there are 20 names over there, all Pakistanis unfortu

nately . And the clients are all the same clients . The same 15

names you hear about 20 times. What does that prove? I do not

think it proves anything except that if anybody could salvage it, if

anybody could isolate these problems thenone should.

Senator KERRY. Well, we have heard sums of money that have

been lost, significantly in excess of the several billions that you

have outlined here today . Now you admit by your own statement

that you only focused on three areas, correct ?

Mr. RAHMAN . Yes.

Senator KERRY. You focused on ICIC. You focused on the Gulf

Group, shipping group, and you focused on the first American out

standing

But beyond that, there is the potential , obviously, that people

have learned of other losses, correct ? Or that there were other ac

tivities?

Mr. RAHMAN . I have been out of touch for more than a year - s0

unless I see the latest situation . But my reading was that all these

individual countries were getting so many levels of audit: both the

local audit , the regional audit, the central audit, the Price Water

house audit, the regulatory audit — that I cannot visualize — and

most of them were in local currency operation anyway - about 50 ,

55 of them never saw any hard currency. So those cannot be
touched. You will again come back to a few countries, and a few
locations .

Now the amounts we have listed are primarily Grand Cayman

oriented. Primarily , either they are in Grand Cayman books, or

they were emanated from Grand Cayman. You take the situation

of UK. They had a $4 billion balance sheet, for which only 40 per

cent was inadvances; 60 percent was liquid.

Senator KERRY. 60 percent was liquid?
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Mr. RAHMAN . It was liquid funds, and they closed the whole

bank . It is unbelievable that the Bank of England should—

Senator KERRY. But did they not close the bank because of the

fraud ? I mean this was not a decision based exclusively on liquidi

ty , et cetera .

Mr. RAAMAN. Sir, I think that in banking terms, you close the

people. You do not close the bank.

Senator KERRY. Well, this is the judgment, obviously , which

people are going to have to take a lookat.

Mr. RAHMAN . It will come out that even in UK, you will have

the same people, the same names coming up again . And not the

2,500 people who work there, or the 300,000 clients who have suf

fered over there.

Senator KERRY. Let me go back to one thing that you raised ear

lier that may have piqued some people's curiosity.

Back in 1990, when you discovered these problems, you men

tioned to me that a number of large investment houses were con

tacted regarding the sale of First American shares . Is that accu

rate ?

Mr. RAHMAN. Well , Goldman-Sachs was supposed to try and

locate a potential buyer.

Senator KERRY. A potential buyer for ?

Mr. RAHMAN. First American .

Senator KERRY. First American — so they were supposed to find a

buyer for a bank owned by a foreign bank , selling the American

bank which was not legally held at the time, or legally owned by

the foreign bank. Is that correct ?

Mr. RAHMAN. Yes.

Senator KERRY. Did they know that? Were they notified of that ?

Mr. RAHMAN . I think they were asked on behalf of the sharehold

ers .

Senator KERRY. Well, were they told that?

Mr. RAHMAN. No, I think that they were told that it is on behalf

of Kamal Adham and other shareholders.

Senator KERRY. That they simply want to sell some shares ?

Mr. RAHMAN . Sell , I think maybe sell some shares . I do not know

whether the whole bank or some shares .

Senator KERRY. So you do not know what the story is with re
spect to that?

Mr. RAHMAN. But that is what was informed to the committed.

Senator KERRY. Did BCCI entertain lavishly? Did it spend a lot of

money ?

Mr. RAHMAN . I would say that considering the size of its oper

ation, it was earning close to $3 billion .

Its expenditure on entertainment was quite small, I should say.

Senator KERRY. It had aircraft, correct?

Mr. RAHMAN. Yes. That was for Mr. Abedi's own use .

Senator KERRY. One aircraft ?

Mr. RAHMAN. One aircraft, yes .

Senator KERRY. And what was that aircraft used for ?

Mr. RAHMAN . Mr. Abedi used to travel extensively. He needed it .

Senator KERRY. And did he use that aircraft to take major public

peopleplaces ?

Mr. RAHMAN . Yes, sometimes .
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Senator KERRY. With respect to - let me just ask this question.

Your wife has been sitting very, very patiently here and putting

up with all this . I don't want to put her on the spot at all, but she's

been part of this .

If she wants to say anything, I want to afford her the opportuni

ty . (Pause)

Senator KERRY . No. OK, fine .

Well, Mr. Rahman , let me say this to you .

First of all , we're very appreciative of your being here. There are

questions yet unanswered. There are questions that are going to

remain unanswered in this for some period of time. But clearly

your willingness to come forward has been very, very helpful. And

I know that other authorities are extremely appreciative of the fact

that you have been willing to cooperate and that you are willing to

cooperate.

We're interested , as I hope you've been able to tell today, in get

ting the facts out on the table. And, clearly, some of the facts, as

you've described them, don't jibe completely with all of the public

accounting and some of the hyperboleand so forth . But I think it's

a pretty straightforward indictment of a process of fraud .

Clearly this bank was engaged in a massive fraud, and part of

the fraud was on its own employees. I think that's relatively clear.

We still have a lot to learn , and I draw no conclusions about

ownership issues and transfers of things until a lot more facts are

on thetable with respect to those things.

Mr. RAHMAN. I wanted to add, when you mentioned fraud on the

people, on the staff, I want to place on the record that the restruc

turing proposition we made in April wasvery precise in terms of

how to deal with CCAH, how to deal with the ICIC bank, how to

deal with Gokals . But the actions since then don't seem to jell in

the sense that we do not ever hear what happened to the ICIC

shares . They were holding large chunks of the bank. But no people,

nobody has asked who owns them. Why has nobody raised any

question about their rights .

This is an area which remains unanswered, and I think that

somebody should look to find out what happened to those shares.

Senator KERRY. You mean who owns the shares of ICIC ?

Mr. RAHMAN. Why 77 percent is talked of every morning, noon ,

and night, and why not the 23 percent.

Senator KERRY . Which 23 percent ?

Mr. Rahman . I mean , out of the 100 percent of the group.

Senator KERRY. And that 23 percent is unaccountedfor ?

Mr. RAHMAN . Well, at least 12 percent of that belongs to the

staff and to the people .

Senator KERRY . Is there any record of that?

Mr. RAHMAN. Yes .

Senator KERRY . You, yourself, said you don't have any shares.

Mr. RAHMAN . No. But the filing that was going on as late as

April , 1990, indicated that ICIC owned about 11 to 12 percent, even

in those days . And the 7.5 percent that was sold for $150 million

should have been reinstated , because they got no value for it.

Senator KERRY . Well, I'm sure that's going to be something

which is going to be the subject of considerable inquiry and possi
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bly even court action . It's an issue worth pursuing and we will cer

tainly try to do that as we proceed from here.

Again , Mr. Rahman , I want to thank you. I know that you've

been uncomfortable throughout these past weeks and this process.

I'm going to leave the record open because there may be some

issues thatwe will want to submit to you still in writing in order to

complete some questioning that we began today or to tie up some

loose ends. I would obviously appreciate your continued cooperation

with respect to that possibility .

Mr. Rahman, I forgot something. This is an important area of in

quiry and I'm sorry, but I didn't mean to leave it for last . I'm

searching for something here, so we will reconvene for a moment.

Let me just ask you with respect to the question ofGhaith Phar

aon and CenTrust and the ownership of CenTrust, did you discover

at some point in the course of your inquiry a BCCI relationship to

CenTrust?

Mr. RAHMAN. No, sir . It didn't come up in the Price Waterhouse

report.

Senator KERRY. Has it come up since then?

Mr. RAHMAN. Only in the context that the loans that are given

include some loans for CenTrust.

Senator KERRY. The loans that were given to whom?

Mr. RAHMAN. To Ghaith Pharaon .

Senator KERRY. All right . So loans were made from BCCI to

Ghaith Pharaon , and those were presumably for what?

Mr. RAHMAN. They were for his business. They were for Inde

pendence Bank. They were for CenTrust . So these were items that

were shown as security.

Senator KERRY. Did you know that before the Price Waterhouse

report of 1990?

Mr. RAHMAN . No. Only in this report I saw it .

Senator KERRY. So there's no recordation within BCCI itself of

any kind of ownership interest of CenTrust?

Mr. RAHMAN . No, sir .

The Credit Division should go through the process of application

and, if at all , they would have any details.

Senator KERRY. Now have you been able to learn anything as a

consequence of the records you've looked at subsequently that shed

any light on a relationship between BCCI and CenTrust ?

Mr. RAHMAN . Not in the papers . There are very few papers of

Ghaith Pharaon in the file which we saw.

Senator KERRY. So there's nothing that you can say that

Mr. RAHMAN. Very few . Even letters, authorization letters , and

all were not there in many cases.

Senator KERRY. And those loans you're talking about were di

rectly to Ghaith Pharaon, and he undertook whatever he under

took

Mr. RAHMAN . Yes.

Senator KERRY. But was he formally representing BCCI in that

capacity ?

Mr. RAHMAN . I don't know .

Senator KERRY. You don't know the answer to that.

What was his official link to BCCI?
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Mr. RAHMAN. He had become very close to BCCI. I think Mr.

Abedi and Mr. Naqvi was meeting him quite regularly.

Senator KERRY. Was he an officer ?

Mr. RAHMAN . No.

Senator KERRY. A shareholder?

Mr. RAHMAN.He used to be a shareholder, and then he offloaded

some shares to his own brother, and some shares were transferred

to his brother.

Senator KERRY . Was he a trustee?

Mr. Rahman . No, he was not.

Senator KERRY. A director ?

Mr. RAHMAN. No.

Senator KERRY. No formal relationship that you knew of ?

Mr. RAHMAN . No, just a business relationship .

Senator KERRY. Just a business one. Loans.

Mr. RAHMAN. Loans, yes.

Senator KERRY. All right .

Thank you.

We stand adjourned.

[Whereupon , at 3:19 p.m. , the subcommittee adjourned, to recon

vene at 10:03 a.m. , October 18, 1991.]
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NARCOTICS AND FOREIGN POLICY

IMPLICATIONS OF THE BCCI AFFAIR

FRIDAY, OCTOBER 18, 1991

U.S. SENATE,

SUBCOMMITTEE ON TERRORISM , NARCOTICS, AND

INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.

Thesubcommittee met, pursuant to subpoena, at 10:03 a.m., in

room SD - 419, Dirksen Senate Office Building, Hon. John F. Kerry

(chairman of the subcommittee ) presiding.

Senators Present: Kerry, Simon, Brown , Hatch , Wofford, and Jef
fords.

Senator KERRY. This hearing of the Subcommittee on Terrorism ,

Narcotics, and International Operations of the Foreign Relations

Committee will come to order .

Today we begin the fifth day of hearings in this subcommittee on

BCCI, the bank, and the BCCI scandal.

We are looking at the implications of this bank's dealings on

U.S. foreign policy; we are looking at its implications with respect

to the war on drugs; and also the role of foreigners in our domestic,

financial system .

This is the beginning, today, of a series of hearings over the

course of the next week. Next week we will be hearing from a long

time insider in BCCI, one of the major, financial officers of the

bank , who will be — for the first time - telling publicly his knowl

edge of exactly what happened with respect to the many involve

ments of the bank here inthis country.

In addition , we will hear from Mr. Bert Lance, with respect to

the National Bank of Georgia, and early introductions of Mr. Abedi

and BCCI in this country . And then on Thursday, we will have

Messrs. Clark Clifford and Altman appear before the committee, in

order toanswer questions with respect to this matter .

And finally, on Friday — time permitting, if we do not spill-over

and need a second day with Mr. Altman and Mr. Clifford — we will

have the CIA before the committee to talk about CIA involvement

and knowledge with respect to this bank, and possibly the State

Department.

Today we are going to look at a case study, if you will , on a par

ticular branch's direct involvement in criminal activity. A lot of

people have heard, over the course of the last months, about BCCI's

cultural criminal activity, or the culture of criminal activity, as it
has been referred to.

( 1 )
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There have been many oblique references to arms dealings , to

smuggling, and to other activities . But no one has really described

what that was, or how it happened . Today we are going to do just

that . Today we are going to reallyopen the window on a particular

case of smuggling, and arms dealing, and learn something about

how BCCI contributed to that .

Today is really a case study in the way in which a bank — a sup

posed upstanding, and important member of any community - can

be an importantpart of the conspiracy that rips at the fabric of our
values and those laws.

Today we are going to have testimony about a specific case in

volving a Jordanian arms dealer by the name of Munther Bilbeisi

who, as you will learn , it will be alleged , used BCCI to carry out

covert weapons deals, the bribery of foreign officials, commodities

fraud, and tax evasion in the United States and elsewhere .

The case raises , regrettably , further questions about the handling

of these matters by United States law enforcement agencies . Mr.

Bilbeisi's banker was a man named Amjan Awan, who was deposed

by this committee in 1988 , and who was Manuel Noriega's personal

banker at BCCI.

In previous hearings, witnesses testified before this subcommittee

about how various U.S. officials and agencies fought to keep Norie

ga's drug dealing secret, and to prevent his exposure because of

concerns that it would embarrass our Government. The fact that

Amjan Awan and BCCI were simultaneously personal bankers to

both Noriega and Bilbeisi , may also be a coincidence. But it is also

possible , and it raises the question , that U.S. Government agencies

may not have been able to address the issues raised by the infor

mation that they did have on Bilbeisi and BCCI because of the Nor

iega connection.

Before we begin, I just want to caution the witnesses , as I have

prior to their coming here, that we want facts, not surmise; and

that we are going to document with the admission of a significant

volume of documents the assertions that are being put forward

here today.

One final comment. This committee has, on occasion , been criti

cized, supposedly for chasing goblins, or for looking at strange and

nefarious types that people did not take seriously.

I can remember back in 1986 when we issued our first report in

which we pointed the finger at the private aid network to the Con

tras, and talked about the drug-running and gun smuggling that

manypeople were very quick to dismiss our witnesses because they

were felons, and because they were drug runners.

I am quick to point out today that those very people are the prin

cipal witnesses that our own Government is paying significant

sums to and using as their witnesses in a number of major drug

cases in this country, not the least of which is the prosecution of
General Noriega .

I finally would point out that a number of those people that we

had then asked questions of, and were pursuing , are the very

people who have pled guilty in recent days because they lied to this

committee, as our inquiry was ongoing . And I am referring, obvi

ously , to Mr. Alan Fiers, to Clair George, and to Elliott Abrams for

1
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whom specific counts of their indictments are lying to this commit

tee .

I say that not with any pleasure or glee, but because I think that

it is important that this committee's record of correctness be set

out andbe understood.

Before we turn to the witnesses, I might also point out that

Lloyd's of London, and the gentlemen in front of us who are en

gaged by Lloyd's of London to pursue insurance fraud, which is

what led them to their understanding of the BCCI involvement, ex

pended some $6 million and major staff personnel in order to

pursue one element of one branch's involvement in BCCI.

This committee was criticized for expending some $ 200,000 with

only two personnel, over a 3 -year period, to pursue the entire BCCI

investigation. Senator Brown.

Senator BROWN. Thank you , Mr. Chairman .

I think it is appropriate to note here that you have played the

leading role in bringing this issue to the forefront. And I, personal

ly, am very appreciative of the leadership you have provided in
that area.

The simple fact is that we have long recognized that matters of

war and peace have an international flavor to them. Since World

War II , the world has begun to recognize, in a very broad way, that

we live in an international market, versus a local market or a na

tional market . And that has dramatically impacted our statutes ,

both in business, with business regulation , as well as trade matters.

Taxes have clearly been impacted by an adjustment to an interna

tional and a world market. In health matters, and a variety of

other things, we have slowly begun to recognize, in the last 4 dec

ades, what an international village it is that we live in , and tried to

adjust our laws to accommodate that.

One area, though, that we are woefully behind the times, is in

recognizing that crime has gone international. I do not mean that

it has notbeen discussed , or thought about. But the simple fact is

we have never recognized it from a legislative point of view , the

way it is necessary to approach it.

The current cases involve an excellent example. The simple fact

is that while criminal activities are illegal in each country, that

there is a woeful lack of mechanism of recognizing how crime can

operate on an international basis , and thus circumvent national

laws.

I think what we have is an excellent example or a tragic exam

ple, perhaps I should say — of how these loopholes allowed an inter

national, criminal conspiracy to be fostered and developed. It is

quite clear that this Nation has not developed the kind of statutes

we need to, to deal with this international , criminal problem .

This is an example where banking practices become an integral

part of a criminal conspiracy. And while we have beenenthusiastic

as a Nation about regulating banks — perhaps even too much in

some areas — this is an area that simply has been neglected .

And Mr. Chairman , I believe that the important hearings that

you have brought forward will lead to significant new, legislation

that will attempt to deal with international, criminal conspiracies,

and will reach outin a wide variety of areasthat will impact U.S.

statutes - specifically with regard to banks. But I suspect, in addi
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tion , we will have to be looking at international mechanisms to

make sure that the U.S. laws can be enforced . And I suspect our

trading partners will have similar concerns.

So I see the hearings today as having a major impact, not only in

exposing criminal practices, but a major impact in developing new

legislation that can deal with these practices.

Senator KERRY. Senator Brown, thank you very much .

Let me just say , for myself, I appreciate your bipartisan , and

deep commitment to getting at this, and your help in doing so.

I think we are , indeed, going to be able to produce some legisla

tion on this. And I think there are a number of areas where we

began a few years ago, in trying to get currency transaction reports

from off-shore banks, because of the huge loophole that existed.

Many Americans do not realize it, but American banks are re

quired to keep transaction reports on any cash transaction of

$ 10,000 or over. But the minute that American bank opens a

branch off-shore, it no longer is required to provide those reports,

nor is anyforeign bank, off-shore, required todo so .

So we have created an incentive to move cash transactions

through these off-shore accounts. And in an age where we are liter

ally transferring, on a daily basis , trillions of dollars through the

international banking system by electronic wire, people have a

huge menu in front of them for ways to avoid accountability. The

system is way behind, as you have said , way behind, in creating ac

countability in that, and really has become an aid — a boon , if you

will — to criminal activity.

I think it is absolutely vital that the G-7, at least , and perhaps

the G- 15 stop talking about this , as they have been , and really try

to do something about it with international agreements on how to

monitor this kind of activity .

Senator SIMON . Thank you.

Unfortunately, I am going to have to be here just briefly. But I

have read your statements, and I should not be reading from them

in advance, but you say it is our conclusion that what worked well

with coffee, might just as well have worked with cocaine or other

illegal drugs.

And thesecond thing, the failure of the Justice Department to

respond and this is not just something that happens with this ad

ministration , or Republican administrations . It is a bipartisan

thing that happens too often . I think there has to be some mecha

nism created - maybe it is an ombudsman in the executive

branch - when we are talking about laws, where people, whether it

is your department, or HHS, or anyone else, have where an agency

fails to respond to something that is essential , some place else to
turn .

Andmaybe it is simply that people have to turn to us. I am not

sure . But clearly , we have to just not look at what has happened .

We have to say how can we improve the process? Let me just add

my appreciation of your work and your leadership, Mr. Chairman.

And let me add-if I may get Senator Brown's attention here for 1

minute – let me just add my appreciation also for Senator Brown,

not only is he working in a bipartisan way here, he has been a real

legislator. I serve on another committee with him . And I appreciate
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your willingness to dig in on these things, and do a job that needs

to be done.

Senator Brown. Well, I have merely been trained by the Senator

from Illinois.

Senator SIMON . You are kind.

Thank you, Mr. Chairman , and I apologize.

Senator KERRY. Thank you very much, Senator.

Gentlemen, we welcome you here today, and appreciate very

much your coming.

I would like to ask both of you if you would stand to be sworn?

Would you raise your right hand, please ? Do you swear to tell the

truth, the whole truth, and nothing but the truth, so help you,

God ?

The WITNESSES. I do .

Senator KERRY. If you would each state your name for the

record , and then identify yourselves, and proceed with your open

ing statement.

>

STATEMENT OF JAMES F. DOUGHERTY, II , ATTORNEY AT LAW,

MIAMI BEACH, FL; ACCOMPANIED BY VICENTE VALLS, ESQ. ,

AND RICHARD A. LEHRMAN, ESQ .

Mr. DOUGHERTY. I am James Dougherty, 1301 Dade Boulevard,

Miami Beach , FL . And my associate, Richard Lehrman , is here

with me. He practices law with me at our same office, at 1301Dade

Boulevard in Miami Beach , and my investigator, Vicente Valls ,

from Miami, FL, who has worked on this claim in our travels to

Central America.

Senator KERRY. Would you proceed with your opening state

ment ?

Mr. DOUGHERTY . Thank you very much, Senator Kerry, Senator

Simon, and Senator Brown .

My associate, Richard Lehrman , and I are attorneys admitted to

practice in the State of Florida. We are engaged primarily in the

defense of commercial, insurance litigation . We are here at the re

quest, specifically, and pursuant to subpoena of your subcommittee,

to discuss what we have learned about the Bank of Credit and

Commerce International, and subsidiaries, in its course of protract

ed litigation that commenced in the federal courts in Miami, FL,

the southern district of Florida, beginning in January 1988 involv

ing one of its best, high net-worth customers, Munther Ismail Bil

beisi, a Jordanian citizen , who resided both in Hollywood, and Boca

Raton, FL.

What our experience in three different lawsuits has provided

us — and we wish to share with you today—is a window, through

which you can see how Bank of Credit and Commerce Internation

al supported this criminal client in various violations of the U.S.

Code, that began early in 1982 .

Looking at the case of Munther Bilbeisi, who was both a smug

gler of commodities, and a clandestine arms dealer, you will be

able to see how important the bank was as the financial partner in

facilitating his criminal activity in violations of the U.S. Code and

the laws of Central America .
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Mr. Bilbeisi violated the laws of the Central American coun

tries — at least - of Honduras, El Salvador, and Guatemala, as well

as the United States. He hasrecently been indicted in the southern

district of Florida , and a copy of the entire criminal complaint and

the indictment will be provided and made a part of the record.

That indictment relates to coffee smuggling and preparation and

filings of false income tax returns. His accountant was also indict

ed. Mr. Bilbeisi, you should know, is presently residing in Amman,

Jordan . As announced to the world press, he does not intend to

return to the United States. There is an issue as to whether or not

he can be extradited .

His codefendant, Mr. Gruschoff, was active in the preparation of

his tax returns, and the books and records which were a direct im

pediment to the unraveling of this task, as well as from the books

and records of BCCI.

Now Bank of Credit and Commerce International, S.A., and its

affiliates had two branches: one in Miami on Brickel Avenue,venue , and

one in Boca Raton, FL. Mr. Bilbeisi was a direct reason why the

Boca Raton branch was opened to facilitate his commercial activity

with that bank. Indeed , one of his relatives, Fahkri Bilbeisi has

been , and is , today - although the bank is in receivership, as we all

know — the seniorbank partner in BCCI, Amman, Jordan.

Mr. Bilbeisi, from the evidence that we have reviewed, has

moved various funds of his three corporations Coffee, Inc., Orion

Systems, Inc. , and Mura International - with the direct connivance

and participation of BCCI to conceal accounts, arrange cash pay

ments, and facilitate the smuggling of coffee and other commod

ities through Central America into the United States.

When our investigation began - and there should be a brief word

about this — we knew nothing of Munther Bilbeisi or BCCI. Very

simply, Senator Simon, Munther Bilbeisi individually obtained

what is called a fine arts policy of insurance, to ensure what he

represented to a particular underwriter, Richard Fielder, were a

collection of antique rugs, and a Chinese vase — the appraisals, it

was later determined, to be absolutely fraudulent.

He also obtained , in the name of his company Coffee, Inc., or

Orion Systems, Inc. , an insurance vehicle called a Marine Insur

ance Shipment, to facilitate the movement of coffee.

Two claims were filed in short succession, Senator Brown, after

October 24, 1986. That date is significant because that was the date

thatthe world price of coffee had dropped over 200 points.

Within 2 days of that significant economic event, Mr. Bilbeisi

filed a false insurance claim , claiming that his home had been bur

glarized. In the course of the investigation of that claim , Mr. Bil

beisi stated under oath that his company, Coffee, Inc., had sus

tained a financial claim and loss of some $4 million, as a result of

the switch of some $ 12,000 bags of coffee . And it was at that point,

in order to demonstrate the existence and validity of the claim ,

that Mr. Bilbeisi began to introduce vast, incomplete sets of records
of Bank and Commerce International.

Now let me take a further minute to explain our involvement in

this matter.

Lloyd's rejected — the underwriters at Lloyd's — both claims, on

the grounds — briefly - of fraud, and false swearing. The documen

1
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tation supplied by Mr. Bilbeisi, particularly in the Coffee, Inc.

claim demonstrated on its face that there were no bills of sale;

there were no contracts of sale; all that was given were a series of

cashier's checks.

I wish to stress that even though we were involved with litiga

tion against BCCI as a nonparty witness, and Mr. Bilbeisi as a de

fendant, we are not here to try our case , but rather to convey infor

mation we have learned concerning the operation of Bank of Credit

and Commerce; and, the U.S. Government's response to what we

obtained through subpoenas from grand juries.

We do not purport to have knowledge of all of BCCI's operations

in its network of 69 countries. We will limit our remarks to those

transactions which involve Mr. Bilbeisi in criminal conspiracy with

the bank's operations in Miami, in England, and in Amman,
Jordan .

The documents produced in the litigation, since 1988, that we

have obtained from the bank at different times, from Mr. Bilbeisi

and his corporations at different times, and from third-party wit

nesses, exceed the size of a large warehouse.

We have attached to the various records that we have, a frag

mentary selection of some of those records in order to demonstrate

the issues of coffee smuggling and arms violations here today.

On the first topic of arms dealing, you might ask : what is the rel

evance of an arms dealer to contracts of insurance ? Senators, that

goes to the moral hazard of the applicant himself, and the obliga

tion and utmost good faith that an applicant for insurance disclose

his true activities. Mr. Bilbeisi did not do that.

We have documentation that there are at least seven , separate

transactions of major arms shipments in which Munther Bilbeisi

was involved, with weapons either obtained or supplied from the

United States or England, which ultimately went to Jordan,

The first involveda sale of small arms to Honduras and El Sal

vador. During the brief, 1969 soccer war between Honduras and El

Salvador , Mr. Bilbeisi sold small arms or light armaments to both

El Salvador, and attempted, and did sell some of the armaments to
Honduras.

The second transaction that we are aware of began in 1974. This

clandestine shipment of British -made centurion tanks, surface -to

air missiles, and jet aircraft that were given by and sold by the

Government of England to Jordan , resulted in a clandestine, subse

quent sale when those weapons became obsolete , by Mr. Bilbeisi,

and they were brokered to South Africa .

We now know that in 1974, a particular reporter, Martin Walker

for the Guardian , was in Jordan and came upon this particular

transaction which, historically, in the world events, wasa shatter

ing revelation , because world opinion had prohibited the sale of

weapons to South Africa.

Mr. Walker, in Jordan , came across this event, publicized it . It

led to an official cessation of some of the shipments, and a recogni

tion by Jordan thatthose shipments had occurred.

In 1975, we now know that Mr. Bilbeisi had also participated in

the sale of surplus F-86 North American Sabre Jets from Yugo

slavia to Honduras.
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This becomes significant, since in 1978, Mr. Bilbeisi once again ,

became involved in a sale of the retrofitting ofthe entire core of

British and American made tanks, which the Jordanian Govern

ment decided to update to be on a position of equivalency with the

state of Israel .

That contract resulted in a claim by Mr. Bilbeisiand his corpora

tion - and still one other shell corporation — to seek, in the Ameri

can courts , in federal court in Michigan, commissions over $ 7 mil

lion . All of these facts were not revealed to the underwriters at

Lloyd's .

We know that duringthe years when insurance coverage existed,

beginning in 1983, and before the filing of the false insurance

claims in 1986, that Mr. Bilbeisi had a former operative of the Cen

tral Intelligence Agency, Mr. William Toten,working in his compa
ny; supposedly — and which we do not believe for the sale of

coffee. We know that in 1984 upon the retirement of Gen. James

Vaught, the Three - Star Army General from the U.S. Army, that

there were attempts also, by Mr. Bilbeisi to sell weapons . These

proceeded , ultimately, in 1985 by further attempts by Mr. Bilbeisi

to sell weapons to the Contras through Adlofo Colero.

In 1987 , in the midst of the litigation that, and the investigation

that had resulted from the present claim, Mr. Bilbeisi attempted to

sell 10 Northrop Jet Fighters, F-5's, and 18 Sikorsky S - 76 helicop

ter gun ships from Jordan to Guatemala with some 13,000 general

purpose bombs.

Mr. Bilbeisi attempted to finance this sale of American manufac

tured arms without the requisite State Department and user certif

icates , through originally a $34 million letter of credit . This letter

of credit was initially issued, but was not completed by BCCI in

Amman , Jordan .

Despite the efforts of several intermediaries on Mr. Bilbeisi's

behalf, including a former consul general in Miami, and several

Guatemalan generals, all of whom — as of last_week — are now

under indictment by the Republic of Guatemala . The financing for

the complete transaction fell through.

Mr. Bilbeisi set up a $5,175,000 letter of credit, naming BCCI

Miami as the advising bank for three, of the quote, end of quote

" civilian helicopters” which were manufactured by Sikorsky - S -76

helicopters, in the possession of King Hussein of Jordan.

Mr. Bilbeisi admitted that these obsolete, Jordanian helicopters

were obtained for approximately $2 million, and were later sold to

the Republic of Guatemala for some $5 million .

Discovery has revealed various facsimiles from Mr. Bilbeisi, and

hisintermediaries in Guatemala containing a list of various Guate

malan public and military officials, including the brother of a

former president of Guatemala, Vinizio Cerezo, Milton Cerezo, to

whom various kickbacks of profits from this completed transaction
were directed .

The Bank of Credit and Commerce International wire trans

ferred these funds to Bank Leumi, in Miami Beach . Included in the

payoff list was the mention of some $400,000 to BCCI — and in pa

renthesis , (NB) which we contend, and we believe we have evi

dence - represented a kickback to BCCI Miami.
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These assumptions are corroborated by the issuance of BCCI

cashier's checks to all of the persons named in the pay off list , in

the same amounts listed on the payoff list. In addition, BCCI

Miami received the $400,000 assignment of proceeds from the letter

of credit when the $5.1 million sale of the helicopters was complet

ed .

In pleadings which Lloyd's has filed seeking sanctions in the

southern district of Florida, we have argued that this illicit sale of

the United States-manufactured arms from Jordan to Guatemala,

which Mr. Bilbeisi brokered, was directly tied to our litigation. The

payoffs to these Guatemalan officials were made soon after the dis

puted insurance claims involving coffee smuggled into the United

States, and which Mr. Bilbeisi contended was mysteriously
switched , for which he sought insurance coverage.

Our investigation of this insurance claim for a coffee loss cen

tered in Guatemala , since the coffee — although claimed to be of the

origin ofEl Salvador, in fact - was grown in Guatemala. It was pur

chased from Guatemalan brokers, stored in Guatemalan ware

houses, and trucked from Guatemala to Port St. Thomas de Cas

tillo . When the coffee arrived in the United States, the marks on

all of the bags were changed.

The greatest resistance that we received was when we began the

process of investigating whether or not there was an insurance

claim thatwas valid when we attempted to verify the origin of the

coffee in Guatemala . We determined that the bags were falsely

marked ; that the coffee in the subject claim, as all previous ship

ments was smuggled. And it was at that period of time that Mr.

Bilbeisi and the bank had attempted to block this investigation by

initiating and then completing a partial arms shipment.

It is a documented fact inthe southern district of Florida that

subsequent to the unraveling of this tale of smuggling, of political

payoffs, that there were attempts by Mr. Bilbeisi's Guatemalan at

torneys to bribe our attorneys in Guatemala City , which led to—

with the consent of our Guatemalan attorney who was investigat

ing and assisting us — a tape recording madeby agents of the Ŭ.S.

Department of Justice, the Drug Enforcement Agency. Those tapes

were filed , of record.

The fallout from the completed sale of these three, overpriced

and obsolete civilian helicopters, involving kickbacks to Guatema

lan generals and other officials, has now resulted in widely report

ed, national scandal in the Republic of Guatemala and, the indict

ment not only of the former president of Guatemala, Vinizio

Cerezo and hisbrothers, but other members of the military.

I would like to turn for one minute, now, to an explanation of

the coffee -smuggling scheme. As we all know, coffee is one of the

most significant, important commodities in world trade. Because of

the existence of the International Coffee Agreement, Senator

Brown, in 1982 through its termination in February 1986 , there

were two, international prices for coffee . Theagreementcoffee sells

for much more than non agreement coffee. What Mr. Bilbeisi and

his alter-ego companies, Coffee, Inc. and Orion Systems, Inc. ,

during the years 1982 through 1986, was buy coffee in Central

America, as nonagreement coffee, and then sell it in the United

States as more expensive agreement coffee.
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He entered into a complicated system of a vertical conspiracy , in

which he bribed members of shipping lines, agents at the ports in

Central America, and as Mr. Lehrman will describe, used three dif

ferent methods of illegally introducing coffee in multiple, success

ful violations of the United States law . When the coffee arrived in

the United States , it was remarked, there were kickbacks made to

people in the United States to rebagthe coffee, and then to trans

mit it to various coffee buyers in the United States .

During the years 1983 through 1987, Mr. Bilbeisi directed BCCI

to issue in excess of $ 100 million in letters of credit to finance the

purchase of coffee from various Central American countries, which

included El Salvador , Guatemala, Honduras — and significantly,

coffee in Panama. Mr. Bilbeisi insured the inland transit, second

aspect warehouse storage , and then finally the open marine ocean

shipments of this coffee from various Lloyd's syndicates, which we

represent.

Under the insurance contract , this Central American coffee was

purportedly destined for Third World countries, such as Agaba,

Jordan , or Syria . In reality, each of those shipments, Senator

Brown , was smuggled into the United States for resale to roasters

or brokers in New York City , Miami , or New Orleans .

My associate, Mr. Lehrman , will describe the methods by which

the coffee was smuggled into the United States ,including the ports

of New Orleans, Louisiana, Miami, and Tampa, Florida.

Although many records have been deliberately destroyed, we

have been able to reconstruct the illegal importation of coffee into

the United States, for which Mr. Bilbeisi paid , with the cooperation

ofBCCI as its financial partner, in excess of $34 million.

In addition , we have been able to trace kickbacks of some of the

illicit profits from the resale of this coffee to the United States

shippers , storage facilities, brokers, the roasters, and of course, the

various BCCI officers who participated in this continuous scheme.

The insurance claim, as I earlier indicated, which was initiated

in February 1987, for an alleged coffee switch during the spring of

1986, all emanated when the world price of coffee fell in October

1986. Smuggling, therefore, became no longer profitable to Mr. Bil

beisi and he attempted to recoup his profit by claiming that cheap,

low -grade coffee had been switched, in each of some12,000 bags.

And therefore, he was entitled to make this marine claim . So that

in reality, the false insurance claim was an attempt by him to

recoup the paper loss that he sustained as the world price of coffee

fell, between April 1986 and October 1987 .

The U.S. attorney's office for the southern district of Florida did

file an indictment against Mr. Bilbeisi on August 5, 1991. A crimi

nal complaint was filed by his office, the Office of the United

States District Attorney on May 5, 1991 – barely one day before the

expiration of the statute of limitations . Mr. Lehrman will describe

more fully a review of BCCI records which were not withheld in

discovery, or destroyed , that reveals that the coffee smuggling con

spiracy at all times took place with the full cooperation and knowl

edge -- and direct bribery and payments — by various officers of

BCCI in Miami and Boca Raton .

Moreover, although efforts have been made to characterize this

conspiracy as a local operation involving two Florida , BCCI officers,

.

1
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documents do demonstratethat the scheme was financed, in part,

by bank guarantees from BCCI Amman, Jordan , and approved by

BCCI's central credit office in London, England . And we now know ,

as a result of discovery that we have uncovered in the last 6

months, Senator Kerry , that the same personal banker used by

Munther Bilbeisi, was, as you've indicated in your opening re

marks, the same personal banker of General Noriega , Amjan

Awan.

We additionally know that substantial payments, Senator Brown,

were made by Munther Bilbeisi to Gerardo Harris, the ex - Treasur

er of Panama, who was the direct financial link between Munther

Bilbeisi and BCCI and General Noriega.

Both you, Senator Brown, and Senator Kerry should be aware

that there have been reported statements issued by the Los Ange

les Times by Mr. Franz, which have detailed that there was a

grand jury leak in 1990 , of the participation of General Noriega

and Munther Bilbeisi in smuggling and introducing into the United

States during the years 1982 and 1983 , Colombian coffee, through

the actual records that we uncovered in our coffee claim . In other

words, in order to demonstrate the falsity of the claim in 1986 , it

was necessary to unravel the entire previous , historical , commer

cial activitybetween the bank and Bilbeisi between 1982 and 1987 .

I would like to turn from our experience to some of the dangers

that are posed as a result of this insurance claim , and the massive,

complicated federal litigation in the southern district of Florida.

What this case has demonstrated, is that Bank of Credit and Com

merce International was a direct financial partner with Munther

Bilbeisi and his companies, as a continuous , criminal enterprise .

The bank , BCCI, gave Bilbeisi the credit for his business. The

bank worked with him with the bank's capital-not Mr. Bilbeisi's

capital — and the bank, in turn, took substantial shares of that prof

its.

BCCI prepared , at all times, documents — which some of the ex

hibits will demonstrate clearly on their face, which were not de

stroyed, and which we obtained, selectively , from random docu

ments torn out of files, placed back together, that the bank, itself

knew, through its employees and officers — that the subject coffee

was being smuggled.

The bank used its branch network to hide the profits which were

made through the coffee smuggling, through the use of cashier's

checks, wire transfers, and letters of credit - all in violation of the

U.S. Code. Without BCCI, Bilbeisi would not have had a legitimate

front during the years before the bank's indictment to conduct his

enterprise.

Now , we are deeply distressed ourselves, at having conducted

this litigation, and the discovery, since 1987. And when we were

subpoenaed by agencies of the U.S. Government to produce those

records to the Government, to demonstrate ongoing violations of

the U.S. Code, time and time again we raise Mr. Bilbeisi's smug

gling activities with representatives of the U.S. Customs. In fact, a

major meeting took place here in Washington, DC, with Mr. Ro

senblatt, when we had uncovered most of the pieces of the missing

puzzle . The statements which were made at the conclusion of that

meeting were that the U.S. Customs was not interested in a paper
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case — a paper case that involved clear violations of the U.S. Cus

toms sections of the Code, when we were able to demonstrate that

the bank facilitated the profit made from the coffee smuggling,

through the bank's branches in Boca Raton , by moving substantial

amounts of income—not reported by Mr. Bilbeisi's business part

ners — to the banks offices in phony accounts in London, England,

which were clear violations of the income tax laws of the United

States .

Controlling illegal activity means controlling illegal banking.

This is especially true when the activity involves international,

continuous commerce, because that bank, the Bank of Credit and

Commerce International is illustrative of how a corrupt bank,

given the power of drug trafficking, arms transactions, political

payoffs, corrupt payoffs between the customers and other employ

ees of the bank, is a bank awash and designed solely to violate the

laws of the United States .

It is a disappointment that with all of the information that we

learned and gave to agencies of the Treasury Department - particu

larly, U.S. Customs— and with the information that we nowknow,

that U.S. Customs possessed earlier information that Mr. Bilbeisi

was , indeed , smuggling the coffee in 1983, and that Mr. Bilbeisi, as

of 1987 was violating the currency transaction laws of the United

States, that no serious attempt was made to indict Mr. Bilbeisi in

the years 1983-87 , indeed, with the information available to United

States law enforcement agencies, if the indictment had taken place

in the years between 1983-86, the underwriters at Lloyd's would

have not had to litigate a false insurance claim .

Indeed , it's regrettable that the statute of limitations on the

actual Customs violations have all expired . And now, Mr. Bilbeisi

is left with primarily an income tax violation, a serious income tax
indictment.

Thank you, Senator Kerry and Senator Brown.

[The prepared statement of Mr. Dougherty follows:)

PREPARED STATEMENT OF JAMES F. DOUGHERTY, II

Good morning. My name is James F. Dougherty , II. I am accompanied by my co

counsel Richard Alan Lehrman . We are members of the Florida Bar. We are en

gaged in the private practice of law in Miami Beach . We are here at the request of

the Subcommittee to discuss what we have learned about BCCI in the course of liti

gation against BCCI and one of its criminal customers, a Jordanian national ,

Munther Ismael Bilbeisi.

What our experience provides is a window through which you can see how the

bank supported criminal clients in their various activities. Looking at the case of

Munther Bilbeisi, who was a smuggler and an arms dealer, you will be able to see

how important the bank was in facilitating criminal activity .

Mr. Bilbeisi violated the laws of a number of countries in the course of his activi

ties. He evaded taxes and smuggled coffee into the United States. He evaded taxes

in Guatemala , Honduras and El Salvador. He bribed officials to arrange arms trans

action in Guatemala and failed to comply with controls on arms exports.

BCCI financed his transactions with loose and accommodating letters of credit. It

then moved his money to conceal accounts, it arranged cash payments to him , and

prepared paperwork which concealed what had occurred. When our investigation

began , BCCI helped Bilbeisi by stalling on discovery and presenting only a fraction
of the subpoenaed information.

Let me take a minute to explain our involvement in greater detail. We represent

ed certain underwriters of Lloyd's when Bilbeisi filed two multimillion dollar insur

ance claims during October 1986 and February 1987. Lloyd's rejected the claims and

we began discovery against Bilbeisi and BCCI at the end of 1987. The discovery led

1
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us and our clients to conclude that Bilbeisi and the bank had been engaged in a

multiyear, multinational conspiracy to smuggle coffee, launder money and sell

weapons illegally.

I wish to stress that even though we are involved with litigation against BCCI and

Mr. Bilbeisi, we are not here to try our case but rather to convey information we

have learned concerningthe operation of BCCI and the Government's response to

what we have learned. We do not purport to have knowledge of all of BCCI's oper

ations in the 69 countries in which it conducted business . We will limit our remarks

to the transactions which involved Bilbeisi and his colleagues.

The documents produced in discovery in our civil actions fill an entire warehouse.

We have attached to our statement à fragmentary selection of those documents

which will give you a sense of the problems.

COFFEE SMUGGLING

Coffee is one of the most important commodities in world trade. Because of the

International Coffee agreement there is a two tier international price for coffee.

Agreementcoffee sells for much more than nonagreement coffee. What Bilbeisi did

was buy coffee in Central America as nonagreement coffee and sell it in the United

States as the more expensive agreement coffee.

During the years 1983–87 , Mr. Bilbeisi directed BCCI to issue in excess of $ 1 bil

lion in letters of credit to finance the purchase of coffee from various Central Amer

ican countries, including El Salvador, Guatemala and Honduras. Mr. Bilbeisi in

sured the inland transit , warehouse storage and ocean shipment of this coffee with

the interested underwriters at Lloyd's, London .

Under the insurance contract, this Central American coffee was purportedly des

tined for Aqaba, Jordan or other Middle Eastern ports. In reality, the coffee was

smuggled into the United States for resale to roasters or brokers in New York City.

Mycolleague Mr. Lehrman will describe the methods by which the coffee was

smuggled into United States ports including New Orleans, Louisiana and Miami

and Tampa, Florida. Although many of the records have been destroyed, we have

been able to reconstruct the illegal importation of coffee into the United States for

which Mr. Bilbeisi paid in excess of $34 million . In addition , we have been able to

trace " kickbacks ” of some of the illicit profits from the resale of this coffee to

United States shippers, storage facilities, brokers, roasters , and of course BCCI offi

The insurance claim arose when the Coffee agreement collapsed and with the col

lapse, the price of coffee fell. Smuggling was no longer profitable so Bilbeisi tried to

make his profit by claiming that cheap, low grade coffee had been swapped for ex

pensive coffee and that his insurers, our clients, had to make up the difference. U.S.

attorney's office for the southern district of Florida recently issued an indictment of

Mr. Bilbeisi and his accountant for a tax evasion conspiracy arising out of the fail

ure to report the profits from this coffee smuggling conspiracy.

As Mr. Lehrman will describe more fully, a review of BCCI records not withheld

in discovery or destroyed, reveals that the coffee smuggling conspiracy took place

with the knowledge and active participation of BCCI officers in Miami and Boca

Raton, Florida. Moreover, although efforts have been made to characterize the con

spiracy as a local operation involving two Florida BCCI offices, documents show that

the scheme was financed in part by bank guarantees from BCCI-Amman, Jordan ,

was approved by BCCI's central credit office in London, England , and involved the

participation of General Manuel Antonio Noriega's personal banker, the country

manager of BCCI-Panama, Amjad Awan .

cers .

ARMS DEALING

Mr. Bilbeisi has been a recognized international arms dealer for nearly a quarter

of a century. His well documentedpartially completed sale of American and British

manufactured Centurion tanks, Hawker-Hunter jet fighters and missiles to the

racist regimes in South Africa and Rhodesia appeared on page 1 of the September

10, 1974 Manchester Guardian. This disclosure created a national scandal in Eng

land. Over the years, Mr. Bilbeisi has attempted or completed sales of American

manufactured 105 -MM guns for the entire tank corps of the Royal Jordanian army ,

American manufactured F-86 jet fighters from Yugoslavia to Honduras, American

manufactured small arms to the Nicaraguan Contras, C - 130 transport planes from

Jordan to Argentina and nuclear material to the Middle East.

Many of these earlier transactions may have involved BCCI financing. Many

appear to the outsider as being of questionable legality at best. However, wecan say
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with certainty that Mr. Bilbeisi's most recent attempt to sell American manufac

tured arms to Guatemala involved the active assistance of BCCI and were illegal ,

During 1987 and 1988, Mr. Bilbeisi attempted to sellten Northrup F-5 jet fighters

and eighteen Sikorski S-76 helicopter gun ships from Jordan to Guatemala. Mr. Bil

beisi attempted to finance this sale of American manufactured arms without the

requisite State Department end-user certificates through a $ 34 million letter of

credit. The letter of credit was issued by BCCI in Amman, Jordan .

Despite the efforts of several intermediaries on Mr. Bilbeisi's behalf, including a

former Consul-General and several Guatemalan Generals — all of whom are under

indictment in Guatemala along with Mr. Bilbeisi—the financing for the complete

transaction fell through.

However, Mr. Bilbeisi set up a $5.175 million letter of credit naming BCCI-Miami

as the advising bank for the sale of three of the Sikorski S-76 helicopters . Mr. Bil

beisi admitted that these obsolete Jordanian helicopters were obtained for only $2

million and we have well founded reason to believe that the price was even less .

Discovery has revealed a facsimile from Mr. Bilbeisi's intermediary in Guatemala

containing a list of the various Guatemalan public and military officials, including

the brother of then President Vinicio Cerezo, to whom "kickbacks” of the profits
from the deal were to be directed .

Included in the " payoff list” was a mention of $400,000 to " BCCI (M.B.)," repre

senting a kickback to BCCI-Miami . These assumptions are corroborated by the issu

ance of BCCI cashiers checks to all the persons named in the " payoff list " in the

same amounts listed on the " payoff list.” In addition , BCCI-Miami received a

$400,000 assignment of proceeds from the letter of credit when the $5.175 million

sale of the helicopters was completed .

In pleadings seeking sanctions, which we filed with the court in the southern dis

trict of Florida, we argue that this illicit sale of U.S. manufactured arms from

Jordan to Guatemala was tied to our litigation. The payoffs to Guatemalan officials

were made soon after the disputed insurance claims involving coffee smuggled from
Guatemala .

Our investigation of the insurance claim for a coffee loss centered in Guatemala

since the coffee was Guatemalan in origin , was purchased from a Guatemalan

broker, stored in a Guatemalan warehouse, and trucked within Guatemala to the

Guatemalan port of Santo Thomas De Castilla .

I personally met substantial resistance when I attempted to investigate this claim

in Guatemala during 1987 and 1988. I am convinced that Mr. Bilbeisi's payments

were the source of this difficulty . In addition , Mr. Bilbeisi tried to bribe our attor

neys and investigators in Guatemala through one of the people named in the 1988

" payoff list .”

The fallout from the completed sale of these three overpriced obsolete Sikorsky S

76 helicopters involving kickbacks to Guatemalan generals and other officialshas

resulted in a widely reported national scandal and the issuance of several indict

ments by the Guatemalan Government against Mr. Bilbeisi , BCCI and those who

lined their pockets with the proceeds from this illicit transaction .

CONTACTS WITH U.S. GOVERNMENT AGENCIES

Almost from the inception of these civil actions it was clear that the coffee smug

glingconspiracy involved multiple violations of the United States criminal code, es

pecially 18 U.S.C. $ 541 et . seq ., which prohibits the importation of goods into the

United States under false or fraudulent bills of lading or other documents. In addi

tion , we became aware of multiple violations of the Munitions Control Act, which

prohibits the sale of U.S. manufactured military weaponry without State Depart

ment authorization. Finally , we became aware of multiple acts of money laundering

committed by BCCI in connection with coffee smuggling conspiracy and arms trans
actions .

As officers of the court we considered it our duty to bring these crime to the at

tention of appropriate law enforcementagencies . Over the next three years we re

peatedly notified the Customs service, IRŠ , andthe U.S. attorney's offices of three

districts of these crimes . Finally , in frustration I sent a letter to the Attorney Gen

eral outlining the problem .

There wasno response to our efforts other than a form letter of appreciation from
Customs .

We subsequently became aware of an internal U.S. Customs memorandum dated

June 1983 describing Mr. Bilbeisi's illicit importation of coffee from Central Amer

ica . We also became aware, through the public press , of an indictment and convic

tion of an English arms dealer named Colin Breeze, involving the sale of a single

Sikorsky S-76 helicopter , also supplied from Jordan . Our numerous written contacts

1
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and meetings with customs are outlined in the attached set of exhibits . To our

knowledge, U.S. Customs never followed up on any of the information we provided .

In 1990 , the criminal investigative division of the Internal Revenue Service sub

poenaed our records, apparently in connection with an investigation of the tax con

sequences of the illicit profits generated by the coffee smuggling scheme . Our coop

eration included not only supplying the IRS with thousands of records but devoting

literally hundreds of hours to inputting and analyzing data at the request of the

IRS. It is a matter of public record that the Internal Revenue Service issued a crimi

nal complaint on May 15, 1991—the day before the expiration of the Statute of Lim

itations - against Mr. Bilbeisi and his accountant for tax evasion arising from the

coffee smuggling scheme. Three months later, the U.S. attorneys office for the

southern district of Florida issued a criminal indictment against Mr. Bilbeisi and

his accountant listing the samecharges. To our knowledge, no indictment has been

issued against any of the BCCI officers connected with the scheme or against any of

the persons named in the Guatemalan indictments .

THE DANGERS POSED

What this case shows is how central an accommodating bank is to criminal activi

ty . BCCI gave Bilbeisi the credit to do business. He worked with their capital , not

his own. Inturn they took a share of profit.

BCCI prepared documents which were essential to the shipment and then inter

preted them loosely so that a false destination would not impede payment . It used

its branch network to hide the profits abroad and its cashiers checks to turn profits

unto untaxed , non traceable cash .

Without BCCI , Bilbeisi would have had a really difficult time organizing and fi

nancing his deals. With BCCI they were a snap.

Moreover, it is our conclusion that what worked well with coffee might just as

well have worked with cocaine or other illegal drugs. What worked as a system of

payoffs to foreign officials to stop our discovery effort, could just as well have cov

ered buying silence on drug running.

We are deeply distressed by the obvious difficulty the Justice department has had

addressing this bank as an institution . Time and again we brought the bank's role

in the affair to the attention of Justice . Time and again we have raised Bilbeisi's

smuggling activities without response. Even when weturned over what we thought

was conclusive evidence of coffee smuggling Justice failed to act .

Controlling illegal activity means controlling illegal banking . This is especially

true when the activity is cross border and the bank is an elusive , unregulated for

eign entity which is never subject to careful scrutiny.

Thank you for you attention. We will be glad to answer any questions you may
have.

Senator KERRY. Thank you very much, Mr. Dougherty.

Is Mr. Lehrman going to testify separately , or just answer ques

tions?

Mr. LEHRMAN . I will just respond to questions , Senator.

Senator KERRY. Well, I want to thank you very much for that .

What I want to do now is see if we can draw a simpler , and

clearer picture, in a sense. There is a lot of convoluted history

there of involvement . And for the person coming at this for the

first time, it is not that easy to follow .

I want to try to draw that picture as clearly as we can .

I think oneof our initial points of inquiry here is to understand

exactly how BCCI facilitated these two schemes. So let us take the

one arms deal , where BCCI was a clear facilitator. Do you want to

walk us through that?

Mr. DOUGHERTY. Do you want us to take the charts , Senator ?

Senator KERRY . Sure, let us put the charts up . That is what they

are there for, and show it in very clear terms.

Mr. Lehrman, while they pull those out , why do you not just

answer a question for me, here, verbally , before they get the charts

up .
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How was BCCI integral to the arms deal, and how would BCCI

have had to have known what it was involved in?

Mr. LEHRMAN . BCCI was the conduit through which the funds to

finance the arms deal were funneled .

Senator KERRY . Now what makes this arms deal illegal, right up

front ?

Mr. LEHRMAN . The Arms Export Control Act prohibits the sale of

U.S.-manufactured arms, without State Department approval.

Senator KERRY. Was there State Department approval here ?

Mr. LEHRMAN . There was not .

Senator KERRY. Does any facilitator of financing for this know

for a fact that that is required?

Mr. LEHRMAN . Anyone involved in the financing of arms deals

would know that requirement. We have correspondence in our

records reflecting inquiries that are contained in BCCI's filed, with

respect to whether the end-user requirement was adhered to.

Senator KERRY. And what was the response with respect to those

inquiries?

Mr. LEHRMAN. Mr. Bilbeisi typically evaded the response, or he

said he would have that requirement taken care of.

Senator KERRY . And notwithstanding the lack of adequate re

sponse, the bank went ahead and provided the financing ?

Mr. LEHRMAN . That's correct.

Senator KERRY. If you would walk us through these charts that

are up here, one by one, would you explain precisely what they

are ?

Mr. LEHRMAN . The chart closest to you, Senator, is a May 27,

1987 , letter from Mr. Bilbeisi to Brigadier General Rojas, the high

est ranking officer at the time, military officer, of the Government

of Guatemala . In short, it says , in Spanish, we are the exclusive

representatives of the Jordanian Armed Forces for the sale or mili

tary equipment. We also represent companies specializing in the

manufacture of equipment in East and West Europe, especially
Yugoslavia and Czechoslovakia.

In effect, it's a letter of introduction from Mr. Bilbeisi to the

Guatemalan government to get an entre to the highest-ranking of

ficials of the Guatemalan military.

Senator Kerry. The significance of that letter, with respect to

BCCI is what?

Mr. LEHRMAN . The significance of the letter is that Mr. Bilbeisi

is a known arms dealer.

Senator KERRY. The next document?

Mr. LEHRMAN . The May 27 , 1987 , letter to Brigadier General

Rojas, describes a proposal for an arms deal involving Sikorsky S

76 helicopters , which Mr. Bilbeisi described as “ civilian ” helicop

ters, to the authorities regulating those helicopters, and to us, in

discovery responses. In fact, as can be seen on page 2 of the letter

which states , all of the above aircraft can be fitted with armament

kits consisting of spare, support reams, upon which you can hang

armaments to carry 50 caliber machine guns, 7.62 mm twin ma

chine guns, or 2.75 -inch aerial rockets, as described in the enclo

sure . At all times those helicopters were to be retrofit as gun ships.

11
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Senator KERRY. And is it not true that in the course of this

transaction it was clear that the retrofittingand the provision of

the military capacity was, in fact, part of the deal?

Mr. LEHRMAN . It was not only a part of the deal, in a way, it was

the only way the deal could be consummated. Because had the

ships been fit with armament kits prior to Bilbeisi's applying them

to Guatemala, it would have been very clear - even clearer — that

the end -user certificate requirement had been avoided .

In this cases, Mr. Bilbeisi is trying to end- run the end-user certif

icate requirement, by providing ships with helicopters, which were

always intended to be retrofit as gun ships.

Senator KERRY. Notwithstanding the lack of end-user certificate,

BCCI provided the requisiteor was prepared to provide the requi

sitefinancing. Is that accurate ?

Mr. LEHRMAN . That is correct.

Senator KERRY. Is there any other role that BCCI played to fa
cilitate this ?

Mr. LEHRMAN . Part of arms transactions is to make sure that

people in the military, highly ranked public officialsare taken care

of financially. BCCI provided the conduit through which the neces

sary persons could be paid off. These persons would include gener

als , other highly ranked public officials. In this case, the brother of

the then -President of Guatemala, Milton Cerezo, and, of course, the

intermediaries hired by Mr. Bilbeisi, including the former Counsel

General of Guatemala .

Senator KERRY. Now yousay that very matter-of-factly. I think

most Americans would sit there and say what the hell is going on

here ? Do you mean, whenever there are these arms transactions in

government, the guys in power get paid off ? And we are basically

saying yes, that is true? Do not be surprised, Senator, that is the

way it works everywhere. Is that accurate ?

Mr. LEHRMAN . Let me clarify that, Senator. In a legitimate gov

ernment-to -government transaction , these type of payoffs don't

exist - or at least not that we're aware of. It was precisely because

this was an illicit transaction, and as Mr. Dougherty stated before,

for the purpose of blocking our coffee investigation in Guatemala,

that the transaction was conducted not only to benefit Mr. Bilbeisi,

but to pay the people who would be in a position to block our inves

tigation .

Senator KERRY. Now, the third document is a reference to what?

Mr. LEHRMAN. The third document, which is a signed letter from

Mr. Bilbeisi to Mr. Bilbeisi's intermediary in Guatemala, describes

the spare parts that were to be provided as part of the helicopter

transaction , including a list of roughly 16,000 general-purpose clus

ter bombs. The letter states, B, General Purpose, because obviously

to hide the nature of the transaction .

However, when Mr. Bilbeisi was confronted with this letter at

his deposition on May 16, 1990 , in the case pending in the southern

district of Florida, he did admit that B stood for cluster bombs.

However, he said that the request for the cluster bombs was made

by the Guatemalans, so naturally it didn't make Mr. Bilbeisi an

arms dealer.

Mr. DOUGHERTY. Senator Kerry, part of that original contemplat

ed deal involved the sale - as we said in opening statement - of
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squadron of F-5 jet fighters. And the bombs were designed as a fur

ther inducement to have the Guatemalan Air Force be in a posi

tion of parity in 1987 with the squadron of F-5 jet fighters that the

State Department had approved for the sale to Honduras. But the

State Department, at all times, had prohibited — as we understand

it — the sale of any jet fighters or gun -ships to the Republic of Gua

temala, for what the State Department claimed was an ongoing

violation of human rights violations going back to 1981 .

Senator KERRY. That is what I want toget to .

That is why, Mr. Lehrman, in the middle chart, the mounting of

machine guns on these helicopters was important for Guatemala.

Why? To precisely get around what Mr. Dougherty has just talked

about. Is that correct?

Mr. LEHRMAN . Precisely. The purpose of the end -user certificates

are to ensure that only foreign governments which receive the ap

proval of the State Department receive the lethal weaponry listed

in the statute . So the whole point of using BCCI as an interme

diary, and using Mr. Bilbeisi was to permit the government ofGua

temala to obtain these Northrop F- 5 jet fighters, and these heli

copter gun -ships without the approval of the U.S. Government.

Senator KERRY. Now, it is pretty fair to assume thatany legiti

mate banking institution that wants to be in good standing, under

stands that when it receives letters and requests for letters of

credit with respect to a weapons sale, it is automatically on notice

that it ought tohave an end- user certificate, and know that this is

a legitimate and approved sale, correct ?

Mr. DOUGHERTY. Yes, Senator Kerry . And the first document, the

very first document in the bank's file, dated January 1983, is a

letter of introduction from Munther Bilbeisi. And in the second

paragraph of that letter, Mr. Bilbeisi boasted in English — we have

an enlargement of that of the same last paragraph, 4 years later

in 1987 that he was an arms dealer.

In other words, the bank knew from the inception of its relation

ship, at all times, that Mr. Bilbeisi held himself out as an arms
dealer .

Senator KERRY. And the date of that is when?

Mr. DOUGHERTY. January 1983.

Senator KERRY . And in 1983 , Mr. Bilbeisi was based in Miami,

was he not?

Mr. DougHERTY . He was, sir .

Senator KERRY . And in 1983 , when he was based in Miami, he

was dealing in U.S. arms. Is that not correct?

Mr. DOUGHERTY . To our knowledge, he was . From the records

that we have received in discovery responses that dealt with all

manners of weapons.

Senator KERRY. So in 1983 you have an arms dealer dealing out

of Miami, holding himself out to this bank , initially as an arms

dealer , yet , nevertheless, not dealing within the confines of U.S.

law .

Mr. DOUGHERTY. That is correct .

Senator KERRY . OK, now how exactly does the end-user certifi

cate normally get provided? What is the process one would go

through?
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Mr. DOUGHERTY. To our — to my knowledge, there is a request

made to the Department of State and a specific subagency, to the

Department of Munitions Control, that the provider of the Ameri

can -made weapons signs an end-user certificate — which was ob

tained in this case, initially, by — at the end, by President Vinizio

Cerezo. There is a copyof that. But there was never any signoff of

the document of the Sikorsky helicopters, to our knowledge, by

King Hussein of Jordan, who was the provider ofthe weapons.

Inany event, those documents wereto be sent to the Department

of State Munitions Control Board . A request was madeby us to

obtain that document search . And the response cameback that
there were none. There were none done in the deal . You should

know , Senator Kerry, that U.S. Customs officers from West Palm

Beach , and an agent, Jeffrey Martin , came to the home of Mr. Bil

beisi in late 1987 to confront him of the requirement of the end

user certificates, and to confront him that portions of those helicop

ters contained prohibited equipment - VHF radios. Mr. Bilbeisi

then ordered that the helicopters be shipped from Agaba Jordan,

directly to Port of St. Thomas, Castilla, Guatemala , so that the

vessel never reached the United States shores so that it could be

seized , and that it be subject to investigation . The end -user certifi

cates were never obtained .

Senator KERRY. Is there any other way that the committee

should be aware that BCCI facilitated this process, or played a role
in it ?

Mr. DOUGHERTY. The answer to that question is yes , Senator.

There are source books which we have obtained in our civil discov

ery. We, the attorneys for Lloyd's, are under a confidentiality order

with respect to the third lawsuit in which Lloyd's, as the plaintiffs,

sued the bank for a RICO action, a civil RICO action . Those source

records would contain the identity of corporations contained in the

letters of credit file, the bank's wire transfers, and their cashier

check volumes. Those documents are, of course, available to your

subcommittee. AndI believe from your review of it, you would be

able to identify still other corporations that sold armaments from

the south Florida area , or that the bank, through its branches, pro

vided financial assistance.

Senator KERRY. You have brought a RICO , a civil RICO ?

Mr. DOUGHERTY . Yes.

Senator KERRY. Why has the Government never employed a

RICO approach here ?

Mr. DOUGHERTY. The U.S. Government did not file a RICO action

until - a civil RICO action - to our knowledge, at any time . That is

a matter that we addressed. And it's the only time that I, personal

ly, have ever written a letter to the Attorney General of the

United States, which will be later placed in evidence, in December

of 1990, as it became apparent that the bank — subject to several

lawsuits — was about to having announced that it was going to

retire from the United States, and that records would be taken

back to Abu Dhabi, or that records would be taken back to Eng

land . And like a prophet, in one letter, one of the fifth and last

letter that I addressed to the U.S. attorney, putting him on notice

with a sheafof records to all of the possible violations, and bases to

bring a civil RICO action .
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I reminded the U.S. attorney and the Attorney General of the

United States , that under the U.S. Code they possessed the power,

under the civil RICO statute to issue what is called a civil investi

gative demand, and seize the records of the bank, before those

records were taken back to the Middle East, so that the U.S. Jus

tice Department could conduct just such an inquiry, and find out

whether or not from the branches in Miami, Boca Raton , Los Ange

les , Tampa, New York, or Chicago, major arms transactions had

taken place in Central America,and we received no response to
that .

In other words, I felt it necessary , before my client's authorized

the filing of a RICO claim, to bring to the attention of the U.S. at

torney and the Attorney General , himself, of the fact that they pos

sessed the power of greater magnitude than the underwriters at

Lloyd's, as a civil plaintiff, to seize those records . And no attempt

was done.

As soon as my clients' initiated a RICO action, we immediately

sought from the United States magistrate in the southern district

of Florida - Magistrate Johnston - orders, to seize the records, as in

January the bank announced its close -down.

We were successful in obtaining a series of orders in the civil liti

gation , in which Magistrate Johnston , and later, United States Dis

trict Judge Marino ordered these source records seized , and made

available to us, subject to this confidentiality order .

To answer your question , I don't believe that the U.S. attorney's

office hasever done it. We could only speculate as to the reasons

why they have not done that .

Senator KERRY . You keep putting your hand ona book . What is

that, that you are referring to? Is that what you have sent to the

Justice Department?

Mr. DOUGHERTY. We have those letters here. I wanted to show

you, Senator, and I have it — the actual orders themselves, that con

tain the orders prohibiting the removal of the records. And we

have an index of a series of correspondence that we will deliver to

you at this hearing .

Senator KERRY. Yes, but I am trying to get the sequence here.

You were as you went through the investigation , in 1987 , 1988,

you began to collect more and more information. You said there

were four times, five times, you were in touch with law enforce

ment authorities?

Mr. DOUGHERTY. Yes, we have an index of those letters sent to

the U.S. Justice Department.

Senator KERRY . What was the date of the first letter ?

Mr. DOUGHERTY. The first letter went September 13, 1989, to the

District Director of U.S. Customs in Tampa.

Senator KERRY. Setting out what?

Mr. DOUGHERTY. A request for records that would demonstrate

coffee smuggling, by Coffee, Inc. , and asking Customs if they would

permit us to receive those records.

Senator KERRY. What happened to that?
Mr. DOUGHERTY. No response.

Senator KERRY. What was the next correspondence ?

Mr. DOUGHERTY. The next correspondence, in sequence , went to

the Assistant U.S. Attorney, Louis Kerry. And then on November
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29 , 1989, to the U.S. attorney — the U.S. attorneys in both Miami,

New Orleans, and Tampa, bringing to their attention the existence

of the coffee smuggling schemeand a request to receive records in

the possession of U.S. Customs. No response.

Senator KERRY. OK, no response at all .

Mr. DOUGHERTY . None.

Senator KERRY. And then the next correspondence ?

Mr. DOUGHERTY. The next correspondence was on December 15 ,

1989. It was a letter directed to Mr. Flynn to attempt to

Senator KERRY. Who is Mr. Flynn?

Mr. DOUGHERTY. Mr. Flynn is an Assistant U.S. Attorney here in

Washington, and that dealt with the inquiry as to whether or not

there were any end -user certificates issued to Mr. Bilbeisi or his

corporations, for the Guatemalan transaction , or any of the previ

ous ones. And there was a response that the appropriate Depart

ment of State Agency Munitions Control had no such records of
Mr. Bilbeisi.

Senator KERRY . What was— and then you wrote another letter,

subsequent to that?

Mr.DOUGHERTY. Yes , we wrote a letter on April 30 to the Assist

ant U.S. Attorney, Mark Jakowski

Senator KERRY. April 30, what year?

Mr. DOUGHERTY. 1990 - asking for a request to review specific

records that were introduced in the BCCI criminal indictment, and

the criminal conviction in Tampa, and an opportunity to confer

with him, and to review the records that were seized from BCCI in

Miami, under a search order that was issued by the United States

magistrate, when the bank's offices were all closed and the records

were sealed .

Senator KERRY. What happened to that request?

Mr. DOUGHERTY . No response .

Senator KERRY. Well, is it possible— being devil's advocate, and

taking their side for a minute - is it possible that they had an ongo

ing investigation and did not want to deal with somebody on the

outside at that time?

Mr. DOUGHERTY. Well, the records we wanted to see , Senator, we

wanted to confirm , were the records of Munther Bilbeisi that were

also seized at the same time that the grand jury subpoena and

search order was issued .

In other words, when the Operation C. Chase indictment oc

curred, there was a seizure of bank records , including Amjan

Awan's records, when he was in charge of Lacro in Miami . And

part of all of his customers included not only the individuals in the

Tampa —

Senator KERRY. I am not sure that answers my question . I mean ,

there was an ongoing investigation at the time, correct ?

Mr. DOUGHERTY. Well, the records that we wanted to see , were

the records that were either not used by the Middle District Attor

neys — U.S. attorney's office that were taken , that should have been

available to us

Senator KERRY. I see.

Mr. DOUGHERTY ( continuing .) And we should have been given an

opportunity to see the records that were put in evidence . And we

weren't allowed to see those , either .
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Senator KERRY. And what was the last letter you referred to ?

Mr. DOUGHERTY. That was a letter of April 30 , 1990, to the

Senator KERRY. A subsequent letter ?

Mr. DOUGHERTY. The next letter went to Bonnie Tischler, on May

4, 1990 , from U.S. Customs Service, because we were requesting at

that time to meet and confer concerning the ongoing investigation

that we had to prove and establish in our civil case, the existence

2

of a

Senator KERRY. Well, what I am trying to get at. Some of these

communications that you are referring to, seem to be requests for

information. But in your testimony, you say as officers of thecourt

we considered it our duty to bring these crimes to the attention of

appropriate law enforcement agencies.

Mr. DOUGHERTY. Over the next 3 years we repeatedly notified the

Customs Service, IRS, and U.S. attorneys offices of three districts

of these crimes .

Finally, in frustration , I sent a letter to the Attorney General

outlining the problem .

Senator KERRY. Was there any response with respect to those

crimes, investigatively or otherwise ?

Mr. DOUGHERTY. None — the only agency that contacted us for

that responded, was the Criminal Investigation Unit of Internal

Revenue Service, which did subpoena portions of our records.

I do not know if the U.S. attorney's office New Orleans or Miami

then referred the inquiries we made to IRS. But at all times, the

only response that we ever received were subpoenas issued by the
Internal Revenue Service.

Senator KERRY. Now you say you sent a letter to the Attorney

General. What was the purpose of that letter ?

Mr. DOUGHERTY. Senator, the purpose of that letter was subse

quent to the request for a conference with Mr. Rosenblatt, which

occurred in August of 1989. Because as I testified in my opening

statement, that conference in which we laid out to him all of the

information that we had acquired, in 1987 , 1988, and through the

summer of 1989, for the clear violations of Customs violations — all

of the documents, money laundering, income tax violations . As far

as Customs was concerned, and Mr. Rosenblatt, it was a paper case .

It had no glitz. They were not interested in it.

It then became apparent thatbecause of more information that

we received in the summer of 1989 , and in 1990, that the manner

in which the bank moved money from Mr. Bilbeisi and his former

partners, was a common method used by still other customers,

whose records we had access to .

And we wish to use , under Federal Rule of Evidence 404 (b ), evi

dence of similar conduct. And here we are, with the bank about to

leave the United States, and the records going, we're asking, in ad

vance, the assistance of the Justice Department to initiate — if

they're not going to file a RICO claim, to at least seize the records
before the records go.

Senator KERRY. And they did not seize the records .

Mr. DOUGHERTY. They did not seize the records . They did not re

spond to the letter . And we

Senator Kerry . Did records go? Did you lose records as a conse

quence?

>
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Mr. DOUGHERTY. Senator, we believe so.

Senator KERRY. But you do not know.

Mr. DOUGHERTY. I don't know that. But I do know that a major

fire took place in London , England, and a large source of those

bank records were, quote “ burned” about 3 months ago. I know

that from speaking to various witnesses who have testified that

bank records were moved out of Miami and Boca Raton back to

England.

Senator KERRY. Do you have any of the letters that you sent to

the various departments there?

Mr. DOUGHERTY . I provided them to your office, Senator . And we

couldn't locate them yesterday. So I asked for an additional set .

And they were sent yesterday, Federal Express . And they should

be here now . I have the chronology of them, but we have a hard set

for you.

Senator KERRY. What is the chronology ? Do you have that on
paper there ?

Mr. DOUGHERTY. Yes.

Senator KERRY . Is the clerk here? Would you collect those? I

would like to put those into the record at this time . And without

objection , I would like to put the other documents into the record

in sequence, as we get them now. And we will make those avail

able .

[ The information referred to follows:)
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INDEX OF LETTERS SENT TO JUSTICE DEPARTMENT OR CUSTOMS

09/13/89
Dianne A. Zwicker

District Director

Department of the Treasury

U.S. Customs Service

4430 East Adamo Drive, Suite 301

Tampa , Florida 33605

11/13/89
Lewis P. Carey, Jr.

Assistant United States Attorney

Department of Justice

Southern District of Florida

155 South Miami Avenue

Miami , Florida 33130

11/29/89
Dexter Lehtinen

United States Attorney

155 South Miami Avenus Suite 1000

Miami , Florida 33130

Robert S. Siberski

Special Agent in Charge

U.S. Customs Service

Airport Executive Center

2203 North Lois Avenue , Suite 600

Tampa , Florida 33607

John Volz

United States Attorney

Hale Boggs Building , Roorn 210

500 Camp Street

New Orleans, Louisiana 10130

12/15/89
Charles F. Flynn, Esq .

Assistant United States torney

Judiciary Center, Room 4118

555 Fourth Street, N.W.

Washington , D.C. 20001

04/30/90
Mark Jackowski

Assistant United States Attorney

920 Zack Street

Tampa , Florida
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05/04/90 Bonnie Ticshler

Department of the Treasury

United States Customs Service

4430 East Adamo Drive, Suite 301

Tampa, Florida 33605

05/29/90 United States Customs Service

Legal Counset

909 S.E. 1st Avenue, Room 606

Miami, Florida 33131

05/30/90 Richard Keating

Department of Treasury

United States Customs

4430 East Adamo Drive, Suite 301

Tampa, Florida 33602

05/31/90 John Forbes

United States Customs Services

Smuggling & Investigative Division

13001 Constitution Avenue , Room 5408

Washington, D.C.

06/22/90 Andres Rivero

Assistant United States Attorney

United States Attorneys Office

Southern District of Florida

155 South Miami Avenue

Miami, Florida 33130

Sandy Francis

Senior Special Agent

United States Customs

108 Decatur Street

New Orleans, Louisiana 70130

07/02/90

08/24/90 K. Brooks Thomas , Esq .

Regional Counsel

United States Department of Treasury

United States Customs Service

909 Brickell Plaza, Suite 606

Miami, Florida 33131

.2 .
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10/05/90 K. Brooks Thomas, Esq .

Regional Counsel

United States Department of Treasury

United States Customs Service

909 Brickell Plaza, Suite 606

Miami , Florida 33131

12/12/90 Dexter Lehtinen

United States Attorney

155 South Miami Avenue, Suite 1000

Miami, Florida 33130

United States Customs Services

Smuggling Investigative Division

R -5408

13001 Constitution Avenue, N.W.

Washington, D.C. 20229

Attention : John Forbes

01/19/91

03/14/91 Office of the Regional Commissioner

United States Customs Service

South Central Region

423 Canal Street, Suite 337

New Orleans, Louisiana 70131-2341

Attention : Robert Grimes

03/26/91 Andres Rivero

Assistant United States Attorney

United States Attorneys Office

Southern District of Florida

155 South Miami Avenue

Miami, Florida 33130

03/28/91 Andres Rivero

Assistant United States Attorney

United States Attorneys Office

Southern District of Florida

155 South Miami Avenue

Miami, Florida 33130

04/24/91 Mr. John Moscow

New York District Attorneys Office

One Hogan Place

New York, New York 10013
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05/20/91 Michael Rubenstein, Esq .

United States Attorneys Office

500 Zack Street, Suite 400

Tampa , Florida 33602

06/19/91 Andres Rivero

Assistant United States Attorney

United States Attorneys Office

Southern District of Florida

155 South Miami Avenue

Miami, Florida 33130

07/02/91 William Jung

United States Attorneys Office

500 Zack Street

Tampa, Florida 33602

Jeanne Hueting

Criminal Supervisor

Clerk of the Court

Criminal Division

United States District Court

611 North Florida Avenue

Tampa, Florida

07/03/91 William Jung

United States Attorneys Office

500 Zack Street

Tampa, Florida 33602

Jeanne Hueting

Criminal Supervisor

Clerk of the Court

Criminal Division

United States District Court

611 North Florida Avenue

Tampa, Florida

07/15/91 Andres Rivero

Assistant United States Attorney

United States Attorneys Office

Southern District of Florida

155 South Miami Avenue

Miami, Florida 33130

4 .
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Mr. DOUGHERTY . Senator, I have some of the copies, and I have

the index here . Richard provided them with me.

Senator KERRY. Well, if you could give us the index and the

copies that you have

Mr. DOUGHERTY. And if I could , here is the specific letter of De

cember 12 , 1990 , with a copy to the Attorney General of the United

States .

Senator KERRY. Could you read that? I would just be interested

in what you said .

Mr. DOUGHERTY. Yes, this letter was written on December 12,

1990, to the U.S. attorney for the southern district of Florida ,

Dexter Lehtinen .

Senator KERRY. No, that is not the one I am talking about. I

thought you said you had the one to the Attorney General?

Mr. DOUGHERTY . Yes, it shows a carbon copy .

Senator KERRY. Oh, I am sorry. All right.

Mr. DOUGHERTY (reading) :

Dear Mr. Lehtinen : I enclose for your review the following: One, a copy of my

correspondence to you, and Robert S. Sibursky, U.S. Customs, Tampa, and John

Voltz, United States Attorney, New Orleans, dated November 29, 1989, outlining the

essential elements of the illegal activities involved in the above -referenced litiga

tion, Exhibit No. 1. And we gave him all the records.

Two, a copy of the letter from the Secretary General of the Republic of Guatema
la , and personal attorney to the President of Guatemala, dated December 7, 1990,

seeking your assistance and cooperation in a matter of great importance to the Gov

ernment of Guatemala. And that was a request to have Mr. Bilbeisi extradited to

Guatemala if he came to the United States.

Three, a copy of an article appearing in the South Florida Business Journal for

the week of November – October 1990, entitled Insurance Claims Reveal a Web of

Intrigue: Former Boca Businessman , Bilbeisi in a Guatemalan Arms Deal, Coffee
Smuggling.

In other words, we're waiving a red flag. Hey, here is a complete newspaper arti

cle outlining in simple form the entire caper. Five, a copy of the motion for summa

ry judgment filed by Lloyd's, based on illegality. Judge Marcus has not yet set oral

argument on the motion .

This motion reviews all of the classic elements of multiple violations of the U.S.

Code, involving Customs violations — and I identify the Code sections — fraud, and
false statements .

Why? I'm telling them that I know that the statute of limitations is going to

expire.

Six, a

Senator KERRY. And just to make the record clear, the statute of

limitations did expire, is that correct ?

Mr. DOUGHERTY. And then it subsequently expired .

Senator KERRY. Correct.

Mr. DOUGHERTY (reading ]:

Six, a copy of a proposed RICO complaint, to be filed on behalf ofmy clients, seek

ing money damages for multiple RICO violations under Chapter 18, 1964. We have

received a series of subpoena duces tecum to produce our files and all of our data

bases which have demonstrated clear, continuous, multiple instances of laundering

of money instruments in violation of Title 18, all committed by various officers and

employees of Bank of Credit and Commerce International .

We understand that this matter is presently assigned to your Assistant U.S. At

torney Andros Rovero.

As you are aware, Judge Hodges of the Middle District of Florida has sentenced

bank officers ofBCCI, after accepting from that bank an agreement entered into

with the office of the U.S. attorney of the middle district , a $ 15 million fine.

We, have uncovered still further evidence of money laundering, kickbacks, extor

tion attempts, and continuing , multiple violations of obstruction ofjustice made by
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officers of the Bank of Credit and Commerce International, their attorneys and in

vestigators here in Miami.

Since your office possesses the power to file or make recommendations of civil ,

investigative demands under Title 18, 1986 to expedite this matter, and under 1966

allowing the U.S. Government to recover money damages, we are requesting - un

derlined — an immediate conference to bring these matters to your attention .

And then I say in caps:

Prior to the further attempts of Bank of Credit and Commerce International to

destroy records or remove records from the jurisdiction , as contemplated by the

withdrawal of the bank from the State of Florida , before January 11, 1991 , with a

Federal Expressed copy of all of the records, and a shown copy of the letter to the

Honorable Richard Thornburgh, Attorney General of the United States to which

we received no answer.

Senator KERRY. So you were never contacted for that meeting ?

Mr. DOUGHERTY. We were not.

Senator KERRY. You never had that meeting ?

Mr. DOUGHERTY . We never did .

Senator KERRY. Now there is a whole area of the coffee smug

gling, and more on the arms. But I am going to accede to my col

league at this point. I have gone considerably longer than I intend

ed .

Mr. DOUGHERTY . We have these letters here, Senator.

Senator KERRY. Those letters are now to be made part of the

record. And we will put them in , in sequence , if the package is

made available to the clerk.

[ The information referred to follows:)
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November 29, 1989

Ma Federal Express

Mr. Dexter Lehtinen

United States Attorney

155 S. Miami Avenue

Suite 1000

Miami, Florida 33130

Attn : Carol Wilkinson

Mr. Robert S. Siberski

Special Agent in Charge

U. S. Custom Service

Airport Executive Center

2203 N. Lois Avenue

Suite 600

Tampa, Florida 33607

Mr. John Volz

United States Attorney

Hale Boggs Building

Room 210

500 Camp Street

New Orleans, Louisiana 70130

Re : Nicholas Collwyn Sturge vs. Coffee , Inc.

Case No: 88-0125 Civ-Marcus

Gentlemen :

I enclose for your attention , copies of the following pleadings filed in the above

case which establish a prima facie showing of the existence of multiple tederal crimes

which have been committed both prior to and during the claim made against my client

an Underwriter at Lloyd's of London seeking an excess of $ 6,000,000.00 in damages.

Coffee, Inc. through its president, Munther Bilbeisi, claimed that coffee beans

purchased in El Salvador were switched in transit in three (3) shipments from

Guatemala to Tampa, Florida, and that the beans were switched in transit as a result

of which an insurance loss has been processed . This claim has been rejected and is
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Mr. Dexter Lehtinen

Mr. Robert S. Siberski

Mr. John Volz

November 29, 1989

Page -2

Re : Nicholas Collwyn Sturge vs. Coffee, Inc.

Case No : 88-0125 Civ -Marcus

a subject of litigation and is being denied on the grounds of false swearing,

misrepresentation and illegality in that not only the subject shipment but over 20

shipments between 1983 and 1986 were illegally shipped into the United States

through fraudulent bills of lading and manifest .

I believe it is my obligation to bring to your attention what appears to be the

formation of a criminal conspiracy beginning in 1983 , which continues to date, to

illegally import contraband coffee into the United States without the payment of

necessary custom duties in the countries of origin , i.e. , Guatemala , Honduras or El

Salvador and, through the use of false bills of lading and other fraudulent document

in violation of the United States code, to illegally import this coffee into the United

States of America through the ports of Tampa, Miami and Port Everglades, Florida ,

as well as New Orleans, Louisiana . When the coffee reach the United States , it was

re -bagged and sold, apparently according to the financial records of Coffee, Inc. , in

a manner which would probably violate substantial sections of the United States

Internal Revenue Service Code.

We are also including copies of the affidavits executed by attorney Francisco

Palomo in Guatemala , which have been filed with Judge Marcus and the Clerk of the

United States District Court after this attorney , retained by me as set forth in the

affidavit, had as witnessed by agents of the Drug Enforcement Agency, been solicited

for bribery for release of work product records, at my request to establish the above

continuance conspiracy to import contraband coffee . He was also requested to

execute a false affidavit at the request of Mr. Bilbeisi . Mr. Palomo will be available

in Federal Court tomorrow in Miami before Magistrate Peter Palermo and again upon

your request, to corroborate these charges that involve Munther Bilbeisi as president

of Coffee , Inc. who is presently in Amman, Jordan .

We previously brought this matter to the attention of an assistant United States

attorney in Miami on October 27, 1989 and , had previously brought to your attention

attempts to illegal distribute S76A helicopters and F5 jet fighters from Jordan to

Guatemala through Munther Bilbeisi and his corporation Mura International, S.A. ,
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Mr. Dexter Lohtinen

Mr. Robert S. Siberski

Mr. John Volz

November 29, 1989

Page -3

Re : Nicholas Collwyn Sturge vs. Coffee , Inc.

Case No : 88-0125 Civ -Marcus

during the years 1987 and 1988.

Sincerely yours,

James F. Dougherty , Il

JFD/mb

encls .

Itr
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December 12 , 1990

The Honorable Dexter Lahtinen

United States Attorney

155 S. Miani Avenue

Suite 1000

xiani , Florida 33130

Re : Nicholas Collwyn Sturge v . Coffee , Inc.

Casa No : 88-0125 civ -Marcus

Dear Mr. Lehtinen :

I enclos . for your review the following :

1 . A copy of my correspondence to you and Mr. Robert s .

silbersky , United States Customs, Tampa , Florida , and John Volz , United

States Attorney, New Orleans , Louisiana dated November 29 , 1989 ,

outlining the essential elements of the illegal activities involved in

the above - referenced litigation . ( Exhibit 1 ) .

2 . A copy of a letter from Mr. Carlos Diaz-Duran , Secretary

General of the Republic of Guatemala, S.A. , and personal attorney to

the President of Guatemala dated August 7 , 1990 to you , seeking your

assistance and cooperation in a matter of great importance to the

government of Guatemala . ( Exhibit 2 ) .

3 . A copy of an article appearing in the South Florida

Business Journal for the week of October 29 , 1990 , entitled , " Insurance

clains reveal web of intrigue . Former Boca businessman named in

Guatemalan arns deal , coffee smuggling . " ( Exhibit 3 ) .

A copy of an article appearing in the South Florida

Business Journal for the week of November 19 , 1990 , entitled , " BCCI

(Bank of credit and Commerce International ) closing last Florida branch

office " . ( Exhibit 4 ) .

5 . A copy of the Motion for Summary Judgment filed by my

client , Nicholas collwyn Sturge , an underwriter at Lloyd's of London

against coffu , Inc. Based on illegality , filed dated 11/16/90 . Judge

stanley Marcus has not set oral argument on this notion . This notion

reviews all of the classic elements of multiple violations of the

United States Code involving customs violations , 18 U.S.C. S$541-551

and Chapter 47 , $1001 , fraud and false statements and Title 31 , 95316 .

(Echibit 5 ) .
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The Honorable Dexter Lehtinen

United States Attorney

December 12 , 1990

Page -2

Re : Nicholas collwyn Sturge v . Coffee , Inc.

Case No : 88-0125 civ-Marcus

6 . A copy of a proposed complaint filed on behalf of my

client , Nicholas collwyn Sturge , seeking money damages for multiple

RICO violations under Chapter 18 , 91964 . ( Exhibit 6 ) .

We have received a series of subpoenae duces tecum to produce our

files and databases which have demonstrated clear , continuous multiple

instances of laundering of money instruments in violation of Tile 18 ,

S $ 1956 and 1957 , all committed by various officers and employees of the

Bank of Credit and Commerce International . We understand this matter

is presently assigned to Assistant District Attorney Andres Rivero .

As you are aware , Judge Hodges of the Middle District of Florida

has sentenced bank officers of BCCI after accepting from the same bank

through an agreement entered into with the office of the United States
for the Middle District of Florida a multi-million fine .

We have uncovered still further evidence of money laundering, kick

backs , extortion attempts , and continuing multiple violations of

obstruction of justice made by officers of the Bank of Credit and

Commerce International , their attorneys and investigators here in Miami

and in London .

since your office possesses the power to file or make recommend

ations of civil investigative demand under Title 18 , 31968 and to

expedite this matter under $ 1966 allowing the United States Government

to recover money damages , we are requesting an immediate conference to

bring these matters to your attention PRIOR TO THE FURTHER ATTEMPTS OF

BANK OF CREDIT AND COMMERCE INTERNATIONAL TO DESTROY RECORDS OR REMOVE

RECORDS FROM THIS JURISDICTION AS CONTEMPLATED BY THEIR WITHDRAWAL FROM

THE STATE OF FLORIDA ON OR BEFORE JANUARY 11 , 1991 .

sincerely yours ,

James F. Dougherty , II

jed /mb

oncl ..

l - lahtin.on3

CC : The Honorable Richard Thornburg

Attorney General

United States of America

Department of Justice

Washington , D.c. 20530
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July 2, 1990

Via FederalExpress

Ms. Sandy Francis

Senior Special Agent

United States Customs

108 Decatur Street

New Orleans, LA 70130

Re: Nicholas Collwyn Sturge v. Coffee, Inc.

Case No : 88-0125 Civ -Marcus

Dear Ms. Francis :

Enclosed please find the following with regard to the above-reference litigation :

1 . A copy of my correspondence to Messr, Dexter Lehtinen, Robert S.

Sibersky and John Volz outlining the essential elements of the illegal

activities involved in the above -referenced litigation .

2 . An internal memorandum explaining the illegal smuggling operation of

coffee from Central America into the United States.

3. Copies of Jay Anthony Aramburo's 11/7/89 depositions taken on

11/7189, 11/16/89 and 11/17/90 and summaries thereto with regard to

the above - referenced litigation .

Please review these documents at your earliest convenience . I look forward to

hearing from you so that we may discuss same.

Very truly yours,

James F. Dougherty, Il
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August 7, 1990

The Honorable Dexter Lehtinen

United States Attorney

155 S. Miami Avenue

Suite 1000

Miami , Florida 33130

Re : Nicholas Collwyn Sturge vs. Coffee, Inc.

Case No : 88-0125 Civ-Marcus

Our File No : 7539

Dear Mr. Lehtinen :

I am seeking your assistance and cooperation in a matter of great importance

to the government of Guatemala . We have presented to you under separate cover an

order issued by the Republic of Guatemala for the extradition of Munther Bilbeisi ,

pursuant to the Bilateral Treaty of Extradition between the United States and the

Republic of Guatemala entered into force March 13, 1941 (55 Stat. 1097) , and the

Multi-Lateral Convention on Extradition entered into force for the United States on

January 25 , 1935 (49 Stat . 3111 ) . This order was issued incident to Mr. Bilbeisi's

participation in a scheme to smuggle coffee valued at several million United States

dollars from Guatemala into the United States during the years 1983 through 1988 .

Mr. Bilbeisi accomplished this scheme through the use of three or more wholly owned

and controlled entities under the jurisdiction of the United States courts, including but

not limited to Coffee , Inc. , Orion Systems , Inc. and Mura International , S.A. In

addition , the scheme involved the cooperation of and illegal payments , bribes and /or

kickbacks to agents or employees of various third parties under the jurisdiction of the

United States courts, including financial institutions , shippers and coffee roasters .

The scheme was financed through the knowing participation of the Bank of Credit &

Commerce International (Overseas ) Ltd. The financial loss the Republic of Guatemala

attributable to this smuggling scheme is in excess of $ 1 million U.S. dollars .
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The Honorable Dexter Lehtinen

United States Attorney

August 7, 1990

page -2

Re : Nicholas Collwyn Sturge vs. Coffee, Inc.

Case No: 88-0125 Civ-Marcus

Our File No: 7539

In addition to illegally depriving the Republic of Guatemala of tax and customs

revenues, we have been informed that the above -referenced coffee smuggling scheme

was conducted in violation of several United States law . Because Mr. Bilbeisi has

little if any assets located in Guatemala, we are obviously concerned as to the

possibility of restitution of revenue stolen from the Republic of Guatemala . In view

of the possible violations of the United States law, combined with the loss to the

United States Treasury of substantial revenues and customs duties , we believe that

the mutual interests of our respective governments coincide and would be served by

the filing of a criminal action against Munther Bilbeisi , Coffee , Inc. and BCCI , as well

as through cooperation in a civil action to be brought by the Republic of Guatemala

against these same parties.

I look forward to hearing from you as soon as possible .

Sincerely,

Carlos Diaz-Durant

Secretary General

Republic of Guatemala , S.A.

RAL :ab :jc

7539 \letters \i-Lehtin . 1



38

January 19 , 1991.

U.S. Customs Services

Smuggling Investigative Division

R-5408

13001 Constitution Avenue , N.W.

Washington , D.C. 20229

Attn : Mr. John Forbes

RE : Sturge v . Coffee , Inc.

Our File No. 7539

Dear Mr. Forbes :

It has been more than six months since wehave requested U.S.

Customs offices in New Orleans , Tampa and Miami, Florida to supply

us with entries for coffee which arrived in 1983 through 1986

imported by coffee , Inc. , Orion Systems, Mura International and

Cornishe , Inc. As of this date , we have not received any records .

For your information I am enclosing copies of two U.S. Customs

forms obtained from Coordinated Caribbean Transport ( " CCT" ) ( a / k / a

Crowley Caribbean Transport ) showing changes in destinations of the

coffee (1.e. from Jordan to Honduras ) , proving how Mr. Munther

Bilbeisi together with his associates Steve Calderon (Vice

President of CCT ) , Jose Otano (Operations Manager for CCT ) and

Joseph villaba ( In Bound Manager for CCT) were manipulating the

shipping company and the United States Customs Service to smuggle
non - quota coffee into the United States in violation of

International Coffee Organization ( " ICO " ) Rules and Regulations and
U.S. Customs laws .

We would appreciate your directing us to the appropriate

department to provide these necessary documents . If you require

any additional information in order to expedite this request please
do not hesitate to contact us .

Very truly yours ,

JAMES F. DOUGHERTY II

JFD / cd

Enc .

1539 /letters / forbes
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June 19, 1991

YA FACSIMILE

Mr. Andres Rivero

Assistant United States Attorney

United States Attorneys Office

Southern District of Florida

155 South Miami Avenue

Miami, Florida 33130

Re: Federal Grand Jury Subpoena

Dear Mr. Rivero :

At precisely 3:20 p.m. today a Mr. Khouri from Amman , Jordan called for me

stating to my receptionist that it is extremely important that he speaks to me . He

indicated he would call tomorrow morning between 8:00 a.m. and 8:30 a.m. He

refused to leave his phone number of any other information .

This is not the first time a "plant" phone call has been received by my office

possibly at the direction of Munther Bilbeisi . You will recall the Ladikos incident

wherein an anonymous phone call advised my office exactly one year ago that the fine

arts which were the subject of Munther Bilbeisi's fraudulent insurance claim were

located at the residence of a man by the name of John Ladikos and how Mr. Ladikos

subsequently sued me personally as well as the Underwriters at Lloyd's of London and

the City of Miami Beach .

Due to the numerous threats on my life as attested to by Affidavit filed with the

Federal Bureau of Investigation, I respectfully request that an agent be assigned to

follow - up on this matter, including the taping of "Mr. Khouri's" phone call to my office

between 8:00 a.m. and 8:30 a.m. tomorrow morning .

Sincerely,

James F. Dougherty, II

JFD \wdr

Enclosures
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Senator KERRY. Senator Brown .

Senator BROWN. Thank you , Mr. Chairman .

I am not sure if Mr. Dougherty or Mr. Lehrmanis the appropri

ate one — just to backtrack a bit - an end -user certificate is required

by U.S. law for the export of arms?

Mr. DOUGHERTY .For the export or the reintroduction , or the sub

sequent sale of a U.S.-made weapon, yes.

Senator BROWN . So there is threerequirements here: if it is ex

ported, or if it is reworked , or if it is resold , U.S. law requires an

end -user certificate .

Mr. DOUGHERTY . That's my understanding of the United States

law .

Senator BROWN. And thus, review by munitions control and ap

proval of that sale.

Mr. DOUGHERTY . That's correct, Senator.

We keep track on our major weapons, so that the movement or

subsequent sale of them will not interfere with the State Depart

ment policy, or the policy of the U.S. Government.

Senator BROWN. Now in this instance, Jordan was interested in

selling arms through this agent, to Guatemala ?

Mr.DOUGHERTY . Yes.

Senator BROWN. What obligates Jordan to obtain an end -user

certificate , or seek U.S. approval to resell those U.S. arms?

Mr. DOUGHERTY. As I understand, if it's a direct, government sale

by the Hashemite Kingdom of Jordan to the Republic of Guatema

la, the seller, Jordan, would be required to obtain State Depart

ment approval of the sale.

Senator BROWN. And how required ?

Mr. DOUGHERTY. It's mandatory.

Senator BROWN. They have agreed, as a condition of getting the
certificate themselves ?

Mr. DOUGHERTY. At the time of the original, or initial sale of the

Sikorsky S-76's, as any major American made weapon , they are ob

ligated — the recipient ofthe weapon — to confirm and acknowledge

that upon the resale ofthat equipment, there must be an end -user

certificate. And that sale must be done with State Department ap

proval.

Senator Brown. Now in this case, Jordan did not obtain that cer

tificate .

Mr. DOUGHERTY. To our knowledge, it did not.

Senator BROWN. And did not as far as we know — even apply for
it?

Mr. DOUGHERTY. To our knowledge, it did not . The Munitions

Control Board has no record of those records. They did a records

search and represented that there are no such records.

Senator BROWN . So what we have here, is Jordan , has violated

itsagreement with the United States with regard to the resale of

U.S. arms, and BCCI appears to have enteredinto a conspiracy to

violate — or at least to accommodate the noncompliance with that

agreement.

Mr. DOUGHERTY . That's correct.

And there's one other factor — at the time, Senator, that that was

being processed, Munther Bilbeisi owed BCCI over $3.5 million ,
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plus interest, for this overdraft facility where he could write all the

cashier's checks to buy the coffee.

In other words, Bilbeisi, in debt to the bank, Coffee, Inc., owed

the bank, in 1987, $3.5 million - with interest. And there are, in the

files, repeated demands to pay the money or your security in

Jordan will be forfeited. The security is not forfeited .

It is much like a person who is in debt to a lender, then goes to

the lender and enters into an arms transaction ?

Senator BROWN . What was the security that Bilbeisi had tied up

in Jordan ?

Mr. DOUGHERTY. They were a series of CD's, which ultimately

the bank did call upon, and which werepaid. So that the security

in certain banks in Switzerland, or in France, or in Jordan, were

paid to BCCI, Miami, leaving an unpaid difference of approximate
ly a $.5 million.

Mr. LEHRMAN . Senator, could I just add to that? The security was

basically a bank guarantee issued by BCCI, Amman . We found a

substantial level of correspondence between BCCI, Miami, and

BCCI, Amman . And so all of the arms deals and all of the coffee

smuggling took place, essentially financed by BCCI, Amman - al

though all thedocumentation purports to show that it was conduct

ed through a BCCI, Miami account.

And, in fact, Ex-Im Bank , to a certain extent, financed the sale

of the three helicopters.

Senator Brown. How could Ex-Im Bank finance something and

not insist on an end -user certificate ?

Mr. DOUGHERTY. By the use of the euphemism, quote “ civilian

helicopters ” I would assume. There was constant

Senator BROWN. The sale was represented as a non - as being

exempt from the end -user certificate requirement.

Mr. DOUGHERTY. Apparently, that these were, at all times, civil

ian helicopters, usedby the King with mahogany, and they were

alternatively to be used for threehelicopters, soldto the Republic

of Guatemala for $5 million, as alternately ambulances. And that

was their true intention .

Mr. VALLS. May Iadd something, Senator ?

Senator KERRY. What shows that BCCI knew that? That's a key

question .

Mr. DOUGHERTY. We have the bank files, that would indicate

that there, from the exhibits that you have, that wehave here,pre

viously, the bank was aware during coffee smuggling that there

was an absolute requirement from the Munitions Control Board

that there be proper certificates for an arms transaction . We have

that.

So they knew in 1984, and 1985, the necessity for United States

approval

Mr. LEHRMAN. Senator, if I could amplify that by directing you

to enclosures, and to the exhibits in enclosure No. 1 — there was a

handwritten memo

Senator KERRY. Just hold on one second. We are going to get

those for Senator Brown and myself so we have them. [Pause .]

Senator BROWN . This is the memo that involves a handwritten

note that they felt they did not have an obligation to notify the

U.S. Customs Service ?
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Mr. LEHRMAN . That is correct .

Senator Brown. If, for illegal activity, unless it related to arms

or drugs?

Mr. LEHRMAN . That is correct .

I direct your attention to the chart closest to you, which is a

handwritten memo, signed by Grace Perez. That is the second page

of a handwritten memorandum on top of a letter from Munther

Bilbeisi—show page 1 .

In the course of smuggling the coffee , which was done through

these documentary letters of credit, Mr. Bilbeisi was constantly ad

vising the bank to , at the last minute, change the destination from

Agaba , Jordan , to Miami.

Finally, one of the bank officers who was apparently out of the

loop, handwrites a memo, on top of Mr. Bilbeisi's request, to

change the letter of credit to reflect a different destination that

is, Miami, Florida, rather than Agaba, Jordan. And this bank offi

cers says, in effect, it's not

Senator KERRY. Why do you not read it, precisely what the bank

officer says?

Mr. LEHRMAN. In the bank officer's handwriting, it says, as per

regulations of the U.S. Customs, all coffee imports into the U.S.A.

are subject to validated release by U.S. Customs, and inspection by

the U.S. Food and Drug Administration, as per Article 8(a) of the

ICC publication and it references a specific publication . Quote,

“ In documentary credit operations, all parties concerned deal in
documents, and not in goods. I have consulted with my counterpart

in other New York banks, and they are of the view that it is not

the bank's duty to monitor quotas. If a nonquota item is entering

the U.S.A. , it is U.S. Customs who will hold or release goods,
* *

The second page of the document is a memo dated the nextday,

that indicates this bank officer spoke to someone in New York

from the Council International building, who confirms that quote,

“ Banks are not to monitor or to be responsible for quotas of com

modity. That it is the importers — in this case Mr. Bilbeisi's respon

sibility. And that in our security agreement, it stipulates that they

assumethis responsibility to meet U.S. Customs laws and regula

tions . ” Quote, “ The only commodity we should be aware of is that
of arms and explosives.

Senator BROWN. In other words, if the bank is aware of ship

ments that violate U.S. law, their position was that they had no

obligation to advise U.S. Customs of that violation .

Mr. LEHRMAN. According to this memorandum, that was the po

sition of this bank officer.

Senator Brown . Let me take you back, if I could, on the arms
shipment.

Arms were sold to Jordan. They obtained an end -user certificate.

And Jordan agreed to obtain an end-user certificate, if it resold

those arms.

Mr. LEHRMAN. As a condition of purchasing those arms.

Senator Brown . As a condition of purchasing.

Jordan , through a criminal agent,and in conspiracy - in concert,

I guess, with BČCI, resells those arms without an end-user certifi

cate .
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Mr. LEHRMAN . That is correct.

Senator BROWN. There is evidence to show that BCCI and the

agent, and Jordan were aware of the fact that they had not had an

end -user certificate in selling that.

Mr. LEHRMAN. Yes.

Senator BROWN . Is there any indication that Guatemala was

aware of the fact that they were buying arms without an end-user
certificate ?

Mr. LEHRMAN . Yes.

Senator BROWN. Does the State Department, to your knowledge,

raise this issue with the Governments of Jordan and Guatemala ?

Mr. LEHRMAN . Not to our knowledge.

Mr. DOUGHERTY . Excuse me, Senator Brown.

To our knowledge, the Customs agent in charge of it, Jeffrey

Martin from U.S. Customs in West Palm Beach , had a meeting

with the assistant U.S. attorneys in Miami, and recommended
criminal action .

And the reason I know that, is that from the same airport where

the 18 Sikorsky helicopters were— 12 of which were to go to Guate

mala ; 3 of which did go to Guatemala - 3 of the same S -76 helicop

ters werefrom the same group, same airport, samemanufacturer

attempted to be sold in 1989 to the Government of Iran .

And an Englishman by the name of Colin Breeze attempted to

take those helicopters, had them changed to gun -ships, and sold to

Iran , and work was to be done in theUnited States. Colin Breeze

came to West Palm Beach , FL, and he was arrested . And, by coinci

dence, he was tried before Judge Stanley Markus. And after a jury

trial, and he was convicted, he was sentenced to at least 10 years in

prison .

And Jeffrey Martin testified in court. And since they were the

same helicopters that came from Jordan—and they were going to

Guatemala - we were interested to see the actual people who were

testifying in front of the same, federal judge. And the individual

from the State Department, Munitions Control Board testified , to

gether with Jeffrey Martin .

So, here we have- although it was a clear, clear violation of the

United States law, that American made helicopters are going to

Iran, for which a person was arrested, we had the issue then, was

their compliance when the same helicopter is going from Jordan,

the same batch , was going to Guatemala.

So it became clear that at least the agent charged with the

Breeze indictment, who became involved in the Bilbeisi investiga

tion, felt strongly enough to state to the assistant U.S. attorney

that an indictment takeplace, but it never happened.

And at all times, and during 1988, certainly, the U.S. attorney's

office was aware, from the correspondence that you have, of the

combination of Bilbeisi and the bank — the bank financing the heli

copters; the bank financing the smuggled coffee. And nothing hap

pened .

Senator BROWN. Mr. Chairman, I would like to ask unanimous

consent at this time that this subcommittee ask the staff to pre

pare a letter for the signatures of this subcommittee, addressed to

the Secretary of State, reviewing the evidence of the violations of

the apparent violations of the agreements under arms control pro

-
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cedures, by Jordan and by Guatemala , and asking for a State De

partment investigation of this report, and appropriate followup

with the governments involved .

Senator KERRY. I think that is a very good idea. I think it's ap

propriate . And without objection , it is soordered. And we will do
SO.

Senator BROWN. With your permission , Mr. Chairman , I would

like to proceed just briefly — the coffee aspect of this .

Senator KERRY. Absolutely, that is an area that we want to get

into . But just before you leave the arms area, may I ask for your

indulgence and for you to yield to me for just a minute ? I want to

complete just one thing on the arms.

In packet No. 2, defendant's Exhibit No. 10 , as is labeled within

that packet_excuse me, it is packet No. 3, not 2 - in packet

number No. 3 , defendant's Exhibit No. 10 , there is a memorandum

to a Munther Bilbeisi from Alberto Coppo.

Would you explain to the committee what that memorandum is,

andwhat it purports to set forth ?

Mr. DOUGHERTY . Yes, Senator, in one of the three cases involving

Munther Bilbeisi, the fine arts claim in West Palm Beach , contin

ued demands were made to have Mr. Bilbeisi's counsel, and Mr.

Bilbeisi — who had fled to Jordan last summer - produce records to

establish that he was an arms dealer.

Finally , his latest attorney, Mr. Arthur Coski, in Palm Beach ,

filed a series of documents in which this was contained . This docu

ment is a memorandum prepared by Alberto Coppo, whowasa vice

president of Mura International. And it was sent to Mr. Bilbeisi.

And it's contained in the discovery requests, showing correspond

ence between Mr. Bilbeisi and his employees under the name
Mura.

And it describes what occurred in October 1988, when Mr. Bil

beisi was in the process of sending, at his own personal expense , an

entire delegation of the Guatemalan air force, from Guatemala,

through Miami and New York, to Amman, Jordan . And he paid for

that, so that the Guatemalans could inspect both the helicopters
and the jet fighters.

The memostates: Please be advised of the following; the purpose

of the Guatemalan Technical Commission is to inspect the three

units that were purchased in the contract with Bilbeisi's company ,

Mura International. In parenthesis, they will also inspect the ten

units they intend to buy. One, Royal Jordanian Air Force 719 , VIP ,
Kin's personal helicopter - King Hussein's; two, Royal Jordanian

Air Force VIP with low hours in good condition; and three, a medi
cal ambulance.

These three must be ready for inspection and testing by Commis

sion --that is , the Guatemalan Commission and they can already

be painted or done during the time the Commission is there. Also

needed is the list of spare parts, with the price covering $ 1,375,000.

We can include , in the list, ground support equipment, tools and

any equipment necessary .

To collect our money, we need to have Royal Jordanian Air

Force prepare, Senator Brown, a bill of sale transferring proper

ty - three units — from the Royal Jordanian Air Force to the Repub

lic of Guatemala.
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Next paragraph - regarding the assignments, we have already

covered the following:—we have already covered the following

$ 400,000 toBCCI, in parenthesis (M.B .) $ 200,000

Senator KERRY. What does M.B. stand for ?

Mr. DOUGHERTY. Well, it stands for Munther Bilbeisi. And the

question is, what was going to be done with the $ 400,000 ? We know

now what happened with the money in Guatemala. And the ques

tion is, was any of that money distributed by Mr. Bilbeisi to mem

bers of the Royal Jordanian Air Force, as it was distributed to

members of theRepublic of Guatemala ?

To the President's brother, Milton Cerezo $ 270,000 — the Presi

dent's brother is referring to context, and the President's brother

referring to the republic of Guatemala; $ 17,500 to J. Valdez;

$ 150,000 to MauricioCoronado, M.D. and Luis Altemar.

Senator KERRY. In terms of this transaction , what does that

mean?

Mr. DOUGHERTY . Valdez was then an employee, or a member of

the Guatemalan Commission . Coronado and Altemar were the

original brokers on the deal, who Mr. Altemar had smuggled the

coffee for Mr. Bilbeisi in Honduras and Guatemala, in 1985-87, and

Coronado was the former Consul of Guatemala , to Miami, who

worked with Mr. Altemar to put this deal together.

Senator KERRY. Could that have been a legitimate broker fee to

them?

Mr. DOUGHERTY. In the opinion, could that be a legitimate broker

fee ? Well, that was their confirmed piece of the action . That was

what they demanded in order to introduce the Bilbeisi crowd to the

Guatemalans.

Senator KERRY. Well, that is often paid for, isn't it?

Mr. DOUGHERTY. That is, that is a frequent, much like a real

estate broker commission . Two people agree as to what the commis

sion

Senator KERRY. So it is not necessarily anything of

Mr. DOUGHERTY. An illegal nature ?

Senator KERRY. That.

Mr. DOUGHERTY . No.

Senator KERRY. No, but obviously, of great interest is the pay

ment to the president's brother, the payment to BCCI, and subse

quent to that, the payment to two generals, correct?

Mr. DOUGHERTY. Yes, still needed to be paid, $517,000 to the

Bank of Guatemala for performance bond . And then it states,

$ 150,000 to the two generals.That is a crime in Guatemala, and a

separate representative of the Republic of Guatemala has traveled

here, and has the criminal indictments that have been filed against

the former president of Guatemala , his brother, and the generals,

as well as the subsequent new indictments filed against Bilbeisi, for

unpaid coffee customs duties.

( The information referred to follows:
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OC giftMEMORANDUM

offee
TO Advances Dept.

Letters of Credit Dopt .

FROM Graco Perez

LOCATION Letters of Credit Dept.

DATC January 22 , 1985

ALF . Orion 6y toms

Panama
SUBJECT:

The following are procedures which are to be followed as per

instructed by Mr. baknia and under no circumstances are we to

deviale from this without prior consent from Mr. Sakhia .;

1 ) All transactions are to be made under Orion Systems

( Panama ) no transactions are to be made under coffee

Inc.

2 ) All transactions are to bo fully collaterizod under

the guarantee or cash collateral .

3 ) Destination is not to be shown if it is not to the USA .

མདོ



47

CARIBBEAN REGIONAL MARKETING CONFERENCE
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COFFEE INCORPORATED

May 23 , 1984,

THE BANK , OP CREDITAND COMMERCE INTERNATIONAL ( Overseas )LTD ,

:1200 Brickell Avenue

Miami, Florida " 331311
2.1

Attn : Mr. Zaeed Sakrani.

iDear Mr. Sakrani :

I am enclosing herewith , .post- dated checks:to, bedeposited .

in ouraccount with you : Thiese checkstotal: $ 950; 000: 007(Nineli

Flundred and Fifty Thousand Dollars ) , and have been issued against

checks and Purchase Orders

The above -mentioned post -dated checks are as follows:

CHECKt DATED AMOUNT ISSUED AGAINST

1816 June 1 , 1984 $ 300,000.00 James W. Phyfe Co./

Brokers for Parmers

Bros. , California-P.0 ..

3398 totalling $ 355,502.52

1817 June 6 , 1984 $ 150,000.00 Chase and Sanborn

1818 June 12 , 1984 $ 200,000.00 James W. Phyfe $ Co.

P.O. 13405 for $ 311 , 203.53

ܐܙܐ|ܐ June 15 , 1984 $ 150,000.00 Chasc and Sanborn

1820 June 22 , 1984 $ 150,000.00 Chase and Sanborn

We have instructed Messrs . Chock Full of Nuts to wire transfer

directly to our account with you the value of of three invoices ,

1303 for $151,368.00 , invoice 1304 for $57,283.20 and invoice

305 for $652,080.00 .

These payments are due before the 10th of June, 1984 , and are to

be directly wire transferred to your bank .

Sincerely ,

Munnther Billas
Munther Bilbeisi2
COFFEE INC . , President

MB/ss

.

cnc



49

RCA APR 26 10231

254089 KURA UR

8933 CITCR CR

APRIL 26TH , 1934 TELEX NO . 17/84

TO : COFFEE , INC .

FROM : FINANCIERA DEL ATLANTICO , S.A.

HTTN : MR MUNTHER BILPEISI

RE : DOCUMENTARY CREDIT IMP - 149 / 94 OF ECCI - MIAMI , ADVISED THROUGH

U.B.S. ( PANANA ) INC .

AS OUR COFFEE SALES TO YOU WERE FOR COUNTRIES NOT MEMBERS OF THE

1.2.0 . THE ABOVE MENTIONED L/C HAS TO BE AMENDED TO COMPLY

WITH THE FOLLOWING POINTS :

1 ) AS WE HAVE NOTHING TO DO WITH INSURANCE WE WOULD GLADLY

PROVIDE A PHOTOCOPY OF OUR TELEX SHIPPING ADUCE BUT CANNOT

PROVIDE A " CERTIFICATE TO THIS EFFECT ' ' .

2 ) - THE CERTIFICATE OF ORIGIN WILL BE ISSUED BY THE CHAMBER

OF COMMERCE .

-IT WILL NOT REPEAT NOT BE CERTIFIED BY INCAFE .

-IT WILL NOT REPEAT NOT BE ACCOMPANIED BY ICO STAMPS .

3 ) A QUANTITY CERTIFICATE MY INCAFE WILL NOT BEPEAT NOT BE

PROVIDED AS THE PACKING LISTS ALREHDY CONTAIN THIS INFORMATION .

PLEASE ADVISE .

· REGARDS

ARTURO LINDO

8033 CITCR CR

264083 MURA UR
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voOCTANTMENT OF THE TACASUNY

VNITIN 16" Weros SLAVICE

“ 中

1. OATC

June 15 , 1989

O. OAICINATING OFFICE CON Inn

Monitor

TIMOTO NUVOLA

MEMORANDUM OF INFORMATION RECEIVED

3100-09, PLPM

C. ACUTEO CONTROL NUMOCAS

1.11

TSOULAY

Once

MOMATINN Toric.

1110ce1 introduction of coffee late the verse Germanse
. THORMATION MAS OCON NLCHIVEU IMMIT

cortoo importations not covered by the International Corfee organization quotesin
mchived at the ports of Miami. Jacksonville, Port Everglades, Houston, New Orleans

and New York , In transit to countries not members of ICo . Shipments are then diverted
and sold in the U. S. Markot .

ACTION TAKEN : Investigation initiated in conjunction with Customs Inspectors at Muat .

UNDEVELOPED LEADS: Pending additional Information boing developed,

DEFICE INDICES QUERIED : Negative

ACTION TO BE TAKEN BY ISSTECS. Create a permanent record on all subjects listed

in this report.

NR TECS

IDENTIFYING DATAJTECS QUERY:

Munther BILBEISI Alleged

( 1. dark completion, heavy bubila
DOB : 072330

Ros : 701 Sanctuary Drive

Boca Raton , Florida

Jose A. OTANO , aka Tony Alleged
W / M . POB : Cuba

Occup : Ops Manager for

CCT Shipping Line

Jose VILLALBA , aka Joe
Alleged

WA , wout 50 yrs of age,

5'8 ' , slim , bald , It.ccolored eyes

POB : Puerto Rico

Occupt Traffic Mgr for CCT Shipping Line

NR TECS

NR TECS

en Pentate inmy

ADMINISTRATIVE INFORMATION DELOW FOR CUSTOMS USE ONLY

TSOURCE NAMEOR NUMBER O. DATE AND TIME INFORMATION RECEIVED

John Lords 6 / 1 /B3
3. SOURCE ANNARRR

8838
Miami , Florida

11. ORIGINATINO OFFICE 13, sis ) GURE OF OFFICIA RECEIVING REVIEWSPER DATE

.

SAC /MI F. Gonzalez Larry M. Morphis ST . 6/15/83

Senior Special Agent Aeoul Supervisor
4 , DISTRIBUTION ( CutomAUNim )

NONNAL - Oulunda DEFENDANTS

In CubaCOTES
AREA SACMI; ARÇEMI: DD /MI (FPAF ) EXHIBIT

inCC LESD
KontoAgrity)

SAC /NO :SAC /IX : SAC /NY :SAC / SJ : SAC /HO 4ndo

40cc . Loos ar
HQ/ E : 1 & Coffee Control/ISS / TECS

chEnTION
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UNITLD STATES GOVERNMENT

Memorandum

DEPARTMENT THE TREASURY

UNITLD STATUS CUSTOMB SERVICE

E
S

T

u

DATE: June 22 , 1983.

ALLI MI08AR340010

no

TO 1 Special Agent in charge

Thru : Group Supervisor Group is imm

· Senior Special Agent Conzalez

Group 11

SUNUT Tachnical smuggling of green coffee in violation of the

International Coffee Agreement. ( P.6.96-599 uf 12/24/80,

28 UST 6401 )

Information received at this office indicates that large quantities of

yreen coffee beans are being illegally entered into the comerce of the United

states in the following ways :

1. Counterfeit or otnerwise false certificates of origin are

used in support of importations entered for consumption

in the United Stats. Investigations at several ports , with

the cooperation of the International Coffee Organization ( ICO )

have verified that this method is widely used .

Under this method , the information specifically indicates that

coffee produced in Honduras and Guatemala in excess of the quota

1s normally sold of about 65 % per lb and shipped to Panama where it

1s repacked in Colombian bags and shipped to the U. S. under false

certificates of origin illegally obtained , alrudy stamped, from
the Coffee Growers Association of Colombla, False Colombian

certificates are frenly sold in Panama for about 104 per 10 of

coffee covered by the stamps on the back of each certificate .

( Sample of false certificates are available in this office . )

from Panama, corres is shipped to Houston , Now Orleans and

Miami ; sometimes it is first shipped to Jamstaa , Haiti , and

othor Caribbean I lands.

2. Corlee is normall packed for shipaent in 70 kgs ( 154 lbs) bags

and in 50 kgs (11 lbs) bags which are then shipped in 20'and
40 ft containers . It has become a standard procedure to

declare in the diſis of lading and, hence , in the cargo

nant fest of the 1eporting vessel, approximately hall of the

actual net weight of the coffee in the container .

Coffee not covered by Ico cortificates to declared in the

DIDANTS bills of lading,apa cargo malfests as in transit to other

UPT countries , mostlyto Akade, Jordan , Jeddah , Suudi Arabia

5 and most recentlyto Spain . Immediato Exportation entries
are filed with V.S. Customs and the coffee containers are

releasedin bongunder thecustody of a bonded carrior .

Once in the warehouse , cortee 15 unloaded from the container,

istinine localmarket . Since exportation is
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not verified by Customs, containers allegedly containing

coffee are shipped to the above mentioncd countries . The

containers are either empty or contain other small value

perchandise

4. The 111egal coffed trade has become a multi -billion dollar

business . In Guatemala, which is a small country , coffee

production in 1983 exceeded the quota by 500,000 bags , of

which by the end of May 175.000 bags had already been
shipped to the U.S. and 11 legally entered into theU.S.

market .

Large quantities of coffee will come into the U, S. before

July 1 , 1983 , date on which the penalty for not 1111ng ICO

foras with imports into the U. S. will go up from 103 to

405. Also on that date the color of the ICO stamps will

change and the present certificate will not be acceptable.

The investigation has disclosed that large shipments of coffee in

containers have recently came into Miami and are presently on the docks in
Dodge Island . Most of it is being taken out of the docks under 1.2 , entries .

in a few shilpinents , the containers have been weighed and/or the bags in them

have been counted , me contents have been found to be grossly understated in

the 0111s of lading and cargo manifests . Customs controls of lEs have been

reduced to an honor system where the responsibility for exporting the goods is

placed on the carriers , bonded warehouse operators and importers.
Exportations are not verified . In one instance , coffee was remound from pier

to exporter's warehouse without an entry being filed. Also, thru . 1.1.
entries checked had not been delivered at destination and the coffee covered

is still in the warnhouse br the carrier , the Coordinated Caribbean Transport

( CCT); cct officials explained they are in the process of filing 1.E.s to

cancel the 1.1.8 .

Under the circumstances it is nearly impossible to enforce the

International Coffee Agreement. If serious enforcement action is to be taken ,

I suggest that the following emergency measures be immediately adopted at all

ports where coffee is being importado

a ) that all coffee containers de weighed or otherwise verified

before they are released from the piers at port of importation .

Significant excessps in declared quantities should lead to

seizure of wholo shipment . ( Then , sotsuros should be sold at

auction immediately as perishable merchandise . She parents

seized and returnes to importer on the condition that coffee

be exported out of the U.S. , am known to have been brought

back into the country and illegally sold here .)

b) correo containers under 1.2.5 should remain la port until they

three days previous to Tonding unto exporting vesse .Customs
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-3 .

Containers should be sealed with Customs seals and no

manipulations should be permitted without Customs

supervision (cost to be paid by requesting importer ).

Franci6to Gonzalez
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WIT/E Nov 14.83

U.S. Cruckdoum on Coffee Smuggling

Helps Boost Bean Prices to High for 1983

By KATHLON A. HUCHU
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P NETWORK
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MI
MURA INTERNATIONAL, S.A.

August 28, 1061

Mr. Coronadu
Alin : Mr. Allemar

Cornino Real Hotel

. This spare parts list is included wilhoul cost
In addition to my previous

for the following items :

Quantity
Description

392

165

305

B , General Purpose

B. General Purpose

B. General Purpose

B , General Purpose

B. General Purpose

B. Practice

.

37

13, 190

Plus Fin assembly . Shası and Drive Fuse .

N
bbing

Logero

2

DEFEN
DANTS

EXHIBI
T

Olicat:
Awanpohon • GENEVA, SWITZERLAND MOLLMOOD.FLORIDA, USA LONDON ENGLAND • PALMA DE MONCA SPAIN.

8 .
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cober 17 , 1986

To : MUNTHER SILBEISI

PR : ALBERTO COPPO

3 .

Please be advised of the following :

The purpose of the Guatemalan technical commission is to inspect

the three units that were purchased in the contractwith MURA

International . ( They will also inspect the 10 units they intend to buy ) .

1. RJAF 719 V.I.P. King's personal helicopter

2 . RJAF V.I.P. with low hours in good condition

Medical ambulance

Those three must be ready for inspection and testing by the com

pinion . And they can already be painted or done during the time

the commission is there .

Also needed is the list of spare parts with price covering $ 1,375,000.00

we can include in the list ground support equipment , tools and any

other equipment necessary .

To collect our money , we need to have RJAF prepare a bill of sale

transferring property ( 3 units ) from RJAF to the Republic of Guat

emala .

Regarding the assignments : we have already covered the followingo
400,000,00 to 2.c.0.1 . ( M.A. )

270,000.00 to President's brother

17,500.00 to J. Valder

150,000.00 to M.C. and L.A.

Still needed to be paid :

517,500.00 to Banco de Guatemala ( performance bond )

150,000.00 to the two generals

12,500.00 to Rafael

We will need .251 of the total value plus administrative costs for the

bank in order for them to prepare the notification of proceeds as soon

as possible .

Best regards ,

ALBERTO

Cecis6

DEFENDANT
S

EXHIRIT
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MMURA INTERNATIONAL
20 A Neanden Lane London NW10 10L Tone No 01 450 6602

Cobles Murient London NW10

27 de Mayo de 1,987

Senor

General de Brigada .

Cesar Augusto Caceres Rojas

Jcfe del EMDN ,

Palacio Nacional

Guatemala .

Mura Interna itonal , os una compania de origen Jordano , la

cual fue establecida en 1968 , con oficinas en Londres ,

Suiza , Espana y su mas reciente en el estudo de la Florida ,

Estados Unidos de Norle America .

Nos especializamos en equipo de defensa , y hemos tratado

anteriormente con paises tales como Jordania , Nigeria ,

Kuwait , La union de Estados de la Trcyua Emiratos Arabes ,

El Salvador ( 1969 , 1970 ) , Peru , Ecuador , Honduras ( 1974 ) ,

y Sur Africa ( 1974-1975 ) ya sea directo o atravez dc comi

pinias asociadas .

Somos representantes ciclusivos de las l'ui : r2uis Armadas

de Jordania , para la venta de cquipo de defensa , tambien

representamos companias specializadas en la manufactura

de armamento en Europa Ocidental y Oriental , especialmenti ;

de Yugoslavia y Checoslovaquia .

Atentamente ,

Munthrer I Durian
Mura Intednational

TRANSLATION FOR BODY OF MURA INTERNATIONAL LETTER

Mura International is a company that originated in Jordan , which

was established in 1968 , with offices in London , Switzerland , Spain
and its most recent one is in the State of Florida , in the United

States of North America .

Our specialty is in defense equipment, and have dealt previously
with countries such as Jordan , Nigeria , Kuwait , the union of Arab

Emirates , El Salvador ( 1969 , 1970 ) , Peru , Ecuador, Honduras ( 1974 ) ,

and South Africa ( 1974-1975 ) either directly or through affiliated

companies .

are exclusi representatives of the armed forces of

Jordan , for the sale of defense equipment , we also represent

companies which specialize in the manufacture of arms in Western

and Eastern Europe , especially in Yugoslavia and Czechoslavakia .
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NENORANDUM

to : Mr. Munthor oilbutit

From : Alberto Coppo

Reference : Bus indus trip to Cuatumu la 02/29 to 0.3 / 08

1. • REASON FOR THE TRIP

1 ) To gut an official wonfirmation from the Cua Lemuluun Authortlius for

the purchase os 6 s- 78 and 16 E- 6

8 ) To get thu letter of credit for the s unitu , if the devleton wee puuta

tuu .

3 ) Tu start a deruul report with the authoritie , avoiding the futuru

participation of the aotual representatives .

II . . ACTIVITIES

1 ) Visit to the Ninister of National Defonos

The Ninsntor, Cri . Huutor Gramajo did not won compromine himself

without talking with the Presidunt . Novorthalero , the munting (an offi

clal appuintment ) was very friondly . He dosignated col.delis Aarra ,

Seorutury General of the Mincelry , as my link for any unordination

ur necostty .

Aftor bulking with thu president , the Minister confirmed the deata con

of purchase of thu & and 16 untia .

Col. Baosa asked me to have a meeting with cob . Vargus .

3) Violl lu Col. Naroo A. Vargas , Chief, Army ' Pinancial Department .

Col. Vargas wanted to bu umphat to about the neocotty of the Air Force

for the equipmont. Almos he wanted olartfu thut hio Doportment had not

uny part teipalton handling the economtoal wide of the projoot . Ancor

ding to him , the delalu was originulud in the Presidenttal House . lo

IWUownted mo e meting with Crl. Matta Culver , Chtes. General Stuff

of the President . llo aluo was omphatic about the negative feelinge

croated by our looul Representatiuum .

Col. Varga , aokud me to Orvo you hre best regardo . He will be in Miami

In the end of this wook and he wants to talk with you and mw . He did

not want to diocloro the matter , In Guatemala .

.

11 viest to the Chies , Caneral Sluss of the Pruuldent .

In our meeting , Crl Matta uumfirmed the neoosity of the sunitx , Apoor .

diny lu him , tho pruhlam wel originated whun MURA was not able to pro

uide finanolal support for this salu loffered only 180 dayu ) , later,

the fundin availablou were aurtynud to other projects with higher prio .

mty . Ho told me that allumur and Corunado wwr working looking for

a bank in USA able to ytua tho loun to Cualumalo.ll guess thée le a

latorul business for them ) .

The latest of luution to the Guatemala ont tho Ouromitment for the loun .

Grl . Matta , Introduoad lu me Col. Rufuol koorito ( he to also an Euuno

alet ) . Financial Advisor for the traildunt and former Prooident of

The Ranco del Ejercito. With him , I cheok tho vituation , finding out

that the uperation we blocked luut week buuaus . the lander bunk was

not recognised a. Correspondont ly the Contral Bank .Banoo du Guatemala

This situation was coluud talking with the chuirman , the Bank so been

alroudy nominatod and now to Junt a mellor of Pinunotal Contract and
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Promonry Noto's .
In the last meeting in chu Prustduriltal Houes , Grl Matto told me that

he hox thu vunmilment from every part involved in thio muller , thul

the L /C will be tonued upprur . Nuruh du . Youtardor . I got the samo

in formutton from the bank .

Hogarding the P - 6 I ruquuel from url . Motta an dottue part loipation

of the Guatemalean Armod Forces in the courdination with the D.O.S.

I war authorisuid Lu voordinato dtrootly with col . Anaoleto Nassa , Milt

Lory Attache in Washington D.C.

Thu lullure about oparo parte woro not received by the prevident, yet .

I gave him copies .

Fus for the deal with lolland , was a great help !

111 .. CONCLUSIONS

II The role of the S S - 76 to a fact.

2 ) 1./6. In now uryuntsud . will be loved approz. Naroh 18 .

3 ) Armod torone does not Itke our Representatives , but Grl Matta dour .

In thu und of March , Crl Notta will be in another position ( Inapoo .

tor Generall under direct onmind of Grl . Gromujo . Al that momuni

Mut look for an appoiment with the now Military chief of the

Prentdantiul Huneu .

wo

IV.- RECOMENDATIONS

Coronado in order to have a diroot1 ) I will talk with Altomar and

foeling .

2 ) We muul muka o follow up in Washington for the F - 8 .

3 ) I con not loose the opportunity to talk with col . Vargas in Niant.

I will need your broking .

Please give me your comments , I will be waiting your call in Mlant.

Bust pugurus .

C.

Geirra
Note :

o ) Arr ttokoto oupplied by Roger

Tulal osponoon in Guatemala USS 178.00 ( 8 days )

b ) I believe , that the project was block in the Pros idential House, but

whun the Minister wune io ho thu President with the information and

the Pos from Holland , he got a strong booking from hem and the order ,

to avorybody , for the ounolue ton of the deal .
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M
MURA INTERNATIONAL , S.A.

MAY 27, 1987

SENOR

GENERAL DE BRIGADA .

CESAR AUGUSTO CACEPES ROJAS

JEFE DEL EMDN .

PALACIO NACIONAL

GUATEMALA

SIR :

WE HAVE BEEN ASKED BY THE JOP.DAMIAN GOVEP.NMENT TO ASSIST THEM IN

THE SALE OF EIGHTE.CN ( 18 ) SIKORSKY HELICOPTERS, MODEL S - 76A .

WHEN FITTED WITH WEAPONS SYSTEMS , THE AIRCRAFT IS CALLED THE

H -76 EAGLE MULTI- MISSION HELICOPTEP ( GUNSHIP ) UNDER SEPARATF

COVER .

GENERAL DESCRIPTION

A. THREE ( 3 ) ARE IN V.I.P. CONFIGURATION , AS DESCRIBED IN

ENCLOSURE #4 , PAGE 1. THE PRICE IS ONE. MILLION TWO HUNDRED

FIFTY THOUSAND U.S. DOLLARS ( $ 1,250,000.00 ) ,

Two ( 2 ) ARE CONFIGURED AS EMERGENCY MEDICAL SERVICE HEL

ICOPTERS, AS DESCRIBED IN ENCLOSURE. #5 , PAGE 1. THE PRICE

IS ONE MILLION TWO HUNDRED THOUSAND U.S. DOLLARS ( $ 1,200,000.00 )

SEVEN ( 7 ) HAVE UTILITY INTERIORS FOR PASSENGER /CARGO AND

TROOP CARRIERS AS DESCRIBED IN ENCLOSUP.F . # 3 , PAGE 1 . THE

PRICE IS ONE MILLION ONE HUNDRED THOUSAND U.S. DOLLARS

( $ 1,100,000.00 )
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Four ( 4 ) HAVE EXECUTIVE. THICSIOPS FOR COMMANDE.P.'S OPFRA

TIONS, AS DESCRIBED IN ENCLOSURE #2 , PAGE 1. PRICF.IS

ONE MILLION ONE Hundeen THOUSAND U.S. NOLLARS ( $ 1,100,000. ( 111 )

FACH .

Two ( 2 ) HAVE UTILITY INTERIORS FOR PASSENGFP /CARGO AND

TROOP CARRIERS AS DESCEUE IN ENCLOSURE # 1 , PAGF 1 .

PRICE IS ONE MILLION ONE HUNDPED THOUSAND 11.S , NOLLAPS

( $1,100,000.00 )FACH ,

PRICES LISTED ABOVE. ARF F.N.B. AMMAN AIRPORT OR ARARA SFA PAPt .

B. ALL OF THE ABOVF. AIRCRAFT CAN RE FITTED WITH APMAMENT KITS ,

CONSISTING OF SPARE SUPPORT REAMS , UPON WHICH YOU CAN HANG

ARMAMENTS TO CARRY .50 CAL MACHINE GUIIS , 7.62 MM TWIN MACHI :IC

GUNS, OR 2.75 INCH AERIAL ROCKETS , AS PESCRIBED IN ENCLOSUPF

# 6 .

C. 1 : 1 GENERAL , ALL THE AIRCRAFTS HAVE LOL! FLYING HOURS , AS

DESCRIBED IN ENCLOSURES | IMPU 5 .

SPARE PARTS AND AVIONICS

LARGE QUANTITIES OF SPARE PARTS APF. AVAILABLE , AND ARE ESTIMATE !

AT APPROXIMATELY THREE TO FIVE YEARS OPERATION , AT AN EXTRA

COST .

GROUND SUPPORT EQUIPMENT

ALL NECESSAPY GROUND SUPPORT FOUIPMENT IS AVAILARLF AT EXTRA

CUST.FLIGHT MANUALS , MAINTENARICE . MANUALS AND ALL OTHER LITER

ATURE IS TO RE SUPPLIED AT NO COST .
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ALSO, UNITED TECHNOLOGIES SIKORSKY AIRCRAFT HAS ALL THE

AVIONICS , GROUND EQUIPMENT , SPARE PARTS AND ENGINES YOU

REQUIRE .

TRAINING

THERE IS AN AGREEMENT RF.TWEEN UNITED TECHNOLOGIES SIKOP SKY

AIRCRAFT AND JORDAN , THAT IN THE EVENT THAT THE AIR CRAFT IS SOLO ,

SIKORSKY WILL UNDERTAKE TO TRAIN THE PILOTS , ENGINEERS AND

ELECTRICIANS AT THEIR TRAINING CENTER IN WEST PALM BEACH, FLORIAN .

ADDITIONALLY , ENGINE MAINTENANCE TP.AINING IS CONDUCTED AT THF . INGINE

MANUFACTURER'S FACILITY AT INILAIAPOLIS, TANTANA PRIOR TO THF.

AIRCRAFT MAINTENANCE TRAINING .

SIKORSKY AIRCRAFT HAS EXTENSIVE EXPEPIENCE IN TRAINING FOREIGN

PILOTS AND MAINTENANCE PERSONIIT . S - 76 AIRCRAFT opremte IN OVIR

27 COUNTRIES AROUND THE WORLD . THE ABOVE. TAIMING IS AT FYTPA

COST , AND IS DESCRIEFD IN ENCLOSURE. # 7 .

DELIVERY

THE AROVE HELICOPTEPS APE AVAILARLE FOR IMMEDIATE DELIVEP.Y .

SHIPPING

WE RECOMMEND THAT THE ABOVE HCL . 10: 0PTERS RE SHIPPED BY A CHAPTER

VESSEL , FROM THE POPT OF AQABA (RED SEA PORT ) , TO GUATEMALA .

ALSO , THE JORDANIAN GOVEP.NMENT 1: WILLING TO AIR FREIGHT THE

HELICOPTERS RY JORDANIAN AIR FORCE ( C - 130 , THOI AT A TIME ) FOR

ONLY THE COST OF FUEL APP LANDINO FEES CH ROUTF..
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PAYMENT

A. PAYMENT IS TO BE MADF. AGAINST CONFIRMED TRPE.VOCAPLE LETTEP.

OF CREDIT .

B. DEFERRED PAYMENT CAN BE ARRANGED AT THE PRIMF. RATE. PLUS .

INSPECTION

WE SUGGEST THAT A TEAM CONSISTING OF PILOTS , FNGINEEPS ETC.

VISIT JORDAN TO MAKE AN INSPECTION OF THF. HELICOPTEPS .

WE ARE PREPARED TO FURNISH THE AROVE TECHNICAL TEAM WITH AIP.

TICKETS ( CLUB CLASS /BUSINESS CLASS ) TO FLY FROM GUATEMALA

CITY TO AMMAN , JORDAN AND RETURNING TO GUATEMALA CITY FOP.

SAID INSPECTION , ALL foon , TRANSPOPTATION , AND ACCOMODATION

COSTS AT A FOUR STAR HOTEL IN JORDAID WILL BT. RORNE BY US .

ALL OF THE ABOVE AIRCRAFT HAVE AN FAA CERTIFICATE OF NIPHORTHI-

NESS AND THE ENGINES HAVE ALL THE LATEST MANDATORY MODIFICATIONS .

YOUPS FAITHFULLY ,

Estoniai
MUNTHEP. BILREISI

MURA INTERNATIONAL

MR/ SA

ENC



65

دانتخ!*

5000.3 COFFEE

4521c :: .. :lsin

تحت

rii .

i 6 :

Mř . 1 .. Eile::: .

vuning UUR ELECürt vi . Sic . THE SUBJE : UF -ic witori SYSTEMS WAS

WISCUSSEL . I sindast. Has CELIVERED ARME ? 5-70 HELICOPTERS TU FOREIS

CUSTOMERS . inese nellCoriën's HRE Fonalistica . Slitti , Viid - muri

MACHINES THAT CAN BE E - sili CONFIGUREI TU FEPOGRY: A VARIETY OF

MiSSIONS .

IN AN ARTACH CONFIGURATION WITH A WEAPONIS SUPPOR PYLON , THE 5-70

LAN CARAWIve VARIET , :: FOLCEL G_115 . LA Ch FOCHETS . TPC

5-70 KAS PROJEiN i BE AN EFFECTIVE ANT STALS WEAPONS PLATFORM Writin

EQUIPPED bilin.56 CAL MAchillie GUNS . 1.6 . MI Twils MACHINE GUNS . OG

-.75 INCH AERIAL KOCHETS .

IN ORIER TO DETERMINE THE COST TO RETROFIT Tnë WEAPONS SUPPORT FUN

Iniú THE 5-70 HELICOPTERS , WE ARE DISCUSSIIG AL ENGINEERING STUDI ,

WOULD HAVE TO EE ACCOMPLISHED . THIS RETROFIT MAY NOT PROVE COST

EFFECTIVE ; HOWEVER , THE MODIFICATION IS POSSIele .

I WILL SENO YOU BROCHURES WHICH DESCRIBE THE H - 70 EAGLE MULTI -MISSION

HELICOPTER GUN SHIR , UNDEF SEFARATE COVER .

1 EXPECT S011E INPUT SHORTLY ON EXIM PANI , REQUIREMENTS FOR SUBJECT

COUNTRY .

REGARDS ,

. O MALLE ,

750183SIH INTL

508663 COFFEE

475018351hINTL
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Munther Bilbeisi

Feeshone 05) 994 3003

FAX : ( 305 )994-2777

Gus 2640wxttedeR2X

56866 3 COFFEE

H.E. Mutasim Bilbeisi

c / o Ismail Bilbeisió Co. Ltd.

King Hussein Street

Amman , Jordan

My dearest Mutasim :

I am enclosing two photocopies of the Purchase orders , which

have been signed by His Excellency , The President of Guate

mala , for the purchase of five Sikorsky S - 76A Helicopters.and

for sixteen F- SAS and F - 5Bs .

I have also enclosed a copy of the letter that I sent to John
O'Connell , Esq .

I would appreciate it if you would hand deliver a set of en: ::

closed copies of the Purchase Orders to our mutual Friend ,

that we met together .

I am looking forward to seeing you soon in Amman,.

All my love to the family .

Muptber

MB/ sa

enc

4710 March Hess Second Avenue, Sule 800 , Boca Raton , Fonds19431 US.
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MI MURA INTERNATIONAL, S.A.

c / o 4710 N.W. 2ND . AVENUE , BOCA RATON , FL . 33450

TEL : ( 305 ) 994 3005 Tlx : 568663 Fax : ( 305 ) 994 2777

JANUARY 29 , 1988

JOHN O'CONNEL , Eso ..

# 400

900 17TH SL . N.W ..

WASHINGTON D.C. 20006

DEAR JACK ;

I AM ENCLOSING HEREWITH A COPY OF THE PURCHASE ORDERS .

WHICH HAVE BEEN SIGNED BY HIS EXCELLENCY THE PRESIDENT OF

GUATEMALA , FOR THE PURCHASE OF FIVE SIKORSKY S - 76A

HELICOPTERS AND FOR SIXTEEN F - 5A AND F - 5B .

ALSO ENCLOSED . PLEASE FIND A COPY OF A LETTER

HIS MAJESTY KING HUSSEIN .

ADDRESSED TO

I AM PLANNING TO GO THROUGH WASHINGTON , D.C ... SOMETIME NEXT

WEEK , SO AT THAT TIME VE CAN FURTHER DISCUSS THE ABOVE

MATTER . I WOULD APPRECIATE IT VERY MUCH IF YOU COULD PLEASE

CHECK TO SEE IF OUR EFFORTS WOULD NOT BE IN VAIN , SO THAT I

WOULD NOT WASTE ANY MORE TIME AND MONEY IN THIS ENDEAVOUR .

I AM LOOKING FORWARD TO SEEING YOU AGAIN AFTER SO MANY

YEARS AND HOPING THAT THIS BUSINESS WILL BE BENEFICIAL

TO US BOTH .

AM

SINCERELY

MUNTHER BILBEISI

PRESIDENT .

600133
Ofices

AUMAN JORDAN GENEVA ,SWITZEALAND MOLLYWOOD. FLORIDA, V.SA LONDON ENGLAND • PALMA DE MNOACA SPAIA
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Mм
MURA INTE S.A.

May 12 , 1987

His Excellency General Hector Grama jo

Minister of Defense

Nacional Palace

Guatemala City , Guatemala C.A.

Dear Sir :

1

Enclosed , please find a list on the status of the F5 -A and the

F5 - B Aircraft . The total number of these aircrafts that are

available for sale is 20 ( twenty ) , with all supporting spare i'

parts and engines for approximately five years and ground

equipment .

These aircrafts are available for immediate delivery . If this

is of any interest , we will furnish more details if required .

However , we suggest that an inspection team fly over to the

country and visually inspect the aircraft .

Yours faithfully ,

M.IR

MURA INTERNATIONAL
:

C003.12

Onices :

AMMAN . JORDAN • GENEVA , SWITZERLAND MOLLYWOOD FLORIDA, USA • LONDON , ENGLAND . PALMA DE MAJORCA SPAIN
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MUMURA INTERNATIONAL, S.A.

July 22 , 1987

Por the attention of : COL . YUSEF MUKAIMER

From : Mura International , S.A.

We

ment .

I am sorry for the delay in contacting you , but until last

week , I did not have any concrete information to report .

have finally reached an agreement with the Guatemalan Govern

They have commited for a minimum of TEN -S - 76A ,

EIGHT -PSA , and TWO -P5B . The quantity could be increased

to the full total quantity , subject to the following con

ditions :

1 . Subject to the conditions , terms ard period of the
financing .

2 .

.

The Performance Analysis of the aircraft , as most

airports are located at very high altitudes .

If Sikorsky , Northrop and the bankers can satisfy their re

quirements , the quantity will be increased to the full amount .

Mr. O'Malley , Mr. Kelley and myself ( along with my group )

are departing or. Sunday , July 26 , 1987 for Guatemala . We

will be joined there by the bank people from Switzerland .

Kindest regards ,

K. Bi Joelsi

Hoshi
pollici

MULA WTERXATIONAL S.a.

P.S. 79 :7525.

Please note that our new PAX number is (305)994-2777

!

1

C20273

Otions
AMMAN. JORDAN • GENEVA, SWITZERLAND • HOLLYWOOD , FLORIDA V.SA LONDON , ENOLANO • PALMA DE NORCA SPNN
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Translation of Official letter No. 12088

Guatemala , August 4 , 1987

Sirs :

Mura International

City

Sirs :

I have the pleasure of directing you in relation to the offer

that you presented to the Minister . It has been considered

and we are interested in the aquisition , as follows :

1 ) One Helicopter Sikorsky 76A , Type Executive

2 ) Two Helicopters 76A , Type Ambulance

Sixteen Airplanes F - 5 ( A/B ) with armament and ammunition3 )

The above with supplies for three years minimum .

Subject to the disposition or change at the final hour by

the Senor President of the Republic , Commander General of

the Army . in effect .

Truly yours ,

General Brigadier Hector Alejandro Grama jo Morales

Minister of National Defense

-5
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MI
MURA INTERNATIONAL , S.A.

July 23 , 1987

Mr. Louis C. Altemar

Vice President -MURA INTERNATIONAL

Mr. Mauricio E. Coronado

Vice President -MURA INTERNATIONAL

Dear Sirs :

Please find this letter as confirmation that in the event

of the sale of the FS -A and 75-8 Tactical Fighters , which are owned

by the Royal Jordanian Air Force , to the Republic of Guatemala ,

through your efforts , that we do hereby undertake to pay to

you 501 ( FIFTY PERCENT ) of the net profits , after payment of

all other commissions and expenses, from this said sale to

the Republic of Guatemala .

It is understood that the agreed upon purchase price of the

aircraft is to be $ 1,400,000.00 ( ONE MILLION FOUR HUNDRED

THOUSAND U.S. DOLLARS ) each . Any discount of this purchase

price will be negotiated seperately .

Sincerely , Accepted by :

Muutture Galleri
LouisC. Altemar

Munther Bilbel51

MURA INTERNATIONAL , S.A.

President

H
T

MP./sa

Mauri E.Coronado

STATE OF FLORIDA )

COUNTY OP PALM BEACH )

SWORN TO and subscribed before me this 23rd day of July , 1987 .

.

A܂ܛܠܿܚ kinerNotary Public

Kulan; bar. State of Norida

thy Cormation :: , - + : 4 5. si . :)

C00255
Omices

AMMAN JORDAN • GENEVA, SWITZERLAND HOLD* ' ) 4 USAIUNGICIN INDIAMO TAILAA OR MOR " .

40)
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MEMORANDUM

: Mr. Munther Bilbetet

: Alburto Coppo

Oference : US Approval • F- 5 Sale to Cuutemala

ANTECEDENTS

A dirool application done by the Guatemalean Government, was requunt from

the D.O.S.

the President of Guatemu la troued an End User Certifloato asking the appro

val by the Amerioan Governmont of the purchase of P-6A and P-68 for his

Country. This document was submited lo the D.U.S. in Washington D.C.

O weka after this proeonlution , we wanted lo find out the status of

the request. I found out some negative comments from the D.0.D. They said

hat this te not the right time to introduce this equipments into the

ma of Contro Amertoa . ( Honduras ulready have P- 68 . They were talking

Ibout the " Plan Artau " for peace in C.1 . ) The D.U.S. ( Desk of Holéttual

mnd Military Affaires and the Guatemula Desk ) said that nevertheless

they did not get the paperi , yot , in their opinion , the permission will

Tot be grunted. As a reason , they gave the comment that thie deal te out

of their direol uontrol.

ACTUAL SITUATION

a short larm Mr. Pawtorino , Deputy Ageletant Secretary , must be given

osfiatal position to the D.0.5 . , in behalf of the D.O.D.

days ago , you mentioned to me that you have received yood nowe from

peraun who le handling offtotaly the papere in Washington D.C. I did

get the nature of those newe .

need to woordinate all our efforts to get a pusitive uation in the

: lopul of the Guutamalean request .

"ESTIONS

!

from you the authorlaation to talk with the purion in charge of the

and get from him the Lastoal offtotal information , alou , I will
him tha information I have ,

nale an offtutal follow -up done by the Guatemaloan Military Mission .

ulli noed the help from the Jordanian Authorities in Washington

The last problems in Centro America aru in our favor .

Tit'n nouernary got already a full P.R program ·

.

Cone
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NEMORANDUM

To : Nr . Munthor Bilbutit

From : Alberto Coppo

Reference : Bue iness trip to Cuatamulus 02/29 to 0.3 /08

1.- REASON FOR THE TRIP

1 ) TO yet an offictal confirmation from the Cuatemu luun Authortlies for

the purchase os 6 S- 76 and 16 P-6

8 ) To get thu Catter of Credit for the 5 units , if the decision was post

Live .

3) To #tart a dtruul report with the authorillen , avoiding the future

participation of the actual representatives .

as

II . - ACTIVITIES

il Visit to the Minister of National Defonas

The Minister , Cri . Huotor Cramajo did not want to compromine himself

without talking with the President . Nevertheless , the marting (an offe

cial appuintment ) was very friondly . He deatgnated . Col.lella Aaesa .

Seorutury Cenoral of the Minoalry , my link for any coordination

ur necesity .

After lulking with the President , the Minister confirmed the deale con

of purnhase of thu 6 and 16 unttu .

Coli Baoxa asked me to have a meeting with Col. Vargas .

2 ) Vlett tu Col. Marco A. Vargae , Chlef, Army's Pinancial Department.

Col. Vargas wanted to be umphatto about the necesity of the Air Force

for thu «quipment . Alho he wanted alarify that hie Department had nol

uny participeltun handling the economioal wide of the projeot . Ancor

ding to him , the delalu was originatud in the Presidential House . lo

duygusted me a meeting with Grl . Matta Gulver , Chief . General Staff

of the President. lle oluw was omphatic about the negative feelinge

croated by our looal Represontattuen .

Col. Vargas asked me to give you hie beel regards. He will be in Miami

in the end of this work and he wants to talk with you and me . He did

not want to dieclose the matter , in Guatemala .

3 ) Vlott to the Chteſ. Grneral Sluff of the Prentdent .

In our moeting , Grl Matto uumfirmed the neocally of the sunetu . Adoor

diny lo him , the problem wae originatod whun MURA was not ablo lo pro

vide finanotal nupport for this sale (offered only 180 dayu ), later,

the funds availables were analgmud to other projecta with higher prio

mity . He told me that Allamar and Coronado were working looking for

a bank in USA able to glue the low to Cuatemala . ( I gue thle 1 a

Latorul business for them) .

The latest otluution to that Guatemala got the commitment for the loun .

Grl . Matta , introduood lu me Col. Rufuel Rosetto (he 18 also an Eouno

mlet ), Financial Advisor for the proatdent and former President of

tha Banco del Ejercito . With him , I cheok tho wituation , finding out

that the operation was blocked last week buuduse the lender bunk wae

not recognised os Correspondont by the Contral Bank Banco de Guatemala

Thte bitualtun was solved talking with the Chulman , the Bank te been

alreudy nominated and now be just a matter of Pinunatal Contract and

.
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somisory Notes

to the last meeting in the Prustdenltal House .Cr ? Natta told me that
Dhan thu , conut tment from every part involved in thto mutter , thul
D. L / C will be conued upprus. March 19. Yosterday , I got the same

formullon from the bank .

Regarding the P - 5 . I request from Crl . Matta an aottue parttoipation

thu Guatemalean Armed Forces in the coordination with the D.O.S.
tas authorized to coordinate dirootly with col. Anacleto Massa , Mlle

pásy Attache in Washington D.c.

Lullers about apare parte were not received by the prevident, yet .

gave him copies .

for the deal with Holland , was a great help !

WEUSIONS

the sale of the 5 S- 78 to a faot.

2) T./C tu now organlaud . will be leeued approx. Narah 19 .

Armed Forces does not like our Representatives , but Grl Matta doet .

in the und of Marah , Grl Matta will be in another position (Inapoo

tor General ) under direat command of Grl . Gramayo . At lhal momunl

wa muat look for an appoiment with the new Military Chief of the

Trenidential House .

ORENDATIONS

I will talk with Altomar and

feeling ·

Coronado in order to have a diroot

We must make a follow up in Washington for the P- 6 .

can not loose the opportunity to talk with col . Vargas en Ntamt.

will need your booking.

give me your comments , I will be waiting your call in Miamt.

Sest Rugarda ,

Carroے

tokets supplied by Roger

ezpenees in Guatemala US$ 478.00 ( 8 days )

believe, that the project was block in the Prostdentlal House , but

the Mintaler went to see the President with the information and

Pax from Holland , he got a strong booking from him and the order ,
everybody, for the conclue ton of the deal.
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AMMAN , Jordani .

November 9th , 1901 .

10 :- ALBERTO COTO

FROM : - MUNTIER BILDEISI 4

two )

Today J made all Ilie nr:ceremonry Hiirangements will H.C.C.1 .

Amina r'l'garding tho Tinancial Comuni Itinent for I he

gentleman and ILHO L.A. and M.C. The bank dr mailed the

four documents .

llegaron ,

Muither .
+
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PRDANIAN AIR FORCE يندرالايكلملارجلاعم

IRJAT / AC./ 1P4 /697016031

//NOV /1980

مفلا

خیرات

LETTCR or INIINT

MURA INTERNATIONAL S.A

AMMAN

TLX : 21513 Jo

FAX 824165

ATIN ; MR MONTHER BILBEISI

SUBJECT : SALE OF TWO RJAF C 130B

AIRCRAFTS AND SPARES

Hep your offer dated 31 / OCT / 1988 for purchase of

two R JAF C1300 Aircra 1.8 and spores .

1 . Pleuse be informed that above referenced offer hos

been accepted by the selling committee provided

unol Jubject aircrafts should be transfered to an

nccmpluble and user to both jorduriun And United

Statcs Govornments ,

You ure requested to inforin the buyes i , e the

Argentinian Air Force to contact the 1.5 liovernment

in order to obtain their approval .

2 .

Thank you for your kind cooperatipni .

" Law
Y.A.MUKIIA IMCR ,BRIG

CHAIRMAN OF THIC COMMITTEE
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BANK OF CREDIT AND COMMERCE INTERNATIONAL (OVERSEAS) LIMITED

BENEFICIARY'S ASSIGNMENT OF PROCEEDS

(INSTRUCTION TO BANK TO PAY PROCEEDS OF LETTER OF CREDITS)

Dato 19

Ao : Letter of Credit XLU /1311 / 88

No:

MURA INTERNATIONA
L S.A.

4710 N.W , 2ND AVE SUITE 200

BOCA RATON , FLORIDA 33431

( Bangliciary ')

18sued by:

BCO . DE GUATEMALA / CAPITAL BANK MIAMI

Advico No.:

CAPITAL BANK'S REF . NO . 49510

Bank's Rotorence No.

SABLECONSIDERATION, the receipt of which la horoby acknowledgod, the underslgned Beneficiary

li Vocably authorizes and Instructs and agrees with Bank, and its succoshort and assigns, as follows:

2,1310 pay to captioned Assignac,from the procedo, if any,ofthedram (o) drawn by Beneficlary under and in

pllanco with the captioned L/C (as auch LiCianow orherentesamended),it and when auch draht( s) is

O Bank, for the aggregate amount ot: USD480,886.86

W TOUR HUNDRED THOUSAND Dotttis ONLY

visto pay the balanco . If any of id proceeds to beneficiary.

- salgnment,and bank's acceptance horeof, If accopied , is not a transfer of the L/ C, doos noto

ciel BanyInterest therein , and does not alloct Boneficiary's or Bank's right to agree to amendments thore

! Hon theroot, or any substitution therefor.

iciary warrants that it has not and will not (i ) revoke or modity this irrevocable Assignment or ( ii ) assı

asjon of drafts or otherwise , any of the saidproceeds assigned hereunder to any person or entity oli

000 .

Ilary request Bank 10 adviso Assignee of Bank's acceptanco, if any, of this Assignment

lalary acknowledges receipt of, and transmits to Bank narowith the original lotter of advico

for said L/ C, with any amandments, all of which documents are satisfactory to Bonoficiary , for B

to within Assignmont thereon .

Bary encloses its check to Bank in the amount of $ ( minimum $ 50.00 ) representing

mission at the state of te of 1 % of the aggregato amount designated above to be tranoto

BE AUTHORIZED TO DEBIT MY ACCOUNT FOR USD1,000.00 BEING ASSINGMENT OF

MURA INTERNATIONAL S.A.

Name of Beneficlary

By:
Print Name and Tido Beneath

SIGNATURE AUTHENTICATED

( Bank )

By:
Authorized Signature

CC

Date:
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CHRONOLOGICAL SUMMARY OF BILBEISI'S ILLICIT INTERNATIONAL ARMS TRANSACTIONS

1. ale ofan Larms to Honduras and El Salvador

During the 1969 "Soccer War between Honduras and El Salvador, Bilbeisi sold light

armaments ( .e.,machine guns) to El Salvador and reportedly attempted to sell armamentsto

Honduras as well.

2 . Centurion Tanks from Jordan to South Africa

In 1974, Bilbeisi through his wholly -owned company, M.B. Associates, sold British

manufactured Centurion tanks and anti-missile systems from Jordan to South Africa and Rhodesia

When the sale became public knowledge, the British foreign office intervened and stopped the sale

of Hawker Hunter jets to South Africa and Rhodesia .

3 . F -86 Safra let fighters to Honduras

In 1975, Bilbeisi sold United States manufactured F -86 Safra jet fighters from Yugoslavia to
Honduras.

4 . Commission for retrofitting weaponry and engines on Jordanian Centurion Tanks

During 1978 , Bilbeisi's wholly -owned corporation Interastra retrofit the entire corps of

Centurion tanks of the Royal Jordanian army with diesel engines, infrared gun sites and 105 mm .

guns.

5 . Attempted sale of small arms to El Salvador Guatemala and Honduras

During 1984, Bilbeisi attempted to sell Turkish and North Korean manufactured small

armaments to these 3 Central American countries using retired United States General James

Vaught as an intermediary.

6 . Attempted sale of small arms to Nicaraguan Contras

During 1985, Bilbeisi attempted to sell small arms to the Nicaraguan Contras through Aldulfo

Calero , one of the heads of the Contra movement in the United States.

7 . Attempted sale of E -5 jet fighters and Sikorsky S -76 helicopter gunships from

Jordan to Guatemala

During 1988 , Bilbeisi attempted to sell 10 F-5 jet fighters and 18 Sikorsky S -76 helicopter

gunships from the Royal Jordanian Air Force to Guatemala. The helicopter gunships were to be

sold in their civilian configuration and retrofit as gunships upon their arrival in Guatemala . Because

of lack of financing, only the sale of 3 civilian helicopters was consummated.
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MEMORANDUM

TO : James F. Dougherty, II

FROM: Richard Alan Lehrman

DATE : June 4, 1991

RE: Fraudulent insurance claims against certain Syndicates of Underwriters at Loyd's

of London by Munther Bilbeisi et al. and participatory role of Bank of Credit and

Commerce International (Overseas) Ltd.

1. Bilbeisi's Illicit International Arms Transactions

A. Status as a International Arms Dealer

1 . There is no doubt that Bilbeisi's affidavit and testimony are false regarding

his identity as an arms dealer. The Defendant (certain underwriters at

Loyd's of London ) has proven beyond a reasonable doubt that Plaintiff

Is an arms dealer."

2. Bilbeisi's admission that he '... was awarded the sale of all the surplus

military equipment by the Jordanian armed forces ". ?

3. "Mura International, a Jordanian company ... specializes in defense equipment,trading

with countries such as Jordan, Nigeria, Kuwait, the United Arabs Emirates, El Salvador,

Peru, Ecuador, Honduras and South Africa ...

We are the exclusive representatives of the Jordanian Armed Forces for the sale of military

equipment, and we all represent companies specializing in the manufacture of arms in

eastern and western Europe, especially Yugoslavia and Czechoslovakia ."

(Signature of Munther Bilbeisi)

Mura International

4 . The entire basis for Mauricio Coronado's relationship with Munther

Bilbeisi since 5/16/87 was to sell weapons, including fighter planes,

helicopters , bombs and equipment to the Guatemalan government."

Coronado made numerous trips to Guatemala to sell jet fighters and

So. 1/17/91 Order of Dumise and Find Judgment in Bilbeini v . Richard Warwick Fielder, 16th Judicial Cirouit. Case No. 87-4496 N.

118, p. 7 (Exhibit 6 to Plaintiff's Renewed Motion to Sanctione file dated 3/12/91, DE 999 ) .

.

12/20/83 deposition of Munther Bilbesei in interest v . Teledyne, U.S.D.C. (W.D. Mich . No. 483-379 ). p.15 .

5/27/87 terweleted letter from Munther Bülbeini, Mura International, to Brigadier General Cover Augusto Cocereu Rojus, Pelecio Nacione ,
Guatemala (bort 7 to Plaintiff ' . Renewed Motion for Sanctione file deted 3/12/91; DE 999 ) .

Coronado deposition , p .304-0 .D

0
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MEMORANDUM

TO :

FROM :

DATE :

RE :

James F. Dougherty, Il

Richard Alan Lehrman

June 4, 1991

Fraudulent insurance claims against certain Syndicates of Underwriters at Loyd's of

London by Munther Bilbeisi et al. and participatory role of Bank of Credit and

Commerce International (Overseas) Ltd.

helicopters on behalf of Munther Bilbeisi and Mura International , S.A.S

During one of Munther Bilbeisi's trips to Guatemala, he told Louis

Altemar to return Bilbeisi's briefcase with a computer list of Royal

Jordanian Air Force spare parts for jet fighters and helicopters, catalogs

of military equipment and brochures with artillery pictures . In a

2/22/88 letter to the President of Guatemala, Bilbeisi proposed to

provide $ 11,000,000 in spare parts at no cost if the President

purchased a squadron of F - 5 , F-5A and F-5B jet fighters . '

Munther Bilbeisi attempted to broker the sale of military helicopters, F-5

jet fighters and Sidewinder air-to-air missiles from the Royal Jordanian

Air Force to the Republic of Guatemala and Sikorsky helicopters

purchased in their "civilian" configuration were to be retrofit with air-to

air rockets and pylons which would mount M-60 machine guns ."

5 .

Carenedo deposition , pp.282-3 .

Carenede deposition no.204-46.

Ethibit 72 to Curenedo deportion .

Affidavit of Thoodoro F. Borg anechod an Exhibit i to Supplement to Plaineitt's Appol of the Objections to Magistrate's Orders Decod
March 12, 1000 Mile dated 1/23700: DE 607).

. 2 .
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MEMORANDUM

TO:

FROM :

DATE :

RE:

James F. Dougherty, II

Richard Alan Lehrman

June 4, 1991

Fraudulent insurance claims against certain Syndicates of Underwriters at Loyd's of

London by Munther Bilbeisi et al. and participatory role of Bank of Credit and

Commerce International (Overseas) Ltd.

B. S -76 Helicopter Gunships from Jordan to Guatemala

During 1987 and 1988, Bilbeisi attempted to sell 10 F-5 jet fighters and 18

Sikorsky S-76 helicopter gunships from the Royal Jordanian Air Force to Guatemala. The

helicopter gunships were to be sold in their civilian configuration and retrofit as gunships

upon their arrival in Guatemala . Because of lack of financing , only the sale of 3 civilian

helicopters was consummated .

1 . "We have been asked by the Jordanian government to assist them in the

sale of eighteen ( 18) Sikorsky helicopters , model S-76A . When fitted

with weapons systems, the aircraft is called the H-76 Eagle multi

mission helicopter ( gunship ) under separate cover. All of the above

aircraft can be fitted with armament kits , consisting of spare support

beams, upon which you can hang armaments to carry .50 cal machine

guns, 7.62 mm twin machine guns, or 2.75 inch aerial rockets as

described in enclosure #6.10

2 . " DURING OUR TELECON ON 5-26, THE SUBJECT OF S -76 WEAPON SYSTEMS WAS

DISCUSSED. SIKORSKY HAS DELIVERED ARMED S - 76 HELICOPTERS TO FOREIGN

CUSTOMERS . THESE HELICOPTERS ARE FORMIDABLE, ARMED , MULTI-ROLE

MACHINES THAT CAN BE EASILY CONFIGURED TO PERFORM A VARIETY OF MISSIONS.

3/8/88 memorandum from Alberto Cappo to Munther Belbeisi re : "business trip to Gudarnele produced an oro by Munther Bilbergi

aurouant to cont Order in Alibaini v . Richard Warwick Fialder, 15th Judicia Crawie. Como No. 87-4496 N.

6/27187 hotter from Munther Beitbeini, Muro International, S.A. to Guetenden Brigadier General Caos Augusto Caceres Raju , produced

an 9/3/90 by Murither Babciaipursuantto Court Order in Boboini v.Richard Wormick Freddar. 15th Judicial Circu . CuNo.87-4406 N.

When the foot two pegar li.... not containing Bilbaai's signature of this four pago hatter was produced by Mauricio Coronado at his 12119/89
deposition , former counod exprrooly disavowed it.

3109/88 menor endurn from Alberto Coppo to Munther Bülbeisi re : "business vip to Guatemala.. produced on 9/3/180 by Munther Boboini

pursuant to Court Order in Bibaini v . Richard Warwick Fralder, 15th Judicial Circuit. Case No. 87-4496 N.

8/2787 better from Munther Bilbasai Alura Internationd, S.A. to Guaternelan Brigedien Gonard Cur Augusto Cacerw Rajm . produced

on o13 /90 byWurther Bibeii pursuant to Court Order in Bilbaisi .Richard Warwick Finder, 15th Judicial CircuitComo No. 87-4406 N.

(Exchibite to Plainoitt ' Motion for Senctione file duted 3/12/01; DE 999 ) .

3 .
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MEMORANDUM

TO :

FROM :

DATE :

RE :

James F. Dougherty, II

Richard Alan Lehrman

June 4, 1991

Fraudulent insurance claims against certain Syndicates of Underwriters at Lloyd's of

London by Munther Bilbeisi et al. and participatory role of Bank of Credit and

Commerce International (Overseas) Ltd.

IN AN ATTACH CONFIGURATION WITH A WEAPONS SUPPORT PYLON . THE S -76 CAN

CARRY A WIDE VARIETY OF PODDED GUNS, CANNON , OR ROCKETS. THE S-76 HAS

PROVEN TO BE AN EFFECTIVE AND STABLE WEAPONS PLATFORM WHEN EQUIPPED

WITH .50 CAL MACHINE GUNS. 7.62 MM TWIN MACHINE GUNS, OR 2.75 INCH

AERIAL ROCKETS .

IN ORDER TO DETERMINE THE COST TO RETROFIT THE WEAPONS SUPPORT PYLON

INTO THE S -76 HELICOPTERS, WE ARE DISCUSSING AN ENGINEERING STUDY WOULD

HAVE TO BE ACCOMPLISHED . THIS RETROFIT MAY NOT PROVE COST EFFECTIVE;

HOWEVER , THE MODIFICATION IS POSSIBLE .

I WILL SEND YOU BROCHURES WHICH DESCRIBE THE H-76 EAGLE MULTI-MISSION

3 .

HELICOPTER (GUN SHIP) UNDER SEPARATE COVER ."

Subsequent to his resignation as Consul-General for the Government of

Guatemala to the United States of America on May 15 , 1987, Coronado

immediately met with Munther Bilbeisi at his home at the Sanctuary with

a Guatemalan Air Force officer and members of the Presidential staff of

Guatemala after being contacted by Louis Altemar on behalf of Munther

Bilbeisi in an effort to sell both jet fighters and helicopters which could

be configured for a combat function to the Government of

Guatemala ."?

Coronado was offered a 50 percent participation in the net profits of the

sale of jet fighters and helicopters . "

10

6/27887 telex tram W. O'Malley to Cotton , Inc., Attn : M. Balbiol, produced on 0/3/80 by Munther Bülbei pursuant to Court Order in

Mabini v . Richard Warwick Fister, 15th Judicial Cirouit. Case No. 37-4490 N. (Exhibit 10 to Plaintiff' . Renewed Motion for Sunctions fille

dated 3112101; DE 909 ).

12nora Mauricio Coronado deposition , pp .15-16 , 21-28 )

12/1989 Carenedo deposition , pp.31-34.
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.

16

10

4. The S-76s described in the 5/27/87 Mura letter ( see _ above ) can be

converted to fighter helicopters ' anytime *' , and Bilbeisi so

represented to a delegation of Guatemalan government officials

interested in procuring the jet fighters and helicopters."

5 . The S-76A helicopters were to be converted for military use by a

conversion kit to be supplied by Bilbeisi as head of Mura International ,

S.A. once the helicopters with a civilian configuration had been obtained

from Sikorsky."

6 . Contrary to Bilbeisi's assertion , the Sikorsky Model S-76A helicopter can

be adapted to military use through a conversion kit, and Bilbeisi

specifically proposed to perform such a conversion in Guatemala once

the helicopters had been obtained in their civilian configuration ."

Although the H -76 Eagle is not the same helicopter as the Sikorsky S

76A, Bilbeisi himself affirmatively represented to a delegation of

Guatemalan Air Force officials interested in procuring fighter helicopters

that the S-76A helicopters could be configured substantially the same as

the H -76 Eagle helicopter .

F - 5 Jet Fighters from Guatemala to Jordan

1 . Signed memorandum from Alberto Coppo, detailing the progress of his

trip to Guatemala on behalf of Mura International , S.A. and Munther

C.

14

Coronado deposition , p . 308 .

18

Caranede deposition , pp .332. 339 .

Caranedo deposition , pp .330-40 .

12

Caronado deposition , pp .241-42 .

.6 .
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2.

Bilbeisi to sell F-5 jet fighters and S-76 helicopter gun ships . Mr. Coppo

states that the "reason for the trip' was :

'To get an official confirmation from the Guatemalean (sic ) Authorities

for the purchase of five S-76 and sixteen F- 5 " and concludes that "the

sale of the five S-76 is a fact " . 18

Munther Bilbeisi letters confirming "the purchase of five ( 5 ) Sikorsky S

76A helicopters and for sixteen ( 16) F -5As and F- 5Bs " to his

Washington attorney '*, Ismail Bilbeisi & Co. , Ltd. in Amman, Jordan ,20

and to "His Majesty King Hussein “. 21

Munther Bilbeisi's signed list of F-5A and F-5B aircraft "available for

sale " sent to the Guatemalan Minister of Defense22

3.

3/8/88 menar andun from AlbertoCoppo to Munther Baboici ro : " business trip to Guaternale", and produced on 8/3180 by Muncher
i purvant to Court Order in die v . Richard Warwick Fielder, 16th Judicial Circuit , Co. No. 87-4496 N. ( Exhibet 8 to Plaintiff' .

Renewed Motion for Sanctione file dested 3/12/01: DE 999) .

1120188 letter from Wanther Bülbeini, presiden Muro International, S.A. to John O'Connell , Eag .. produced on 9/3/90 by Munther Bülbasani

wursuant to count Order in baie v . Richard Warwick Fraldar, 16th Judicid Cirou Cw . No. 87-4496 N. ( Exhibit 11 to Plaintitt'o Renewed

Motion for Senction file dated 3/12/91; DE 908 ).

Undeted letter from Munther Bülbeini to H.E. Murmim Bilbabai, Amman , Jordan , andlowing better to John O'Connell , Eag. and purchaeo
order for fovo ( 6 ) Sikorsky 8-76A helicopter ind for abrtoon ( 16 ) F -6As and F -Be , produced on 0 / 3./90 by Munther Bilbenei purouarn to court

Order in Abeini v . Mchard Warwick Fieldor, 15th Judicial Circuit, Cm , No. 87-4496 N. ( Exhibit 12 to Plantiff's Renewed Motion for

Senotiora filo duted 3112001; DE 800) .

See O'Connell botter above, Schobit 12 to Plaintiff ' . Renowed Motion for Sanctions fillo doted 311 2891;DE 990.

512857 letter from thereher Ribeini, Mura International, S.A. to His Excellency General Hector Cremajo , Minister of Dotanse, National

Pdteco, Guatemala Chy. Gustomela reduced en 0/3700byMurtherBülbeini pursuantto caur Orcher in Bibainiv . RichardWorwick Fredder.

16th Judicial Chrome, Case No. 17-4496 N. (Exhibits 13 to Plainitt Renewed Marian for Sanctions filo duted 3/12/91; DE 990 ).
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4.

5 .

24

6 .

Bilbeisi's signed confirmation to " Colonel Yusef Mukaimer " that the

" Guatemalan government ... have committed for a minimum of TEN -

S-76A, EIGHI -- F5A, and IWO -- F5B " .23

Guatemalan Brigadier General Gramajo's reply confirming the Guatema

lan government's interests in :

Sixteen airplanes F-5 (A/B) with armaments and ammunition . ”

Signed agreement between Munther Bilbeisi as president of Mura

International , S.A. and "Vice Presidents " Louis C. Altemar and Mauricio

E. Coronado providing the latter with 50% of the net profits from the:

" Sale of the F5-A and F5 -B tactical fighters , which are owned by

the Royal Jordanian Air Force, to the Republic of Guatemala“. 26

Mr. Coronado repeatedly emphasized during his lengthy deposition that it

as Munther Bilbeisi's intention as President of Mura International , S.A.on

May 16, 1987 , to sell both combat jet fighters and S-76 helicopters to

be modified for the conversion to gunships , with Mura selling the

conversion Kits and installing them in Guatemala 20, and accordingly

7 .

i

7/22187 signed merno from Munther Bibi, Mura Internationd , S.A. " for the attention of: Col. Yoof Mulaimer Re: Guaternalen

government commitment for minimum of ton 8 76A wight FSA and two F5B. produced on 9/3190 by Murther Bilbain pursuant to Court Order

in Bilbaisi v. Richard Warwick Fielder , 15th Judicial Circuit, Case No. 87-4496 N. (Emphasia in origined . (Exhibit 14 to Plaintiff's Renewed

Motion for Sanctions fito dated 3/12/91, DE 999 ).

N

8/4/8 7 hotter tror Gen. Brig . Hector Alejandro Grenajo Mordor , Guaterndon Minister of National Detence to Mur International, S.A.

produced on 9/3/90 by Munther Balbiei punuent to Court Order Babasi v . Richard Warwick Fielder, 15th Judicial Circuit, Co. No. 87-1400

N. (Exhibit 16 to Plaintitt's Renewed Motion for Sanction file dated 3/12/91, DE 999 ).

7/23187 letter ervarerne between Munther Bibisi, President Murn Internationd , SA and Louis C. Nome , Vice President Mun

marnational , S.A. ad Mauricio Coronado, Vice President Mura bernational . S.A. for payment of 50 % of the school FG- A and FB- B tactical

Pioneer owned by the Royal Jordanian Air Force to the Republic of Guatemala produced an 9/3/90 by Munther Bibisi pursuant to court

Order in Abaie v. Richard Warwick Fieldier, 16th Judicial Circuit, Cr. No. 87-4498 N. Exhibit 10 to Paintitt ' . Motion for Section file

dated 3/12/91, DE 999 ). This agreement we netortzed by Suom Anderson , Murther Bibit moretary who has denied, under the

knowledge of belowmotingal

Coronado deposition , p. 241-42 ) .

.7 -
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28

Bilbeisi only needed end-user certifications for the F- 5 jet fighters not the

S - 76 helicopters.27

Mura International, S.A. ultimately purchased 3 helicopters in civilian

configuration but it originally sought and made a commitment to sell

military conversion kits for an additional 7 helicopters ; however, the deal

fell through because of Munther Bilbeisi's failure to obtain adequate

financing . * The F-5 deal fell through for the same reason.20

D. Centurion Tanks from Jordan to South Africa

In 1974, Bilbeisi through his wholly-owned company , M.B. Associates , sold British

manufactured Centurion tanks and anti-missile systems from Jordan to South Africa and

Rhodesia . When the sale became public knowledge, the British foreign office intervened

and stopped the sale of Hawker Hunter jets to South Africa and Rhodesia .

1 . Affidavit of Martin Walker, The Guardian reporter who authored a series

of articles detailing Munther Bilbeisi's arms transactions verifies that the

very sale of the missile systems and tanks from Jordan to South Africa

and Rhodesia denied by Bilbeisi " ... was confirmed by the foreign office

ofGreat Britain " and states that Bilbeisi " ... has neither challenged

nor contested the contents or statements contained in any of these

articles ..." Walker identified Munther Bilbeisi as the "Jordanian

arms dealer " who engineered the sale of British -manufactured Centurion

30

Caronedo deposition . pp .243-44.

Coronado deposition , pp . 300-7 ) .

Coronado deposition , p . 308 .

Affidavit of Martin Walter dated 9/18/00 , p.3 . ( filed 10/2/90 : DE 801); Manchester Guardian "Open File " Series. "A Tiger in Mr. Smith's

Tok - Martin Widu revela how British minilos nd un roched South Africa with the Rhodesiano waiting in the winge ' 0/10074 .

Alleshed white to Plainoitt' Supplement to Motions for Sanctions dered 9/10/90: DE 833 .
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tanks and anti-missiles systems from Jordan to South Africa and

Rhodesia . Mr. Walker stands ready to confirm the subject of his articles

in open court .
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E. Commission for Retrofitting Weaponry and Engines on Jordanian Centurion

Tanks

During 1978, Bilbeisi's wholly -owned corporation Interastra retrofit the entire

corps of British -manufactured Centurion tanks of the Royal Jordanian army with diesel

engines, infrared gun sites and 105 mm . guns.

1 . Bilbeisi admission that retrofit was for " laser tank fire control system ...

weapon turret control system ... chemical bacteriological/radiological

protection . - 31

32

2. Teledyne statement that retrofit was for " ... weapons/turret control ...

laser tank fire control systems, gunner passive night vision ,

chemical /bacteriological/radiological equipment .

3. Bilbeisi's witness' statement that retrofit was to replace 90mm guns

with 105mm guns (p.25 ) and that Munther Bilbeisi was " well known" in

the Jordanian army as an " arms dealer" (p .79).53

F. E -86 Sate Jet Fighters to Honduras

In 1975, Bilbeisi sold United States manufactured F-86 Safra jet fighters from

Yugoslavia to Honduras.

G. Attempted Sale of Small Arms to El Salvador Guatemala and Honduras

During 1984, Bilbeisi attempted to sell Turkish and North Korean manufactured

small armaments to these 3 Central American countries using retired United States General

James Vaught as an intermediary .

112114 Modi's Mediation tratament 0.371 in hevostro v . Teledyne. V.8.D.C. W.D. Mich . No. 483-379).

012274 Detendone's mediation bried 10.120 mn meresere v . Teled me.U.S.D.C. (W.0 . Mich . No. 603-370 ).

7/23184 depostien of Cerenal Hakan Khadra, former head of the Department of Planning and Organization , Poyal Jordanian Armed

feron inInterest . Teluto. U.S.D.C.M.D.Mich.No. 603-370).

. 10 .
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H. Attempted Sale of Small Arms to Nicaraguan Contras

During 1985, Bilbeisi attempted to sell small arms to the Nicaraguan Contras

through Aldulfo Calero , one of the heads of the Contra movement in the United States .

1. Sale of Small Arms to Honduras and El Salvador

During the 1969 "Soccer War" between Honduras and El Salvador, Bilbeisi sold

light armaments (i.e. , machine guns) to El Salvador and reportedly attempted to sell

armaments to Honduras as well.

N. Fine Arts Claim

On October 27, 1986, Munther Bilbeisi filed an insurance claim based on alleged theft

of a "Sung Dynasty " vase and about 20 Arab prayer rugs occurring 2 days previously . The

insurers, certain syndicates of underwriters at Lloyd's of London successfully defended

Bilbeisi's 1987 lawsuit on the bases of fraud in the application and continued fraud

swearing in support of the insurance claim .

A. False and Forged Appraisals

Bilbeisi submitted an appraisal of the vase in which the appraiser states that

" I certify that I have personally inspected the subject property ... " without revealing that

the appraiser had not even seen the subject vase for 3 years . '

On February 28, 1983, Bilbeisi attempted to insure the very same "Sung

Dynasty vase accompanied by a $ 750,000 appraisal purported made by William Winick .

When Lloyd's underwriters refused to insure the vase without an independent appraisal and

responses to certain inquiries, Bilbeisi never responded and simply dropped the matter. In

36

Lued by the Rchard Warwick Fielder Syndicato .

61301 deposition of Mikon Lessos , pp.69.83 and 113.

. 12 .
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37

his 1986 proposal to cover the "Sung Dynasty " vase, Bilbeisi not only concealed the

tremendous disparity between the alleged valuations of the vase (from $ 125,000 to

$ 750,0003 ), Bilbeisi concealed that his prior (February 1983) attempt to insure the vase

was based on a forged and false appraisal."

B. October 24, 1986 -- Financial Incentives for the fraudulent Claim

Various factors converged on Munther Bilbeisi to form the financial incentive

for filing a fraudulent insurance claim on October 24, 1986:

1. Precipitous Drop in Coffee Prices -- by 10/24/86, the resale price of

approximately 1,800,000 pounds of coffee purchased by Bilbeisi in Guatemala during March

1986 had fallen from approximately $2.20 per lb. to $0.85 per Ib . Accordingly , on

10/24/86, Bilbeisi unsuccessfully attempted to insure all 1,800,000 pounds of the

Guatemalan coffee (although 135,000 pounds had already been resold ) in the United States

for well over the amount Bilbeisi initially paid and several times the by then diminished

market value .

2 . BCCI-Miami Call up of $ 3.5 Million Loan -- as early as June 12, 1986,

Bilbeisi was attempting to reassure BCCI-Miami that Bilbeisi's $3.5 million line of credit used

to purchase the Guatemalan coffee was fully collateralized by fraudulently misrepresenting

that a large portion had been resold . By 10/24/86, BCCI-Miami was insisting on further

assurances beyond a $ 2,000,000 guarantee by BCCI-Amman , Jordan .

3. Coffee Litigation Judament Due -- on 10/24/86 , a judgment against

Bilbeisi's corporation , Coffee, Inc. , became due after 2 years of acrimonious litigation in the

trial and appellate courts in New York and Florida. The $ 250,000 judgment arose from an

Bibalai nover diodowed they have 0106,000.00 apprained by Mahan Lavons tenemitted to Word's in February 1986 wuro merely

'update of . 126,000.00 spremind besed on Me.Lew " physical inspection on 1110/83 - anty 2 weeks before the vwoww dlagedy

eppermined by Wihern Winick for $ 750,000.00.

671188 Alfidavit of Bernica Winick nd ochiante tached thereto filed 0/20/88 ).

• 13 -
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affirmation of an arbitration award in favor of a New York coffee roaster, J.W. Phyfe, which

was damaged as a result of Bilbeisi's refusal to produce an agreed upon quantity of coffee

during 1984 when prices were rising . Bilbeisi was ordered to pay the judgment by

10/24/86.

C. Order of Dismissal and Award of Attorneys ' Fees

On January 17, 1991 , Judge Mary Lupo38 dismissed Bilbeisi's lawsuit , stating

in part : "There is no doubt that Bilbeisi's affidavit and testimony are false regarding his

identity as an arms dealer . ( Lloyd's underwriters ) has proven beyond a reasonable doubt

that ( Bilbeisi ) is an arms dealer . To permit Bilbeisi to take a voluntary dismissal of this

action merely to pursue it anew in another jurisdiction would be an abuse of our system of

justice . . . This Court has never in 7 years stricken pleadings and entered a default for non

compliance with an Order compelling discovery . Bilbeisi's deliberate , contumacious

disregard of this Court's authority , his bad faith , willful disregard and gross indifference to

court discovery orders evince his deliberate callousness that justifies , and mandates , this

severest of sanctions . "

On February 4, 1991 , the Court entered an Order awarding attorneys ' fees in

excess of $ 100,000 to Lloyd's and reserved jurisdiction to assess approximately $ 25,000

in costs against Bilbeisi .

III. Coffee Claim

In the course of Bilbeisi's February 1987 sworn statement in support of his fraudulent

fine arts claim, Bilbeisi stated he sustained a corporate loss consisting of a $4 million

'coffee switch " several months earlier ( in May 1986 ) , and formally filed the claim against

Currently providing over the criminal action against William Karnedy Smith .

. 14 .
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39

40

certain Lloyd's underwriters on February 18 , 1987. On September 10, 1987, following

a several month's long investigation , Lloyd's underwriters declined the claim for, among

other reasons, non-disclosure of facts material to the risk , fraud and false swearing in

support of claim , illegality of the risk and lack of insurable interest , and in January 1988,

filed a declaratory action to void the insurance policy for these same reasons . Still

pending , the Sturge v . Coffee, Inc. action has consumed more than 1,100 docket entries

over the last 3 42 years and has seen 4 successive sets of attorneys appear on behalf

Munther Bilbeisi's wholly -owned corporation , Coffee , Inc.

A. Non-Disclosure of Facts Material to the Risk

ofNon -Disclosed Alter fotobiorentceal

Extensive Loss History and Other Facts Material to the Risk

Munther Bilbeisi is and was the sole shareholder of named assureds Orion

Systems , Inc. and Coffee , Inc. under the 1983 annually renewal marine insurance policy (for

ocean transit of coffee from Central America to the Middle East ) , as well as the non

disclosed corporation Mura International , S.A. In 1980, Mura filed a $37 million bad faith

claim against the same lead Lloyd's of underwriter syndicate " which in 1983 insured

Orion Systems , Inc. and Coffee , Inc. Mura settled for $ 850,000 on December 29, 1980.

Bilbeisi used Mura to conduct illicit international arms transactions and export Central

American coffee ostensible to Jordan financed by BCCI (the same risk Bilbeisi sought to

insure on behalf of Orion Systems , Inc. and Coffee , Inc. ) .

Lead by the Nicholas Colwyn Sturgo Syndicate

Styled Nicholas Cotton Sturge v . Coffee , the ., No. 88-0125 - Civ -Mucu (S.D. Fla .)

Nicholas Colwyn Burg..

. 16
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In 1983, Bilbeisi sought coverage under the Orion Systems, Inc. as a "new

venture" precisely to conceal Mura (i.e. , the bad faith lawsuit and control by an international

arms dealer) from Lloyd's underwriters .

a. Mura, Orion and Coffee were wholly-owned and controlled by

Munther Bilbeisi since their respective inceptions and maintained

accounts with same Miami , Florida branch of BCCI. “

b. 1980 Mura $ 37 million bad faith civil action against " Lloyd's of

London underwriters " spawned three ( 3 ) civil actions from

1/14/80 through 81_187. Settled for $ 850,000 on 12/29 /80.45

C. Concealment during 1983 application and annual renewals (named

assured : Orion Systems, Inc. "New Venture " ; Coffee, Inc. ) of

ownership of Mura .“ Applied for BCCI letter of credit to buy

Central American coffee for shipment to Jordan under the name

"Mura" on same date as application for cover of same risk under

name "Orion ".45

8/4/87 Gloria Callowey deposition , pp.37-38 and 44-45 : 5/2/89 Kenneth Gruwhoff deposition , pp.44-46 and 64-66 .

The 3 ad ctione . Inoluding Mura internetione S.A. « the vessel ihati, st ., Mun Intemotional, S.A. v . Lloyd's of London

Underwriton , of and DiPotro and Thompoon v . Mun Itemotional S.A. , d ., surnomarized in pp . 7-10 md 17 of Appendix 2 to Plaintiff's

Motion for Summary Judgment ( file dated 1117190 DE 440 ) and the entire court files o reproduced in Appendix 3 .

Bahap deposition . pp.24-38:Brown deposition , pp .60-67;Herding deposition , pp.128-129 and 168-160 ; Maboy deposition, pp.69-70 .

90-92 nd 162-163; Vagt deposition pp.254-270 . (Bibini dous not deny this norr die door, but rather mouta he had no duty to director

thee facta - 31/0 Reapons ., p.0 ). Telexo to MOAC and Clarkson Pualde socking cover for Orion Systeme identical except for ' Buboial

owner deleted from Clarkson Puebla telex . ( Exhibit 2 to Plaintiff ' . Reply Briel, 7/30/90 ; DE 778. )

3114883 Bank of Credit and Commerce internetione Application to inavo irrevocable documentary credit to Muro Internatione S.A. for

purchase of 6.900 kilos Hondurm coffee to shipment to Jordan ( 181,000 - FOB Honduru ).

31483 Bank of Credit and Commerce International Application to issue inevocable documentary credit to Mura Internatione S.A. for

purchase of 4,600 kilon Hondurn cotton for shipment to Jarden (164,000 . FOB Hondurmal.

. 10
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d . Bilbeisi 5/15/90 admission that Coffee , Inc. and Mura both opened

LCs with BCCI to import Central American coffee ostensibly to

Jordan" and that substantial coffee business was conducted by

Mura.“

2 . Non -Disclosure of Status as an International Arms Dealer

The moral hazard of Munther Bilbeisi's continuous longstanding and ongoing

activities as an international arms dealer was purposefully concealed from underwriters at

Lloyd's of London in Bilbeisi's application for insurance under the name "Orion Systems ,

Inc. " ( and later " Coffee, Inc. " ) and at no time was Bilbeisi disclosed as the sole owner of

these corporations . These activities are outlined in Section I above .

3 . Non -Disclosure of Insurance Claims and Civil Actions

As further evidence that Bilbeisi's marine and all risk insurance policies with

Lloyd's were nothing more than an opportunity to file fraudulent claims , Bilbeisi failed to

disclose no less than 17 other insurance claims and civil actions involving his wholly-owned

corporations or Bilbeisi individually , including :

Mura International, S.A. v . Lloyd's of London Underwriters -- the

$37 million bad faith claim discussed in $III.A .1. above, involving what was recently

discovered to be a fraudulent insurance claim ,“ out of which 2 other civil actions arose .
48

3/14183 trinamitud letter frorn Munther Bilbi to BCCI enclosing two letter of credit applications. (Exhibit ' 1 ' to Plaintiff' . Reply Briet

7830/90 , DE 778 ) .

6/15/90 Bibeli deposition , pp . 813-18 ; 622-23. and 530-32 .

6/16/90 deposition of Munther Bibelol, p.623 .

SH.D.3 below , p.23 .

. 17 .
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d. J.W. Phyto v . Coffee, Inc. a dispute over the very type of risk

Bilbeisi sought to insure under the names Orion Systems, Inc. and Coffee , Inc.“

c . Interastra v . Teledyne -- a $ 1 billion lawsuit filed by Bilbeisi's

wholly -owned corporation in order to recover a commission for retrofitting the entire Royal

Jordanian army tank corps with diesel engines , infra - red gun sites and 110 mm. guns .

B. Illegality -- The Illicit International Coffee Smuggling Conspiracy

Although Bilbeisi (without disclosing his name ) sought insurance coverage

under the guise of a "new venture" involved in the lawful importation of coffee from Central

America to the Middle East, Bilbeisi actually directed an international conspiracy to smuggle

the coffee into the United States in order to generate millions in illicit profits . The legal

effect of the smuggling operation is to void the policy since the law will not permit insuring

an illegal venture . Uncontroverted deposition testimony taken in the Sturge v. Coffee, Inc.

action revealed that:

1. All Covered Coffee Shipments were illegal

a . Non-ICO coffee was smuggled into the United States under the

60

direction of Munther Bilbeisi.

b . Coffee smuggled into New Orleans , Louisiana under Munther

Bilbeisi's direction through falsely manifested " short - shipped " and

"empty" containers owned by Coordinated Caribbean Transport,

Inc.51

8. JA.B.3 . bove.

8/0/80 deposition of Fernando Montes. pp .79-83, od 11/10/89 deposition of Jay Anthony Armburo, pp.80-83.

30

1110o deposition of Jay Anthony Aromburo, pp.16-10.
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C.

d .

Coffee smuggled into Miami, Florida under Munther Bilbeisi's

direction through falsely manifested " short- shipped " and " empty "

CCT containers.52

Smuggled coffee was rebagged at Twin Terminals Warehouse,

Miami , Florida under the direction of Munther Bilbeisi.63

Bilbeisi directed CCT in Central America to ship coffee actually

intended to be smuggled into the United States under bills of

lading and other documents falsely labeling the cargo as

"transshipped " to Jordan via Miami , Florida or New Orleans,

Louisiana, 54

2 .

a .

Several Persons Admitted PersonalParticipation in Bilbeisi's Coffee

Smuggling Scheme

Under Munther Bilbeisi's direction and in exchange for " com

missions" or kickbacks in excess of $4 million, CCT officers,

Steve Calderon, Joseph Villalba and Jose Antonio Otano directed

the creation of false or fraudulent documents and otherwise

assisted in the smuggling of Central American coffee purchased

by Bilbeisi into the Port of Miami, Florida during 1983 through

1985.56

Affidavits of Steve Calderon , Joseph Vilalba and Jose Antonio Otano filed Exhibita 1-3 to Plaintiff ' . Motion for Sunction fie dated

3/12/1: DE 999.

11/3/89 deposition of Carlos Dubon . pp . 44-53.

M

7/6/90 deposition of Harlal Ordonez, pp.24-26 and 9/21/80 deposition of Humberto Hernandez, pp.31-34 .

Affidavits of Steve Calderon , Joseph Villabe nd Jose Antonio Ormo filed Exhibits 1-3 to Plaintiff' . Motion for Sanction file dated

3/1211; DE 998.
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b. Under Munther Bilbeisi's direction and in exchange for

"commissions“ or kickbacks in excess of $ 400,000 , CCT

employee Jay Anthony Aramburo directed the creation of false or

fraudulent documents and otherwise assisted in the smuggling of

Central American coffee purchased by Bilbeisi into the Port of

New Orleans , Louisiana during 1985 and early 1986.60

c. According to Coffee, Inc.'s own books and records, CCT

employee Alberto Rivas was paid $347,750 in Coffee , Inc.

account checks exactly coinciding with the arrival of Munther

Bilbeisi's coffee shipments in the United States and in amounts

mathematically correlative to the number of bags shipped by

Bilbeisi , 57

d . Several CCT officers and employees in the United States and

Central America including Steve Calderon , Joseph Villalba , Jose

Antonio Otano, Alberto Rivas, Humberto Hernandez , Heylel

Ordonez, Tony Aramburo and Lisandro Flores admit receiving

" commissions " or kickbacks in amounts related to the quantity of

coffee smuggled under the direction of Munther Bilbeisi.68

Contraband Coffee was Shipped Using Forged and Fraudulent3 .

Documents

1110/88 deposition of Jey Anthony Amburo.

Edhibit 4 to Plaintiff's Motion for Summary Judgment Based on legality ( file dated 11/16/90 : DE 806-911).

Svo, deposition of Married Ordonez ( 7188 /00.00.42-43, 46 , 48 and 50 ): Joy Anchany Aranburo (11/16/80. pp .14-18, 26 , 42-43 , 46-47,

103) ; Lisandro Flores Guillen ( 8/20/001: Humberto Hernandes ( 9 /21 / 0.09.12-13); and Wellaco Papadopolo (8/10/90 , pp.53-54 ).

Mooers. Otano.Calderon andVillaba have asserted their Fitch Amendment privilege against sett-incrimination rather than rectity to those

hakubach , her the sccountant, James Puento .

. 20
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8 . Bilbeisi directed CCT officers and employees to prepare manifests

falsely listing trailers containing smuggled coffee as " short

shipped " or "empty " .59

b . Bilbeisi directed CCT officers in various Central American countries

to prepare phoney supplemental manifests listing the trailers

containing the smuggled coffee as " empty " or " short-shipped ";

the phoney manifests were given to the ship's master in a sealed

enveloped labelled " Attn : Tony Aramburo" ; upon arrival in New

Orleans , Louisiana, Tony Aramburo replaced the true manifest

with the phoney manifest in the sealed enveloped for preparation

to United States Customs .

Bilbeisi Paid Substantial Kickbacks or Commissions for Smuggling

Heylel Ordonez delivered to Carlos Duboneo a list of Central

American customs officials to be bribed at the direction of

Munther Bilbeisi in connection with smuggling coffee to the United

4 .

a .

States.º1

b . Tony Aramburo received kickbacks or commissions for smuggling

coffee into the New Orleans, Louisiana at the direction of Munther

Bilbeisi.
62

Affideria of Steve Calderen , Joseph Vilalba und Jose Antonio Orno filed Exhibita 1-3 to Paintiff' . Motion for Banation file duted

3 /12N1; DE 209 .

A former top moetent in Anastasio Somoza '. Nicaraguan government.

11 /ao deposition of Carlos Dubon , pp . 148-164 and 161-2 .

11n0 / deposition of Joy Anthony Aromburo, pp . 68-72 . pp.96-104 and 126-120 .

. 21 .
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C. Tony Aramburo received seven checks for $ 9,000 each totalling

$ 63,000 for coffee smuggled into the United States on 5/1/86 .

Amount broken down into seven checks by agreement that pay

ments would be in checks of $ 9,000 or less . Bilbeisi told

Aramburo checks would show as coffee purchases in Coffee ,

Inc.'s records so that Aramburo would not have to pay income tax

on payments."

C.

a .

64

Attempted Bribery, Subornation of Periury and Obstruction of Justice

1. Admissions as to Insurance Fraud

Munther Bilbeisi admitted to his personal yacht captain that the

subject insurance claim was a fraud and the employees of Coffee,

Inc. were fully aware of the fraudulent nature of the claims .“

b . Munther Bilbeisi admitted to the three CCT officers he used to

smuggled coffee that the subject claim was fraudulent and that if

they testified falsely in support of the claim , " there would be

enough money in it for everyone ".65

2 . Bribes to Coffee , Inc.'s Accountant

Arenburo deposition , 11/17/89, pp.58-60 .

Affident of Theodore F. Sorg attached Ichibit 1 to Supplement to plaintiff ' . Apped of the objections to Magismo's Orders Dated

March 12 , 1990 ( filo dated 3/23/90 ; DE 687) .

Affidavit of Stove Calderon , Joseph Vadbe und Jose Antonio Ormo filed Exhibits 1-3 to Plaintiff' . Motion for Sanctions file duted

3/1211; DE 999 .

.22 .



104

MEMORANDUM

TO :

FROM:

DATE :

RE :

James F. Dougherty, II

Richard Alan Lehrman

June 4, 1991

Fraudulent insurance claims against certain Syndicates of Underwriters at Loyd's of
London by Munther Bilbeisi et al. and participatory role of Bank Credit and

Commerce International (Overseas) Ltd.

a .

3 .

Bilbeisi paid Kenneth Grushoff $50,000 in cash to falsify the

books and records of Coffee, Inc. prior to an audit by the Internal

Revenue Service.

Bribes to " Expert " Witnesses

Bilbeisi offered Victor Hinijosa 10% of any sums paid by " Lloyd's

of London" to falsely testify under oath that Hinijosa had personal

knowledge of "coffee switch" in Guatemala.67

a .

D. Affidavits of Steve Calderon , Joseph Villalba and Jose Antonio Otang

Virtually all of the witnesses and participants in Bilbeisi's coffee smuggling

scheme identified 3 men Steve Calderon , Joseph Villalba and Jose Antonio Otano,

dubbed by Bilbeisi as the " boys " -- as having the most central role in smuggling Bilbeisi's

coffee out of Central America into the United States . After 2 years of unsuccessful

attempts by attorneys for Lloyd's to depose the "boys" , Calderon , Villalba and Otano

recently waived their Fifth Amendment privilege against self-incrimination and provided

statements outlining their participation in the coffee smuggling scheme .

1. Bilbeisi's Coffee Smuggling Scheme

The "boys " essentially confirmed Tony Aramburo's testimony as to how

Bilbeisi smuggled the coffee from Central America into the United States ( i.e. , through

phoney transshipments and manifests showing containers falsely labeled as " short-shipped "

or " empty " ) using containers owned by the company their worked for, Coordinated

Affidavit of Theodore F. Sorg atached Exhibit 1 to Supplement to Plaintiff ' . Apped of the objections to Magistrato'. Order Dated

March 12, 1990 ( file dated 3/23/90 , DE 587) .

Mr. Hinijose in the expert ' withoor identified by Cotton, Inc. who purportedly inspected temples of the 'switched cotton bure here

moided service of a deposition subponas served by Plaintitt. Affidavit of Theodore F. Sorg utached Exhibit 1 to Supplement to Plaintiff's

Apped of the Objections to Megintista '. Orders Dard March 12, 1990 ( file dated 3/23/30 ; DE 687) .
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Caribbean Transport, Inc. During most of 1983, the "boys " imported non-quota coffee

purportedly for transshipment to Aqaba, Jordan which was actually unloaded at the Port of

Miami, Florida . Most of the CCT employees were under the impression the shipments were

legitimate since the ocean freight was pre-paid to Jordan by Coffee, Inc.

For their participation in the scheme, the "boys ' were paid commissions of

$ 12.00 per bag while the CCT contact in the origin country (Honduras, El Salvador or

Guatemala) were paid $ 5.00 per bag and were advanced expenses to bribe truckers ,

trucking check point officials and port officials in the origin countries . The largest cut went

to the suppliers in the origin countries who always knew the coffee was to smuggled .

During last 1983 and 1984, Bilbeisi relied more heavily on the short- shipment

and empty trailer methods. As time progressed , Bilbeisi's commission payments to the

"boys' lagged further and further until they were no longer willing to smuggle coffee for

him. After repeated demands for Bilbeisi to pay $ 375,000 he owed them, Bilbeisi procured

a copy of Tony Otano's foreign bank account with BCCI -London and showed it to Steve

Calderon, explaining that Otano 'had better be careful with his money" . This apparent

display of power and access to BCCI (see also immediately below) impressed the " boys "

sufficiently for them to drop their claim .

2 . Involvement of Bank of Credit and Commerce International

The " boys ' accompanied Bilbeisi to several meetings with BCCI bank officers

but were rarely present during the actually meetings. They identified Hamid Khan, Grace

Perez and Nadim Hassan as the officials Bilbeisi dealt with most frequently .

Nadim Hassan was the manager of the Boca Raton branch, which Bilbeisi

boasted was opened almost solely to service his business . Bilbeisi also boasted of his

power and influence with BCCI, claiming to have many of its officers " in my pocket ".

Transfers of money or gifts by Bilbeisi to the BCCI officers were rarely witnessed by the

.24 -



106

MEMORANDUM

TO :

FROM :

DATE :

RE :

James F. Dougherty , Il

Richard Alan Lehrman

June 4, 1991

Fraudulent insurance claims against certain Syndicates of Underwriters at Lloyd's of

London by Munther Bilbeisi et al. and participatory role of Bank of Credit and

Commerce International (Overseas) Ltd.

88

"boys " ; their actual knowledge of such transfers was limited to instances in which Bilbeisi

gave them televisions , videocassette recorders and the like . However, Tony Otano recalls

handing Bilbeisi approximately $ 1,000 in cash at his request which Bilbeisi combined with

an undetermined of his own cash to give to Nadim Hassan as a gift.

On several occasions , Bilbeisi met with Nadim Hassan in the presence of one or

more of the "boys " and discussed arrivals of shipments in a manner leaving no doubt as to

the illicit nature of the operation . This made the "boys " so uncomfortable that Tony Otano

ultimately protested to Munther Bilbeisi , who replied that Hassan "knows about the

operation " .

Nadim Hassan was also present at the "final settlement" conference between

the "boys " and Bilbeisi in which the latter sought to withdraw his stake in the trailer

companies set up by Calderon . Nadim Nassan structured the cash-out of Bilbeisi's

interests (approximately $ 700,000 by establishing a " loan " from BCCI to the "boys" ( in

the amount of $ 233,000 each ) to assume Bilbeisi's share and to explained that the bank

examiners would never know the true collateral . Hassan structured the transaction to

appear as if BCCI's security consisted of UCC- 1 notes on all of the equipment when in fact

it consisted of funds frozen in three ( 3 ) foreign bank accounts set up at BCCI-London,

England .

Nadim Hassan set up the BCCI -London accounts for the "boys " in the name of

three (3 ) foreign corporations , Labaro , S.A. , Chevere , S.A. , and Franjuli , S.A. (this explains

the Coffee, Inc. payments to those accounts ultimately endorsed by the 'boys") . This

arrangement permitted Bilbeisi to expense under-the-table payments to the " boys '

as " coffee purchases" to three ( 3 ) foreign corporations sounding like Central American

coffee suppliers .

. 26 .
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3 . Bilbelsi's Admissions and Solicitations of Insurance Fraud

Bilbeisi often discussed insurance fraud schemes with each of the "boys" such

as having a container laden with inferior quality coffee driven off a cliff and filing an

insurance claim for the value of superior quality coffee purportedly in the container . Bilbeisi

considered false insurance claims to be a "hedge' against economic downturns and

constantly pointed out that insurance fraud was "easy to do" because "he got away with its

several years ago . Bilbeisi stated he had pallets of bricks imported from South Africa

deliberately broken but gave no further details . Bilbeisi stated that " Lloyd's" paid him " lots

of money only a few months after filing the claim .

Bilbeisi did not directly inform them of a plan to burn the Twin Terminals

warehouse® in late 1985 (they had broken up with Bilbeisi by this point) but they recall

hearing of such a plan through Frank Aravelo , operator of Twin Terminals . When the

" boys " finally found out about the subject claim through a subpoena served by counsel for

Lloyd's in April 1989, they agreed that Bilbeisi " finally did it" , speculating that the

precipitous drop in the price of coffee would have caused a man who consistently boasted

about committing insurance fraud to file a fraudulent claim .

4 . Bilbeisi's attempts to suborn periury

The " boys" avoided Bilbeisi following their acrimonious split in early 1985 for

about four (4) years until they needed his cooperation in a collateral matter in February

1989. Because Bilbeisi never mentioned the coffee claim in any of their meeting during

early 1989 , the " boys " were unaware of the lawsuit until they were served with deposition

in April 1989.

70

A Miami, Floridawarehousewhere Bilboini rabagged and stored the arruggled coffee beane pending reenio of Now York roasters.

. 26 .
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71

Soon thereafter the "boys " contacted Bilbeisi in Jordan to find out why they

were involved in a claim concerning a 1986 shipment occurring long after they had parted

ways with Bilbeisi . The "boys" protested that Bilbeisi's claim was costing them substantial

attorneys fees to avoid giving their depositions and incriminating themselves as well as

hurting other innocent people while Bilbeisi remained above the fray in Jordan . Bilbeisi

replied that he would "share Lloyd's money " if they would cooperate because the case was

" well in hand " and an impending discovery cutoff would " force Lloyd's to settle " . Bilbeisi

offered to pay their attorneys ' fees to avoid testifying, stating that "there's money in here

for everyone" and "you don't have to work for the rest of your lives “ if they cooperated .

Following Tony Aramburo's deposition,” the "boys' received facsimiles from

Jordan describing two ( 2 ) versions of a possible Bilbeisi response to the Aramburo

testimony and inquiring as to which version Bilbeisi should use . Both versions, equally

false , described a scenario wherein the "boys " would purchase coffee in Central America

and Bilbeisi would purchase it spot Miami . The "boys' were astonished that both versions

fully exonerated Bilbeisi while in effect hanging them out to dry ( since they were allegedly

responsible for all coffee purchases) .

The "boys " contacted Bilbeisi in Jordan immediately thereafter to express their

unwillingness to perpetuate his fraud . Bilbeisi replied that " if I get hurt, you will get hurt "

since Aramburo's testimony would incriminate all of them. Bilbeisi stated that if the "boys "

lied , it would be Aramburo's (described by Bilbeisi as a "cheat" ) word against everyone

else's . Bilbeisi added "my attorneys will get you off the hook” .12

5 . Knowledge of Insurance Fraud by Bilbeisi's Michigan Counsel

.

. 27 .
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The "boys ' first contacted Richard Postma after discussing the subject coffee

claim with Gloria Calloway upon receipt of the subpoena in April 1989. Postma advised the

" boys" that they " have nothing to worry about" since the suit was proceeding well for

Bilbeisi and Bilbeisi had a bad faith claim pending against Lloyd's . Postma explained that

Lloyd's attorneys were making a desperate move to attempt to "get Bilbeisi indirectly " by

threatening witnesses with Internal Revenue Service investigations .

Tony Otano advised Postma in a "roundabout way" that it would not be in

Bilbeisi's best interests for him to testify truthfully since Bilbeisi was not being truthful to

Postma. The " boys' struggled with what they could tell Postma without incriminating

themselves and still convey the notion that Bilbeisi's claim was fraudulent . Postma repeat

edly contacted them by telephone, especially after Tony Aramburo's deposition in July

1989, in an attempt to find out what the "boys " knew. They repeatedly told Postma that

Aramburo's testimony about the smuggling scheme was true and correct and advised

Postma to ask Bilbeisi about the smuggling scheme .

Immediately after the receipt of the two (2 ) telexes from Bilbeisi in Amman ,

Jordan in which he attempted to direct their testimony, the "boys" advised Postma that

they were unwilling to lie for Bilbeisi. Although they did not "in so many words“ explicitly

tell Postma or Gass that the subject claim was fraudulent or that Bilbeisi had been

smuggling the covered coffee for several years (because they were unwilling to incriminate

themselves) , they have no doubt that Postma clearly understood both to be true . All of

their contact with Postma and Gass took place during 1989 (i.e. , prior to the entry of a

protective order as to the depositions of the "boys" ) -- more than nine (9 ) months before

the Michigan law firm moved to withdraw from the case in September 1990.

E. Participation of Bank of Credit and Commerce International

. 20 .



110

MEMORANDUM

TO :

FROM :

DATE :

RE:

James F. Dougherty, Il

Richard Alan Lehrman

June 4, 1991

Fraudulent insurance claims against certain Syndicates of Underwriters at Lloyd's of

London by Munther Bilbeisi et al. and participatory role of Bank of Credit and

Commerce International (Overseas) Ltd.

The coffee smuggling scheme would not have been possible without the

participation of a bank institution willing to underwrite the venture in exchange for a share

of the profits in order to facilitate the transfer of millions of dollars across international

borders . All of the smuggled coffee purchased by Bilbeisi's wholly-owned corporations was

financed through BCCI international letters of credit and cashiers checks under the name of

any of the accounts comprising the " Bilbeisi Group' of accounts -- Coffee, Inc. , Orion

Systems, Inc. , Mura International , S.A. and of course Munther Bilbeisi . The condition for

issuance of the international letters of credit -- over 30 have been discovered to date - was

for Bilbeisi to obtain insurance for the smuggled coffee in case anything went wrong .

Bilbeisi obtained that insurance without disclosing his name through Lloyd's of London .

1 . BCCI's Partnership with Bilbeisi: 1983 through 1987

Between 1983 and 1985 , in excess of $ 105 million in international letters of

credit were issued by the BCCI -Miami agency for the purchase of Central American coffee

by one of Munther Bilbeisi's companies , purportedly bound for the Middle East . In fact,

none of the coffee ever reached the Middle East but was instead smuggled into the United

States with the knowledge of BCCI officers . All of the letters of credit were structured to

resemble legitimate transactions , expressly providing for stringent adherence to certification

requirements concerning confirmation that the coffee was for export to the Middle East . On

the eve of the consummation of each deal , however, Bilbeisi mysteriously "waived " his

requirements that these documents show conformance with these regulations .

The purchase of smuggled coffee was also facilitated by the use of cashiers

checks issued by the BCCI-Miami and BCCI- Boca Raton agencies . In one instance , 31

cashiers checks totalling $ 765,000 were issued on the same day by BCCI-Miami at

Bilbeisi's request in the name of a Bilbeisi employee , who in turn endorsed several of the

checks to Central American suppliers of smuggled coffee. Some of the other checks were

--
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endorsed back to Bilbeisi himself." In addition , BCCI facilitated the transfer of millions of

dollars to offshore accounts at BCCI's branches in Nassau , Bahamas, and Panama City,

Panama.

In exchange for their assistance in coffee smuggling and money laundering ,

Bilbeisi made kickbacks and gifts to several BCCI bank officers , including the head of a

special Boca Raton agency specifically set up to " service " certain " high net worth "

customers .

Many of the kickbacks consisted of ' gifts " such as payment for houses , prayer

rugs and even prostitutes.

2 . Complicity in Insurance Claim

When Bilbeisi filed his fraudulent insurance claim , he supported the claim with

documentation he could have received only from BCCI (e.g. , the front sides of cashiers

checks allegedly constituting the payment for the "switched " coffee ) . Despite repeated

demands to produce the endorsement side of the cashiers checks constituting the claim ,

BCCI withheld or concealed the endorsement side of all the cashiers checks provided to

Bilbeisi , with the sole exception of the few checks consistent with Bilbeisi's claim .

Moreover, a "file " containing documents in support of Bilbeisi's that 12,000

150-ib . bags of his coffee were "switched " in Guatemala miraculously appeared when BCCI

responded to a subpoena for documents in the late 1989, although the files from which it

came were all supposedly produced in their entirety more than a year earlier . Lloyd's claims

the documents were "inserted " into BCCI's files long after the fact as part of an agreement

with Bilbeisi to corroborate his insurance claim because they were not bate-stamped . In

addition , Lloyd's contends, if the documents corroborating an insurance loss in May 1986

Nevertheles , all of the chockswere subrnitted as part of Bitbrici's cottoo claim preot ho purchased the cotton in Central America.

. 30 .
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were actually received in the ordinary course of business , they would have triggered an

immediate inquiry by the bank into the integrity of its collateral for a $ 3,500,000 loan .

3 . Deposition ofMarcelle Walters and Kickbacks to BCCI Employees

In the cashiers checks of the BCCI -Boca Raton agency seized by the Internal

Revenue Service together with the rest of that branch's records, a series of 12 cashiers

checks totalling $ 70,807 were found dated between May and August of 1984 and payable

to a bank employee named Marcelle Walters . The corresponding tissue copies indicated the

checks had been issued to generate "cash for Munther Bilbeisi " .

In her deposition taken in the presence of BCCI's investigators, Ms. Walters

testified that although the checks were ostensibly payable to her, she received none of the

proceeds . Rather, Ms. Walters was acting at the direction of bank officers, Nadim Hassan ,

Hamid Khan and/or Sadiq Hamidani, who instructed her to withdraw the cash from another

bank across the street and turn the cash over so that these bank officers could turn the

funds over to Munther Bilbeisi . Many of the checks contained no account number against

which they were debited .

Ms. Walters also testified that she never actually saw the cash in question

handed over to Mr. Bilbeisi . In fact, she did not know whether the bank officers kept the

cash under Mr. Bilbeisi's direction .

4 . Financing of Bilbeisi's Sale of Helicopters to Guatemala and Bribery of

Public Officials to Block Investigation

Lloyd's contends that Bilbeisi's attempted sale of S-76 helicopter gun ships

from Jordan to Guatemala ” and completed sale of 3 civilian helicopters financed through

BCCI was also an attempt to bribe Guatemalan public officials connected with the sale in

S. 118. bove.
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order to block Lloyd's investigation of the coffee smuggling scheme. The armed and civilian

helicopter sales were financed by international letters of credit issued by BCCI-Miami for

$ 34 million and $ 5 million , respectively , in 1987. Lloyd's investigation uncovered

documents showing evidence of payoffs to Guatemalan government officials , generals and

even then-president's brother by Bilbeisi . The helicopter transaction was handled in

Guatemala by Bilbeisi's employee , Louis Altemar, whose name appeared on several checks

produced by Bilbeisi in support of his coffee claim . During 1987 and 1988 , while Altemar

was in Guatemala handling the proposed arms transactions, Bilbeisi indicated he thought

Altemar " switched " his coffee while Lloyd's investigators futilely attempted to find Altemar

in Florida . Altemar ultimately admitted his role in the coffee smuggling scheme when it

became apparent that Bilbeisi was blaming him for the loss at the same time Bilbeisi was

attempting to hide Altemar in Guatemala .

Ironically , when the BCCI-Miami agency applied a $400,000 guarantee out of

the $ 5 million letter of credit in favor of Bilbeisi's company, Mura , to the overdraft in the

name of Bilbeisi's other company Coffee , Inc. , Mura sued BCCI for fraud and theft . During

his deposition in the course of the lawsuit , Bilbeisi identified BCCI as standing for " Bank of

Crooks and Criminals International" . The relatively insignificant settlement of the suit (less

than $ 50,000 ) is cited by Lloyd's as evidence that the entire lawsuit was a sham to

disguise the conspiracy between Bilbeisi and the bank.

5 . Guatemalan Extradition Order for Munther Bilbeisi and Removal of

Appellate Judges for Bribery

After conducting its own coffee smuggling investigation , the Republic of

Guatemala issued an arrest warrant and request to the United States Department of State

for the extradition of Munther Bilbeisi to Guatemala . Immediately after Lloyd's cited these

Guatemalan judgments of criminal wrongdoing in support of its civil case against Bilbeisi in

. 32 .
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MEMORANDUM

TO :

FROM :

DATE :

RE:

James F. Dougherty, II

Richard Alan Lehrman

June 4 , 1991

Fraudulent insurance claims against certain Syndicates of Underwriters at Voyd's of

London by Munther Bilbeisi et al. and participatory role of Bank of Credit and

Commerce International (Overseas) Ltd.

Florida at the end of 1990, attorneys for Bilbeisi unveiled an appeal which purportedly

' overturned " the arrest warrant and request for extradition . Unfortunately for Bilbeisi , the

wrong appellate court ( i.e. , one without jurisdiction over the trial court) entered the

purported "reversals " and the appellate court judges were dismissed from their posts for

acceptance of bribes . The current Guatemalan administration has reaffirmed the judgments

and extradition orders entered against Bilbeisi during the prior administration of Vinicio

Cerezo .

F. Lloyd's Racketeering Claim Against BCCL and the Other Participants in Bilbeisi's

Coffee Smuggling Conspiracy

The various syndicates of underwriters at Lloyd's of London have expended

substantial sums to investigate and dispute Bilbeisi's fine arts and coffee insurance claims

for " losses " supposedly totalling in excess of $ 6 million in addition to treble bad faith

damages . After uncovering evidence of the international coffee smuggling coffee

conspiracy and BCCI's participation, certain Lloyd's underwriters filed a racketeering suit in

federal court in Miami against the members of the conspiracy in order to recover their

damages attorneys fees and investigative costs attributable to the fraudulent claims.

BCCI has strenuously denied its involvement in the scheme and has engaged the well

connected Washington , D.C. law firm of Patton , Boggs & Blow to defend the suit.

United States Magistrate Linnea R. Johnson, a former assistant United States

attorney , has presided over the case with a firm hand . On March 26, 1991 , she entered an

Order prohibiting BCCI from removing or destroying records as it attempts to close down its

banking operations and withdraw from the United States . Over BCCI's strenuous

objections , the Court also entered Orders on May 22 and June 3 , 1991 requiring BCCI to

show its original logs and registers to Lloyd's, which has alleged that BCCI has concealed or

destroyed records .

. 33 .
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MEMQBANDUM

TO :

FROM :

DATE :

RE:

James F. Dougherty, Il

Richard Alan Lehrman

June 4, 1991

Fraudulent insurance claims against certain Syndicates of Underwriters at Woyd's of

London by Munther Bilbeisi et al. and participatory role of Bank of Credit and

Commerce International (Overseas) Ltd.

G. Bilbels and Grushott Indictments

Although Lloyd's has charged Bilbeisi and his co-conspirators with a laundry list

of illegal acts including coffee smuggling , arms dealing , bribery, subornation of perjury .

customs violations and money laundering , the easiest charge to prove from the criminal

point of view is tax evasion . Following a multi-year grand jury investigation , the United

States government is expected to charge Bilbeisi and several of his co-conspirators with

exactly that -- knowingly filing false or fraudulent tax returns .

H. Related Racketeering Actions Against BCCI

In a related action , the Republic of Panama filed a racketeering lawsuit against

BCCI based on the bank's alleged money laundering on behalf of General Manual

Noriega ." The illegal methods allegedly employed by BCCI to move substantial sums of

money across international borders on behalf of drug smugglers and arms dealers are similar

to those which Lloyd's contends BCCI used on behalf of Munther Bilbeisi .

76

75384d booty-ti.me

Maputte ofPanama v . ACA Holding lurembourgl, S.A. , No. 90-2013 -Cin -Ayokuamp .
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MEMORANDUM

TO : Richard Alan Lehrman

FROM : James F. Dougherty, Il

DATE : September 16, 1991

RE: Failure of United States Customs to indict Munther Bilbeisi and BCCI for

Customs violations as of June 15, 1983

PRIVILEGED & CONFIDENTIAL

ATTORNEY-CLIENT COMMUNICATION

1 . Exhibit '1'- List of Jordanian officials ;

2. .

Exhibit " 2 " - August 11 , 1991 New York Post report which confirms F.B.I.

memorandum from Special Agent Walter Stowe of a sched

uled meeting in Atlantic City on December 21 , 1982 between

Tommy Vostolla with Munther Bilbeisi, including a telex dated

December 21 , 1982 from Munther Bilbeisi to mob company

in Atlantic City - Alan & Company;
-

In short, Bilbeisi and eccl are in the FBI-NCIC computer on December 20 , 1982.

3. Exhibit " 3 " - January 26 , 1983 internal letter from Bilbeisi to BCCI listing

occupations as 'arms dealer" and " coffee merchant;"

4. Exhibit '4" - June 15, 1983 internal memorandum confirming coffee

smuggling notice given by United States Customs to all

branches - Tampa, New York and Jacksonville - of illegal

introduction of coffee into the United States involving Bilbeisi,

Otano and Villalba

5.
-

Exhibit '5' - June 22, 1983 internal memorandum of technical smuggling

of green coffee in violation of the ICO - Counterfeit of false

certificates of origin are used - (per se violation of the United

States Code);

Exhibit "6 " - Internal documents of United States Customs reflecting

violation of United States Code involving taking out $ 50,000

6.
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PRIVILEGED & CONFIDENTIAL

ATTORNEY-CLIENT COMMUNICATION

on September 13, 1983 by Munther Bilbeisi at BCCI bank ( 6

pages);

7.

. Exhibit " 7 " - May 27, 1987 letter of Munther Bilbeisi to Guatemalan military

for sale of S -76 Sikorsky helicopters to be converted to

gunships;

8. Exhibit '8º – August 28, 1987 internal memorandum of Munther Bilbeisi

boasting of gift of over $ 15,000 general purpose bonds;

9. Exhibit " 9 ' - January 29 , 1988 letter from Munther Bilbeisi to Washington

DC lawyer John O'Connell on the purchase of F-5 and F-5B

Northrop Jet fighters;

10. Exhibit ' 10 ' - October 17, 1988 payoff sheet on bribes to the President of

Guatemala's brother and military staff from Bilbeisi to Alberto

Coppo;

11 . Exhibit ' 11'- July 20 , 1989 letter from William Rosenblatt, United States

Customs Washington in which a meeting is scheduled for

July 27, 1989

The Commissioner has requested that I speak to_you

concerning the ongoing investigation of Coffee, Inc. I have

been informed by my Tampa and West Palm Beach, Florida,

offices that you have provided significant investigative assis

tance relative to the nefarious activities of Muenther (sic )

Bilbeisi d.b.a Coffee, Inc. The issues you have raised are

currently under investigation by the United States Customs

Service and respective United States Attorney's Office.

I would be pleased to meet with you to discuss matters of

mutual concom , Please contact Ms. Lorraine A. Lasch , at

(202) 566-2416 to arrange a meeting ,"

Rosenblatt states at the conterence that this is a paper case and United States Customs

will not be interested in pursuing either illegal coffee smuggling or arms transactions.

-2 .
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PRIVILEGED & CONFIDENTIAL

ATTORNEY-CLIENT COMMUNICATION

12. Exhibit '12 – February 6, 1991 letter from John E. Hensley to James F.

Dougherty, II wherein Mr. Hensley states :

"Ithas come to my attention that you have provided significant

assistance to the Customs Service in its efforts to curtail the

flow of illicit drugs into the United States. Your efforts and

those of other concerned citizens are a source of great

satisfaction and pride to the Customs Service. It is though

( sic )mutual trust and support, between Law Enforcementand

the private sector that the drug epidemic will be curtailed and

eventually extinguished.

Your unselfish contributions serve as an example of that can

be achieved through teamwork. Congratulations on a job well

done. I wish you continued success in your personal

endeavors and look forward to your continued support of the

Customs Service and its mission ."

WE HAD GIVEN THE UNITED STATES CUSTOMS OVER 25 TIMES ALL OF THE

VARIOUS METHODS OF COFFEE SMUGGLING DURING THE YEARS 1987 THROUGH

1991 WHICH PERMITTED UNITED STATES CUSTOMS AS OF JANUARY, 1991 TO

FINALLY INDICT AND ARREST INDIVIDUALS FOR COCAINE SMUGGLING WHOWERE

USING THE SAME METHODOLOGY FOR COCAINE SMUGGLING THAT WAS USED BY

OTANO , CALDERON AND VILLALBA FOR COFFEE SMUGGLING AS OF JUNE, 19831

United States Customs has documented as of June 15, 1983 knew of an ongoing

coffee smuggling operation :

1 . Involving Munther Bilbeisi, BCCI bank, Tony Otano , Joe Villalba that

involved six (6 ) cities - Miami, Jacksonville, Port Everglades, Houston, Now

Orleans and New York .

2. No attempt was made by United States Customs to either indict, arrest or

seize Munther Bilbeisi for violations of United States Code, Sections 541

through 553 - copies of United States Customs violations are enclosed

including entry of goods falsely classified, $541 - smuggling of goods and

other clear customs violations.

-3 .
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PRIVILEGED & CONFIDENTIAL

ATTORNEY -CLIENT COMMUNICATION

CONCLUSION :

The sole correct inference to be drawn from the failure of United States Customs

to indict Munther Bilbeisi and the bank -BCCI - and to permit millions of dollars in illegally

imported coffee come into the United States, was subsequent diversion of the money for

income tax purposes was to protect General Manuel Noreiga by virtue of the clear

relationship between Noriega and Geraldo Harris and BCCI bank and Munther Bilbeisi.

Uncovering the coffee smuggling operation would have caused revelation of the

ongoing relationship between the CIA and General Noriega

Allowing coffee smuggling and cocaine shipments into the United States was still

one further form of improper conduct by the United States Treasury and the United States

Justice Department.

if the Justice Department and United States Customs had indicted Munther Bilbeisi

in the first instance in June, 1983, there never would have been a $ 20 million dollar

insurance claim made by Bilbeisi in January, 1987.

To compound this, if United States Customs had indicted Bilbeisi in 1988, the loss

of Lloyd's would have been prevented to proceed at enormous costs to the Underwriters

at Uoyd's because it would have been established by the United States Government the

defense of illegality .

Allowing an ongoing criminal conspiracy to flourish between 1983 and 1987 and

then allowing the statute of limitations for criminal indictment on customs violations to

expire in 1990 is not criminal negligence, but criminal connivance.

13. Exhibit "13" - Affidavits of Steve Calderone, Joe Villalba and Tony Otano.
-

14.
-

Exhibit '14' - BCCI-Nassau account confirming Munther Bilbeisi's hidden

account in Nassau which as of March , 1984 reflects a

balance of $ 986,250.00 .

Exhibit ' 15 ' – Sections of the United States Code, Customs Violations,15.
-

18 U.S.C. $ 541 through $547.
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PRIVILEGED & CONFIDENTIAL

ATTORNEY -CLIENT COMMUNICATION

BRIBERY AND PAYOFFS:

Given the history of Bilbeisi boasting that he is the official representative of the

Royal Jordanian Army with documentation of arms transactions from South Africa ,

Honduras, El Salvador and then Guatemala, how could the United States Customs fail to

prosecute him in 1989 for the sale of the S -76 helicopters with the low frequency radios

as recommended by Special Agency Jeffrey Martin , United States Customs, West Palm

Beach, Florida when it is clear that Bilbeisi bribed BOTH members of the Royal Jordanian

Air Force and the military of Guatemala with over $ 3 million dollar net profit.

How can the Congress of the United States permit continued foreign aid to Jordan

when :

1 . Bilbeisi is indicted and declared a U.S. fugitive for income tax evasion ;

2. Bilbeisi has smuggled millions of dollars of coffee and is wanted by the

governments of Guatemala and Honduras;

3. Bilbeisi brokers American -made weapons systems - Sikorski helicopters,

Northrop F5 jet fighters with huge commissions without the slightest protest

by the United States State Department using BCCI to broker these deals.

4. Why does not the United States Senate demand explanations of these

payoffs from the government of Jordan and require that Bilbeisi be returned

to the United States to face criminal proceedings when Jordan is seeking

over $ 150 million in U.S. aid independent of its violations of United Nations

Resolution 210.

: 5
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DRAMATIS PERSONAE

MUNTHER BILBEISI

NAJIB BILBEISI

MUNTHSEN BILBEISI

Brother of Munther . Involved in Toyota

distributorship in Jordan .

Brother of Najib and Munther . Under

Secretary at ministry of Foreign Affairs
in Jordan .

FAKHRI BILBEISI
First cousin of the above . Manager of

BCCI in Jordan and hopes to buy the BCCI

operation there . His photograph

accompanying an article about BCCI

appeared in
Jordanian Newspaper

alongside an article about Lloyd's alleged

involvement in intelligence operations.

Has two who work with Prince

Abdullah , son of King Hussein .

sons

NADIR SARTI Brother- in-law of Fakhri Bilbeisi .

known arms dealer .

Well

SHARIF ZEID BIN

SERKA Another brother- in-law of Fakhri Bilbeisi .

Nadir Sarti and Sharie Zeid have worked

together and with the sons of Fakhri

Bilbeisi . Sharif Zeid has also worked

with Najib Bielbeisi and Munther Bilbeisi .

Nadir Sarti and Sharif Zeid have money

deposited in BCCI in Jordan .

Munther Bilbeisi's attorney in the

proceedings . Has been disciplined several
tines by the Bar Association .

AHLAD SHARAR

AMBASSADOR WALEED

M. SADI Another legal advisor to Munther Bilbeisi .

Registered as an advocate but has never

practised . Former Editor in Chief of the

Jordan Tines .

OMAR NARUJI.SI Lawyer to Nadir Sarti and Sharif zeid .

Declined to advise Jim Dougherty because

of conflict of interest .

FUAD MALIK Engineer in Amman . Used by Munthar

Bilbeisi as an internadiary to approach

Sami Habayeb . Business partner of Najib

Bilbeisi .
DEFENDANTS

ETHIBIT

1
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8/14/91 '82 Atlantic City scheme isbared
TI

The Mob had a friend at BCCI.
rate

Secret FBIdocuments reveal that asearly as 1982,mob leaders inPhil.

adelphia and New Jersey were using the scandal-scarredBankofCredit

and Commerce International in a multi-million -dollar Atlantic Cityreal

estate deal.
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WY DJ1A - 27132

WBS in

On Deceber 20, 1982 , NY 6962-00 provided the folloving

Informatlon to Special igent WALTER I , STONB, JH , I

There so meeting scheduled on Decender 21 , 1952 , at
Suster , led.. in Atlantic city involving • proposed posting lot
project . THOMAS • Corky' VASTOLLA 1s to be present along with

sone investors he lo introducing into the project . The Investors

are from Floride and supposedly have connections to 'Asob poney .
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.J05368 SOSS TDMT BOCA RATON FL 132 12-21 11 38A EST

PMS DUNE S - ELRANCA RPT DLY MGM , TWX S106888503

ATLANTIC CITY NJ

THIS TELEQRAM IS TO EXPRESS OUR INTEREST IN PURCHASE OF YOUR PROPERTY

WHICH WE UNDERSTAND TO BE APPROXIMATELY 152.000 SQUARE FEET OF OLOCK
193 ON THE TAX MAP OF ATLANTIC CITY NJ . IN VIEW OF THE FACT THAT THIS

PROPERTY HAS ONLY BEEN BROUGHT TO OUR ATTENTION ON THIS DAY WE NEED

APPROXIMATELY THREE WEEKS TO MAKE A CONCRETE OFFER WITX PRECISE TERMS

AND CONDITIONS . HOWEVER WE CONTEMPLATE AN OFTER IN THE APEA OF IE

MILLION DOLLARS ALL CASH , PLEASE REFER TO THE BELOW AS EVIDENCE or

OUR FINANCIAL CAPABILITY TO CONSIMMATE THE PROPOSAL CONTEMPLATED BY

TXIS TELCOKAM

M
a
r
t
e
i
n

V
O
I
L
A

OUR BANKERS ARE THE BANK OF CREDIT AND COMMERCE INTERNATIONAL AYMAN

JORDON , THE ARAB BANK LTD AMMAN JORDON, THE ARAB BANK ( OVERSEASI LIC .

NEVA SWITZERLAND , BANOUE DE PARIS ET DES PAYS - BAS ( SUISSE ) SA

GENEVA SWITZERLAND

. DILDCISI PRESIDENT. ONION SUSIC -S . INC

OSS SOUTK FEDERAL MUY SUITE 204

BOCA RATON FL 33432

X
2
1
3

1 207 EST

• DUNES LID AC

JU MOD ATL
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on March 16 , 1912 , NY 6967 - OC furnished the follow

“ Ing to Special Agents ( SAS ) WALTER B. STOWE, JR . and STANLEY

T. NYE , JR . I

CORKY VASTOLA , I New Jersey LCN Cigure with cross

family ties between the GENOVESE and LUCAESE LCN Panillas ,
has widespread influence in the entertainment industry .

especially in New York City . Atlantic city , Las Vegas, and

Chicago . In particular , VASTOLA handles arrangements co

garding the booking of night club acts in Atlantic city

and New York City . Because of his influence , VASTOLA deil.

frequently with PRANK GEMCE , head of local Önson 54, Motel ,

Restaurant workers , and bartenders , and RON BARTA tron Atlantic

city . BARTA has Interests in the Tropicana and the Golden

Nugget .

One device used by VASTOLA in the entertainment

industry to generate and lounder noney lles in factor fin

ancing ol per lor mances , expositions , and boxing natches.

VASTOLA controls Allen and Company , an investacnt fira in

both New York City and Chicago , which performs factor fin

ancing a pongother functions. Money to be moved to enter

u inrent recipients from LCN rourecc, 11ke VASTOLA, is given

to the factor by the LCN source with the factor designating
1 specific recipient for the funds . The LCN Source receive .

· return on hio noney and an interest in the entertainment

recipients the recipient receives financing , albeit at a

stils rate of return , and the factor receives a kickbook

to sue.ten the dol.

Another entertainment interest of VASTOLA 1. In

the recording Industry . VASTOLA has influence in both the
legitimate ana pirate record and upe Industry . With VASTOLA'S

controlled record distributors moving both deşitinto and
pirated tapes and records , VASTOLA can effectively derive

profits from all angles and record productim .
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i

WY 137A-23182

WBSIM

1

On Deceabes 20, 1982 , XY 6962 -OC provided the following

Information to Special Agent WALTER 1. OTOWE , JR. I

These sou neetsing scheduled on December 21 , 1982, ?
Sorter , Led .. In Atlantic city involving • proposed parking lot
project . THOMAS " Corky ' VASTOLLA 18 to be present along with
Sone investoro de la introducing Into the project . The investors

are from Iloride and supposedly have connections to 'Arod poneyº .
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1:16::: .
MUNTHER BILBEISI

OSS $ . fuc4 Nomar , unnt to

Loca Lin , LOGIDA U.S.A.

frumont: (3001 409

ftua : 264001 MULA VR

January 26 , 1983

..
..

Q
The Manager

Bank of Credit and Commerce

International

1200 Brickeil Avenue

Miami , FL 33131

Dear Sirs :

Attached please find a summary of my assets and holdings

here in the United States and in Europe and Jordan . These

documents should serve to validate my financial stability .

In October 1967 , I left the services of my father , at

which time I began business on my own with a capital of

$ 1,500.00 . My contracts in military and defense equipment
with Qatar , East , West , Central and South Africa , Central

America , South America , Carribean and other countries

proved to be very successful. I then diversified to comino

dities and supplied the Jordanian government with twenty

thousand tons of sugar, and was also the major supplier

of cement clinker to the Kuwait Cement Company .

In December 1977 , my father passed away , leaving myself and
my brothers heir to his estates and various companies. As

I became more involved in the family businesses , which are

well known to your establishment, I dropped my private

interests to devote more time to the administration of

our family holdings .

I came to the United States in 1976 , where I purchased

a home in Florida with the intention of spending the

winter months here in semi - retirement . I recently sold

my home in Geneva , Switzerland , and maintain only my

residences in England , Spain , Jordan and the United States .

I have decided to enter into a business relationship with

my long-time friend and former business partner from
El Salvador , Mr. Mauricio Salavarria . Mr. Salavarria ,

whose entire family background has been in the coffee

business for generations, is involved in a locally

successful coffee roasting operation called 'Bimalaya . "

DUDIDANTS

OCHOTT

3

1

1
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Page Two

January 26 , 1983

Bank of Credit and Commerce Int'l

He and I recently decided to become partners in this venture

as we are both convinced that the long term possibilities

are exceptionally inviting and profitable in the coffee

industry. Also , with Mr. Salavarria's connections he

has managed to obtain a semi -concession from Honduras to

purchase raw coffee beans which we intend to export abroad .

This side of the coffee business will prove to be very

profitable , with very little risk .

I trust the above information will be satisfactory to

you and will serve to give you an idea of my background

and my goals in business for the future .

Respectfully yours ,

Munitia Bilbeisi

Dittest
Munthe Ritbets

mag

encs
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MI
MURA INTERNATIONAL , S.A.

August 28, 1981

Mr. CoronadoAlin : Mr. Allemar

Camino Real Hotel

In addition to my previous Fox , This spare parts list is included wilhoul cost

for the following items :

Quantity
Description

392

465

305

37

13, 190

B. General Purpose

B , General Purpose

B , General Purpose

B , General Purpose

B. General Purpose

B. Practice

Plwe fyn assembly . Shafi and Drive Fuse .

llein

Regard

4

DEFEND
ANTS

EXHIBIT
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ALLAN JORDAN
moun • OCHEVA,SWITRO. MOLIMOOD. FLOROA, USA • LONDON ENGLAND • PALMA DE MONCA SPAIN
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MUMURA INTERNATIONAL, S.A.,
c /o 4710 k.V. IND . AVENUE , Boca RATON , f . 33431

Tel : ( 305 ) 994 3005 16x : 568663 Fax : ( 305 ) 954 2711

JANUARY 29. 1988

JOHN O'CONNEL . Eso ..

1400

900 1710 ST . N.V ..

VASHINGTON D.C. 2000620006

DEAR JACKI

I AM ENCLOSING KEREYITM . A COPY OF THE PURCHASE ORDERS .

WHICH HAVE BEEN SIGNED BY N18 EXCELLENCY THE PRESIDENT OF
GUATEMALA , FOR THE PURCHASE OF FIVE SIKORSKY 5-76A

HELICOPTERS AND FOR SIXTEEN F - 5A AND F -53 .

ALSO ENCLOSED . PLEASE FIND A COPY OF A LETTER ADDRESSED TO

NIS KAJESTY KING HUSSEIN .

I'AM PLANNING TO GO THROUGH VASHINGTON . D.C .. SOMETIME NEXT

VEEK . SO AT THAT TIME VE CAN FURTHER DISCUSS THE
AJOVE

KATTER . I VOULD APPRECIATE IT VERY MUCH IF YOU COULD PLEASE

CHECK TO SEE IF OUR EFFORTS VOULD NOT JE IN VAIN . SO THAT I

WOULD NOT VASTE ANY MORE TIME AND MONEY . IN THIS ENDEAVOUR .

I AM LOOKING FORWARD TO SEEING YOU AGAIN AFTER 80 MANY

YEARS . AND AN KOPING TNAT INIS BUSINESS VILL IL BENEFICIAL

TO US DOTN .

SINCERELY .

MUNTHER BILDE151

PRESIDENT .

DEFENDANTS

EXHIBIT

C10183
Onces

AnneM.JORDAM • DENENA. BWITZERLAND •HOLTWOOD. FLORIDA USA •LONDON ENGLAND • PALWADE NAJORCA SPAN
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DEPARTMENTOF THE TREASURY

U.S. CUSTOMS SERVICE

WASHINGTON, D.C.

JUL 20 1989

ENF 1 E : EO :SD : G : I JPF

Mr. James F. Dougherty , II

Attorney at Law

1301 Dade Boulevard

Miami Beach , Florida 33139

Dear Mr. Dougherty :

The Commissioner has requested that I speak to you

concerning the ongoing investigation of coffee , Inc. I have been

informed by my Tampa and West Palm Beach , Florida , offices that

you have provided significant investigative assistance relative

to the nefarious activities of Muenther Bilbeisi d.b.a. Coffee ,

Inc. The issues you have raised are currently under

investigation by the United States Customs Service and

respective United States Attorney's office .

I would be pleased to meet with you to discuss matters of

mutual concern . Please contact Ms. Lorraine A. Lasch , at ( 202 )

566-2416 to arrange a meeting .

Sincerely ,

AL
L

Wm . Rosblatt

Assistant Commissioner

Office of Enforcement

30
1

Ca
nt
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31
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7
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DEFENDANTS

ETWEIT
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IN THE UNITED STATES DISTRICT COURT

SOUTHERN DISTRICT OF FLORIDA

CASE NO. 90-2976 -CIV -MORENO

AFFIDAVIT OF STEVE CALDERON

NICHOLAS COLLWYN STURGE, an )

underwriter at Lloyd's, London , on )

behalf of himself and all those other )

Lloyd's Underwriters subscribing to )

Policy No : CM8610275, )

)

Plaintiff, )

)

V. )

)

MUNTHER BILBEISI, ORION SYSTEMS, )

INC . , a Panamanian corporation ; )

COFFEE, INC. , a Florida corporation; )

MURA INTERNATIONAL, S.A. , a )

Panamanian corporation ;

BANK OF CREDIT AND COMMERCE )

INTERNATIONAL (OVERSEAS) )

LTD ., a foreign chartered corporation ;

COORDINATED CARIBBEAN )

TRANSPORT, INC. n /k / a CROWLEY

CARIBBEAN TRANSPORT, INC. , a )

Florida corporation ; TWIN TERMINALS /

SERVICES , INC . , a Florida corporation ; )

KENNETH GRUSHOFF; STEVE )

CALDERON ; JOSEPH VILLALBA ; )

JOSE ANTONIO OTANO ; and )

ARTHUR BERMAN,

Defendants.

STATE OF FLORIDA

) ss :

)COUNTY OF DADE

BEFORE ME, the undersigned authority, personally appeared Steve Calderon,

who after being duly sworn by me , deposes and says:

DODDANTS

OCENT

3
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1 . I have personal knowledge of facts stated in this affidavit and if sworn as

8 witness , could testity competently to them .

2 . I began employment at Coordinated Caribbean Transport ( " CCT ") in

1975. Between 1983 and September 1986, I was Vice President of Operations of

Coordinated Caribbean Transport, an ocean freight carrier for various commodities

shipped between ports in Central America and the Southeast United States .

3. I have reviewed affidavits submitted by Munther Bilbeisi in support

of Defendant's Response to Plaintiff's Motion for Summary Judgment filed 4/2/90 . I

have also reviewed the portions of Mr. Bilbeisi's deposition taken in this action during

5 /14-17, 1990 , in which he discusses the purchase and importation of coffee from

Central America to the United States through his wholly -owned and controlled

corporations, Coffee, Inc., Orion Systems, Inc. and Mura International, S.A.

4. I met Munther Bilbeisi in late 1982. Shortly thereafter, Mr. Bilbeisi

approached me with a scheme to import non - quota coffee from Central America into

the United States, at a substantial profit. The substantial profits were to be generated

through some or all of the following methods, depending on the requirements of a

particular shipment: ( 1 ) reselling coffee obtained at non -quota prices in the United

States (a quota country ); (2) avoiding currency restrictions and customs duties within

Central America by misrepresenting the country of origin of the coffee ; (3) reselling in

the United States coffee which was limited by the law of the origin country as being

solely for consumption within that origin country ; and (4) avoiding ocean transit fees

by under-manifesting the amount of coffee in a particular container.

• 2 •
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5 . I was impressed with Bilbeisi's wealth and apparent government connec

tions, as well as his apparent contacts in importing commodities, particularly coffee,

from Central America . Bilbeisi said that he had the contacts to obtain the coffee

but needed the equipment (i.e. , inland transportation , containers and ships) to

move it. I agreed to participate because Munther Bilbeisi led me to believe that we did

not have exposure with United States customs, because coffee was a non -dutiable

item .

6. In order to implement the scheme, the cooperation of Joe Villalba and

Tony Otano was required , together with at least one contact in each country of origin

(i.e. , El Salvador, Guatemala and Honduras) . When Bilbeisi would locate either directly

or indirectly through his primary coffee supplier, Fernando Montes, a supplier willing

to provide him with non -quota or domestic -consumption -only coffee to be smuggled ,

he would tell Tony Otano or Joe Villalba to advise the contact in the origin country

(i.e., Heylel Ordonez in Honduras, and Humberto Hernandez in Guatemala ) to obtain

the coffee from the supplier. Bilbeisi advanced the particular contact in the origin

country a " commission of $5.00 per bag, as well as expenses to pay truckers in the

origin country . Our contacts in the origin countries were then responsible for advising

me or Joe Villalba or Tony Otano of the departure of a shipment.

7. The initial smuggled shipments in early 1983 involved shipments of

legitimate (i.e. , non -quota cottee being legitimately transshipped to a non -quota

country ) and contraband coffee in the same overstuffed /under -manifested containers .

For example , the first consignment was shipped in containers consisting of 200 bags

of "legitimate coffee to be transshipped to the Port of Aqaba, Jordan , in addition to
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200 bags of unmanifested non -quota coffee. This 400 bag container was manifested

as containing only the 200 bags of the transshipped cofteo . Bilbeisi decided the

shipments should be sent in this manner (i.e. , necessitating the payment of " full price *

for shipping coffee comprising half the shipment) as a " test run " , to seo how closely

the containers would be monitored by United States customs officials .

8. We encountered no problems with the " test run "; the containers pur

porting to hold the 200 bags of coffee to be transshipped, and actually containing

an additional 200 bags of contraband coffee , were never inspected by United States

customs officials at the Port of Miami, Florida . The contraband coffee was immed

iately separated from the coffee for transshipment and was trucked to a warehouse at

Himalaya Coffee in Miami, Florida .

9. With the success of the initial shipments , Bilbeisi told me, Tony Otano

and Joe Villalba that he no longer needed to waste money paying for freight costs for

" legal" shipments to combine with and thus conceal the illicit shipments. Accordingly,

from mid - 1983 through the end of 1984, Joe Villalba, Tony Otano and I assisted in

importing the coffee using the following three ( 3 ) methods: ( 1 ) false transshipments ;

(2) short-shipments and (3) the use of empty trailers .

10. In all three (3) methods, coffee brokers such as Fernando Montes advised

Munther Bilbeisi where he could purchase non - quota coffee or coffee restricted by law

for the internal consumption of the origin country . After Bilbeisi purchased the coffee ,

the CCT contact in the origin country (e.g. , Heylel Ordonez or Humberto Hernandez)

arranged for the inland transport to the CCT terminal at the origin port (i.e., Puerto

Cortez or Santo Tomas de Castilla ).
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11 . In the falso transshipment method , the CCT contact manifested the cargo

as ultimately destined for Aqaba, Jordan , which were submitted in order to conform

with CCT bills of lading also showing an ultimate destination of Aqaba, Jordan for

submission to Bank of Credit and Commerce International ( "BCCI " ) .

12. When the containers manifested for Aqaba, Jordan reached the United

States , the " legitimate " portion of the coffee (i.e. , purportedly still destined for

Jordan ) was separated from the illegal overstuffed portion of the shipment at the

Twin Terminals warehouse in Miami, Florida . The legitimate portion of the coffee

remained at Twin Terminals, and the illegal overstuffed portion was removed from

the warehouse and delivered to Himalaya Coffee's warehouse in Miami, Florida .

13. Munther Bilbeisi then told us that he did not have an ultimate purchaser

for the " legitimate coffee that was to have been transshipped to Aqaba, Jordan, and

asked us if there was a way that we could pretend to return the remaining " legitimate "

coffee to the country of origin . Together with Munther Bilbeisi , we then devised a

method whereby the portion of the coffee that was to have been transshipped to

Aqaba would allegedly be returned to the country of origin . In fact, the trailers

returning to the country of origin were empty , and the coffee was illegally retained

in the United States , and would be diverted to one of Bilbeisi's purchasers.

14. The second method was the short -shipment method. "Short-shipment"

refers to a situation where containers appear on a ship's manifest, but for a variety

of reasons , these containers did not actually get shipped on that voyage , e.g. a

container arrived late at the origin port, or with improper documentation . When a

particular container is designated " short-shipped ", as far as United States Customs
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was concerned , that container was never on board the ship and remained in the.

country of origin .

15 . In the ordinary course of business, the manifest prepared in the country of

origin which accompanies a departing ship is either incomplete or over inclusive . For

example , the original manifest may have included containers which arrived at the port

too late to be loaded on board the ship . Accordingly, after the ship departs from the

origin port, an additional manifest would be prepared in the port of origin indicating the

con ners on the original man est which were not in fact on board the ship . These

are the " short-shipped items.

16. For example, if ten ( 10) trailers , numbered one ( 1 ) through ten ( 10) were

slated to be shipped from Honduras to Miami, the original manifest on board the ship

would indicate that trailers one through ten were on the ship . If, however, trailers nine

(9) and ten (10) did not arrive at the port in time for the voyage, when the additional

manifest was sent from Honduras to Miami, it would be stamped indicating that

trailers nine (9 ) and ten ( 10) were short- shipped , i.e. , that there were not on board

the vessel, and had remained in the country of origin .

17 . In addition to the other legitimate short- shipped items belonging to

other consignees, the additional manifest prepared by our contact in the foreign port

falsely listed our containers as " short - shipped ". The additional manifest was sent by

courier to Miami, prior to the ship's arrival . If not already indicated on the additional

manifest sent from the country of origin, Joe Villalba marked the specific manifest

page listing the containers containing our coffee as " short-shipped . When the ship

arrived , the additional manifest would be presented to the Customs boarding agent as
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the completo manifest. As far as Customs was concerned, our containers were

" short- shipped " (i.o. , not on the ship ).

18. In order to prevent any potential problems with Customs, we devised a

method to protect ourselves from discovery. While the ship was en route , our contact

in the country of origin sent us a telex stating that the containers marked "short

shipped " had been sent in error, and that they should be returned to the country of

origin . Accordingly , if Customs ever discovered that the purportedly " short-shipped "

containers wore actually on board, we were prepared to give them the telex and tell

them that the containers were going to be returned to the country of origin .

19. The third method involved allegedly empty trailers . The manifest prepared

in the port of origin listed all of the trailers that were supposedly traveling empty

on a separate piece of paper . In fact, we would load these trailers with coffee , and
W

transport them on board the ship . When the trailers arrived in the port, they would

be moved to the pre- staging area, and would then be moved by truckers to our

designated warehouse .

20 . As in the short -shipment method, we protected ourselves by having a

telex sent in advance indicating that the " empty ' trailers had been shipped in error,

and that they should be returned to the port of origin .

21. I am aware that during his May 14, 1990 deposition , Munther Bilbeisi

testified that all of the coffee imported by Coffee , Inc. during 1983 through 1987 was

quota coffee shipped to the United States, and that he used Mura International, S.A.

and Orion Systems, Inc. solely to ship non -quota coffee to Aqaba, Jordan and other

non quota countries . During 1983 through mid - 1985 the time during which I was

•ܙ.
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paid by Bilbeisi to smuggle the shipments of his coffee into the United States -- no
.

such distinction existed . During the initial stages of my involvement with Munther

Bilbeisi, a small proponion (never more than one -half, and usually much less) of any

consignment consisted of legitimate shipments of non - quota coffee transshipped to a

non - quota country . Only a very small portion of the coffee I handled, purchased by

Bilbeisi and listed as bound for Aqaba, Jordan , or any other non - quota country , in fact

reached that country . The overwhelming majority of these consignments had always

been intended to , and in fact always remained in the United States. These illegal

shipments were performed at Munther Bilbeisi's directions to avoid lawful detection by

Customs authorities in Central America and the United States.

22. Initially , for our participation in the scheme, Joe Villalba, Tony Otano and

I were paid commissions of approximately $ 36.00 per bag ( $ 12.00 each ). Some of

our payments were distributed to us in the form of alleged " coffee purchases " from

Coffee , Inc.'s bank accounts. During 1983 and 1984, we attended periodic meetings

with Munther Bilbeisi where we discussed our commissions from the coffee smuggling

operation . At these meetings we also discussed the distribution of profits from our

various equipment partnerships with Munther Bilbeisi, including International Chassis

Services, Consolidated Trailers and International Equipment Services.

23. Later, Bilbeisi told Tony Otano and Joe Villalba that we were all partners

in the business , and that our payments would be calculated as an equal share of the

profits , after expenses, to be split 25% to Munther Bilbeisi and 25 % to each of us .

Munther Bilbeisi later told all of us that the split was going to be 50 % for him and the

remaining 50 % to be split among the three of us . At no time did we ever have
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completo access to all of Mr. Bilboisi's books and records or an accurate analysis of

the amounts of commissions that we were being paid on an ongoing basis .

24 . Munther Bilbeisi always delayed paying me my commissions for my

participation in the importation of coffee. Bilbeisi often told me that the delays

in obtaining payment from his United States brokers, roasters and other purchasers

were responsible for his delay in paying me my commissions.

25. In mid - 1984, however, Bilbeisi's ' commissions " became tardier and

tardier because he advised us that he wanted to utilize our funds to equally share

the financial risk in case a coffee shipment was confiscated . Bilbeisi continued to

use the substantial commissions still owed to all three of us as leverage to force

our continued participation in the smuggling operation. After the summer of 1984, we

participated in the first of a series of meetings with Bilbeisi in an attempt to disengage

our financial interests so as to withdraw from the smuggling scheme . At that meeting,

we demanded our overdue commissions and Bilbeisi demanded that we assume his

bank debt with respect to the equipment partnerships.

26. The negotiations culminated in a final settlement meeting on December 3,

1984 with Bilbeisi, his attorney Jay Green , our attorney Glen Goldberg and Nadim

Hassan of BCCI. Bilbeisi insisted that we buy out his interests in the equipment

partnerships in the approximate amount of $ 700,000.00 . Nadim Hassan structured

three (3) equivalent loans to us of approximately $ 234,000.00 to assume Bilbeisi's

share of the equipment partnerships and explained that the bank examiners would

never know the true collateral. Hassan structured the transaction to appear as if

BCCI's security consisted of UCC - 1 financing statements on all of the equipment,
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notes and personal guarantees, when in fact it consisted of funds frozen in three (3)

foreign bank accounts set up for us at BCCI-London , England, which accounts

contained our proceeds from the settlement.

27 . During mid -1984, Nadim Hassan set up the BCCI-London accounts for

each of us in the name of three (3) foreign corporations, Labaro, S.A., Chevere , S.A.

and Franjuli, S.A. Bilbeisi preferred this arrangement because it permitted Bitbeisi

to characterize our overdue " commission ” payments as " coffee purchases " to three (3)

foreign corporations sounding like Central American coffee suppliers . Our attorney

advised us that this arrangement was legitimate since it would permit us to pay United

States taxes on the distributions on a delayed basis ; i.o. , not until we repatriated the

funds into the United States .

28. The December " settlement " failed to resolve approximately $ 375,000.00

in " commissions “ still owed to us by Bilbeisi. On several occasions during early 1985

we contacted Bilbeisi, both individually and as a group, to make repeated demands for

the commissions owed us. In mid- 1986, when I met with Bilbeisi to attempt to

resolve the matter, Bilbeisi showed me a copy of a statement from Tony Otano's

foreign bank account with BCCI, making it clear that he had information and access to

any of our accounts with BCCI. As a result , Joe Vilalba, Tony Otano and I mutually

agreed to let the matter drop.

29. I have reviewed the depositions of Anthony Jay Aramburo , Heylol

Ordonez and Fernando Montes in which the above -described coffee smuggling scheme

is attested to in detail. Insofar as the general description of the mechanics of the

scheme (i.o. , Bilbeisi purchasing non - quota coffee from suppliers in Central America

• 10 -
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and paying " commissions ' to various CCT personnel to ship the coffee in containers

falsely labeled as empty, short-shipped or for transshipment to a non -quota countryl,

affirm their testimony as consistent with both my recollection of the events I

experienced and my knowledge of Munther Bilbeisi's method of operation .

30. At no time did I personally sell coffee to Munther Bilbeisi or to any of

his corporations or representatives. To my knowledge, neither did Tony Otano or Joe

Villalba during the years that I have known and conducted business with each of them .

During the years that I participated in the smuggling of coffee with Munther Bilbeisi ,

to the best of my recollection , all of the coffee purchased by Munther Bilbeisi during

those years was purchased FOB country of origin , directly from suppliers in Costa

Rica , El Salvador, Guatemala or Honduras. With possibly one or two exceptions , at no

time, to my knowledge, did Bilbeisi ever buy coffee "spot-Miami" .

31 . Bilbeisi's payments to me either directly or through his corporations

consisted entirely of " commissions “ for my handling of the coffee he purchased in

Central America in the above-described manner . I am aware that most of these pay

ments were characterized by Bilbeisi as " coffee purchases" . These "commission"

payments were in excess of $500,000.00 and none of these payments were in return

for the purchase of coffee .

32. On or about January 1991, I was advised by Frank Aravelo of Twin

Terminals warehouse of Bilbeisi's proposed scheme to blow up the warehouse in order

to file a fraudulent insurance claim as to his coffee in the warehouse . Aravelo told me

he refused to go along with the plan because, among other reasons, it encompassed

the destruction of everything in the warehouse , not just Bilbeisi's coffee.

• 11 .
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33. Shortly after receiving the deposition subpoena, Tony Otano, Joe Villalba

and I met and decided to contact Bilbeisi to determine why we were involved in a

claim concerning a 1986 coffee shipment, occurring long after we had parted ways

with Bilbeisi.

34. Shortly after we were first served with the subpoenae in this case ,

we contacted Bilbeisi in Europe by conference call. Bibeisi advised us that he had

several insurance claims pending against Lloyd's of London , involving coffee switched

in Central America by Tony Aramburo and Louis Altemar, and that Louis Altemar had

also stolen personal effects from his home. Bilbeisi advised us that we had no

problems, that everything was going his way , and that a settlement of the case was

imminent. Munther Bilbeisi then advised us to call his attorney in Michigan ,

Richard Postma, who would tell us what to do. We advised Munther that we did not

want to have to pay attorneys ' fees for this matter, and asked him for reimbursement.

Bilbeisi agreed to reimburse us and told us to call him back with the amounts of

the legal fees .

35. I was present during at least one ( 1 ) conference call with Richard Postma

and David Gass , along with Tony Otano and Joe Villalba, where we asked them it we

could talk " off the record " and we repeatedly and omphatically advised them , in no

uncertain terms, that they did not want us to testify in this case, and that if we were

forced to testity , our testimony would be fatal to Mr. Bilbeisi's claims. We advised

ther to question their client regarding his background, and to discuss other insurance

claims that Bilbeisi had filed in the past.

!

12 •
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36. After Tony Aramburo's deposition in November 1989, Tony Otano

received a facsimile from Munther Bilbeisi from Amman , Jordan , consisting of two ( 2 )

versions of a possible Bilbeisi response to Aramburo's testimony, and inquiring as to

which version he should use . Both of the versions, which are equally false , described

scenarios in which we allegedly purchased coffee in Central America and resold it

to Bilbeisi " spot-Miami" .

37. Immediately thereafter, we contacted Bilbeisi in Jordan to express our

unwillingness to cooperate with this proposed fraud. Bilbeisi threatened us by stating

that "if I get hurt, you'll get hurt ', since Tony Aramburo's testimony would incriminate

all of us . Bilbeisi again stated that if we corroborated his story , the result would be

Aramburo's word against everyone else's .

38 . After Aramburo's deposition , we again had contact with Bilbeisi's

attorneys, Richard Postma and David Gass . Mr. Postma and Mr. Gass repeatedly

questioned us as to whether or not Mr. Aramburo's testimony (i.e. , describing

Bilbeisi's coffee smuggling operation ) was correct. We clearly and strongly stated

to Mr. Postma and Mr. Gass that if we were forced to testify , that we would be

required to either confirm or corroborate the majority of Mr. Aramburo's testimony.

I am personally aware that Tony Otano accompanied retired general39 .

James T. Vaught to Guatemala in an effort to interest the Guatemalan government in ,

among other things , " civilian " planes from Canada which could be retrofitted for

military purposes upon arrival in Guatemala .

• 13 -
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40 .
I have reviewed the affidavits of Joseph Villalba and Jose Antonio Otano

in which many of the above -described events are attested to . I affirm their statements

are true and correct representations of those events to the best of my knowledge.

FURTHER AFFIANT SAYETH NAUGHT.

tve Caus
STEVE CALDERON

SWORN TO and subscribed before me this if day of February , 1991.

Charles & Molle II
NOTARY PUBLIC

State of Florida at Large

My Commission Expires :

:: 77 BLIC : T !!! FOC 102

:::..... ? : 3.1991

JERAL ILS . VID .

• K.

1
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IN THE UNITED STATES DISTRICT COURT

SOUTHERN DISTRICT OF FLORIDA

CASE NO. 90-2976 -CIV -MORENO

)

NICHOLAS COLLWYN STURGE, an

underwriter at Lloyd's, London, on

behalf of himself and all those other

Lloyd's Underwriters subscribing to

Policy No: CM8610275,

Plaintift,

AFFIDAVIT OF JOSEPH VILLALBA

MUNTHER BILBEISI, ORION SYSTEMS, I

INC ., a Panamanian corporation ; )

COFFEE , INC. , a Florida corporation ; ,

MURA INTERNATIONAL, S.A. , & )

Panamanian corporation;

BANK OF CREDIT AND COMMERCE )

INTERNATIONAL (OVERSEAS) 1

LTD ., a foreign chartered corporation ; )

COORDINATED CARIBBEAN

TRANSPORT, INC . n / k / a CROWLEY

CARIBBEAN TRANSPORT , INC ., a D

Florida corporation ; TWIN TERMINALS I

SERVICES , INC., a Florida corporation ; )

KENNETH GRUSHOFF ; STEVE )

CALDERON ; JOSEPH VILLALBA ; )

JOSE ANTONIO OTANO ; and

ARTHUR BERMAN , )

.

Defendants .

STATE OF FLORIDA

COUNTY OF DADE

BEFORE ME, the undersigned authority , personally appeared Joseph Villalba,

who after being duty sworn by me, deposes and says:
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1 . I have personal knowledge of facts stated in this affidavit and it sworn as

a witness, could testity competently to them.

2 . I began employment at Coordinated Caribbean Transport ( " CCT " ) in

1978. Between 1980 until October 1983 , I was the In-bound Traffic Manager of

Coordinated Caribbean Transport, an ocean freight carrier for various commodities

shipped between ports in Central America and the Southeast United States. From the

time I left CCT up through and including the middle of 1985, I worked for Coffee, Inc.

and its president, Munther Bilbeisi .

3 . I have reviewed affidavits submitted by Munther Bilbeisi in support

of Defendant's Response to Plaintiff's Motion for Summary Judgment filed 4/2/90 . I

have also reviewed the portions of Mr. Bilbeisi's deposition taken in this action during

5 / 14-17 , 1990, in which he discusses the purchase and importation of coffee from

Central America to the United States through his wholly -owned and controlled

corporations, Coffee , Inc., Orion Systems, Inc. and Mura International, S.A.

4. I met Munther Bilbeisi in late 1982 or early 1983. Shortly thereafter, Mr.

Bilbeisi approached me with a scheme to import non -quota coffee from Central

America into the United States, at a substantial profit. The substantial profits were to

be generated through some or all of the following methods, depending on the require

ments of a particular shipment: ( 1 ) reselling coffee obtained at non -quota prices in the

United States (a quota countryl; (2) avoiding currency restrictions and customs duties

within Central America by misrepresenting the country of origin of the coffee ; (3)

reselling in the United States coffee which was limited by the law of the origin country
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as being solely for consumption within that origin country ; and (4) avoiding ocean

transit fees by under-manifesting the amount of coffee in a particular container.

6. I was impressed with Bilbeisi's wealth and apparent government connec

tions, as well as his apparent contacts in importing commodities, particularly coffee,

from Contral America . Bilbeisi said that he had the contacts to obtain the coffee

but needed the equipment (l.e., inland transportation , containers and ships) to

move it. I agreed to participate because Munther Bilbeisi led me to believe that we did

not have exposure with United States customs, because coffee was a non -dutiable

item .

6. In order to implement the scheme, the cooperation of Tony Otano and

Steve Calderon was required , together with at least one contact in each country of

origin (i.e. , El Salvador, Guatemala and Honduras ). When Bilbeisi would locate either

directly or indirectly through his primary coffee supplier, Fernando Montes, a supplier

willing to provide him with non -quota or domestic -consumption - only coffee to be

smuggled, he would tell Tony Otano or me to advise the contact in the origin country

(i.o., Haylel Ordonez in Honduras, and Humberto Hernandez in Guatemala) to obtain

the coffee from the supplier. Bilbeisi advanced the particular contact in the origin

country a ' commission of $5.00 per bag, as well as expenses to pay truckers and

bribe trucking check point officials , port officials and customs officials in the origin

country . Our contacts in the origin countries were then responsible for advising me or

Tony Otano or Stove Calderon of the departure of a shipment.

7. The initial smuggled shipments in early 1983 involved shipments of

legitimate (1.o., non -quota coffee being legitimately transshipped to a non -quota
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country , and contraband cottoo in the same overstuffed /under-manifested containers .

For example , the first consignment was shipped in containers consisting of 200 bags

of "legitimate coffee to be transshipped to the Port of Agaba, Jordan , in addition to

200 bags of unmanifested non -quota coffee. This 400 bag container was manifested

as containing only the 200 bags of the transshipped cottoe . Bilbeisi decided the

shipments should be sent in this mannor (i.o. , necessitating the payment of " full price "

.for shipping coffee comprising half the shipment) as a " test run ", to see how closely

the containers would be monitored by United States customs officials .

8.
We encountered no problems with the " test run "; the containers pur

porting to hold the 200 bags of coffee to be transshipped , and actually containing

an additional 200 bags of contraband coffee, were never inspected by United States

customs officials at the Port of Miami, Florida. The contraband coffee was immed

iately separated from the coffee for transshipment and was trucked to a warehouse at

Himalaya Coffee in Miami, Florida .

9.
With the success of the initial shipments , Bilbeisi told me , Steve Calderon

and Tony Otano that he no longer needed to waste money, paying the shipping costs

for " legal" shipments to combine with and thus conceal the illicit shipments . Accord

ingly, from mid - 1983 through the end of 1984 , Tony Otano , Stove Calderon and I

assisted in importing the cottes using the following three (3) methods: ( 1 ) false

transshipments ; (2) short -shipments and ( 3 ) the use of empty trailers .

10.
In all three (3) methods, coffee brokers such as Fernando Montes advised

Munthor Bilbaisi where he could purchase non - quota coffee or cottee restricted by law

for the internal consumption of the origin country . After Bilbeisl purchased the cotteo,
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the CCT contact in the origin country (e.g. , Heylel Ordonez or Humberto Hernandez)

arranged for the inland transport to the CCT terminal at the origin port ( i.e. , Puerto

Cortez or Santo Tomas de Castilla ).

11 . In the false transshipment method , the CCT contact manifested the cargo

as ultimately destined for Aqaba, Jordan , in order to conform with CCT bills of lading

also showing an ultimate destination of Aqaba, Jordan which were submitted to Bank

of Credit and Commerce International ( "BCCI“ ) . BCCI funded the letters of credit

which were payable to the original seller, such as Compania de Cafe Creole S.A. de

C.V., and listed one of Bilbeisi's companies (i.e. , Orion Systems, Inc., Coffee, Inc.

or Mura International, S.A.) as the consignee.

12. When the containers manifested for Aqaba , Jordan reached the United

States, the "legitimate " portion of the coffee (i.e. , purportedly still destined for

Jordan ) was separated from the illegal overstuffed portion of the shipment at the

Twin Terminals warehouse in Miami, Florida . The legitimate portion of the coffee

remained at Twin Terminals, and the illegal overstuffed portion was removed from

the warehouse and delivered to Himalaya Coffee's warehouse in Miami, Florida .

13. Munther Bilbeisl then told us that he did not have an ultimate purchaser

for the " legitimate " coffee that was to have been transshipped to Aqaba, Jordan , and

asked us it there was a way that we could pretend to return the remaining " legitimate "

coffee to the country of origin . Together with Munther Bilbeisi, we then devised a

method whereby the portion of the coffee that was to have been transshipped to

Aqaba would allegedly be returned to the country of origin . In fact, the trailers

.S .
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returning to the country of origin were empty , and the coffee was illegally retained

17 .

in the United States, and would be diverted to one of Bilbeisi's purchasers.

14. The second method was the short -shipment method. "Short-shipment

refers to a situation where containers appear on a ship's manifest, but for a variety

to

of reasons, these containers did not actually get shipped on that voyage ; e.g. a

container arrived late at the origin port, or with improper documentation . When a

particular container is designated " short -shipped " , as far as United States Customs

was concerned , that container was never on board the ship and remained in the

country of origin.

15. In the ordinary course of business, the manifest prepared in the country of

18

origin which accompanies a departing ship is either incomplete or over inclusive. For

example , the original manifest may have included containers which arrived at the port

too late to be loaded on board the ship. Accordingly , after the ship departs from the

origin port, an additional manifest would be prepared in the port of origin indicating the

containers on the original manifest which were not in fact on board the ship. These

are the " short- shipped " items.

16. For example , if ten (10) trailers , numbered one ( 1 ) through ten (10) were

slated to be shipped from Honduras to Miami, the original manifest on board the ship

would indicate that trailers one through ten were on the ship . If, however, trailers nine

(9) and ten (10) did not arrive at the port in time for the voyage , when the additional

manifest was sent from Honduras to Miami, it would be stamped indicating that

trallers nine (9) and ton (10) were short -shipped , i.e. , that there were not on board

the vessel, and had remained in the country of origin .



153

cewa to . \ -2976 - Clu -Norme

17. In addition to the other legitimate short -shipped items belonging to

other consignoos, the additional manifest prepared by our contact in the foreign port

falsely listed our containers as " short -shipped ". The additional manifest was sent by

courier to Miami, prior to the ship's arrival. If not already indicated on the additional

manifest sent from the country of origin , I marked the specific manifest page listing

the containers containing Bilbeisi's coffee as " short -shipped ". When the ship arrived,

the additional manifest would be presented to the Customs boarding agent as the

complete manifest. As far as Customs was concerned, our containers were " short

shipped " (i.e. , not on the ship ).

18. In order to prevent any potential problems with Customs, we devised

a method to protect ourselves from discovery . While the ship was en route, our

contact in the country of origin sent us a telex stating that the containers marked

" short -shipped had been " sent in error " and should be returned to the country of

origin . Accordingly , if Customs ever discovered that the purportedly " short-shipped "

containers were actually on board, we were prepared to give them the telex and tell

them that the containers were going to be returned to the country of origin .

19. The third method involved allegedly empty trailers . The manifest prepared

in the port of origin listed all of the trailers that were supposedly traveling empty

on a separate piece of paper. In fact, we would load these trailers with coffee, and

transport them on board the ship . When the trailers arrived in the port, they would

be moved to the pre -staging area, and would then be moved by truckers to our

designated warehouse .

.7 .
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20 . As in the short -shipment method , we protected ourselves by having a

telex sent in advance indicating that the " empty trailers had been shipped in error ,

and that they should be returned to the port of origin .

21 . I am aware that during his May 14, 1990 deposition , Munther Bilbeisi

testified that all of the coffee imported by Coffee, Inc. during 1983 through 1987 was

quota coffee shipped to the United States, and that he used Mura International, S.A.

and Orion Systems, Inc. solely to ship non -quota coffee to Aqaba, Jordan and other

non -quota countries. During 1983 through mid -1985 the time during which I was

paid by Bilbeisi to smuggle the shipments of his coffee into the United States - no

such distinction existed . During the initial stages of my involvement with Munther

Bilbeisi, a small proportion (never more than one -half, and usually much less) of any

consignment consisted of legitimate shipments of non -quota coffee transshipped to a

non -quota country . Only a very small portion of the coffee I handled , purchased by

Bilbeisi and listed as bound for Aqaba, Jordan , or any other non - quota country , in fact

reached that country. The overwhelming majority of these consignments had always

been intended to , and in fact always remained in the United States . These illegal

shipments were performed at Munther Bilbeisi's directions to avoid lawful detection by

Customs authorities in Central America and the United States.

22. Initially, for our participation in the scheme, Tony Otano , Steve Calderon

and I were paid commissions of approximately $ 36.00 per bag ( $ 12.00 each ). Some

of our payments were distributed to us in the form of alleged " coffee purchases " from

Coffee, Inc.'s bank accounts . During 1983 and 1984, we attended periodic meetings
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with Munther Bilbeisi where we discussed our commissions from the coffee smuggling

operation .

23. Later, Bilbeisi told Tony Otano and me that we were all partners in

the business, and that our payments would be calculated as an equal share of the

profits , after expenses, to be split 25% to Munther Bilbeisi and 25% to each of us.

Munther Bilbeisi later told us that the split was going to be 50% for him and the

remaining 50 % to be split among the three of us. At no time did we ever have

complete access to all of Mr. Bilbeisi's books and records or an accurate analysis of

the amounts of commissions that we were being paid on an ongoing basis .

24. Munther Bilbeisi always delayed paying me my commissions for my

participation in the importation of coffee. Bilbeisi otten told me that the delays

in obtaining payment from his United States brokers , roasters and other purchasers

were responsible for his delay in paying me my commissions.

25. In mid - 1984, however, Bilbeisi's ' commissions " became tardier and

tardier because he advised us that he wanted to utilize our funds to equally share

the financial risk in case a coffee shipment was confiscated . Bilbeisi continued to

use the substantial commissions still owed to all three of us as leverage to force

our continued participation in the smuggling operation . After the summer of 1984, we

participated in the first of a series of meetings with Bilbeisi in an attempt to disengage

our financial interests so as to withdraw from the smuggling scheme. At that meeting,

wo demanded our overdue commissions and Bilbeisi demanded that we assume his

bank debt with respect to the equipment partnerships.
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26.
The negotiations culminated in a final settlement meeting on December 3,

TE

1984 with Bilbeisi , his attorney Jay Green, our attorney Glen Goldberg and Nadim

Hassan of BCCI. Bilbeisi insisted that we buy out his interests in the equipment

N

partnerships in the approximate amount of $ 700,000.00 . Nadim Hassan structured

three (3) equivalent loans to us of approximately $ 234,000.00 to assume Bilbeisi's

share of the equipment partnerships and explained that the bank examiners would

never know the true collateral . Hassan structured the transaction to appear as if

BCCI's security consisted of UCC- 1 financing statements on all of the equipment,

notes and personal guarantees, when in fact it consisted of funds frozen in three (3)

foreign bank accounts set up for us at BCCI-London , England, which accounts

contained our proceeds from the settlement.

27 . During mid- 1984, Nadim Hassan set up the BCCI-London accounts for

each of us in the name of three (3 ) foreign corporations, Labaro, S.A., Chevere, S.A.

and Franjuli, S.A. Bilbeisi preferred this arrangement because it permitted Bilbeisi

to characterize our overdue ' commission ' payments as " coffee purchases from three

(3) foreign corporations sounding like Central American coffee suppliers. Our attorney

advised us that this arrangement was legitimate since it would permit us to pay United

States taxes on the distributions on a delayed basis; I.e. , not until we repatriated the

funds into the United States .

The December ' settlement" failed to resolve approximately $ 375,000.0028.

in ' commissions ' still owed to us by Bilbeisi. On several occasions during early 1985

we contacted Bilbeisi, both individually and as a group , to make repeated demands for

the commissions owed us . In mid - 1986 , when Stove Calderon met with Bilbeisi to

10
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attempt to resolve the matter, Bilbeisi showed him a copy of a statement from Tony

Otano's foreign bank account with BCCI, making it clear that he had information and

access to any of our accounts with BCCI. As a result, Tony Otano, Steve Calderon

and I mutually agreed to let the matter drop.

29. I have reviewed the depositions of Anthony Jay Aramburo, Heylel

Ordonez and Fernando Montes in which the above -described coffee smuggling scheme

is attested to in detail. Insofar as the general description of the mechanics of the

scheme (i.e. , Bilbeisi purchasing non -quota coffee from suppliers in Central America

and paying " commissions ' to various CCT personnel to ship the coffee in containers

falsely labeled as empty , short -shipped or for transshipment to a non - quota countryl, I

affirm their testimony as consistent with both my recollection of the events i

experienced and my knowledge of Munther Bilbeisi's method of operation .

30 . At no time did I personally sell coffee to Munther Bilbeisi or any of

his corporations or representatives. To my knowledge, neither did Steve Calderon or

Tony Otano during the years that I have known and conducted business with each of

them . During the years that I participated in the smuggling of coffee with Munther

Bilboisi, to the best of my recollection , all of the coffee purchased by Munther

Bilbeisi during those years was purchased FOB country of origin, directly from suppliers

in Costa Rica, El Salvador, Guatemala or Honduras . With possibly one or two excep

tions, at no time, to my knowledge , did Bilbeisi ever buy coffee " spot-Miami" .

31 . Bilbeisi's payments to me either directly or through his corporations

consisted entirely of " commissions ' for my handling of the coffee he purchased in

Central America in the above -described manner. I am aware that most of those

• 11 .
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payments were characterized by Bilbeisi as " coffee purchases ", to permit Bilbeisi to

expense them as business deductions on his corporate tax returns . These

" commission payments were in excess of $ 500,000.00 and none of those payments

were in return for the purchase of coffee.

32. During 1983 and 1984, Munther Bilbeisi discussed various potential

insurance fraud schemes with me individually or together with Tony Otano . One

proposed scheme was to charter a bargo , load it with 30-40 empty containers

manifested as containing coffee , have it blown up and to file an insurance claim for the

non -existent coffee. In addition , he proposed a scheme to have several containers

laden with interior quality coffee driven off a clift, and to file an insurance claim for the

value of superior quality coffee purportedly in the containers . Bilbeisi told me he

considered false insurance claims to be an easy and safe way to make a lot of money .

33. When we refused to participate in his proposed insurance frauds, Bilbeisi

pointed out that insurance fraud was "easy to do" because "he got away with it

several years ago . Bilbeisi told me individually , and in the presence Tony Otano,

that he had pallets of bricks imported from South Africa to California deliberately

broken in order to file a fraudulent insurance claim . Bilbeisi stated that " Lloyd's ' paid

him ' lots of monøy " after filing the claim , without much complication or inquiry .

34. Shortly after receiving the deposition subpoena, Steve Calderon , Tony

Otano and I mot and decided to contact Bilbeisi to determine why we were involved in

a claim concerning a 1986 coffee shipment, occurring long after we had parted ways

with Bilbalsi.
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35. Shortly after we were first served with the subpoenae in this caso,

we contacted Bilbolsi in Europe by conference call. Bilbeisi advised us that he had

several Insurance claims ponding against Lloyd's of London , involving coffee switched

in Central America by Tony Aramburo and Louis Altemar, and that Louis Altemar had

also stolen personal effects from his home. Bilbeisi advised us that we had no

problems, that everything was going his way , and that a settlement of the case was

imminent. Munther Bilbeisi then advised us to call his attorney in Michigan ,

Richard Postma, who would tell us what to do . We advised Munther that we did not

want to have to pay attorneys' fees for this matter, and asked him for reimbursement.

Bilbelsi agreed to reimburse us and told us to call him back with the amounts of

the legal fees .

36. During the next several months, there were numerous telephone calls

between us and Munther Bilbeisi in which Bilbeisi continued to insist that Aramburo

was lying, that Bilbeisi would prevail in the case and that Lloyd's was going to

settle the claim .

37. During the same period of time, we had numerous conversations with

Bilbeisi's attorneys in Michigan, Richard Postma and David Gass. Mr. Postma told us

that " Lloyd's ' attorneys wero making a desperate move to " get Bilbeisi indirectly by

turning witnesses over to the Internal Revenue Service for investigation . Mr. Postma

and Mr. Gass repeatedly questioned us concerning our knowledge of the subject claim ,

and of other background facts concerning Munther Bilbeisi. We repeatedly and

emphatically advised them , in no uncertain terms, that they did not want us to testify

in this case , and that if we were forced to testify, our testimony would be fatal to Mr.
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Bilbalai's claims. We advised them to question their client regarding his background,

and to discuss other insurance claims that Bilbeisi had filed in the past.

38 . Attor Tony Aramburo's deposition in November 1989, Tony Otano

received a facsimile from Munther Bilbeisi from Amman , Jordan , consisting of two (2)

versions of a possible Bilbeisi response to Aramburo's testimony , and inquiring as to

which version he should use : Both of the versions, which are equally false, described

scenarios in which we allegedly purchased coffee in Central America and resold it

to Bilbeisi " spot-Miami".

39. Immediately thereafter, we contacted Bilbeisi in Jordan to express our

unwillingness to cooperate with this proposed fraud. Bilbeisi threatened us by stating

that "if I get hurt, you'll get hurt " , since Tony Aramburo's testimony would incriminate

all of us . Bilbeisi again stated that if we corroborated his story , the result would be

Aramburo's word against everyone else's.

40 . After Aramburo's deposition, we again had contact with Bilbeisi's

attorneys, Richard Postma and David Gass. Mr. Postma and Mr. Gass repeatedly

questioned us as to whether or not Mr. Arambura's testimony (l.e., describing

Bilbeisi's coffee smuggling operation ) was correct. We clearly and strongly stated

to Mr. Postma and Mr. Gass that if we were forced to testity , that we would be

required to either confirm or corroborate the majority of Mr. Aramburo's testimony.

41 . On numerous occasions, Bilbeisi boasted of his longstanding continuous

and ongoing activities in the sale or brokerage of military hardware and weaponry . Mr.

Bilbeisi stated to me on several occasions that he had sold tanks and military hardware

to South Africa and another unnamed African country . I am also personally aware that

• 14 .
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Tony Otano accompanied retired general James T. Vaught to Guatemala in an effort to

interest the Guatemalan government in , among other things, " civilianº planos from

Canada which could be retrofitted for military purposes upon arrival in Guatemala .

42. I have reviewed the affidavits of Stevo Calderon and Jose Antonio Otano

in which many of the above- described events are attested to . I affirm their statements

are true and correct representations of those events to the best of my knowledge.

FURTHER AFFIANT SAYETH NAUGHT.

Huella
JOSEPH VILLALBA

SWORN TO and subscribed before me this dayof fes. 1991.

Unha & Mallet

NOTARY PUBLIC

State of Florida at Large

My Commission Expiros:
ito: Sre O FLORIDA

15:21 :: . : 1,14 !

. : . : ! 1 . .

.,
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IN THE UNITED STATES DISTRICT COURT

SOUTHERN DISTRICT OF FLORIDA

CASE NO . 90-2976 -CIV -MORENO

)

)

NICHOLAS COLLWYN STURGE, an

underwriter at Lloyd's , London, on

behalf of himself and all those other

Lloyd's Underwriters subscribing to

Policy No : CM8610275 ,

)

)

,

)Plaintift,

AFFIDAVIT OF JOSE ANTONIO OTANQ
V.

)

MUNTHER BILBEISI, ORION SYSTEMS, I

INC. , a Panamanian corporation ;
)

COFFEE, INC. , a Florida corporation ; )

MURA INTERNATIONAL , S.A., a

Panamanian corporation; )

BANK OF CREDIT AND COMMERCE

INTERNATIONAL (OVERSEAS)

LTD ., a foreign chartered corporation ;

COORDINATED CARIBBEAN

TRANSPORT, INC. n / k / a CROWLEY

CARIBBEAN TRANSPORT, INC. , a )

Florida corporation; TWIN TERMINALS I

SERVICES, INC. , a Florida corporation ; )

KENNETH GRUSHOFF; STEVE )

CALDERON ; JOSEPH VILLALBA ;

JOSE ANTONIO OTANO ; and

ARTHUR BERMAN ,

Defendants .

STATE OF FLORIDA

I us :

)COUNTY OF DADE

BEFORE ME, the undersigned authority , personally appeared Jose Antonio

Otano , who after being duly sworn by me , deposes and says :

1 .
I have personal knowledge of facts stated in this affidavit and if sworn as

a witness , could testity competently to them .
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2. I began employment at Coordinated Caribbean Transport ( *CCT ") in

1979. Betweon 1982 and September 1983, I was Zona Coordinator and then became

Director of Operations of Coordinated Caribbean Transport, an ocean freight carrier for

various commodities shipped between ports in Central America and the Southeast

United States .

3. . I have reviewed affidavits submitted by Munther Bilbeisi in support

of Defendant's Response to Plaintiff's Motion for Summary Judgment filed 4/2/90. 1

have also reviewed the portions of Mr. Bilbeisi's deposition taken in this action during

5/1417, 1990 , in which he discusses the purchase and importation of coffee from

Central America to the United States through his wholly -owned and controlled

corporations, Coffee, Inc., Orion Systems, Inc. and Mura International, S.A.

4 . I met Munther Bilbeisi in late 1982. Shortly thereafter, Mr. Bilbeisi

approached me with a scheme to import non -quota coffee from Central America into

the United States, at a substantial profit. The substantial profits were to be generated

through some or all of the following methods, depending on the requirements of a

particular shipment: (1 ) roselling coffee obtained at non - quota prices in the United

States ( a quota countryl: (2) avoiding currency restrictions and customs duties within

Central Americaby misrepresenting the country of origin of the coffee; (3) reselling in

the United States coffee which was limited by the law of the origin country as being

solely for consumption within that origin country ; and (4) avoiding ocean transit fees

by under-manifesting the amount of coffee in a particular container.

5. I was impressed with Bilbeisi's wealth and apparent government connec

tions , as well as his apparent contacts in importing commodities , particularly coffee,
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from Central America. Bilbeisi said that he had the contacts to obtain the coffee

but needed the equipment (1.8 . , inland transportation , containers and ships) to

move it. I agreed to participate because Munther Bilbeisi led me to believe that we did

not have exposure with United States customs, because coffee was a non - dutiable

item .

6. In order to implement the scheme, the cooperation of Joe Villalba and

Stove Calderon was required, together with at least one contact in each country of

origin (i.e. , El Salvador, Guatemala and Honduras ). When Bilbeisi would locate either

directly or indirectly through his primary coffee supplier, Fernando Montes, a supplier

willing to provide him with non - quota or domestic -consumption -only coffee to be

smuggled , he would tell Joe Villalba or me to advise the contact in the origin country

(i.e. , Heylel Ordonez in Honduras, and Humberto Hernandez in Guatemala) to obtain

the coffee from the supplier. Bilbeisi advanced the particular contact in the origin

country a "commission of $ 5.00 per bag, as well as expenses to pay truckers and

bribe trucking check point officials, port officials and customs officials in the origin

country . Our contacts in the origin countries were then responsible for advising me or .

Joe Villalba or Steve Calderon of the departure of a shipment.

7. The initial smuggled shipments in early 1983 involved shipments of

legitimate (1.0., non - quota coffee being legitimately transshipped to a non - quota

country , and contraband coffee in the same overstuffed /under-manifested containers.

For example , the first consignment was shipped in containers consisting of 200 bags

of " legitimate * coffee to be transshipped to the Port of Aqaba, Jordan , in addition to

200 bags of unmanifested non -quota coffee. This 400 bag container was manifested

.3 .
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as containing only the 200 bags of the transshipped coffee . Bilbeisi decided the

shipments should be sent in this manner (1.6 . , necessitating the payment of "full price "

for shipping coffee comprising half the shipment) as a ' test run" , to see how closely

the containers would be monitored by United States customsofficials.

8. We encountered no problems with the "test run" ; the containers pur.

porting to hold the 200 bags of coffee to be transshipped, and actually containing

an additional 200 bags of contraband coffee , were never inspected by United States

customs officials at the Port of Miami, Florida . The contraband coffee was immed .

iately separated from the coffee for transshipment and was trucked to a warehouse at

Himalaya Coffee in Miami, Florida .

9. With the success of the initial shipments, Bilbeisi told me, Steve Calderon

and Joe Villalba that he no longer needed to waste money paying the shipping costs

for " legal" shipments to combine with and thus conceal the illicit shipments. Accord

ingly, from mid -1983 through the end of 1984, Joe Villalba, Steve Calderon and I

assisted in importing the coffee using the following three (3 ) methods: ( 1 ) false

transshipments; (2) short-shipments and (3) the use of empty trailers .

10. In all three (3) methods, coffee brokers such as Fernando Montes advised

Munther Bilbeisi where he could purchase non - quota coffee or coffee restricted by law

for the internal consumption of the origin country . After Bilbeisi purchased the coffee,

the CCT contact in the origin country (8.g. , Heylel Ordonez or Humberto Hernandez)

arranged for the Inland transport to the CCT terminal at the origin port (i.e. , Puerto

Cortez or Santo Tomas de Castilla ).
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11 . In the false transshipment method , the CCT contact manifested the cargo

as ultimately destined for Aqaba, Jordan, in order to conform with CCT bills of lading

also showing an ultimate destination of Aqaba, Jordan which were submitted to Bank

of Credit and Commerce International ( "BCCI" ).

12. When the containers manifested for Aqaba , Jordan reached the United

States, the " legitimate ' portion of the coffee (i.e. , purportedly still destined for

Jordan ) was separated from the illegal overstuffed portion of the shipment at the

Twin Terminals warehouse in Miami, Florida. The legitimate portion of the coffee

remained at Twin Terminals, and the illegal overstuffed portion was removed from

the warehouse and delivered to Himalaya Coffee's warehouse in Miami, Florida.

13. Munther Bilbeisi then told us that he did not have an ultimate purchaser

for the " legitimate " coffee in Aqaba, Jordan , and asked us if there was a way that we

could pretend to return the remaining " legitimate " coffee to the country of origin .

Together with Munther Bilbeisi, we then devised a method whereby the portion of

the coffee that was to have been transshipped to Aqaba would allegedly be returned

to the country of origin. In fact, the trailers returning to the country of origin

wero empty , and the coffee was illegally retained in the United States, and would

be diverted to one of Bilbaisi's purchasers .

14. The second method was the short -shipment method. " Short -shipment"

refers to a situation where containers appear on a ship's manifest, but for a variety

of reasons, these containers did not actually got shipped on that voyage, o.g.

container arrived lato at the origin port, or with improper documentation . When a

particular container is designated " short-shipped ", as far as United States Customs
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was concerned , that container was never on board the ship and remained in tho

country of origin .

15. In the ordinary course of business, the manifest prepared in the country of

origin which accompanies a departing ship is either incomplete or over inclusive. For

example , the original manifest may have included containers which arrived at the port

too late to be loaded on board the ship. Accordingly, after the ship departs from the

origin port, an additional manifest would be prepared in the port of origin indicating the

containers on the original manifest which were not in fact on board the ship . These

are the ' short -shipped " items.

16. For example , if ten (10) trailers, numbered one ( 1 ) through ten ( 10) were

slated to be shipped from Honduras to Miami, the original manifest on board the ship

would indicate that trailers one through ten were on the ship. If, however, trailers nine

(9) and ten ( 10 ) did not arrive at the port in time for the voyage, when the additional

manifest was sent from Honduras to Miami, it would be stamped indicating that

trailers nine (9) and ten (10) wero short -shipped, i.e. , that there were not on board

the vessel, and had remained in the country of origin .

17. In addition to the other legitimate short -shipped items belonging to

other consignees, the additional manifest prepared by our contact in the foreign port

falsely listed our containers as 'short -shipped ". The additional manifest was sent by

courier to Miami, prior to the ship's arrival. If not already indicated on the additional

manifest sent from the country of origin, Joe Villalba marked the specific manifest

page listing the containers containing our coffee as " short-shipped " . When the ship

arrived, the additional manifest would be presented to the Customs boarding agent as
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the comploto manifest. As far as Customs was concerned , our containers were

" short-shipped " (1.o. , not on the ship ).

18. In order to prevent any potential problems with Customs, we devised

method to protect ourselves from discovery . While the ship was en route , our contact

in the country of origin sent us a telex stating that the containers marked " short

shipped “ had been sent in error, and that they should be returned to the country of

origin. Accordingly, If Customs over discovered that the purportedly " short -shipped :

containers were actually on board, we were prepared to give them the telex and tell

them that the containers were going to be returned to the country of origin .

19. The third method involved allegedly empty trailers . The manifest prepared

in the port of origin listed all of the trailers that were supposedly traveling empty

on a separate piece of paper. In fact, we would load these trailers with coffee, and

transport them on board the ship. When the trailers arrived in the port , they would

be moved to the pre -staging area, and would then be moved by truckers to our

designated warehouse .

20. As in the short -shipment method , we protected ourselves by having a

telex sent in advance indicating that the "empty trailers had been shipped in error,

and that they should be returned to the port of origin .

I am aware that during his May 14, 1990 deposition , Munther Bilbeisi21 .

testified that all of the coffee imported by Coffee, Inc. during 1983 through 1987 was

quota coffee shipped to the United States, and that he used Mura International, S.A.

and Orion Systems, Inc. solely to ship non -quota coffee to Aqaba, Jordan and other

non -quota countries. During 1983 through mid -1985 - the time during which I was

.1 .
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paid by Bilbeisi to smuggle the shipments of his cotteo into the United States -- no

such distinction existed . During the initial stages of my involvement with Munther

Bilbeisi, a small proportion (nover more than one -half, and usually much less) of any

consignment consisted of legitimate shipments of non - quota cottee transshipped to a

non -quota country . Only a very small portion of the coffee I handled, purchased by

Bilbeisi and listed as bound for Aqaba, Jordan, or any other non - quota country , in fact

reached that country . The overwhelming majority of these consignments had always

been intended to , and in fact always remained in the United States . These illegal

shipments were performed at Munther Bilbeisi's directions to avoid lawful detection by

Customs authorities in Central America and the United States.

22 . Initially , for our participation in the scheme, Joe Villalba , Steve Calderon

and I were paid commissions of approximately $ 36.00 per bag ( $ 12.00 each ). Some

of our payments were distributed to us in the form of alleged " coffee purchases from

Coffee , Inc.'s bank accounts . During 1983 and 1984 , we attended periodic meetings

with Munther Bilbaisi where we discussed our commissions from the coffee smuggling

operation . At these mootings we also discussed the distribution of profits from our

various equipment partnerships with Munther Bilboisi, including International Chassis

Services , Consolidated Trailers and International Equipment Services.

23 .
Later, Bilbelei told Joo Villalba and me that we were all partners in

the business , and that our payments would be calculated as an equal shan of the

profits , atter exponses , to be split 25% to Munthor Bilbelai and 25 % to each of us.

Munther Bitboisi lator told us that the split was going to be 50 % for him and the

remaining 60 % to bo split among the three of us . At no time did we over havo
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completo access to all of Mr. Bilbeisi's books and records or an accurate analysis of

the amounts of commissions that we were being paid on an ongoing basis.

24. Munther Bilbeisi always delayed paying me my commissions for my

participation in the importation of coffee. Bilbeisi otten told me that the delays

in obtaining payment from his United States brokers, roasters and other purchasers

were responsible for his delay in paying me my commissions.

25 . In mid - 1984 , however, Bilbeisi's ' commissions ' became tardier and

tardier because he advised us that he wanted to utilize our funds to equally share

the financial risk in case a coffee shipment was confiscated . Bilbeisi continued to

use the substantial commissions still owed to all three ofus as leverage to force :

our continued participation in the smuggling operation . After the summer of 1984, we

participated in the first of a series of meetings with Bilbeisi in an attempt to disengage

our financial interests so as to withdraw from the smuggling scheme. At that meeting,

we demanded our overdue commissions and Bilbeisi demanded that we assume his

bank debt with respect to the equipment partnerships.

26. - The negotiations culrainated in a final settlement meeting on December 3, .

1984 with Bilbeisi, his attorney Jay Green , our attorney Glen Goldberg and Nadim

Hassan of BCCI. Bilbeisi insisted that we buy out his interests in the equipment

partnerships in the approximate amount of $700,000.00 . Nadim Hassan structured

three (3) equivalent loans to us of approximately $ 234,000.00 to assume Bilbaisi's

share of the equipment partnerships and explained that the bank examiners would

never know the true collateral. Hassan structured the transaction to appear as it

BCCI's security consisted of UCC - 1 financing statements on all of the equipment,
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notes and personal guarantees, when in fact it consisted of funds frozen in three (3)

foreign bank accounts set up for us at BCCI-London , England, which accounts

contained our proceeds from the settlement.

27. During mid -1984, Nadim Hassan set up the BCCI-London accounts for

each of us in the name of three (3) foreign corporations, Labaro , S.A. , Chevere , S.A.

and Franjuli, S.A. Bilbeisi preferred this arrangement because it permitted Bilbeisi

to characterize our overdue " commission ' payments as " coffee purchases " from three

(3) foreign corporations sounding like Central American coffee suppliers . Our attorney

advised us that this arrangement was legitimate since it would permit us to pay United

States taxes on the distributions on a delayed basis; i.e. , not until we repatriated the

funds into the United States.

28. The December " settlement " failed to resolve approximately $ 375,000.00

in " commissions ' still owed to us by Bilbeisi. On several occasions during early 1985

we contacted Bilbeisl, both individually and as a group, to make repeated demands for

the commissions owed us . In mid - 1986, when Steve Calderon met with Bilbeisi to

attempt to resolve the matter, Bilbeisi showed him a copy of a statement from my

foreign bank account with BCCI, making it clear that he had information and access to

any of our accounts with BCCI. As a result, Joo Villalba , Steve Calderon and I

mutually agreed to let the matter drop .

29 . I have reviewed the depositions of Anthony Jay Aramburo , Heylel

Ordonez and Fernando Montes in which the above -described coffee smuggling scheme

is attested to in detail. Insofar as the general description of the mechanics of the

scheme ( i.o., Bilbeisl purchasing non -quota coffee from suppliers in Central America
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and paying commissions ' to various CCT personnel to ship tho cotteo in containers

falsely labeled as empty, short -shipped or for transshipment to a non - quota country ), I

affirm their testimony as consistent with both my recollection of the events 1

experienced and my knowledge of Munther Bilbeisi's method of operation .

30 . At no time did I personally sell coffee to Munther Bilbeisi or to any of

his corporations or representatives. To my knowledge, neither did Steve Calderon or

Joe Villalba during the years that I have known and conducted business with each of

them . During the years that I participated in the smuggling of coffee with Munther

Bilbeisi, to the best of my recollection , all of the coffee purchased by Munther

Bilbeisi during those years was purchased FOB country of origin , directly from suppliers

in Costa Rica , El Salvador, Guatemala or Honduras. With possibly one or two excep

tions, at no time, to my knowledge, did Bilbeisi ever buy coffee " spot-Miami'.

31 . Bilbeisi's payments to me either directly or through his corporations

consisted entirely of " commissions' for my handling of the coffee he purchased in

Central America in the above -described manner . I am aware that most of these pay

ments were characterized by Bilbeisi as " coffee purchases or other labels designed

to disguise their true nature , and to permit Bilbeisi to expense them as business

deductions on his corporate tax returns. These "commission payments were in

excess of $ 500,000.00 and none of these payments were in return for tho purchase

of coffee .

32. During 1983 and 1984 , Munther Bilbeisi discussed various potential

Insuranco fraud schemes with me individually or together with Joe Villalba . Bilbeisi

proposed a schemo to have several containers laden with inferior quality cottoo

• 11 -
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driven off a cliff, and to file an insurance claim for the value of superior quality

coffee purportedly in tho containers. Bilboisi told me ho considered false Insurance

claims to be an easy and safe way to make a lot of money .

33 . When we refused to participate in his proposed insurance frauds, Bilbeisi

pointed out that insurance fraud was " easy to do because " he got away with it '

several years ago . Bilbeisi told me individually , and in the presence of Joe Villalba ,

that he had pallets of bricks imported from South Africa to California deliberately

broken in order to file a fraudulent insurance claim . Bilbeisi stated that " Lloyd's " paid

him ' lots of money " after filing the claim , without much complication or inquiry.

34 . Shortly after receiving the deposition subpoena, Steve Calderon, Joe

Villalba and I met and decided to contact Bilbeisi to determine why we were involved

in a claim concerning a 1986 coffee shipment, occurring long after we had parted

ways with Bilbeisi.

35 . Shortly after we were first served with the subpoenae in this case,

we contacted Bilbeisi in Europe by conference call. Bilbeisi advised us that he had

several insurance claims pending against Lloyd's of London, involving coffee switched

in Central America by Tony Aramburo and Louis Altemar, and that Louis Altemar had

also stolon personal offects from his home. Bilbeisi advised us that we had no

problems, that everything was going his way, and that a settlement of the case was

imminent. Munther Bilbeisi then advised us to call his attorney in Michigan ,

Richard Postma, who would tell us what to do. We advised Munther that we did not

want to have to pay attorneys' fees for this matter, and asked him for reimbursement.



174

Care Mo. -2976 -Civ - Heren

Bilbeisi agreed to reimburse us and told us to call him back with the amounts of

the legal foos .

36. During the next several months, there were numerous telephone calls

between us and Munther Bilbeisi in which Bilbeisi continued to insist that Aramburo

was lying, that Bilbeisi would prevail in the case and that Lloyd's was going to

settle the claim.

37. During the same period of time, we had numerous conversations with

Bilbeisi's attorneys in Michigan, Richard Postma and David Gass. Mr. Postma told us

that " Lloyd's " attorneys were making a desperate move to " get Bilbeisi indirectly " by

turning witnesses over to the Internal Revenue Service for investigation. Mr. Postma

and Mr. Gass repeatedly questioned us concerning our knowledge of the subject claim ,

and of other background facts concerning Munther Bilbeisi. We repeatedly and

emphatically advised them, in no uncertain terms, that they did not want us to testify

in this case, and that if we were forced to testity , our testimony would be fatal to Mr.

Bilbeisi's claims. We advised them to question their client regarding his background,

and to discuss other insurance claims that Bilbeisi had filed in the past.

38. After Tony Aramburo's deposition in November 1989 , I received a

facsimile from Munther Bilbeisi from Amman , Jordan , consisting of two (2) versions

of a possible Bilbeisi response to Aramburo's testimony, and inquiring as to which

version ho should use . Both of the versions, which are equally false, described

scenarios in which we allegedly purchased coffee in Central America and resold it

to Bilboisi " spot -Miami".

• 13 .

1
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39. Immediately thereafter, we contacted Bilbeisi in Jordan to express our

unwillingness to cooperate with this proposed fraud . Bilbeisi threatened us by stating

that "if I get hurt, you'll get hurt " , since Tony Aramburo's testimony would incriminate.

all of us . Bilbeisi again stated that if we corroborated his story , the result would be

Aramburo's word against everyone else's.

40. On at least two (2) occasions, I had telephone conversations with

Munther Bilbeisi where he stated that if we refused to testity for Lloyd's , or testified in

accordance with false versions of the events that he had created , that there would be

'money in the case for everyone and that we would not have to work for the rest of

our lives " .

41 . After Aramburo's deposition , we were also contacted again by Bilbeisi's

attorneys, Richard Postma and David Gass. Mr. Postma and Mr. Gass repeatedly

questioned us as to whether or not Mr. Aramburo's testimony (l.e. , describing

Bilbeisi's coffee smuggling operation ) was correct. We clearly and strongly stated

to Mr. Postma and Mr. Gass that if we were forced to testify , that we would be

requiredto either confirm or corroborate the majority of Mr. Aramburo's testimony.

42 . On numerous occasions, Bilbeisi boasted of his longstanding continuous

and ongoing activities in the sale or brokerage of military hardware and weaponry .

Bilbeisi stated that he armed both sides of the El Salvadorian • Honduran war, sold

British -manufactured missiles and Centurion tanks from Jordan to South Africa and

sold F -76 fot fighters to Honduras . I also accompanied retired general James T.

Vaught to Guatemala in an effort to interest the Guatemalan government in , among

16
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other things, " civilian " planes from Canada which could be retrofitted for military

purposes upon arrival in Guatemala .

43 .
I have reviewed the affidavits of Stevo Calderon and Joseph Villalba in

which many of the above -described events are attested to . I affirm their statements

are true and correct representations of those events to the best of my knowledge.

FURTHER AFFIANT SAYETH NAUGHT.

Anelwhin the
JOSE ANTONIO OTANO

/

SWORN TO and subscribed before me this 28 day of February , 1991.

Charles &. thith a

NOTARY PUBLIC

State of Florida at Large

My Commission Expires:

7
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( 2) the term " orged " means a document that

purport to begenuine butis not becauseit has 548. Removing or repecking roode la marehousu .

brea falsely altered, completed, signed, a on 548. Removing foods from custome custody, breaking

dorred , orcontains talee addition thereto or

Insertion therain , or ina combination of parts of 560. Malas elat for refund of dutina

561. Concealing or destroying lovoleu ar other peper .
twoormore pennine documenta;

652 Officers aiding importation d obronna ar trimo
( 3 ) the term " security means Dow boola ed articles

(A ) noto, stock certificate, treasury stock 653. Importation or aportation of stolen motor vehlelo ,

certificate, bond, treasury bond, debenture, off -highway mobile equipment, rousele, or any

certificate of deposit, interest coupon, bili
,

ant

check , dratt, wurant,debit instrument u de
EDITORIAL NOTESfined in section 916 (e) of the Electronic Fund

Transfer Act, money order , traveler's check, Saving Provisions of Pub.L M - 473 , Title , e n .
letter of credit, warehouse receipt, negotiable See section 236 of Pub.L 98 478, Title II e II, Oct. 12,

bill oflading, evidence of indebtedness,certifi 1984, 98 Stat 2001, u amended ,not out un note under

cate of interest in or participation in anyprofit
rection 8561 of this the

sharing agreement, collateral trust certificate ,

pre reorganization certificate of subscription, 8 641. Entry of goods falsely classified
transferable share, investment contract, voting Whoever knowingly effects any entry of goods,

trust certificate, or certificate of interest in wares , or merchandise, at less than the true weight

tangible or intangible property, or measure thereof, or upon a false classification

( B ) an instrument evidencing ownership of u to quality or value, or by the payment of less

goode, wares , or merchandise ; than the amount of duty legally due, shall be fined

( C ) any other written instrument commonly not more than $ 5,000 or imprisoned not more than

knows us a security,
two yean , or both .

( D ) certificate of interest in, certificate of

participation in, certificate for, receipt for, or REVISION NOTES

warrant or option or other right to subscribe to Based on title 18 , U.S.C., 1940 ed., $ 126 (Mar. 4, 1909,

or purchase, any of the foregoing, or ch. 821, $ 69, 86 Stat. 1101).

E ) a blank form of any of the foregoing, Reference to persons aiding contained in words " or ald

( ) the term “ organization " means a legal enti in effecting ," wu omitted w unnecessary u such per

ty , other than a government, established or orgh sons are made principala by section 2 of this title.

nized for any purpose, and includes a corpora Changes were made in phrweology.

tion, company, association, firm , partnership,

joint stock company, foundation, institution, soci $ 542. Entry of goods by means of false state

ety, union, or any other association or persons ments

which operates inor the activities of which affect
Whoever enten or introduces, or attempts to

interntate or foreign commerce ; and
enter or introduce, into the commerce of the United

( 5 ) the term " State " includes a State of the States way imported merchandise by means of any

UnitedStates , the District of Colambia, Puerto traudulent or false invoice, declaration, affidavit,

Rico, Guam , the Virgin Llands, and any other letter, paper, or by means of any false statement,

territory or possession of the United States. written or verbal, or by means of any false or
(Added PubL 48173, Title II. 1 1106(a ), Oct. 12, 1984, 48 fraudulent practice or appliance, or makes any
Stat 2141 , 1 611, redesignated 1 518, Pub.L 9 546 ,

talse statement in any declaration without reason

| 31 (a ), Nov. 10, 1986, 100 Stat. 8608 and amended Pub.la
able cause to believe the truth of such statement,101-441, Tithe D 1 2516, Nor . W , 1980, 104 Stat

or procures the malding of any such false statement

u to any matter material thereto without reason

able cause to believe the truth of such statement,
CHAPTER 81 - CUSTOMS

whether or not the United States aball or may be

deprived of any kintul duties; or

Datory of goods falsely classified
Whoever is guilty of any willful act or omission

Datory a roode by means of false statemtata .

Datosd roode for less than legal duty. whereby the United States shall or may be do

Ralandingof good prived of anylawfulduties sceruing uponmerchan

Songtag goods into the United States. dise embraced or referred to in such invoice, decla

the Seancolins roode fato fondlaa countries nation , attidavit, letter, paper, or statement, or

* 1. Depoaittag goods in baldingo on boundarina attected by such act oromission

Complete Annotation Matertada , seo Tho 18 USCA

"
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.

Shall be fined for each offense not more than theUnitedStates withoutentry havingbeenmade,

$ 5,000 or imprisoned not more than two yean , or such merchandise shall be considered as having

both . been imported into the United States contrasyto

Nothing to this section shall be construed to law , and eachperson concerned shall be fined not

relieve imported merchandise from forfeiture un
more than $ 5,000 or imprisoned Dot more than two

der other provisions of law .

years , or both; and such merchandise shall be

The term " commerce of the United States " , u
forfeited.

wad to this soction, shall not include commerce The term " any place in the United States", us

with the Philippine Islands, Virgin Islands, Ameri
used in this section, shall not include the Philippine

can Samon , Wake Island , Midway Islands, King

Islands, Virgin Islands, American Samoa, Wake

man Reef, Johnston Island, or Guam .

Island, Midway Islands, Kingman Reet, Johnston

(As umpanded June 30 , 1965, c . 258, 1210), Stat. 242.)
Island, or Guam

(As amended Jade 20 , 1966, & 258, 2 ( c), 9 Stat. 212 )

REVLON NOTES HISTORICAL AND REVISION NOT

Based on rectioa 1691 of the 19, U.S.C., 1940 ods

Customs Duties (June 17, 1930, ch. 187, title IV , 1 591, 48

Based on rection 1589 of title 19, U.S.C., 1940 ,

Stat 760 , Aug. 6, 1985, ch . 188, tithe III, 1 804(2 ), 19 Stat
CustomDuties (June 17, 1980, ch . 87, title IV , I 689, 48

527)

Stat. 760).

The reference in the first paragraph to persona aiding,

The final paragraph was added to conform with section

contained in the phrase " or aids," wu omitted us annec
1709 of title 19, V.S.C., 1940 od

cosy u such persons are made principals by section 2 Kinor change ven made in phraseology.

of this the

Words " upon conviction " before " be fined " were omit- $ 545. Smuggling roods Into the United States

ted us surpluugo since punishment cannot be imposed Whoever knowingly and willfully , with intent to

until conviction secured
defraud the United States ,smuggles, or clandes

Enumeration of persons at beginning of section and tinely introduces into the United States anymer

provision preserving forfeiturus where authorised by law chandise which should have been invoiced, or

were omitted u surpluugi makes out or passou , or attempts to pass, through
The fourth paragraph wu added to the revised section

to make clearthe intentof Congress that forfeiture is no

the customhouse any false, forged, or fraudulent

additional consequence independent of the criminal pur

invoice, or other document or paper, or

bhment.
Whoever fraudulently or knowingly importsor

The final pangmaph w added to conform with section brings into the United Statea, any merchandise

1709 of title 19, U.S.C., 1940
contrary to law , or receives , conceale, buyı, rello,

Changes in phraseology were also made.
or in any manner facilitates the transportation,

concealment, or male of such merchandise utter

$ 543. Entry of goods for less than legal duty importation, knowing the same tohave been im

Whoever, being an officer of the revenue , know- ported or brought into the United States contrary

ingly admits to entry, any goods, wares, or mer
to law

chandise, upon payment of less than the amount of Shall be fined not more than $ 10,000 or imprir

duty legally due, shall be fined not more than oned not more than five year , or both .

$5,000 or imprisoned Dot more than two yean , or Proof of defendant's possession of such goods,

both; and removed from office. unless explained to the satisfaction of the jury,

REVION NOTA

shall be deemed evidence sufficient to authorise

Based on title 18, U.S.C., 1940 , I 125u . 4, 1909,

conviction for violation of this section.

ch. 21, I 68, 86 Stat 1101)

Merchandise introduced into the United States in

Rafarena to persons aiding, contained in words " ar ald violation of this section, or the value thereof, to be

to admitting , " was omitted a unnecessary w such per recovered from any person describedinthe first or

soos in made principala by section 2 dl this title secondparagraphofthis section , shall be forfeited

Changu were made to phraseolog .
to the United States.

The term " United States ", us used in this section ,

$ 644. Relanding of goodo
shall not include the Philippine Lalande, Virgin Is

any merchandise entered or withdrawn for lande, American Samon , Wake Leland, Midway Lo

exportation without payment of theduties thereon, lande, Kingman Real, Johnston Island, or Guam .

or with intent to obtain a drawback of the duties as amended Aug. 2 , 1964, e 290, 1 1, 8 Stat The

paid, or of any other allowances given by law on Sept. 1, 1964, e 1218, Title V, 1 607,8 Stat. 1141; June

the aportation thereof, is relanded at any place to XO , 1955, e 25 %, i 80). Stat nej

Completo Amotation Motort , wo T N VAGA
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Part 1

RennonNOT
Changu were made to phruscolocy.

Based on section 1604 of title 19, V.S.C., 1940 ed .,

Customs Datina Weno 17, 1990, ch. 11, dtle TV , 1 898 , 48 $ 647. Depoulting goods in bulldings on
Stat 1611

boundarios
Reference be first paragraph to aidere, contulaed Long

words baina , bek , or thek aldani and abottons " mus omitted Whoever receives or deposits any merchandisoin

u uapecessarysince we persons and made principaleby way bullding upon the boundary line between the
section ? of this titha . For the same musob word " or United States and any foreign country, or carries

assists in so doing in second paragraph wen deleted any merchandise through the name, in violation of

Words " shall be deemed railty of a misdemeanor," la law , shall be fined not more than $6,000 or impris
first paragraph were omitted in view of definition of oned not more than two yean , or both .
misdemeanorla section 1 of this title .

Cooriction provision in first paragraph reading " and on REVISION Nora

conviction thereol " nu deletedusurplusagesince pun Based on section 1896 of title 19, U.S.C., 1940 och

ishment cannot be imposed until a conviction is secured . Customs Duties (June 17, 1930 , ch . 197, title IV , 1 696 , 48

Minimum punishmeatprovision " nor low than $ 50 " to Stat. 752).

second paragraph wus deleted .
Reference to persons aiding, contained in words " or

Forfeitur provision was rephrused to make it clear aide therein ," wus omitted us such persons are made

that forfeiture was not dependent apoo conviction principala by section 2 of this title.

The final pengmaph was added to conform with section Changu were made in phraseology .

1709 of dithe 19, U.S.C., 1940 ad

Changu were made in phraseology.
$ 548. Removing or repacking goods in ware

$ 546. Smageling roode into forelyn countries
houses

Whoever fraudulently conceals, removes, or to
Any person owning in whole or in part any vessel

of the United States who employs,or participates packs merchandise in any bonded warehouse or

traudulently alter , defaces or obliterates any
in , or allows the employment of, such vessel for the

marlus or numbers placed uponpackages depositedpurpose of smuggling, or attempting to smuggle,
in such warehouse, shall be fined not more thanor assisting in smuggling, any merchandise intothe
$ 5,000 or imprisoned not more than two yean , orterritory of way foreigngovernment in violation of
both

the laws there in force, 1 under the laws of such

foreiga government any penalty or forfeiture is Merchandise so concealed, removed, or repacked,
providedfor violation of the law of the United or packages upon which aoy marks or cumben
States respecting the customs revenue, and say have been so altered, defaced, or obliterated , shall

citizen of, or person domiciled in, or any corpora be forfeited to the United Stata .

tion incorporated to, the United States, controlling
REVision Notes

or substantially participating in the control of any
Bened on lection 1607 of tithe 19, U.S.C., 1940 oder

such vessel, directly orindirectly, whether through
Customs Duties (June 17, 1980 , ch . title IV , 1 897, 46ownership of corporato share or otherwise, and
Stat. 762).

allowingthe employment of said vessel for any
This section ms written to place the criminal prort

such purpose, and any person found, or discovered
nions ahead of the forfaitare provisions. This did not

to have been, on board of any such vessel so mguire may sabotantim changw acept omision of moder

employed and participating or assisting in any wach mce to persona aiding. Such persons in mede principals

purpose, shall be tied not more than $ 6,000 or by section 2 of this titha

Imprisoned not more than two years, or both. The punishmeat probedby section 845 of this title

It shall constitute a ottenus under this section nu inserted to make this section complete without rotor

mce to another section . In doing so it was necessary toto hire out or charter , vousel 4 the lessor a

rephrase the punishment provisionofsection645 ofthischarterer bas knowledge or reasonable grounds for
title, u originally wected without change al mbetence.

belief that the leasca or person chartering the Farfetare provision was rephrused to make de elnar

vessel intends to employ such pousal for any of the that fortalter wus not dependent upoe conviction

purposes described to this section and I much ver Changu were made in phronolog .

ved during the time toch lease or charter is in

dlocs, comployed for any such purpose.
$ 549. Removing roods from customs custody;

RamonNOT breaking reale

Bered ca section 1702 of title19, U.S.C., 1940 ods Whoever, without authority, attaus & attachuo

Custom Datiu (Ang. 6, 1995, el 13, the 1, 124 Stat custom mal, fastentak, or mark, or may woul, for
619

tening, a mark purporting to be a custommalo

complete
Monstea NOUA
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lastening, or mark to any venuel, vehicle, wart
RevinoN NOTE

house, or package; or
Based on kaetion 1690 of the 19, U.S.C. 1940 do

Whoever, without authority, willfully removes ,
Customs Duties Wune 19, 1930 , ch . 487, tith IV . A 600, 46

breaks, injures, or delacus any customs seal or
Sut 780 ).

other fastening or mark placed upon any vessel,
Reference to felony, contained in worde " auch person

vehicle, warehouse, or package containing mer

shall be pulty of a felony " wu omitted as unnecessary in

view of definition of felony la section 1 of this Uthe Thie

chandise or baggage in bond or in customs custody; too, we the policy adopted by the codifien of the 1900

or Criminal Code. (See S.Replio, pt 1. pp. 12, 18, and 14 ,

Whoever maliciously enten any bonded wire
both Cong . Ist suus.)

house or any vessel or vehicle laden with or con
Words " and upon conviction thereof " before " ahall be

taining bonded merchandise with intent unlawfully
punished " were also omitted u unnecessary, since pus

to remove therefrom any merchandise or baggage

whment cannot be imposed until a conviction is secured.

therein , or unlawfully remove any merchandise or
Changes were made to phrncologs .

baggage in such vessel, vehicle, or bonded wart $ 551. Concealing or destroying involces or
house or otherwise to customs custody or control;

other papen
or

Whoever willfully conceals destroys way be

Whoover receivesor transports agy merchandise voice, book, or paper relating to say merchandise

or barrage unlawfully removed from any such imported into the UnitedStates, atteren inspection

vessel,vehicle , or warehouse, knowing the same to thereof has been demanded by the collectorof any

have been unlawfully removed collection district, or

Shall be fined not more than $5,000 or impris. Whoever conceals or destroys at any time any

oned not more than two yean , or both . such invoice, book, or paper for the purpose of

REVISION NOTES

suppressing any evidence of fraud therein con

tained

Based on section 1698 of title 19, U.S.C., 1940 ed .,

Customs Duties (June 17, 1930, ch . 187, title IV , I 698, 46
Shall be fined not more than $ 6,000 or impris

Stat 762, June 26, 1938, ch . 678, 128, 62 Stat 1089 ).
oned not more than two years , or both .

Reference to persons causing, procuring, aiding or us. REVISION NOTES

sisting wu omitted u unnecessary in view of definition

of " principal " in section 2 of this titla
Based on title 18, U.S.C., 1940 och 120 (Unr. 4, 1909,

ch . 321, I 64,85 Sual 1100 ).

In view of definition of felony in section 1of this title Minor changes were made in phraseology.

words " guilty of a felony " wereomitted (See reviser's

noto under section 650 of this title .) EDITORIAL NOT

The punishment prescribed by section 645 of this title Trungta of functions. All office of collector of

mus inserted to make thissection complete without refer

ence to another section . In doing soit mus necessary to

customs, comptroller of custome, surveyor of customs,

Lod appraiserof merchandise in the Bureau of Customs
rephrase the punishment provision of section 646 of this

of theDepartment of the Treasury to whichappointments
title, u originally enacted , without change of substance.

were required to be made by the President with the
Forlelture provision wus omitted to conform with cur advice and consent of the Senate were ordered abolisbed,

rent administrative practice.
to be terminated not later than Dec 31, 1966. AD fane

Changes were made in phruseology. tions of the offices to eliminated were already rested in

the Secretary of the Treasury.

$ 650. Palve claim for refund of duties

Whoever knowingly and willfully files any false
$ 552. Omcen alding Importation of obscene

or fraudulent entry or claim forthe payment of
or treasonow books and articla

drawback, allowance, orrefund of dutiesupon the Whoever, being an officer,agent, or employeeof
esportation of merchandise , or knowingly or will the United States, knowinglyaids or abeto any
fully makeor Dles agy tale affidavit,abetract, person mgaged in any violation of any of the

record, certificate, or otherdocument, with a view provisionsoflow prohibiting importing, advertis

to securing the payment to himself orothers of any Ing, dealing tos, exhibiting, or sending or receiving

drawback ,allowance, or refund of duties , on the by mail obsceno or indecentpublications or repro

aportationof merchandise greater than that low sentations, or books, pamphlets, papers, writing

fully due therton, shall be twed Dot more than advertisemente, circulan , prints, pictures, ar drama

$ 6,000 or imprisonednotmore than two yean , or mago containing any matter advocating or orging

both, and much merchandise or the value theroot treason of insurrection against the United States or

shall be forfeited
forcible resistance to anylaw of the United States,

Completo Anotation Materials , T. NO ACA
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18 8 652 CRONES
Part 1

a containing any threat to take the life of or inflict pelled special use equipment, wed or designed

bodily harm upon any person in the United States, for running on land but not on rad or highway,

a means for procuring abortion, or other articles
of indecent or immoral we ar tendency, shall be ( V) " reasel" has the meaning given thattart

food not more than $ 5,000 or imprisoned not more to voction 101 of the Tariff Act of 1990 (19 U.S.C.

than ten years, or both . 1401 %

(As usuaded Jan. 1 , 19 , Pub.L 91-42, I2, Stat ( o " aberett "has themeaning given thatterma

ima)
broctica 101 of the Federal Aviation Act of 1968

RSVIHION NOTES ( 49 U.S.C.App. 1801); and

Based on metion 1806b ) of uitke 11, U.S.C., 1940 och ,
(6 ) " identification number

Customs Datins June 17 , 1990, c . 497, title Ii, 1 306 ( 6 ).
( A ) in the case of a motor vehicle , hus the

45 Stat 889 .

meaninggiven that tarm in section til of this
la viewof defaltion of niedeneanor in section 1 of this

title ; andtitle words " shall be deemed ruilty d • mindemeanor , (B) in the case ofany other vehicle or equipa

and ren omitted

Words " ut hard labar " atter imprisonment" were omit meat covered by this section, means a pumbar

ted. Se revisar's note under section 1 of this title .) or symbol unsigned to the vehicle or equip

Chungu ve made to phraseology . ment, or part thereof, by the manufacturer

primarily for the purpose of identifying such

$ 553. Importation or aportation of stolen vehicle, equipment, or part

motor vehicles, off-highway mobile (Added Pub.L. 48-547, Tithe III,I 801(a), Oct. 25, 1984,98

Saat 7771, and amended Pub.L 100-690, Title VII,
equipment, vessels , or arcraft

$ 7021, Nov. 18 , 1988, 102 Stat 4896.)
(a ) Whoever knowingly imports, exports, or at

tempts to import or export
EDITORIAL NOTES

( 1) any motor vehicle, ott-highway mobile References in Tut Section 2 of the Motor Vehicle

equipment, vessel, aireratt, or part of any motor Information and Cost Savings Act, referred to in subsec.
vehicle, off -highway mobile equipment, vessel, or (excl ), is section 2 of Pub.L 92-818, Oet 20 , 1972, 86 Stat

aircraft, knowing the same to have been stolen; $ 7, which w classified to section 1901 of Title 16, Com

merce and Tradeor

( 2) any motor vehicle or off -highway mobile

CHAPTER 29 - ELECTIONS ANDequipment or part of any motor vehicle or off

highway mobile equipment, knowing that the POLITICAL ACTIVITIES

Identification number of such motor vehicle,

equipment, or part has been removed, obliterat. (591. Repealed .)
tampered with, or altered ;

182 Troops at polle.
shall be fined Dot more than $ 16,000 or imprisoned 693 . Interference by armed forces

not more than five year , or both . box . Intimidation of roten .

606
(b ) Saboection (2X2) shall notapply if the remov Laterference by administrative employees of Pad

anal, State, or Territorial Governmenta.ab, obliteration, tampering, or alteration
Pol'n artond forcu .

( ) is caused by collision or fire; or
001 . Expenditaru to influence voting.
600( 2XA ) in the case of a motor vehicle, is not a Coercion by means of reliet appropriation ..
509 .

violation of section 511 of this title (relating to Promise of appointment by candidata

600. Pronise of employment or other benefit for polittaltering or removing motor vehicle identification
al activitynumbers), or

801. Deprivationof employment & other benefit for

( B ) to the case of off-highway mobile equip political contribution
ment, would not be a violation of section 611 of 602 Solicitation of political contributions.

this title if such equipment were a motor vehicle. 603 Ma ing politicalcontributions
004 Sobi tation from persons aa rabiel.

(e) As wed to this section, the term
606 Dinc.Jaun of name of persons ou reliet.

(1 ) " motor vehicle " has the meaninggiven that
606 latinidation to secure political contributions

term insection 2 of the Motor Vehicle Informa 001 . Place of solicitation

ton and Cost Savings Act, 608 Absent uniformed various roten ud over

12 " off-highway moble equipment" means Une of military authority to influence vote al

any self-propelled agricultural equipment, self
member of Armed Porcu .

propelled construction equipment, and self -pro- (610 to 611. Repealed.)

completo Annotation Motortels, Tito NO WALA
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Senator BROWN. Just to help me put a cap on this, what you

have just quoted to us makes it appear that BCCI not only partici

pated in the conspiracy to violate the U.S. Arms Export Control

Act, but even participated in arranging for criminal payoffs.

Mr. DOUGHERTY. That's true. And there's one more

Senator BROWN. This is, indeed, a full-service bank. [Laughter .]

Mr. DOUGHERTY. The third aspect of this was that the bank

knew, because of the subpoenas that were served on the bank, and

the requests made by Mr. Bilbeisi to produce records, that there

was an investigation into the coffee smuggling in 1987. There was

an investigation to determine whether ornot there was an insured

loss in Guatemala that was going on in October of — that was all

ongoing in 1987 , Senator.

And in 1988, Lloyd's was

Senator BROWN. Excuse me, the investigation was being done by

whom?

Mr. DOUGHERTY. Representatives of Lloyd's. So in 1988, we're in

litigation in the southern district of Florida, in the Federal court .

And Lloyd's has issued subpoenas against the bank to produce

records. These records were not produced, that refer to on their

face, the cashier's checks that weren't produced.

What I am saying, Senator Brown, is there was a financial

motive for the bank, after the insurance claims were filed , to join

with its customer, Bilbeisi , to block the investigation in Guatemala

by participating and funneling the money, corruptly, to these indi

viduals in Guatemala to secure a favor, to prevent an adequate in

vestigation , so that not only would the coffee claim of the 1986

shipment not be uncovered, but all of the previous illegal ship

ments .

Senator BROWN. So the bank participated in violation of the

Arms Control Act, the bank participated, apparently, in planning

and delivering bribery payments. And they also participated in cov
ering it up?

Mr. DOUGHERTY. That's what I believe occurred . And they had

participated between 1983-86 in the ongoing coffee smuggling, be it

in Honduras, Guatemala, or Panama. So it was of great financial

interest for the bank once Mr. Bilbeisi filed the insurance claim ,

that all of the of the illegal shipments from 1983, 1986 , and 1987

not be uncovered. And one way to do it - why would Mr. Bilbeisi

pick, of all of the countries that he had previously sold weapons

to - South Africa , El Salvador, Honduras - why would he pick Gua

temala to sell quote “ civilian helicopters” to in 1987 , after the

coffee claim had been filed ?

And the most direct, substantive answer to that is to obstruct

justice , corrupt public officials, and block and impede with the

Minister of Defense of that country, with the President of Guate

mala's brother , and uncovering that that claim was false, which

would have led to the uncovering — which we have found of all of

the coffee smuggling.

Senator Brown . Well, let us go back to the coffee.

Senator KERRY . Before we do , let me followup on something.

Mr. Valls. Senator, may I explain one thing? If it wasn't for

BCCI involvement in the helicopter deal , therewould never have

been any helicopter deal in Guatemala . And the reason was that

-
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they needed the financing. And who supplied that financing ? It

was Ex-Im Bank . And how did they do it? Through using a third

bank in the middle, by obtaining the financing.

And if it would have been an Ex-Im Bank Capital deal, with Cap

ital Bank, which is the way this letter of credit first started , with

out the end -user certificates, nothing would have gone down to

Guatemala. BCCI got involved in order to avoid the end-user certif

icates in this deal.

Senator KERRY. This is a point where I want to just put into the

record — if there is no objection — what is known as the Philip

Manual ResourceGroup Report, which is a report of an internal

investigation of Munther Bilbeisi and the Boca Raton IRS , and so

forth .

This is a report, it is a private detective report that was put to

gether and prepared for the law firm of Holland & Knight. And the

report covers BCCI's role in the smuggling operations.

This is a report which, I take it, you gentlemen have not seen

previously, but which this committee has gained access to . And I

am going to put the full report in the record . And I just want to

ask a few , quick questions about the report.

[ The information referred to follows:]
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Respectfully submitted ,
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I.
INTRODUCTION

This Report is submitted pursuant to an
investigation

conducted by the law firm of Holland &
Knight

and the

investigative firm of Philip Manuel Resource Group . This

investigation was commissioned by the Bank of Credit &

Commerce International ( Overseas ) Limited ( " BCC " ) in March ,

1990 , and was prompted by the assertion of the United States

Attorney's Office , Southern District of Florida ( Miami ) , that

the Bank was the target of an
ongoing Federal criminal

investigation involving : ( 1 ) Munther Bilbeisi and his

related companies and associates ; ( 2 ) Steven Calderon , Joseph

Villalba , Jose Otano and their companies ; ( 3 ) Heather Wyser

Pratte ; and ( 4 ) the relation of all of these individuals and

entities with the Boca Raton and Miami Agencies of BCC .

It is not known when this Federal criminal investi

gation commenced , but it first came to BCC's attention in

May , 1989 ,
when the Federal government executed a search

warrant for numerous records located at the Bank's Boca Raton

Agency : This search warrant was the product of an ongoing

Internal Revenue Service ( " IRS " ) investigation of the Bank

and its customers , and at that time the Bank was told by the

IRS that the Bank ( and specifically , its Boca Raton Agency

and the three managers of that Agency ) were targets of the

investigation involving allegations of money laundering and

iii
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the alleged " smuggling " of large amounts of cash into that

Agency.1

In February , 1990 , these
general allegations were

particularized to the extent that the Bank was orally

informed by the United States Attorney's Office
that the

alleged illegality centered around a " Klein conspiracy "

involving the Bank and the account holders mentioned above . 2

Upon learning of this , the Bank management directed that an

internal inquiry be conducted for the
purpose of : ( 1 )

identifying present or former officers or employees who may

have engaged in activity which could possibly expose the Bank

to criminal liability in the United States ; ( 2 ) preparing to

discuss and refute any potential criminal accusations against

the Bank ; and ( 3 ) preparing
a factual background for the

Ithe Boca Raton Agency opened in December , 1983 and

closed in August , 1989 . Its managers were : Nadim Hasan ;

Sadiq Hamidani ; and Tariq Jan. Nadim Hasan was terminated

from the Bank in the summer of 1990 , for refusing to coope
rate with this internal inquiry Hamidani and Jan are

currently employed with the Bank in Miami and Hong Kong ,

respectively .

2Generally , a " Klein Conspiracy " involves a conspiracy

in violation of Section 371 of Title 18 , United States Code ,

to impede , prevent otherwise thwart the IRS in the

performance of its lawful function , namely the collection of

tax revenue . See , Section VII ( B ) ( 3 ) .

or

iv
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defense of the Bank in the event that formal criminal charges

are returned . 3

During this investigation , we have located 78 accounts

connected to Munther Bilbeisi , his companies and his former

business associates Calderon , Otano , Villalba and
Gerardo

Harris , in Boca Raton , Miami , Nassau , Panama and London .

These accounts have been reviewed and analyzed in detail .

In addition , over 50 interviews of employees and non

employees have been conducted , and over 150 files , including

letter of credit files , cashier's checks and registers , and

individual and business account files have been extensively

reviewed and analyzed . The findings drawn from this effort

are submitted in this report .

Throughout this report , references are made to numerous

supporting documents . These are referenced by the term " Ex . "

followed by a number , and each such exhibit so referenced is

contained in the attached Appendix 1 . Exhibits have been

placed in Appendix 1 according to number . These exhibits

3Throughout the investigation the Bank has repeatedly
offered to cooperate with the government . In this

connection , efforts were made to convince the government that

the Bank is a " reformed" institution which wants culpable
employees removed even more than the government . In

response , the government suggested that if the Bank

serious it would begin to investigate and correct internal
abuses itself . This suggestion itself prompted in part the

current internal inquiry .

were
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include other reports and memoranda generated during the

inquiry , as well as specific bank documents and interviews .

Additional
pertinent

information is contained in

Appendices to this Report numbered 2 through 5 . From time to

time , reference is made to
these Appendices by the term

" App . " followed by the appropriate number .

Appendix 2 provides information concerning letters of

credit relating to Munther Bilbeisi and his companies ,

Coffee , Inc. and Orion Systems ( Panama ) , S.A. The first part1

of this Appendix lists specific cumulative data for all of

these letters of credit . The second part of this Appendix

examines these transactions by each individual letter of

credit according to various categories such as : letter of

credit number : opening date ; closing date ; beneficiary :

identity of merchandise and destination ; opening fees ; face

amount ; Bank payments ; and SO on . Reference to these

portions of Appendix 2 provides pertinent letter of credit

information " at a glance . "

Appendix 3 provides an account summary identifying

specific accounts relevant to this Report . Our investigation

has identified seventy-eight separate Bilbeisi -related bank

accounts . These were active at various times ataccounts

separate BCC branches in Miami , Boca Raton , Nassau , Panama

vi

1
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and London between 1982 and 1988 . A " Bilbeisi - related

account " is one which is : ( 1 ) in the name of Munther

Bilbeisi ; ( 2 ) in the name of a company owned or controlled by

Bilbeisi ( e.g. , Orion Systems ( Panama ) , S.A. , Coffee , Inc. ,

Mura International , Containers International , Inc. ,

consolidated Trailers , Inc. , and International Chassis ,

Inc. ) ; ( 3 ) in the name of a Munther Bilbeisi associate ( e.g. ,

Steven Calderon , Joseph villalba , Jose Otano , Gerardo

Harris ) ; or ( 4 ) in the name of a company owned or controlled

by a Bilbeisi associate ( e.g. , Labaro , S.A. , Franjuli , S.A. ,

Chevere , S.A. , consolidated Brokers International ,

International Equipment , Ltd. , Consolidated Trailers , Ltd. ,

International Chassis , Ltd. ) .

Appendix provides
a flavor for the quantity of

account activity of forty of the most significant demand ,

deposit and loan accounts included in Appendix 3 . For these

accounts , Appendix 4 summarizes account activity for each

year the account was active in terms of total deposits , total

withdrawals and balance at year -end .

Appendix 5 provides a day - by -day chronology of events

relating to this Report
between 1982 and 1989 . The

chronology includes pertinent transactions from the Bilbeisi

related accounts listed in Appendix 2 .
These transactions

vii
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are identified by account number , preceded by the first

letter of the location of the
BCC office involved .. For

example , " M01000662" indicates a Miami account ; "N03000542 " a

Nassau account ; " B01000520 " a Boca Raton account ; and SO

forth . An examination of Appendices 2 through 4 prior to a

review of the chronology in Appendix 5 will greatly assist in

understanding the significance of the events reported in the s
e
r

chronology .

di

Finally , it should be made clear that although this

report contains our conclusions and analyses , it may need to

be supplemented in the future . A number of key witnesses

have refused thus far to speak with us , largely because they

themselves are either under government investigation or have

agreed to cooperate with the government . Our attempts to

meet with these individuals will continue , and depending upon

and their statements , the · conclusions and

analyses contained herein may have to be supplemented or

wrie

our success

Tork

changed .

dare

dire

viii
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II . SUMARY

Our investigation indicates that the Latin American

Regional Office , the Miami Agency and the Boca Raton Agency

essentially constituted a " bank within a bank , " frequently

engaging in transactions without the approval and without

even the knowledge of BCC'S London management . Effective

supervision by BCC management in London was repeatedly

thwarted by the frequent failure and refusal of the Latin

American Regional Office to report its activities , and when

it did report , by its failure to do so accurately .

This " bank within a bank " was controlled and operated

by Latin American Regional Office manager A. R. Sakhia . He

served as the highest ranking BCC officer in Miami from the

to

opening of the Miami Agency and the Regional Office in May ,

1982 until February , 1987 when he was transferred New

York . Sakhia maintained strict control over not only the

Regional Office , but the Miami and Boca Raton Agencies as

well . No Agency or Regional Office employee or officer , up

to and including the various managers of the Miami Agency ,

dared to question his directives and decisions . These

directives and decisions involved every aspect of every

transaction involving any significant customer whom Sakhia

1
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decided to " accommodate , " including in particular Munther

Bilbeisi and his partners , Steven Calderon , Jose Otano and

Joseph Villalba .

Sakhia exercised his control through employees such as

M. U.
Rehman in the Regional Office , Nadim Hasan at the Boca

Raton Agency and Hamid Khan in the Miami Agency Letter of

Credit Department . It was through these and other employees

that Sakhia's orders were issued or his instructions carried

out . The direct communication between these employees and

Sakhia enabled him to totally ignore the normal chain of

command within the Bank and to engage in transactions which

were contrary to established London management policies .

The methods of operation engaged in by Sakhia and his

assistants are eloquently demonstrated by the relationship

with Bilbeisi and his partners . Their activities with the

Bilbeisi group were so well -concealed from the Bank's

management in London and SO violative
2

of the Bank's

as

procedures and policies as to make it unfair to characterize

the situation a relationship between Bilbeisi and BCC

itself . While the official relationship may technically have

been with BCC , a practical matter Bilbeisi , Calderon ,

Otano and villalba dealing with the " bank within

as

were a

bank" run by Sakhia .

2
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Between 1982 and 1986 Munther Bilbeisi. and his

partners , Calderon , Otano and Villalba operated a smuggling

operation . This fact has
been established by the Sworn

admissions of two of that operation's members , Louis Altemar

and Jay Anthony Aramburo . The operation was run through two

companies owned by Bilbeisi : Coffee , Inc. and Orion Systems

( Panama ) , S.A. Through these corporations Bilbeisi and his

partners smuggled coffee from Central America into the United

States between 1982 and 1986 . This was done to avoid export

restrictions , fees and taxes in Central America and to avoid

U. S. coffee import quotas and sanitation inspections in the

U. S. It is by no means certain that coffee was the only

commodity Smuggled into the U. S. by these individuals .

While we have found no direct evidence of drug trafficking ,

the smuggling operation could easily have accommodated itself

to this , and the amounts of money flowing through and between

a

Bilbeisi , Calderon , Otano , Villalba and their corporate

accounts , plus their connections to Manuel Noriega , lend

degree of circumstantial support to this possibility .

As with any smuggling operation , the operatives had

several essential needs : they required a secure , safe system

of financing their transactions ; they needed appropriate

extensions of credit in the form of loans and overdrafts

3
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toowithout much formality ; and they required a flexible

system of payments to their foreign associates in Central

America , whether by wire transfer or cashier's check or both .

Moreover , their import and shipping documents

necessarily incomplete or defective , and the smugglers

needed unquestioning acceptance of these items in order to

insure prompt , safe payment to their associates in Central

were

SO

America . The BCC Miami and Boca Raton Agencies ( or , more

accurately , Sakhia's "bank within a bank " ) accommodated these

needs .

First , in December , 1983 , the Boca Raton Agency

( directly through Nadim Hasan and A. R. Sakhia ) issued three

loans to three other recently formed Bilbeisi companies in

the total of US $ 2.5 million . This loan was madeamount

without security , the proceeds were disbursed without the 2:

knowledge or approval of the Central Credit Committee in

London , and the amount was beyond the authorized loan limits
ST

of both Hasan and Sakhia . Moreover , although the stated

to two

purpose for the loan was for corporate " working capital , " the

proceeds were surreptitiously transferred Bilbeisi

personal accounts in the Panama Agency (which held US$ 1.5

million of the loan proceeds ) and the Nassau Agency (which

held US $ 1 million of the loan proceeds ) , thereby opening the

2

4
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door to corporate money laundering and tax evasion for each

asof the Bilbeisi companies involved as well for Bilbeisi

himself . The Nassau Agency was , at the time , located in

Miami and thus directly under Sakhia's supervision . The

Panama Agency at the time was managed by Amjad Awan , whom the

U. S. government has characterized as Manuel Noriega's

"personal banker . "

These funds particularly the US$ 1.5 million placed in

the Panama Agency may have acted as some form of security

or collateral for other activities involving Gerardo Harris ,

an associate and a confidante of Manuel Noriega . The loan

proceeds were placed in Bilbeisi's accounts in Panama and

Nassau in December , 1983 . Shortly thereafter , Bilbeisi

applied for four letters of credit with a face value of over

US $ 6 million . of this , over US $ 4 million was paid , directly

or indirectly , to various persons and companies identified by

the U. S. government
as being closely connected with or

controlled by Manuel Noriega . During the same period ,

Bilbeisi directly paid over US $800,000 to Gerardo Harris .

Almost immediately after all these payments were made , the

US$ 1.5 million in Boca Raton loan proceeds were transferred

back to the Boca Raton Agency , where they were held in

another Bilbeisi personal account until August 1 , 1984 , when

5
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the money
was used to repay the original " working capital"

loan .

The timing of the payments in comparison to the

movement of the loan proceeds gives rise to the distinct

possibility that Bilbeisi was required by Harris or even

Noriega to put up " front money " as security for some sort of

business transaction , and that the Bank . That the loan

proceeds were never used at all , and only sat in a Panama

same was
Agency personal account during the time Bilbeisi

paying millions to Noriega-related businesses and persons

only lends credibility to this possibility .

Second , the Miami Agency consistently extended the

credit essential to the financing of the Bilbeisi smuggling

operation . In fact , on a number of occasions when Bilbeisi's

were completely encumbered by existing debt , Khanassets

with Sakhia's approval
- gave Bilbeisi credit for hundreds of

thousands of dollars worth of post-dated checks . These and

other extensions of credit were over and above Bilbeisi's

collateral and usually beyond any credit facility approved by

the Central Credit Committee in London .

The first credit facility submitted to and approved by

the Central Credit Committee in London contained misleading

information which concealed the true nature of Bilbeisi's

6
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business and prevented any effective London management

supervision of the transactions with Bilbeisi and his

associates throughout
1984 . In particular , the Regional

office concealed the fact that Bilbeisi was even in the

coffee business , stating instead that he was involved in real

estate and the import of Persian carpets . At the same time

the Miami Agency had just been defrauded of US $ 5 million by

Alberto Duque and his General Coffee company in connection

with fraudulent coffee imports . London aware of thiswas

loss , and by hiding Bilbeisi's actual business from London

the Regional Office effectively avoided unwanted attention

and supervision over a series of business transactions which

London would have immediately recognized as very risky .

to more

Later internal audits disclosed Bilbeisi's real business , to

London's alarm and surprise . Attempts were made in February ,

1985 by London , and in particular by then Internal Audit

Chief · Saleem siddiqi , closely supervise these

transactions . These efforts were thwarted by subsequent

credit line proposals which , while more or less accurately

describing the nature of Bilbeisi's coffee business ( but , of

course , never characterizing it a smuggling operation ) ,

consistently overstated the security for the credit facility

requested and understated Bilbeisi's existing indebtedness to

as

7
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the Bank . It is to the credit of the Bank's Internal Audit

Chief , Saleem Siddiqi , that he was able to discover at least

part of the truth about the activities in Miami and that when

he did , he took immediate action . It was only through the

continuing manipulations of A. R. Sakhia and his assistants

that Mr. Siddiqi was thwarted in these attempts .

Third , the Miami Agency issued twenty-seven letters of

credit for Bilbeisi's coffee purchases between 1982 and 1986 .

Although the face amount of these letters of credit was over

US $79 million , only about US $ 8.5 million was ever disbursed .

Seventeen letters of credit issued for Bilbeisi's companies

were uniformly cancelled without any disbursements at all .

Subsequently , Bilbeisi used cashier's checks to pay for his

operation , and the Boca Raton and Miami Agencies obligingly

issued dozens of cashier's checks at a time for Bilbeisi , all

of them payable to the same persons and in the same amounts .

For example , in March , 1986 , the Miami Agency issued thirty

one cashier's checks at Bilbeisi's instructions , each payable

to Louis Altemar , thirty of them in the amount of $25,000

each . Although all of these were ostensibly for coffee

purchases , some of them found their way back into Bilbeisi's

own corporate accounts , thereby opening the door to

8
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allegations of Bank complicity in money laundering and income

tax evasion by Bilbeisi and his companies .

It appears that Bilbeisi was using letters of credit

issued by the Miami Agency not so much to pay for coffee as

to provide himself and his agents with a legitimate presence

in Central American countries , where coffee buyers were

nor

required to have proof of financing for purposes of exchange

control . In any case , neither Hamid Khan any of his

superiors questioned Bilbeisi about why he opened seventeen

letters of credit , at cost to himself of over US $40,000 ,a

and then cancelled them .

Fourth , סת those letters of credit involving actual

for were

disbursements by the Bank the essential documents necessary

payment consistently and seriously defective .

Essential documents were almost invariably missing ,

incomplete or contradictory , yet in every instance these

discrepancies
" waived " by Bilbeisi and payment

unquestioningly made by the Miami Agency . Had any questions

been asked , the answers might arguably have warned the Bank

about Bilbeisi's smuggling activities and the perception of

were was

the Bank's involvement in them ., Apparently no such questions

were ever asked . More importantly , Bilbeisi's " waivers " of

document discrepancies was often based on the fact that the

9
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coffee was already in Bilbeisi's possession . Since the

merchandise could not legally clear U.
S. Customs without the

presence of these documents or а shipping guarantee ,

Bilbeisi's possession of the coffee prior to their presenta

tion to and approval by the Bank could also arguably have

put the Bank on notice that Bilbeisi was engaged in illegal

smuggling activities . At the very least , this , too , ought to

have raised questions, but apparently none were ever asked .

Hamid Khan was generally able to ignore the various U.

toS. Customs requirements relating quotas and sanitary

inspections because , according to every letter of credit , the

ultimate port of destination was either Aqaba , Jordan
or

Latakia , Syria . Miami was only a transshipment point , and

thus Khan would be able to argue that U. s . Customs regula

tions were inapplicable . In the two isolated instances when

a letter of credit was amended to actually show Miamí as the

port of destination , Khan was at great pains to establish

that the Bank was not responsible for monitoring quota

restrictions or sanitary inspection requirements .
In the

process , however , he demonstrated his clear knowledge of

these requirements .
In any case , the Bank's own documents

reveal that , regardless of the destination stated on the

letters of credit , the coffee was actually being sold in the

10
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U. s . to U. S. coffee companies . Neither Khan nor any other

such

come to

employee ever asked Bilbeisi about this . Again , had

questions been asked , the entire scheme may have

light and the Bank might have severed its relationship with

Bilbeisi .

Other " accommodations" made to Bilbeisi were the

surreptitious transfer of funds for the express purpose of

hiding them . This was done in September , 1984 by transfers

from the Miami Agency to the Nassau Agency of funds in excess

of US$1.5 million . At the time , the Nassau Agency was

physically located in the Miami office , and the transfers

were in fact from one desk in the Miami office to another .

These transfers were made for the purpose of hiding

assetsBilbeisi's corporate from his estranged wife , In

addition , both the Boca Raton and Miami Agencies made cash

available to Bilbeisi from his various corporate accounts in

what could also be characterized as a surreptitious manner .

In some instances the required forms reporting cash trans

actions over US$10,000
were not filed . These types of

transactions , which conducted through the Bank's

internal accounts and could not have been done without the

active assistance and involvement of Bank employees , them

selves created the opportunity for

were

extensive tax fraud and

11



204

CONTENTS COVERED BY ATTORNEY - CLIENT

PRIVILEGE AND WORK PRODUCT DOCTRINE

tax evasion by Bilbeisi , his companies and his partners , and

thus they potentially implicate the Bank itself .

After continuing these operations on a consistent basis

for a period of four years , U. S. prosecutors could now argue

that the Bank's accommodating methods of financing Bilbeisi

and the Bank's unquestioning servicing of his letters of

credit evidence the Bank's own awareness of Bilbeisi's

smuggling operation and the Bank's complicity in it .

Bilbeisi's " waivers " based upon his possession of the coffee ,

the constantly defective and contradictory documents , the

false ports of destination , and the accommodating extensions

of credit which themselves exposed the Bank , could all

arguably be seen as evidence of the Bank's knowing

assistance of the Bilbeisi smuggling operation . Thus ,

although we have found no direct evidence that any
Bank

employee actually knew that Bilbeisi - was smuggling coffee ( or

other commodities ) into the U. S. , prosecutors could argue

from these overall circumstances that
Bank employees ( and

therefore the Bank itself ) did in fact know .

Sakhia's lessons in " accommodating" major customers

were well -learned by Nadim Hasan , who , as manager of the Boca

Agency , " serviced " Bilbeisi's partners . It was
Raton

directly through Hasan that Bilbeisi's partners , Calderon ,

(

12
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Otano and villalba opened three Panamanian " shelf "

corporation accounts with BCC in London , in the names of

Franjuli , S.A. , Chevere , S.A. and Labaro , S.A. These

accounts appear to have been
opened for the purpose of

evading u . s . taxes , and Calderon , Otano and Villalba were

personally serviced by Majaz Malik , the manager of the Swiss

cottage branch in London . Malik admitted he knew that the

corporations were " shelf" corporations which did no business

and that their accounts had been opened for " tax purposes ,"

but felt that his customers ' attempts to evade U.
S. taxes

were not his concern . His actions could easily be charac

terized by prosecutors as demonstrating his membership in a

conspiracy with Calderon , Otano and Villalba to impede the

Internal Revenue Service and prevent the collection of taxes

from Bilbeisi's associates , and thus his actions could

implicate the Bank itself . That all of Malik's acts occurred

in England affords the Bank no defense .

Hasan's and Malik's activities were not confined to

just these corporate accounts . At Malik's direct urging ,

Calderon , otano and Villalba opened nine personal accounts at

Malik's Swiss Cottage Branch within several months of opening

the three corporate accounts . These personal accounts were

then used for the issuance of bank guarantees from Swiss

13
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Cottage , securing millions of dollars in loans issued at both

Suchthe Boca Raton Agency and the Swiss Cottage branch .

" cash collateralized " , loans considered byare
U. S.

prosecutors and investigators to be major indicators of tax

evasion .

Calderon , otano and Villalba were key members of the

Bilbeisi smuggling operation until they apparently broke with

him in late 1985 . After that it is unclear just what

business they were but whatever it it generatedin , was

millions of dollars for them , which they deposited in their

BCC accounts . After breaking with Bilbeisi , they opened

another Swiss Cottage account for a corporation they jointly

owned , commodity Brokers International . This corporation

maintained another account at BCC colon , and millions of

dollars were transferred between these two accounts and all

the other Calderon , otano and Villalba personal and corporate

accounts between 1986 and 1989 . These circular transfers

themselves could be considered as suspicious by prosecutors

and investigators , and be viewed indicators of

illegal money laundering . In addition to the millions of

even as

dollars transferred to , from , among and between all of the

Swiss Cottage and Panama accounts held by Calderon , Otano and

Villalba , large transfers were also made by them to Gerardo

14
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Harris , Manuel Noriega's associate . Instructions issued to

the Panama Agency by Calderon , Otano and Villalba directly

authorized transfers to and from their accounts upon the

instructions of Majaz Malik , among others . Since the Swiss

cottage personal account
s secret " manager's ledger"were

accounts personally supervised by Malik , these instructions

as well as Malik's personal involvement with the circular

transfer of the funds among the accounts and his awareness of

the "tax purposes " of the accounts could implicate the Bank

itself in conspiracy charges relating to
tax evasion and

money laundering by Calderon , otano and Villalba .

Another account under IRS investigation , far smaller

and less questionable than those of Bilbeisi , Calderon , Otano

and Villalba , is that of Heather Wyser-Pratte . In 1983 she

opened an account at the Cromwell Road branch , which was

moved in 1988 to the Regent Street branch in London .
The

initial account at Cromwell Road was a time deposit account

opened by her through · Nadim Hasan in the amount of

US$600,000 . Apparently , Pratte did not pay tax on the

interest earned on this account and failed to disclose its

existence to the IRS between 1983 and 1989 . Pratte has

claimed that she thought she had opened " interest

earning tax - exempt " account , and that she had been told this

an

15
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by a BCC officer whose name she cannot now remember . Since

the prosecutors and investigators already suspect BCC of

actually advising its customers about the means and methods

of avoiding and evading income taxes , it is possible that

they will consider the Pratte account yet another example of

the Bank , through Nadim Hasan , conspiring with a U. S.

taxpayer to evade taxes and impede the IRS .

S.The attitude of U. prosecutors and investigators

toward the Bank is very unfavorable . They incorrectly and

unfairly view its management as condoning and encouraging

Bank employees in advising and assisting customers in money

laundering and tax evasion . a result of this attitude ,As

the transactions engaged in by the Bank on behalf of

Bilbeisi , Calderon , Otano , Villalba and Pratte could possibly

be interpreted as evidence of a conspiracy between the Bank

and its customers to , among other things : smuggle goods into

the U. S .; make false statements to U. s . agencies and

departments ; launder money derived from smuggling ; fail to

file reports of cash transactions over US $ 10,000 ; violate the

U. S. money laundering statute ; evade U. s . taxes ; and impede

the Internal Revenue Service in the performance of its lawful

functions . Essentially , the activities of the members of the

" bank within a bank" between 1982 and 1988 could criminally

16
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implicate BCC in the U. S.

3
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III . MUNTHER BILBEISI

A. BACKGROUND : Munther Bilbeisi is a 60 -year old

Jordanian citizen who was born on July 23 , 1930 in Amman ,

Jordan . He entered the United States December , 1976 and

received permanent resident status sometime in 1977 .

Bilbeisi currently resides in Amman , Jordan and London ,

England , and during his residence in the United States he

lived in Boca Raton , Florida .

B. BILBEISI ASSETS : Munther Bilbeisi's family is

reported to be one of the wealthiest in Jordan . His father ,

Ismail Bilbeisi , formed Ismail Bilbeisi and
Co. , Ltd. ,

headquartered in Amman , and this company reportedly acts as

exclusive General Agents for Toyota in Jordan ,
as well as

General Agents for Panasonic Radio and British Petroleum

Products . Ismail Bilbeisi , one of the largest landowners of

commercial, residential and farm properties in Jordan , died

in December , 1977 , leaving his entire business and estate to

his six children , each of whom reportedly inherited a one

sixth interest . Munther Bilbeisi estimated the 1983 value of

his share of Ismail Bilbeisi and Co. at US $ 16 million , and

his share of the real estate holdings at US $ 27 million .

This information is based upon an individual Statement of

18
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Assets and Liabilities compiled in November , 1983 by Munther

Bilbeisi's outside accountant , Kenneth Grushoff . Ex . 1 .

Grushoff's report further identified Munther Bilbeisi's

net worth in the United States at US $ 3.5 million , consisting

of mortgaged and unmortgaged land in the Boca Raton , Florida ,

area , eight cars and a 48- foot yacht .

Grushoff further reported approximately US $ 1.4 million

in assets held by Munther Bilbeisi in the United Kingdom ,

consisting of five automobiles and real estate , and assets

held by Bilbeisi in Spain consisting of five more automobiles

( value US $245,000 ) and real estate ( value 153 million

Spanish pesetas ) .

To our knowledge , Grushoff's Statement of Assets and

Liabilities has never been independently corroborated , and

Munther Bilbeisi has never submitted any audited financial

orreports documents to substantiate his wealth , despite

several requests to do so by the Bank . 4

Munther Bilbeisi's banking interests during the period

covered by this report ( 1982 through 1989 ) include accounts

at Banque de Paris et des Pay-Bas ( Suisse ) and the Arab Bank

was4The Central Credit Committee presented annual

credit line proposals ( "CLP's" ) by the Latin American

Regional Office for Bilbeisi and his companies . Each

indicated that financials had been requested , but the files
reveal no such financials ever having been delivered . Ex . 2 .
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:

( overseas ) , both in Geneva , Switzerland.5 In addition , he

maintained accounts with the Arab Bank Limited and Grindlay's

Bank in Amman , Jordan , as well as at BCC in London , Nassau ,

Panama , Miami , Boca Raton and Amman . 6 one of his companies ,

Coffee , Inc. , maintained accounts at the Atlantic Bank in

Boca Ra on , Florida , as well as at BCC in Boca Raton , ni

and Nassau . Other companies owned or controlled by Bilbeisi

also kept accounts at BCC Miami , Boca Raton , or Nassau .

Bilbeisi's associates also maintained substantial accounts

with BCC London and Panama . See , Section IV B , C and D.

C. BILBEISI BUSINESS INTERESTS : Munther Bilbeisi's

business interests appear to be extensive . BCC Miami files

indicate that at least in 1988-89 he was involved in the

international sale of helicopters between Jordan and

Guatemala . It has been alleged that Bilbeisi is in fact an

1

as

5 Detailed information concerning these accounts is

unavailable . However , Munther Bilbeisi maintained assets of

between U.S. $ 1.8 and $2.5 million at the Arab Bank ,

reflected in the various letters of guaranty issued by that

bank to BCC in Bilbeisi's behalf .

6Munther Bilbeisi's brother , Fakhri Bilbeisi , is

currently the Country Manager of BCC in Jordan ; prior to

that position he was manager of the BCC Agency in Amman .

Ismail Bilbeisi & Co. also maintained extensive banking

contacts with BCC Amman . As of December 31 , 1983 , that

company as well as other family members held a credit line of

US $6.6 million , and had outstanding debts to that Agency of

US $9.3 million . Ex . 51 .
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arms adealer , fact which Bilbeisi has vehemently denied

under oath in a deposition taken in Miami on May 19 , 1990.7

Dx . 3 . In the unsubstantiated Grushoff Statement of Assets

and Liabilities , Bilbeisi described himself as doing ,

occasion , " Jordanian government contracts a supplier of

" on

as

commodities such as cement , foodstuffs and livestock , as well

as the purchase of "distressed merchandise " exported to

Jordan and Saudi Arabia .

other businesses with which Bilbeisi has been

areidentified " real estate and the import of Persian

carpets . " This information was reported on the "New. Proposal

for Central Credit Committee Meeting" submitted by the Latin

American Regional Office in Miami in January , 1984 , and aside

from the fact that Bilbeisi owns real estate , it is almost

certainly incorrect in its description of his business . 8
Ex .

51 .

case7this deposition was taken in the of Nicholas

collwyn Sturge V. Coffee, Inc., and involves an insurance

claim filed by coffee , Inc. with Lloyds of London for

U.S. $3.5 million based upon an alleged " switch " " of insured

coffee being transported by Coffee , Inc. from Guatemala to

the United States in 1986 .

8 Throughout our investigation have uncovered

absolutely no indication that Bilbeisi is involved in the

real estate business or the import of Persian carpets, and no

bank files made available to us ( including the

unsubstantiated Grushoff Statement of Assets and Liabilities )

support that statement .
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Bilbeisi has only three types of businesses which we

have been able to independently verify : ( 1 ) arms dealing , at

least in 1988-89 ; ( 2 ) rental of international shipping

trailers and containers through Container International

Transport Limited , Inc. , International chassis Transportation

Systems , Inc. , and Consolidated Trailers , Inc. ; 9 and ( 3 ) thei

export of coffee beans from Central America to the United

States . It is Munther Bilbeisi's coffee business which is at

the core of his relationship with Bcc in Miami .

D. BILBEISI COFFEE SMUGGLING OPERATION :
Munther

Bilbeisi's coffee operation intimately involves two companies

directly controlled by him . The first and most important is

Coffee , Inc. , a Florida corporation formed in September 1983

for the business of importing coffee from Central America .

Ex . 4 . Coffee , Inc. is still in business and its headquar

ters are now located at Bilbeisi's former residence , 701

Sanctuary Drive , Boca Raton , Florida . Munther Bilbeisi is

President and Director of this andcompany , Gloria

' Each of these companies were incorporated in Florida in

November , 1983 , shortly before receiving large loans from the

Boca Raton Agency in December , 1983 . Each was involuntarily

dissolved in November , 1984 , but apparently continued to do

business as limited partnerships until December , 1984 . At

that time Bilbeisi's interest in them was sold to his part

ners , Steve Calderon , Joseph Villalba and Jose Otano, who

continued their operations while receiving additional loans

from the Boca Raton Agency secured by deposits in BCC London .
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Delgaudio , a Coffee Inc. employee , is the corporate Secretary

and Treasurer . The second corporation is orion Systems

( Panama ) , S.A. , a Panamanian corporation . Orion was formed

by Bilbeisi prior to Coffee , Inc. , and it , too , was in the

business of buying and selling coffee . Ex . 5 . When Coffee ,

Inc. was established Bilbeisi combined the activities of the

two companies under one accounting and tax reporting system .

Bilbeisi's coffee transactions constituted a massive

smuggling operation of coffee from various Central American

countries into the United States . 6 . Bilbeisi'sEx .

principal associates in this endeavor were Steven Calderon ,

Jose Otano and Joseph Villalba , each of whom played a key

role in the business and also maintained substantial and very

active accounts with BCC in London and Panama . The smuggling

operation was in place from about mid-1983 through late 1986 ,

when a disastrous fall in coffee prices essentially drove

Bilbeisi out of business .

Bilbeisi's key associates in this operation , Steven

calderon , Jose Otano and Joseph Villalba , each held important

positions with the coordinated Caribbean Transport Shipping

Line ( " CCT" ) . Otano in charge of Central and South

American shipments for CCT ; Calderon was Vice President of

Operations for CCT and the direct supervisor of Jay Anthony

was
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Aramburo , a key functionary in New Orleans ; and Villalba was

in charge of in-bound shipments for CCT . Ex . 6 . These

individuals were perfectly positioned to insure a successful

smuggling operation , and were essential to Bilbeisi's scheme .

They worked with him from at least 1983 through late 1985 , at

which time , apparently due to a financial dispute , they broke

with Bilbeisi and reportedly engaged in their Own import

transactions ,
the nature of which are unclear . Munther

Bilbeisi continued in coffee smuggling after they broke with

him in 1985 , but on a reduced basis until late 1986 or early

1987 when low coffee prices basically drove him out of the

business .

Munther Bilbeisi maintained " agents " in various Central

American countries , in particular Guatemala ( Humberto

( ElioHernandez and Wallace Pappadopolo ) and Honduras

Ordonez , Manuel Davila , and Arnulfo Andara Flores ) . 10 Each

of these " agents , " with the possible exception of Davila ,

were local employees of CCT .

10 There was also a direct connection between Munther

Bilbeisi and Gerardo Harris , the former Vice-Minister of

Treasury under the Noriega regime in Panama . Harris knew

Bilbeisi , and put him together with Carlos Dubon , a former

government official under the Samosa regime in Nicaragua , for

several " coffee deals " out of Honduras in 1985 . Ex . 7 . For

more detailed review of the possible connection between

Bilbeisi and Noriega , see Section II J.

a
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as

These and other "agents " arranged for the purchase in

these countries of coffee known " resaca , " generally

considered to be sub - standard grade prohibited from export .

This coffee was smuggled out of Central America on board

ships usually owned by the CCT Line . Arrangements were made

at the central American port of embarkation for the coffee to

be loaded into large containers and put on board a cct ship .

This involved the active assistance of cct officers Calderon ,

.otano and Villalba , as well as of local Central American port

officials . D. 6 .

According to the sworn testimony of Jay Anthony

Aramburo and others, the coffee was loaded and transported to

the U.S. by means of " short shipping , " which means that the

coffee was listed on the ship's manifest but was shown as not

having arrived at the port on time and therefore not put on

board the ship . In fact , the coffee was put on board the

ship in specially marked containers . Once the ship left port

with the coffee successfully smuggled aboard , a CCT contact

in a United States port was notified . Ex . 6 .

One such contact , Jay Anthony Aramburo , a CCT employee ,

was located in the Port of New Orleans and his operation is

typical of the overall smuggling scheme . Prior to the

arrival of the smuggled coffee , Aramburo would be called by
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Elio Ordonez , or one of Bilbeisi's other " agents , " who would

report to him the departure of the coffee , the ship's name

and the identifying numbers
of the containers holding the

smuggled coffee . The " agent" would then send the bills of

lading and a list of the containers to be identified as

" short shipped . "
When the ship , arrived in New Orleans ,

Aramburo Would amend the ship's manifest to show that the

Incontainers holding the coffee had not been put on board .

this way , Bilbeisi avoided the requirement of sanitary

inspections for imported consumable products as well as the

coffee import quotas . This would successfully avoid any

U.S. Customs Service clearance and inspection
of those

to

containers . In the meantime the negotiable bills of lading

had been sent the Miami Agency in order to arrange for

payment through Bilbeisi's various letters of credit . 11

Ву of this smuggling operation , unexportablemeans

" resaca " coffee was exported from Central America without the

payment of taxes or other fees in the exporting countries ,

means was111t is by no clear that coffee the only

substance smuggled by Bilbeisi and his partners into the
United States in this manner , and it is possible that the

marked containers also held other materials , possibly even
illegal drugs . The method of operation , the countries

involved and their proximity to narcotic source and transit
countries such as colombia and Panama , the amounts of money
involved reflected in various bank accounts and the

movement of those funds clearly indicate this possibility .

as

26
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and imported into the United States without sanitary

inspection or the restrictions of the coffee quota imposed by

United States membership in the International Coffee

Organization .

Coffee was imported via New Orleans , Miami and Tampa .

Whatever port it entered through , however , it all ultimately

came to Miami , where it was rebagged and fraudulently marked

as a higher grade . Ex . 6 . This rebagging took place at Twin

Terminals Warehouse , storage facility for imports being

unloaded in Miami . After being rebagged and marked

a

at a

an inflatedhigher grade , the coffee was generally sold at

price to Chase & Sanborn or Chock Full O'Nuts . 12 Part of the

operation included the payment of alleged " kickbacks" in the

form of " commissions" to such persons as Arthur Berman

( President of chock Full O'Nuts and Vice President of General

coffee ) and Frank Aravelo , operator of Twin Terminals for his

help in rebagging coffee . Ex . 8 .

The Bank's role in this smuggling operation consisted

of : ( 1 ) opening letters of credit for coffee , Inc. by means

of which Bilbeisi financed his coffee purchases and gained

were

As

12 These corporations
subsidiaries of General

Coffee , an entity owned and controlled by Alberto Duque .

will be noted below , General Coffee and Duque defrauded BCC

of over U.S. $5 million . See pp . 82 , 83 .
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legitimate admission into Guatemala and Honduras ; ( 2 )

extending credit to Bilbeisi and Coffee , Inc. in order to

finance the letters of credit ; and ( 3 ) issuing numerous ,

samelarge , consecutively numbered cashier's checks to the

payee which were ostensibly used to pay for coffee purchases

in Central America ( and according to Louis Altemar , a former

member of the
smuggling operation , also to bribe local

officials as necessary or to
pay " kickbacks " and

" Commissions " ) . There is no direct evidence that the Bank ,

through any of its officers or employees , knew that

Bilbeisi's coffee business was a smuggling operation ,

although as noted in Section III ( I ) ( 6 ) below there are

grounds to claim that the Bank should have known , and grounds

from which it can be inferred that the Bank was in fact fully

aware .

E. BILBEISI RELATIONSHIP WITH BCC : Munther Bilbeisi's

relationship with BCC Miami began in 1982 , when he opened

his first individual account .
13

Since that time , and up to

early 1989 , the relationship between Bilbeisi and the Bank

can best be described as very close .

13Bilbeisi maintained accounts with BCC in Jordan and

other Agencies prior to his relationship with BCC in the

United States .
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Bilbeisi was originally " marketed " for the Miami Agency

wasby Nasim Farooqi, who in charge of marketing in 1982 .

Originally , the Miami Agency had received a remittance for

Bilbeisi , and this personally delivered to him bywas

Farooqi . As a result of Farooqi's efforts , Bilbeisi became

an extremely active customer of the Bank . Ex . 9 .

As Bilbeisi did more and more business with BCC in

Miami ( accounts and letters of credit ) and Boca Raton

a

When

( accounts and corporate loans ) , he came to be treated as

special customer who required special handling .

Bilbeisi had a question , need or problem , he was allowed to

go directly to whomever he chose and at his own convenience .

Bank employees have variously described his demeanor as

demanding , loud , argumentative , intimidating and condes

overcending to low lovel employees . Nevertheless , the

years he developed a close personal relationship with Nadim

Hasan , the Manager of the Boca Raton Agency and close

associate of Regional Manager A. R. Sakhia , and frequently

invited Hasan to his home for social as well as business

purposes . Ex . 10 .

In the area of letters of credit , Bilbeisi worked

directly with Hamid Khan ,
who was in charge of the Miami

Letter of credit Department from mid- 1983 through 1986 , the
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period of Bilbeisi's greatest letter of credit activity . In

fact , Khan has been described as Bilbeisi's " advisor " on

banking and financial matters . This relationship with Khan

was not
exclusively business oriented , however , since

Bilbeisi on occasion entertained Khan and his guests on

Bilbeisi's yacht , Ex . 11 , 12 , and apparently did at least one

personal financial favor for Khan .
14

Bilbeisi also worked

directly with Hassan Parvez , Miami Agency Manager from 1984

through 1988 , with Boca Raton Agency Manager Nadim Hasan , and

with A. R. Sakhia , the Latin American Regional Manager , to

each of whom he had unrestricted direct access .

Bilbeisi's direct relationship with these individuals ,

and especially with Sakhia , was crucial to Bilbeisi's overall

relationship with the Bank . All of the officers and

employees we have interviewed have asserted that Sakhia , as

Regional Manager , was in fact the real manager of the Miami

Agency . He kept fully informed of all of the Agency's

operations and actually exercised direct control over that

Agency , even to the extent of completely by-passing the

various Agency Managers and issuing direct orders to Agency

officers and employees . Ex . 13 . Management of the Agency by

its titular managers was in name only . Sakhia exercised

14 See pp . 161-162 below .
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direct control , and nothing was done by the Agency's or the

Region's officers without his direct knowledge . Ex . 14 .

According to several Bank employees , Nadim Hasan , was

Sakhia's close associate and right hand man in Miami , which

enabled Sakhia to maintain the same degree of control in the

Boca Raton Agency . See , Section V ( A ) .

F. ALLEGATIONS BY LOUIS ALTEMAR AGAINST BILBEISI AND

BCC

Louis C. Altemar is a native of Haiti who was first an

employee and then a business associate of Munther Bilbeisi

between 1976 to 1988 . Ex . 15 .

Until late 1985 , Altemar served as driver , handyman and

bodyguard for Bilbeisi .

Beginning in approximately November 1985 , Bilbeisi used

Altemar agent for the purchase of coffee andas an as а

courier for money to be used to purchase that coffee . Ex .

16 . Altemar became the payee of over US $2.5 million in

cashier's checks which he distributed on behalf of

Bilbeisi . 15 In these capacities , Altemar claims to have an

on

151n 1987 and 1988 , after Bilbeisi's coffee business
ended , Altemar actively participated in the sale of certain

helicopters to Guatemala behalf of Bilbeisi and his

company Mura International . Altemar was paid a commission of

approximately US$75,000 by Bilbeisi for his services . See ,

Section III ( I ) ( 7 ) .
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intimate knowledge of Bilbeisi's businesses , Bilbeisi's

business and personal associates and his relationship with

certain officers in the Miami and Boca Raton Agencies and the

Regional office .

Altemar has become a witness against Bilbeisi and has

given statement in the current civil litigation

brought by a Lloyds of London insurance syndicate against

а Sworn

Coffee Inc. and Munther Bilbeisi ( see , footnote 7 ) .

In this statement , Altemar said that Bilbeisi's coffee

import business was in fact a smuggling operation . 16 He also

stated : " I know that Mr. Bilbeisi paid employees of
BCC

banks cash to obtain letters of credit and entertained them

at his house at the Sanctuary . " Ex . 17 .

In order to obtain further details of Altemar's

knowledge of Bilbeisi's relationship with BCC officials , he

was interviewed by BCC investigators on March 30 , 1990 .
Ex .

16 .

At that time , Mr. Altemar gave only incomplete

information and provided no substantiation to his " pay -off "

claim . He did state , however , that Munther Bilbeisi had an

" improper relationship " with five BCC officials , namely A.R.

Sworn16This statement has been corroborated by the

statements of Jay Anthony Aramburo and Carlos Dubon , both

themselves participants in the scheme .
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Sakhia , Nasim Farooqi , Hassan Parvez , Nadim Hasan and Hamid

Khan . Altemar asserted that these five officers did many

favors for Bilbeisi , and that Bilbeisi could get them to use

the Bank's money instead of his own to finance his smuggling

operations . In addition , Altemar stated that Bilbeisi could

get loans , cashier's checks , or anything else he wanted from

BCC because of his relationship with these Bank officers .

Specifically , Altemar claimed that :

( 1 ) Nasim Farooqi, who handled Bilbeisi's business at

BCC Miami in the very early years of Bilbeisi's dealings

with the Bank , had several of his American Express bills paid

by Bilbeisi , including one which Altemar recalled was in the

amount of approximately US $ 11,000 . This allegedly occurred

in 1983 and 1984 . Farooqi also was the recipient of cash

payments from Bilbeisi during this period . Altemar provided

no detail on these payments .

( 2 ) Nadim Hasan , whom Altemar described as Bilbeisi's

best friend , received frequent cash payoffs from Bilbeisi ,

including several which were allegedly witnessed by Altemar

himself at the home of Bilbeisi in Boca Raton . Altemar was

very vague with respect to how much money was involved , or

orthe frequency of the payoffs . He stated that on three

more occasions he witnessed Bilbeisi giving Hasan a " stack of
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bills , " one or

two inches high , at Bilbeisi's home . Hasan

was described by Altemar as a frequent visitor to Bilbeisi's

homes , and as a recipient of female companionship provided by

Bilbeisi .

( 3 ) Hamid Khan , whom Altemar described as also being

very close to Bilbeisi , and having done many favors' for

21
Bilbeisi at BCC , allegedly accepted money and favors from

Bilbeisi . Altemar stated that he knew of a US $2,500 check

which Bilbeisi wrote to Diane Mandarino , a former girlfriend

of Khan whom Altemar stated also had a relationship with

Bilbeisi . Altemar alleged that the check to Mandarino was a

payoff to Hamid Khan . 17 Altemar further stated that Khan

received additional cash payments from Bilbeisi , which

be

Altemar personally observed . Khan was also alleged to be a

frequent visitor to Bilbeisi's home .

( 4 ) with regard to Sakhia and Parvez , Altemar stated

that he knew of no cash payoffs , but that Parvez handled many

post-dated checks from chock Full O ' Nuts and Chase & Sanborn

for Bilbeisi , for which Bilbeisi was very grateful . 11

11

.

1

1
17the source of Altemar's knowledge about this check is

highly suspect . It is entirely possible that the attorney

for Lloyds of London was the person who showed this check to

Altemar and coached him on its alleged purpose as a Bilbeisi

payoff .

1
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Altemar's undocumented allegations about cash payoffs

to Farooqi , Nadim Hasan and Hamid Khan are difficult , if not

impossible , to corroborate , ' since the only ones who can

aretestify about them the payor ( Bilbeisi ) , the payees

(Farooqi , Hasan and Khan ) , or Altemar , the alleged witness . 18

our document review tends to confirm some portions of

Altemar's allegations , in that the five Bank officials he

named did regularly appear in Bank files as the persons who

had direct regular contact with Bilbeisi and were
the ones

who handled most of his business with the Bank , including

issuance of cashier's checks , letters of credit and loans .

Other allegations made by Altemar , however , have not

been independentlyendently corroborated . with re rd to those

allegations made by Altemar which could be investigated

further we have established that :

us . We

18Bilbeisi, Sakhia and Hasan have refused to discuss

these matters with have been unable to locate

Farooqi. Altenar , after the initial interview , has refused

to meet with us again and has failed to provide any corrobo

rating detail to support his claims . Altemar has stated that

he has " some documentation" to support his allegations , but

we have never had the opportunity to interview him in depth
again , first encountering resistance from Altemar , who

demanded payment for his time as consulting fees for his

testimony, and then having his lawyer , Nathan Diamond, refuse
to make him available for further interview because of his

impending appearance before a federal grand jury .
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( 1 ) According to confidential sources , N. Farooqi has

never had an American Express account . Thus , Altemar's

allegations regarding Bilbeisi's payment of Farooqi's

American Express account are either mistaken as to the

identity of the credit account or entirely untrue .

( 2 ) on April 14 , 1986 , a check was issued from the

Coffee Inc. account at Atlantic Bank to Diane Mandarino for

US $ 2 ,500.0
0.1

19
A notation on the check stated for " Mrs.

Hamid Khan . " At depositions recently taken in the civil

action between LLoyds of London and Bilbeisi , both Bilbeisi

and Khan provided conflicting explanations as to the purpose

19Mandarino , currently living in the Chicago , Illinois

area was formerly employed at the Citibank office in Miami .

While in Miami , she and Khan lived together from

approximately 1983 through 1987. The relationship was known

to many employees of BCC in Miami . Mandarino denied any

knowledge of payments to Khan by Bilbeisi and she further

denied any knowledge of the $ 2,500 issued in her name by

Coffee Inc. She further denied that she had endorsed such a

check and claimed any such endorsement was fraudulent .

Ex . 11 .
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of the check . 20 There is no other physical evidence of any

other payments from Bilbeisi to Khan .

on( 3 ) Louis Altemar alleged that several occasions

Bilbeisi provided female companionship for BCC officials ,

particularly Nadim Hasan . Our investigation has revealed

that Bilbeisi had two female companions who may have been

involved in this allegation . These are Tiffany Kimball and

was

as a was

Tamara Mize . Kimball identified during our interview

with Nadim Hasan young girl with whom Bilbeisi

having an affair . Hasan admitted that he had seen Kimball at

Bilbeisi's home on several occasions but denied that he had

20see footnote 93 . There is some confusion as to the

reverse side of the check . We have obtained two different

versions of the endorsement side of the check : one bears the

endorsement "For deposit only · To the Postmaster's Official

Checking Acct " ; the other bears the endorsement " Diane

Mandarino - Pay to the order of Pan American Bank N.A. " In

our interviews with Diane Mandarino she was shown both ver

sions of this check . She has denied any knowledge of the

check and has denied that she has ever endorsed any check in

the amount of $2,500 from Bilbeisi's company Coffee Inc. It

should be noted that the version of the check which bears the

Postmaster endorsement was obtained from James Dougherty ,

Esq . , attorney for Lloyds of London . He claimed this version

came from documents subpoenaed from Atlantic Bank . The

second version which bears the endorsement of Diane Mandarino

was also obtained from James Dougherty who received it

through a docunent request from Munther Bilbeisi . Both ver

sions have been made exhibits in the Sturge /Coffee Inc.

litigation . Ex . 19 .
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any type of personal relationship with Kimball or any other

female friend of Munther Bilbeisi.21 Ex . 18 .

Additional investigation regarding Kimball revealed

that on at least two occasions Kimball was paid a total of

US $4,000 by Munther Bilbeisi in the form of cashier's checks

from the Boca Agency . Moreover , in September 1984 , Tiffany

Kimball opened an account
at the Nassau Agency ( then still

located in the Miami Agency office ) with a deposit of

US$ 1,500.00 drawn on an account of Munther Bilbeisi . A

handwritten notation was contained in Kimball's Nassau

account folder which identified her as Mr. Bilbeisi's " niece "

and requested expeditious handling of the account .
Ex . 20 .

Attempts were made to locate and interview Kimball

regarding her knowledge of Bilbeisi's relationship with the

Bank officers . Kimball was finally located in the Orlando ,

Florida area , but she has refused to answer any questions .

Ex . 21 .

Tamara Mize , like Kimball , has been identified as а

frequent companion of Munther Bilbeisi and an attendee at

211t should be noted that Hasan answered only several

questions about Kimball . Immediately after Kimball's name

surfaced in the interview , Hasan had a private conference
with his attorney and thereafter Hasan terminated the

interview and refused to answer further questions .

38
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numerous social functions at Bilbeisi's home in Boca Raton .

Like Kimbali , Mize received several thousand dollars from

some was for her medical orMunther Bilbeisi, of which

dental bills in New York . Ex . 22 .

Mize now resides with her mother in the West Palm

Beach , Florida area . Her mother was interviewed regarding

her knowledge of Munther Bilbeisi and his relationship with

Tamara Mize , BCC or any of its officers . She would not make

Tamara Mize available for questioning .
RY . 23 .

Altemar is the only person who thus far has made any

specific claims about improper activities between Bank

officers and Bilbeisi . As noted , those allegations are vague

and for the most part unsubstantiated . Moreover , Altemar , an

admitted member of Bilbeisi's coffee smuggling scheme , is a

questionable source of highly suspect credibility .

There are , however , portions of Altemar's claims which

appear to be corroborated and which all boil down to his

allegation that Bank officials were performing " favors " for

Bilbeisi , " favors " which were essential to the successful

operation of his smuggling scheme .
These included the

granting of apparently under
-

collateralized loans , the

accommodating issuance and administration of letters of

credit , the establishment of accounts in both Nassau and
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Panama without proper documentation , the transfers of account

balances to hide those funds and the supply of cash from

corporate accounts with little " paper trail ..

G. THE ESTABLISHMENT OF BILBEISI'S U. S. ACCOUNTS

Bilbeisi's business relationship with the Miami Agency

began סת December 1 , 1982 , when he
opened his personal

account with a deposit of US $ 125,000 . These funds were

transmitted from BCC Amman via BCC London . Ex . 24 . Although

this account remained opened until May 11 , 1986 , the majority

of the account activity occurred during 1983 , when
over

US $ 688,000 in deposits and over US $750,000 withdrawals were

made . See App . 3 . At the end of 1983 , this account was in

an overdraft status in the amount of US $43,000 . Ex . 25 .

Bilbeisi's first business account with BCC Miami was in

the name of Orion Systems ( Panama ) , S.A. , which was opened on

December 281 1982 , only three weeks after his personal

account was established . The manner of opening was unique in

that it was opened with a withdrawal of US $ 15 , 282.50 instead

of a deposit .
This was done in connection with Bilbeisi's

first letter of credit issued by the Miami Agency , IMP

166/82 .
Ex . 26 . In order to provide the opening fees

for

that letter of credit , Orion was opened and immediately

debited in the amount of the opening fee .
In short , Bilbeisi
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even nor

literally used the Bank's money to open his first letter of

credit , though neither he Orion Systems had

established an authorized line of credit or signed any loan

documents . Significantly , of December
1982 ,

Bilbeisi's personal maintained credit balance

as 28 ,

account a

sufficient to cover this debit in Orion Systems . Ex . 24 .

This situation was the first step in a long policy

under which Bilbeisi successfully continued to use the Bank's

money to conduct his operations , without the required

approval of a sufficient credit line by the Central Credit

Committee in London , and often without adequate loan

documentation .

During 1983 there was significant activity in the Orion

Systems account , with total deposits of US $ 3.8 million and

total withdrawals of US$4.1 million . See App . 3 . As of

December 31 , 1983 orion Systems , like Bilbeisi's personal1

account , was in an overdraft status in the amount of almost

US$400,000.22 Ex . 27 .

22 The overdraft status in the Orion and personal

accounts continued into late February , 1984 , when

U.S. $400,000 was transferred into the orion account from BCC

Khartoum . In response to our inquiries , Khartoum confirmed

this transfer but indicted that these funds did not come from

any accounts maintained by Bílbeisi , Orion or coffee , Inc.

Khartoum declined to identify the source of these funds . Ex .

28 .
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It is interesting to note that both the Orion Systems

and Bilbeisi personal accounts were significantly overdrawn

in December , 1983 , because at exactly the same time the Bank ,

through its newly established Boca Raton
Agency , was

negotiating to provide a US $2.5. million loan to three other

Bilbeisi companies , each of which had been formed only weeks

before the loan application . The loan was secured in part by

Bilbeisi's personal guarantee... These negotiations were

conducted by Latin American Regional Manager A. R. Sakhia and

Boca Raton Manager Nadim Hasan . The documentation for that

loan makes no reference whatever to Bilbeisi's personal

overdraft of US $ 43,000 or Orion's overdraft of almost

US$400,000.23

Another significant factor in the early days of these

two accounts is the demonstrable financial relationship

between Bilbeisi's operations and the operations of General

coffee , a major coffee importer during 1982 and 1983 . The

Miami Agency financed at least a portion of General Coffee's

imports , which resulted in a us $ 5 million loss to the Bank .

Ex . 29 .

23there werere a number of other questionable activities

involving that U.S. $ 2.5 million loan , as will be described

more completely at pages 46-56 .
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In May , 1983 , General Coffee filed for bankruptcy in

Miami , Florida . Subsequent investigation connected with that

bankruptcy revealed that General Coffee's operation was

fraudulent , in that the imports of coffee made under BCC

issued letters of credit apparently did not exist . Alberto

Duque ,
the

owner and operator of General Coffee , had forged

bills of lading and other documents in order to create the

illusion that his BCC letters of credit were used to

purchase Colombian coffee , when apparently no such purchases

or imports had been made . Ex . 30 . This fraud , which was

perpetrated on BCC and other institutions , resulted in a loss

of over US $ 5 million to the Bank , a fact which Regional

24

Manager Sakhia was fully aware of by mid - 1983.

During 1983 , Orion Systems received over US $ 662,000 in

payments from General Coffee , apparently for coffee purchases

by General Coffee from Orion . Ex . 31 . Most of this activity

occurred after the General Coffee bankruptcy .
Some of these

payments involved Bilbeisi's first large cash transactions

with the Miami Agency . One day after the General Coffee

to

24 For reasons unknown to us , BCC had not placed itself

in the position of consignee of the imported coffee in order
secure its financial position on the letters of credit

issued to Duque , an action generally considered normal under

most import financing circumstances . Instead , the Miami

Agency secured the letters of credit by Duque's personal

guarantees , which ultimately proved to be worthless .
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bankruptcy , Bilbeisi withdrew US $ 30,000 cash from the Orion

corporate account . Over the next month , Bilbeisi withdrew a

total of US $82,140 cash from the Orion account in forir

transactions . The last transaction , in the amount of

US $ 40,000 , was made two days after Orion received its first

deposit from General Coffee .
25

Ex . 32 .

During the fall of 1983 , Bilbeisi opened what was by

far his most active account with BCC : Coffee , Inc. , opened

on September 9 , 1983 . The initial deposit of US $ 148,987.85

consisted of checks issued to Coffee , Inc. by General

over250 . S. law requires that cash transactions of

US$ 10,000 be reported by a bank to the Internal Revenue

Service on a Currency Transaction Report ( " CTR " ) . No record

of any CTR filing of any kind is available at the Miami

Agency for the period preceding January 1 , 1987 .

Accordingly , there is no record of a CTR filing on any of

these cash transactions . Our confidential sources indicate

that the Internal Revenue Service has received no CTR's

reflecting these transactions . In addition , at about this

time , on August 9 , 1983 , the first apparent "structuring" in

the Orion account surfaced . On that date , four cashiers

checks for U.S. $7,000 , $7,000 , $ 7,000 and $ 6,000 were

purchased by Orion . The checks , one to Brisker for $ 7,000

and the remaining three to Jose Otano for $20,000 , appear to
have been cashed the same day at the Miami Agency . Ex . 33 .

As noted , no record of any CTR's for these transactions

exist , and our sources indicate that the IRS has received no

filings relating to these transactions ( it is arguable ,

however , that at least the purchase of these cashiers checks

was not a reportable transaction ) .
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Coffee . 26 Ex . 34 . The total transfers from General Coffee

to Coffee , Inc. in the last four months of 1983 total almost

US$300,000 .

During this period of time , Bilbeisi's Coffee , Inc.

account at the Atlantic Bank received funds totaling over

US $5.5 million , the majority of which were from General

coffee . Ex . 35 . These deposits provided the funds which

were transferred into the coffee , Inc. account at the Miami

Agency , as identified above .

The year 1984 was the most active year for Coffee , Inc.

During that year , deposits in excess of US $ 19.9 million and

withdrawals in excess of US $ 19.7 million were made . See

App . 3 .

The significance of the financial relationship between

General coffee and coffee , Inc. lies in the way the Latin

American Regional office , through its manager , A. R. Sakhia ,

reported to London , and in the way the letters of credit were

handled by the Miami Agency . As noted above , the Bank lost

over US$5 million due to the letter of credit import fraud

a account at26Bilbeisi also maintained Coffee , Inc.

Atlantic Bank located in Boca Raton , Florida . Throughout the

period of 1983 through 1989 , significant transfers of funds
between these two accounts occurred , and at times the

matching deposits and withdrawals in these accounts actually

take on the appearance of "kiting " .
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perpetrated by Duque and General Coffee , This massive loss

as
were tooccurred just Bilbeisi's companies

beginning

engage very heavily in the issuance of letters of credit for

exactly
the' same

purpose
as General Coffee coffee

importation . Safe and sound banking practices would seem to

suggest that , in reaction to the discovery that the Bank had

been duped with false bills of lading , shipping manifests and

other documents essential to letters of credit , the Bank

would review similar documents especially those involving

the same commodity with heightened care and concern .

regard to Bilbeisi's letters of credit , however , exactly the

In

opposite seems to have occurred . In fact , letters of credit

issued to Bilbeisi's companies were handled in what can only

be described as a cavalier fashion by the Miami Agency . 27

In addition , the Miami Agency and the Latin American

Regional Office obfuscated and covered up what was actually

27 Seq Section III ( I ) below . The Miami Agency appears to

have ignored what could reasonably be considered as warning

signs of smuggling or other illegal activity, and also went

out of its way to enable Bilbeisi , who with his companies was

in an almost constant overdraft status beyond the approved

credit limit , to continue to finance letters of credit . In

short , under circumstances which should have caused alarm ,

the Miami Agency loosened its letter of credit issuance and
payment procedures for Bilbeisi , and the Latin American

Regional Office , which was fully aware of the activities

inside the Agency , did nothing in its supervisory capacity to

correct the situation .
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going on in Florida with Bilbeisi and his companies , as a

review of a US $ 2.5 million loan in Boca Raton as well as a

December , 1983 credit line proposal to London eloquently

demonstrates this point .
28

This was apparently done to avoid

any questioning by London management of the relationship ,

between Bilbeisi and the Miami and Regional offices , or of

Bilbeisi's involvement in coffee imports questioning which

certainly would have occurred after the General Coffee / Duque

debacle .

1 . The Boca Raton Loan :

The Boca Raton Agency was established in December ,

28 See Sections III (G ) ( 1 ) and ( 2 ) . The overall situation

in Florida did not escape the careful scrutiny of Mr. Saleem

Siddiqi, then the chief of Internal Audit for the Bank in

London . Despite the barrage of lies and obfuscations

emanating from Miami , Mr. Siddiqi became aware of at least

part of the true situation involving Bilbeisi , and severely
criticized both the Miami Agency and the Latin American

Regional Office . Ex . 53. Despite his best efforts, however ,

Mr. A. R. Sakhia and his assistants , principally M.U. Rehman ,

Nadim Hasan and Hamid Khan , continued to operate in

essentially the same fashion under the guise of " accommo

dating" a very lucrative customer , thereby exposing the Bank
to serious financial loss and ultimately to potential

criminal liability . It is the credit of Mr. Siddiqi ,

however , that as soon as he became aware of the situation , he

acted immediately to stop it , and it was only through the

efforts of A. R. Sakhia and his assistants that Mr. Siddiqi

was thwarted in those attempts .

to
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1983 , and its first manager was Nadim Hasan .
29

.M . U. Rehman ,

the credit Manager at the Latin American Regional Office , has

advised us that Nadim Hasan was an unusual choice for manager

of this new Agency due to his lack
of experience and

seniority . However , Rehman stated that Hasan was very close

to Sakhia and had been hand-picked by Sakhia for that

position .
Ex . 14 .

The first loan issued by the Boca Raton Agency was made

to three of Bilbeisi's companies : Consolidated Trailers ;

International Chassis Transportation Service ; and Container

International Transportation . This loan was negotiated by

Nadim Hasan and A. R. Sakhia directly with Munther Bilbeisi

at the Boca Raton office in December , 1983.30 Ex . 36 . The

was a

was

29we have been unable to uncover any written proposal or

authorization for the opening of this Agency by the Bank's
management in London . Various Bank employees have reported

that this Agency opened because "market survey"

revealed major potential in Palm Beach , although we have not

been able to locate any such survey . Similarly , no Bank

employee has been able to explain why the Agency

physically located in Boca Raton when Palm Beach was in fact

the targeted area . Reportedly the Internal Revenue agents

have received information that the Boca Agency was opened to

specifically accommodate Munther Bilbeisi.

30Bilbeisi was represented in the loan transaction by

Carlos A. Castro of the Miami law firm of Castro & Castro.

His law partner , Jose Luis Castro , was convicted and

incarcerated along with Alberto Duque in connection with

fraud charges relating to General Coffee . Bilbeisi's

dealings with Duque and General Coffee have already been

referenced . Correspondence by Carlos A. Castro to BCC
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loan was not only the first one made by this Agency , it was

the first one received by these three companies , each of

which had been incorporated by Bilbeisi in Florida only weeks

before . b. 38 .

The transaction actually involved three separate loans

to each corporation but the loan proceeds were commingled .

Technically , US $ 1 million was loaned to consolidated Trailers

and International Chassis Transportation Service each , with

the remaining US $ 500,000 being loaned to container

International Transportation . Although the first oftwo

these amounts were clearly above Sakhia's authorized limit of

US$500,000 as the Regional Manager , and the total amount

clearly exceeded his authorized limit , no approval for these

loans was sought or received from the Central Credit

Committee in London , the only group in the Bank authorized to

approve such large disbursements . Bank records show that the

date of the loan was actually December 23 , 1983 and on that

same day the proceeds of the loan were transferred through

the Miami Agency's internal accounts to newly established

a

concerning these loans classifies them as " mortgage loan to

Munther Bilbeisi , " classification which is plainly

inaccurate since the loan on its face for " working

capital" for the corporations. As will be seen , neither

description is truthful. " Ex . 37 :

was
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Bilbeisi accounts in Panama ( US $ 1.5 million ) and Nassau

( US $ 956,250 ) . Ex . 39 .

on December 28 , 1983 , M. U. Rehman sent a telex to

Khalid Sharwani of the Central Credit Division in London .

Ex . 40 . That telex referenced а
telephone conversation

between them that morning concerning loan advances by the

Boca Raton Agency . Rehman recited that the security for the

loans consisted of UCC filings on all of the assets of the

companies , plus the personal guaranty of Munther Bilbeisi.31

The telex stated :

a" Please note that complete credit

proposal is being prepared for Central

Credit Committee . For your information

the above amount will not be disbursed

before completion of all necessary

documents . " ( emphasis added . )

In fact , as stated , the Agency's records show that the entire

amount of the loans , US $ 2,500,000 , had been disbursed five

days prior to Rehman's conversation with Sharwani. Ex . 39 .

Shortly after this message , Sharwani sent a return

telex to Rehman concerning the loans .
Ex . 41 . The telex

acknowledged receipt of the December 28 message , and asked

for a Credit Line Proposal ( " CLP " ) to be forwarded to the

Central Credit Committee . A credit line proposal was

31 The ucc filings were not made until May of 1984 , five

months after the loans .
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prepared for Miami Regional Office approval for each of these

three loans , but none of them were ever sent to the Central

Credit Committee , despite the fact that the loans had been

made and the proceeds disbursed , and despite the fact that a

second request for a CLP was made in February . EX . 41 . The

originals CLP's remain in the files in Miami as Regional

Orfice documents . Ex . 42 .

The CLP's as prepared for each of the corporations are

significant in two additional respects . First , they indicate

that business received from consolidated Trailer Corporation

and container International Transport for 1983 was US $ 15

million each , and for the preceding year ( 1982 ) was US $ 7

million . As far as we have been able to determine , these

or

nor

corporations did not even exist prior to November 1983 , and

therefore gave no business to BCC whatsoever in 1982

1983 . Moreover , neither Bilbeisi any other of his

corporations had done this volume of business with Boca Raton

or Miami . In addition , the purpose of the loans are stated

to be "working capital , assistance to meet short term

requirements . " As will be noted shortly , this is highly

unlikely .

Apparently , when no credit line proposal was submitted

to London , the Central Credit Committee presumed that the
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loan had not been disbursed , as had been promised in Rehman's

telex of December 28 . However , the existence of the loan was

exposed in the course of a 1984 internal audit supervised by

London , and this led to another telex to Rehman on January 8 ,

1985 ( over one year after London's first request for a CLP on

these loans ) . Ex . 43 . That telex indicated that no CLP had

ever been submitted on these loans , and asked for background

wasinformation concerning them . This telex
apparently

ignored , and London once again contacted Rehman on January

29 , 1985 pointing out that it still awaiting a replywas

concerning these loans . Ex . 44 .

These documents were located in the files of the

Central Credit Committee in London . No further documents

concerning that loan appear in those files , and none of these

telexes appear in any of the files maintained by the Boca

Raton Agency or the Latin American Regional Office .
Nor was

Rehman's December 28 , 1983 telex found in the Miami Regional

files , indicating the strong possibility that these files

may have been " altered . " In this regard , Hamid Khan has told

us that both A. R. Sakhia , the Latin American Regional office

Manager , and Hasan Parvez , the Miami Agency manager between

1984 and 1989 , removed documents from letter of credit files .
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Khan did not identify any specific documents or files , and

denied ever having done this himself . Ex . 12 .

In sum , this loan was issued without the approval or

knowledge of the Central Credit Committee , although
the

Central Credit Committee had been assured telephonically and

by telex by M. U. Rehman that the loan funds would not be

disbursed without such approval , and that the appropriate CLP

would be forwarded . Mr. Rehman told us that he did this on

the instructions of Regional Manager , A. R. Sakhia .

One of the documents contained in the Boca Raton Agency

files include a pledge agreement signed by Bilbeisi and

referencing this loan . x. 45 . In that agreement , Bilbeisi

promised to maintain " compensating balances " in unspecified

other accounts in order to provide security for this loan .

Curiously , this is not even mentioned in Rehman's December 28

telex to Mr. Sharwani , although in that telex Rehman did

refer to Mother considerations for allowing the above

facilities which had been mentioned in the telephone

conversation but which were not specified in writing . When

interviewed by us , Rehman had no recollection of what the

" other considerations" may have been , and stated that they

did not include the compensating balance agreement .
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The loan proceeds of US $2.5 million which Rehman

promised would not be disbursed were sent directly by BCC

Boca Raton to BCC Miami . From Miami's internal IBF account

these funds were forwarded to personal time deposit accounts

in Bilbeisi's name at BCC Panama ( in the amount of US $ 1.5

million ) and at BCC Nassau ( in the amount of US $ 956 , 250 ) -

despite the CLP assertion that the funds were for corporate

working capital purposes .
Ex . 39 . Each of these accounts

was established without Account Opening Forms or signature

cards on the same day that the loan proceeds were disbursed ,

December 23 , 1984 .

During 1984 the operation of the Nassau Agency was

conducted under the management of Saad Shafi at the offices

of the Miami Agency itself . The account ledger card for

Bilbeisi's personal account maintained in Panama and to which

the US $ 1.5 million in loan proceeds was disbursed contains a

handwritten notation , " lien ; not to be released without

tested telex of BCC Boca Raton . "
Ex . 46 . The manager of the

Panama Agency at the time was Amjad Awan , who is now

presently incarcerated after having been convicted on money

laundering charges in Tampa , Florida . No similar restriction

appeared in the Nassau documents maintained in Miami , despite
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maintain " compensating
the Bilbeisi Pledge Agreement to

balances " as security for the loan .

The Bilbe isi personal accounts at the Panama and Nassau

Agencies remained open until May 25 , 1984 . During that five

month period , the account at the Panama Agency earned

US$72,875 in interest , and the account at the Nassau Agency

earned US$46,957 interest .
Ex . 47 . Both accounts were

closed on the same day , and the proceeds transferred to a

newly opened Munther Bilbeisi personal account at the Boca

Raton Agency . Ex . 47 . These funds were held in that account

until August 1 , 1984 , when the funds were used to repay the

loans for each corporation . Ex . 48 . The Boca Raton Agency

was subjected to an annual internal audit conducted in August

or September 1984 . The effective date of the audit was July

31 , 1984 , one day prior to the repayment of the loan . Since

the loan was in fact repaid prior to the actual conduct of

the audit , it was noted by the auditors but received only

minor criticism with the suggestion that Central Credit

Committee approval should have been secured . Ex . 49 .

Finally , it should be noted that the method of
the

physical disbursement of the loan and the return of the funds

to Boca Raton was done in an extremely unusual and confusing

Bank employees have advised us that it is impropermanner .
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to transfer loan proceeds from the account of one Agency to

the account of another , as was done here , unless the purpose

of the loan is to pay off another existing loan held by the

second Agency . Since this was not the case , and since the

effect of
disbursing

the loan in this manner made it

extremely difficult to trace the funds , it is possible that

this course of conduct was followed for that very purpose .

Moreover , the movement of the money raises questins as to the

reasons for having handled the transfers in this manner .

Indeed , it can be alleged that the funds were moved from

Miami to Panama and Nassau and then returned in order to make

the tracking of the funds more complicated .

It is unclear what the real purpose of this loan was .

Obviously , the loan was not issued for " working capital " for

any of the named corporations . In fact , the money apparently

remained in two personal accounts in Bilbeisi's name , until

it was consolidated into another Bilbeisi personal account in

Boca Raton and then ultimately used for repayment . The funds

never expended by Bilbeisi or his corporations for anywere

purpose at all . There are two possible interpretations which

can be drawn from this : first , the funds were used as

collateral for Bilbeisi's financial transactions with other

persons or financial institutions , even though they
were
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supposedly pledged to BCC for the repayment of the loans ; and

second , the loans were used to create an " apparent source" of

coverincome for these three corporations to the influx of

money laundered from some illegitimate source . In the second

scenario , the books and records of the corporations would

show total receipts of US$ 2.5 million from BCC loans , when in

fact money in that amount from other sources could have been

funnelled into the corporations under the guise of the

loans . 32

2. The_Establishment of Bilbeisi's Credit Facility in

Miami:

In January , 1984 , two credit line proposals ( " CLP's " )

were prepared in Miami for Munther Bilbeisi and his companies

separate and apart from the CLP prepared on the US $ 2.5

million loan in Boca Raton one month before . The first CLP

was dated January 20 , 1984 and contained essentially accurate

information . Ex. 50 . The second , dated January 26 , 1984 ,

Ex .contained inaccurate information .
51 . The second CLP

was the one which was submitted to and ultimately approved by .

32 In regard to the use of the funds as " collateral" for
other business deals , see pp . 117-119 . It is not known how

Bilbeisi or the corporations handled interest earned or paid

in their tax returns , but the potential for tax evasion is

apparent, and with it the potential liability of the Bank in

a " Klein conspiracy . "
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the Central Committee in London . We have been unable to

determine who in the Bank actually prepared these CLP's .

The first CLP prepared specifically for Orionwas

Systems and coffee , Inc. That CLP showed the address of

these companies as Boca Raton , Florida , and described their

business as "importation of coffee beans from Latin America ;

company incorporated in Panama . " The borrower's background

was accurately described by noting , " Mr. Bilbeisi is the

beneficial owner of the company ( and ) has dealing with our

Amman branch . " It further reported that in the past Miami had

opened letters of credit for these companies which were fully

covered by various bank guarantees . Business received from

the companies was also accurately reported
as US$810,000 ,

which reflected the then-open letter of credit IMP 166/82 for

coffee imports . The first
CLP requested approval

for а

credit facility in the amount of US $ 2.3 million ,
to be

secured by a US$ 1 million guarantee from BCC Amman and a

US $800,000 guarantee from the Arab Bank Limited . The

purpose of the credit facility was reported as " importation

of coffee from Latin American countries" and as "working
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capital needs . " A copy of an audited balance sheet was noted

as available for review . 33

The second CLP is entirely different from the first and

contains statements which the Miami Agency and the Latin

American Regional Office should have known were inaccurate .

The borrower is listed as " Mr. Bilbeisi and his Group

Accounts , " without any reference to specific companies . 'The

location of these companies is listed as Miami , although both

Bilbeisi and all of his companies were resident in Boca

Raton , Florida , 34 The business is described as " real estate

and import of Persian carpets ," with all references to coffee

importation ( as reflected in the first CLP ) having been

removed . Bilbeisi's background is disingenuously described

as being "general agent for import of Toyota motor cars in

Jordan , " a claim which could only have come from the Grushoff

Statement of Assets and Liabilities , in which this business

33Thisܐ, is presumably a reference to Ex . Kenneth

Grushoff's " Statement of Assets and Liabilities" dated

December , 1983 , although it is inaccurate to state that this

was an " audited balance sheet . "

34 This is significant because at this time the Boca

Raton Agency was open , and it would thus seem appropriate and

normal for that Agency to be making the application for

companies and individuals located within its area . A CLP

submitted by Boca Raton , however , would almost necessarily

have to reflect the existence of the earlier U.S. $ 2.5 million

loan , which was significantly excluded from both CLP's .
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was attributed to Ismail Bilbeisi & Co. , not to coffee , Inc. ,

Orion or
any Munther Bilbeisi entity . Àside from that

Statement , there are no records at Miami , Boca Raton or the

Latin American Regional Office which support this claim , and

in fact the prior business dealing of the Miami Agency and

the Regional Office with Bilbeisi completely contradict it .

In the second CLP , no mention whatever was made to the

" audited balance sheets " referenced by the first CLP , or the

availability of copies of those balance sheets.35 The stated

purpose of the CLP was also revised to exclude any mention of

the import of coffee from Latin America . It reported the

facility was for " working capital needs , " thus implying the

for the purpose of promoting Bilbeisi'sfacility was non

existent businesses of " real estate and the importation of

Persian carpets . "

The second CLP also increased the amount of the

facility requested from US $ 2.3 million to US $ 2.5 million . It

recited the same security as the first CLP ( a US$ 1 million

35In fact , neither Bilbeisi nor any of his companies

ever submitted financial statements to the Bank , despite

repeated requests from London . On one occasion Engracia

Estalella , in charge of the Credit Department in the Miami

Agency , requested statements directly from Bilbeisi .

Bílbeisi's outrage at this request resulted in its being

withdrawn and earned for Ms. Estalella a rebuke' from M. U.

Rehman in the Regional office's Credit Department .
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guarantee from BCC Amman and a US $ 800,000 guarantee from the

Arab Bank ) , but significantly noted that. the Arab Bank

guarantee was " to be increased to

US $ 1,500,000 . - 36 The

second CLP deceptively noted that the past business received

from Bilbeisi was US $4,050,000 in 1983 . This refers to

letter of credit IMP 166 /82, which was issued in that total

amount but under which only US $ 810,000 had been disbursed ( as

accurately reflected in the first CLP ) .

Finally , the second CLP reported that Bilbeisi's

outstanding debt to BCC was US $789,000 as of January 31 ,

1984 . This completely ignored the US $ 2.5 million loan to

Bilbeisi and his companies issued by the Boca Raton Agency

only one month before . In fact , Bilbeisi and his " Group

Accounts " owed over US $ 3.2 million to BCC as of January 31 ,

1984 . Even more significantly , much of this debt was

unsecured . While it is arguable that , the Miami Agency , the

originator of the second CLP , might be unaware of the Boca

Raton loan , A. R. Sakhia , the Manager of the Regional office

and one of the loan negotiators , was fully aware of it .

36 This promised increase was not kept, and neither the

Miami Agency nor the Regional Office pressed Bilbeisi on it .

The $700,000 shortfall in security continued for over thirty

months , despite the fact that Bilbeisi and his companies were

in an almost constant overdraft position for the next three

years .
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Nevertheless , Sakhia allowed the second CLP ito go
forward to

the Central Credit Committee in London without reference to

this major debt , an action which is hardly surprising in view

of his efforts to hide the loan from London management in the

first place .

As noted , the first CLP which more or less accurately

reported Bilbeisi's financial and business activities , was

not forwarded to London . The second CLP was sent , and on

February 22 , 1984 , it was approved by the Central Credit

Committee .

virtually all of the information contained in the

second CLP is demonstrably inaccurate . Moreover , the Miami

Agency and the Regional Office should have known this . Given

Sakhia's direct involvement and control of the Agency and the

Regional Office , is clear that he was aware of both and

involved in the preparation or review of the second .

The actual purpose of the second CLP , as demonstrated

by the subsequent use of the credit facility , was to obtain

credit of US $2.5 million for Bilbeisi to in fundinguse

letters of credit for the purchase of coffee in Central

America through Coffee , Inc. and Orion Systems . The second

CLP was crafted to avoid any mention of coffee importation or

of Bilbeisi's existing debt to
the Bank , however , because
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after the General Coffee /Duque fraud any such mention would

clearly have raised concerns in London , concerns which would

certainly have proved awkward for Sakhia , Hasan and Khan in

Florida .

It must be kept in mind that much of the coffee sold by

Bilbeisi in the United States in 1983 was to General Coffee

or its affiliates , all controlled by Alberto Duque . The

General Coffee /Alberto Duque fraud and the resultant US $ 5

million loss to the Bank were fully known to both London as

well as Sakhia and his operatives . Notifying the Central

Credit Committee that the Miami Agency and the Latin American

Regional Office were continuing to finance coffee importation

under these circumstances , and with a company doing business

with General Coffee , would most certainly have resulted in

heightened scrutiny and supervision by London .

Ultimately , however , London did learn at least part of

the truth . The ` June 29 , 1984 , internal audit of the Miami

Agency and supervised by London revealed key facts

Bilbeisi and his business . Ex . 52 . This led to a letter

about

37

from Saleem siddiqi to Sakhia dated February 6 , 1985 in which

37 The success of the deception practiced on London by

the Miami Agency and the Regional Office is demonstrated by

the inquiry contained in the audit , asking when Bilbeisi had

switched from the real estate and Persian carpet business to

the coffee business , and what experience Bilbeisi had in coffee .
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Siddiqi criticized Sakhia for failing to use reasonable

caution with Bilbeisi's coffee business in
light of the

Ex .

the in

losses incurred by BCC in the General coffee situation .

53. Siddiqi further criticized Sakhia for manner

which Bilbeisi's credit facilities were being handled .

letter was basically ignored by Sakhia . When no

His

answer was

received , Imtiaz Ahmad wrote to Sakhia on February 15 , 1985 .

Ex . 54 . This time , Sakhia directed Rehman to answer the

letter , and instructed Rehman what to say : Ex . 14 .

Rehman's response letter , dated Mach 27 , 1985 , addressed only

the portion of Siddiqi's criticisms relating to
the use of

post-dated checks from Bilbeisi as collateral for letters of

credit . Ex . 55 .

For some unexplained reason , Mr. Siddigi's February 6 ,

1985 letter is not contained in any of the files maintained

by the Miami Agency or the Regional Office . It was only

located upon examination of the Central Credit Committee

files in London .

3. May 1985 Bank Statement

A review of the Miami Agency credit file on Munther

Bilbeisi uncovered а Coral Gables Federal Savings
& Loan

Association of Boca Raton , Florida "Request for Verification

of Deposit. "
Ex . 56 . The form was prepared by Coral Gables
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Federal in an apparent response to Bilbeisi's application for

a residential mortgage . The form was sent to the Boca Agency

but requested current balances in the Miami Agency's accounts

of Munther Bilbeisi and coffee , Inc. The response , a copy of

which was found in the Bilbeisi credit file , was signed by

Nadim Hasan , Manager of the Boca Raton Agency , on May 20 ,

1985 and noted that Bilbeisi's personal and business accounts

were in the seven figure range . The form did not reveal

balances in Bilbeisi's account as requested but did contain a

few sentences about the high regard the Boca Agency had for

Bilbeisi as a customer .

Contained in Bilbeisi's monthly account statement file

in Boca Raton was a false monthly account statement for his

a

account at that Agency dated May , 1985 . Ex . 57 . This

statement was obviously prepared on a typewriter and with

different print from that found other monthly Bank

statements issued by Boca Raton . This statement showed

on

an

an
ending balance in Bilbeisi's account of US $ 2.5 million ,

amount which is false . The actual ending balance in
the

account for May of 1985 was US$90 , as was shown on the

authentic May , 1985 Bank statement contained in the same

file . Ex . 58 . The fraudulent statement claimed a deposit to

the account of US $2,582,207.80
on May 25 , 1985 .
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Interestingly , a deposit for this amount was made to this

account exactly one year prior , i.e. , the proceeds of the

December , 1983 Boca Raton loan of US $ 2.5 million on their way

back from Panama and Nassau . Ex . 48 .

We have not been able to determine the purpose of the

false bank statement or why it is in Bilbeisi's Miami monthly

statement file . without confirmation from Coral Gables

notFederal Savings , it is possible to determine if the

"Request for verification of Deposit " and the fraudulent bank

statement were sent to that institution . The only clear fact

is that an obviously fraudulent Bank statement was located in

Bilbeisi's personal account file at the Miami Agency .

H. BILBEISI'S NASSAU AGENCY ACCOUNTS :

Munther Bilbeisi came to the Miami Agency on September

18 , 1984 , and explained to Bank officers that his wife was

about to sue him for divorce and that she might attempt to

seize the balances in his corporate accounts . Ex . 13 ; Ex .

59. It has been verified through public record searches that

Bilbeisi's wife filed for divorce just prior to his visit to

the Miami Agency . Bilbeisi stated that he wished to avoid

having his accounts attached or seized , and issued a series

of oral instructions for that purpose . As a result of those

instructions , a series of transactions occurred which
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effectively emptied Bilbeisi's Miami
Agency corporate

accounts and successfully hid those funds . 38 Each of these

transfers was made from the Miami Agency to newly opened

accounts at

the
Nassau Agency , which was then physically

located in the same office as the Miami Agency .

First , on September 19 , 1984 , a wire transfer of

US $600,000 was made by Bilbeisi from the Coffee , Inc.

account at Atlantic Bank to the Orion Systems account at the

Miami Agency . Those funds , however , were never deposited

into the Orion account in Miami . Instead , without any

written documentation , the Miami Agency transferred those

funds to a new
Orion account opened that same day at the

Nassau Agency . Although the Nassau Agency was physically

located in the Miami office , the absence of any documentation

Ex . 60 .

concerning the transfer of the US$600,000 to the Nassau books

would have made it virtually impossible to trace .

Second , at the time coffee , Inc. had an outstanding

letter of credit ( IMP 179/84 ) at the Miami Agency for which a

margin account of US$1,027,004 had been established . This

margin account was closed with a transfer of the entire

amount to a new margin account , again located at the Nassau

was an38Bilbeisi's personal account at the time in

overdraft status of over US $ 50,000 , and thus no transfer from

that account was necessary .
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Agency and again in the name of Orion Systems . According to

our sources , this transfer was shown on coffee , Inc.'s books

as payment for coffee purchases . If this is in fact the case

( we have not gained access to those corporate books ) , then

the entries are false , because within one month the entire

amount was retransferred back to Miami and deposited into the

coffee , Inc. account . Ex . 61 .

Third , another transfer of US $20,891.44 was made from

the Coffee , Inc. account at Miami , thus reducing its balance

to zero . These funds were also transferred to a new Coffee ,

Inc. account , also at the Nassau Agency . Ex . 62 .

There are no written instructions for these transfers

from Bilbeisi , and we have been unable to locate any Account

Opening Forms or signature cards were prepared . 39

It is not known to whom Bilbeisi issued his oral

instructions for these transfers . Several Miami Agency

employees , however , have reported that they were done at his

specific oral instructions because of his marital problems ,

although they do not know to whom the instructions were

a Sworn

1
39Bilbeisi , in deposition given in civil

litigation with Lloyds of London , denied that he , coffee ,

Inc. or Orion held any accounts at the Nassau Agency . When

confronted with records of these accounts , he accused BCC of

having made these transfers for its own purposes and without

authority from him and threatened to sue the Bank . ' Ex . 3 .

68
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given . It seems clear , however , that at least three persons

had to have been involved in these actions and communicated

with Bilbeisi . These are : Regional Manager A. R. Sakhia ,

who governed the Miami Agency and who , according to Miami

Agency employees , was directly involved in all of its

transactions , especially those relating to Bilbeisi ; Hamid

Khan , who was in charge of the Bilbeisi letters of credit and

related margin accounts , and who therefore must have been

aware of the transfer of at least the coffee , Inc. margin

account ; and Saad Shafi , who was the manager of the
Nassau

Agency and in direct charge of its few accounts . 40

Within a month , Bilbeisi had reconciled with his wife

and the threat of attachment or seizure of his accounts had

Accordingly , each of these transfers to the Nassaupassed . 41

Agency was reversed by October 21 , 1984 . Ex . 60 ; Ex . 61 ; Ex .

62 . Unlike the earlier transfers to Nassau , however , there

is clear documentation in the Miami files signed by Khan and

Shafi , among others for each of these transfers back to

Miami . The retransfer of the US $ 600,000 in the Nassau / Orion

40A . R. Sakhia , Hamid Khan and Saad Shafi have declined
discuss this and other matters with and thus have

provided no explanation of these transfers .

to us

41 The divorce petition was not dismissed by Bilbeisi's

wife until January , 1985 , however .
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account to the Miami /Coffee , Inc. account is worth brief

mention , however , because it is typical of how Bilbeisi's

letters of credit and margin accounts were handled .

During October , 1984 , Bilbeisi opened an additional

letter of credit ( IMP 212/84 ) for Coffee , Inc. with the Miami

Agency The face value of this letter was US $440,836.20 , and

as collateral , the funds in the Orion account at Nassau were

pledged . By letter dated September 27 , 1984 , Grace Perez ,

Hamid Khan's assistant in the Letter of Credit Department ,

and Hamid Khan himself notified Saad Shafi to hold the face

value of this letter of credit , US$ 440,836.20 , in the Orion

account . Ex . 63 . However , four days later , on October 1 ,

1984 , US $ 500,000 was transferred out of the Orion account in

Nassau , Ex . 60 , to Coffee , Inc. in Miami , apparently
to

cover two Coffee , Inc. checks which had been presented

there .
42

This left an insufficient amount in the Orion

Systems
Nassau account to cover letter of credit IMP

212 / 84.43 . Subsequently , when that letter of credit was

42Bilbeisi had issued two checks from the Miami Coffee ,

Inc. account to Pacit , S.A. , for US $ 244,040 and

US $ 186,168.89 which converted to cashier's checks .

According to our sources , Pacit , S.A. is a company connected

with Gerardo Harris , a confidant of Manuel Noriega . Ex . 64 .

were

a43Hamid Khan handwrote on letter dated October 1 ,

1984 , that he had been instructed to release the collateral

in the Nassau account on the instructions of the Miami Credit

70
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presented at the Miami Agency for payment in the amount of

US $ 404,133.21 , there were no funds in the Coffee , Inc.

account or any of its margin accounts to meet it . As a

result , the Miami Agency was forced to advance this amount

itself on behalf of coffee , Inc. , without
any loan

documentation or security . Instead , a loan account had to be

established for coffee , Inc. to cover this advance , despite

lack of collateral and numerous overdrafts , and this loan was

only established two weeks after the initial disbursement .

Ex . 66 .

As noted , Bilbeisi has denied that he authorized any of

these transfers or that these accounts were established by

him or even with his knowledge . Bilbeisi has even claimed

that the Miami Agency " stole" the US $ 600,000 from him ( the

wire transfers from Coffee , Inc. at Atlantic Bank to Orion at

the Miami Agency ) , although bank documents
clearly

show

otherwise , There is some peripheral documentation which

supports the statements of the Miami Agency employees that

was

Department . He explained further that the collateral for the

letter of credit fully covered by the various bank

guarantees issued for Coffee , Inc. Khan failed to mention ,

however , that the bank guarantees securing the coffee , Inc.

letters of credit were already entirely used as collateral on

other letters of credit and overdrafts . Ex . 65 .
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these transfers were made on Bilbeisi's instruction , but none

of them are Bank documents . Ex . 67 .

( I) Bilbeisi's Letters of credit

( 1 ) Introduction :

24

Between December , 1982 , and February , 1986 , the

Miami Agency issued twenty-seven letters of credit , five in

the name of Orion Systems ( Panama ) S.A. , and twenty-two in

$

the name of Coffee , Inc. The total face value of all of

.

these letters of credit exceeded US $79 million . However ,

only US $ 9 million in disbursements were made , and almost all

of these disbursements were made on just the first ten

letters . All of the others , with a face value of over

US $ 65.5 million , were cancelled , without ever being drawn on ,

although Bilbeisi paid over US $43,000 in opening fees for

them . of the actual disbursements on the first ten letters

of credit , US $8.5 million was paid out between January 1983

1

and June 1984 . of that amount , US $ 4 million was paid to one

beneficiary ,
t

Financiera Del Atlantico , а withcompany

alleged connections to Manuel Noriega . Only US $ 500,000 was

paid out after June , 1984 , although Bilbeisi caused the Miami

0

Agency to issue seventeen more letters of credit between June

3

1984 and February 1986 , with a face value of US$65.5 million .

See App . 2 .
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Throughout this period various employees of the

Miami Agency and the Regional Office were directly involved

in almost every letter of credit . with the exception of

Nasim Farooqi and K.G.S. Jhala , who were transferred shortly

after issuing the first letter of credit to Orion , the same

Bank personnel A. R. Sakhia , S.U. Sakrani , M. U. Rehman ,

Hamid Khan and Grace Perez each played a continuing role in

issuing and administering these letters of credit . Each

letter of credit required the advance approval of Sakhia upon

the recommendation of Sakrani and Rehman , and with the

exception of the first , each was prepared and serviced by

Khan with the assistance of his subordinate , Grace Perez .

Many of these letters of credit were opened with overdrafts

and without margin accounts and were serviced without regard

for substantial procedural and documentary discrepancies .

Many of them were opened without a sufficient approved credit

line , were closed with loans to Bilbeisi to cover short

falls , and created substantial exposure well above Bilbeisi's

bank guarantees .

In order to evaluate the procedures followed by the

employees of the Miami Agency and particularly by Sakhia

and Khan a brief review of commonly followed letter of

credit procedures as set forth in International Chamber of
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Own

Commerce Publication # 400 , "Uniform Customs and Practice for

Documentary Credits " and the Bank's standard operating

procedures written by Hamid Khan is appropriate . 44

( 2 ) Standard Letter of credit Practices & Procedures :

A letter of credit is an instrument issued by a

bank on behalf of a customer authorizing a named beneficiary

to draw upon funds which will be honored by the bank if drawn

strictly in accordance with the terms and conditions

specified in the letter of credit . This provides assurance

to the beneficiary ( exporter ) that after shipping his goods ,

payments will be made provided that the stipulated conditions

complied with . Similarly , it
opener

( importer ) that the beneficiary will only be paid upon actual

are assures the

receipt of the goods in the U. S. and strict compliance with

the stipulated conditions . By issuing a letter of credit , a

bank essentially guarantees the transaction between the

opener and the beneficiary . Inasmuch as it is a distinct and

separate transaction from any contract between the opener and

the beneficiary , the letter of credit deals only in

H.

44 In his initial interview with us prior to his refusal

to further cooperate , Khan described letter of credit

procedures which " should " be followed and which were closely

similar to the ICC practices . In fact , Mr. Khan stated that

in preparing the Bank's written letter of credit procedures
he relied heavily on ICC Publication # 400 . Ex . 12 .
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documents , not merchandise , and in doing so it substitutes a

bank's credit for that of the opener .

TWO of the primary concerns of a bank issuing a letter

of credit are to insure its own security and to protect

itself against fraud . In this regard , the issuing bank

should :

1 ) Adequately insure the opener's ability to pay when

documents are presented , or else be prepared to refinance the

merchandise without any unnecessary exposure .
A

margin

account should be opened at the time of issuance SO as to

preclude unnecessary exposure to the Bank . 45

2 ) Verify the identity and financial integrity of the

beneficiary . It should be determined if the opener and

beneficiary are in any way affiliated with each other in

order to preclude potential fraudi

Know the terms and conditions of the underlying3 )

contract so that there will be conformity with the letter of

45A "margin account" is generally an account held and

controlled by the Bank and containing some or all of the

funds to be disbursed under a particular letter of credit .

For example , if a letter of credit for $ 1 million is issued

with a 50% margin requirement , the customer must provide the

Bank with $500,000 . These funds are placed in a " margin

account" which is to be used exclusively for payment of the

letter of credit . In this way , the Bank secures its position

to the extent of the amount of margin required .
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:

contract should also becredit . Documents required in the

included with all documents required in the letter of credit ;

4 ) Ascertain that all stipulated documents

( Certificates of Origin , Quality Quantity , Sanitary

Inspections , Quota , ICO Stamps , Bills of Lading , etc. )

satisfy the legal requirements of both the importing and

exporting countries respectively involved in the transaction ;

5 ) Secure a valid insurance policy or certificate

assigned to the bank to cover the value of the merchandise .

This should be required even if the letter of credit is

issued against 100 % cash collateral so as to protect the bank

in any eventuality ;

6 ) Secure consignment rights to both the insurance

proceeds and the goods themselves . consignment is

particularly appropriate in international transactions if

the letter of credit is not fully collateralized by cash

and/ or secured by a sanctioned line of credit . 46

After the issuance of a
letter of credit , amendments

requested by the opener
must be in writing . Irrevocable

of credit ,
for Bilbeisi ,letters like all those opened

46with the bank designated as consignee , the carrier may
only release the merchandise to the opener after being so

authorized by the bank upon presentation of a properly

endorsed bill of lading .
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further require that before
any amendment can

become

operative
it must first be

approved by all parties in

writing . Requests for amendments should therefore be

considered with care and in the context of risk , liability ,

compliance with existing trade requirements , and conformity

with the contents of ICC Publication #400 .

In similar fashion , all importation documents should

a

as to

likewise be scrutinized prior to negotiating payment to

beneficiary and releasing merchandise to the opener . All

documents must be presented and examined contents ,

completeness and conformity with the terms , conditions and

any properly approved amendments to the letter of credit .

Again , this examination should place particular emphasis on

compliance
with existing import / export regulations and

restrictions promulgated by the respective countries involved

in the transaction . Certificates of
origin , quality ,

quantity , sanitary inspections and Ico stamps must be issued

by the appropriate authorities , and contain information

completely consistent with all other data set forth on

shipping documents , Bills of lading must also be reviewed

for consistency , with particular concern for the presence of

original signatures , counter -confirming signatures , date

stamps and properly notated " On Board " markings that would
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collectively corroborate the actual , authorized movement of

the merchandise .

Documents having omissions , inconsistencies , or

otherwise found not to be in order should delay any payment

to
a beneficiary and the release of the merchandise to the

opener . Such defects , or discrepancies , are generally

considered unacceptable either by the bank and / or opener ,

because they usually indicate non -conformity with the

original contract and the terms of the letter of credit .

Certain discrepancies that should
be of particular concern

relate to certificates of quantity , quality and origin , and

to bills of lading . Missing , incomplete or inaccurate

certificates indicate potentially serious problems with the

transaction and must be identified and corrected prior to

payment . In addition , bills of lading not appropriately

marked " On Board " , or not properly dated and endorsed by the

carrier's representative , or bills of lading reflecting

incorrect or inconsistent information concerning merchandise

marking , lot identification , and invoice numbers are

discrepancies , which , by their nature , cannot
govery

unnoticed by the bank without leading to potential liability

to the opener , the beneficiary and the bank itself .
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As stated earlier , documentation discrepancies delay

the process of payment to a beneficiary and should prevent

the release of merchandise to the opener . These situations

can be resolved with the bank's approval as follows :

can1 ) The beneficiary request immediate payment

against its own guarantee that would protect the bank from

financial loss by making payment despite discrepancies . 47

2 ) Independently , or at the request of the

beneficiary , the opener authorize payment despitecan

documentation defects by effecting a waiver of discrepancies .

Such a waiver of discrepancies must be
in writing and

approved by all parties before payment is authorized .

Upon the presentation of the required documents to the

bank , a PAD account ( Pay Against Documents ) is created . This

account is an internal control device which indicates that

the negotiable documents have been presented to the bank and

that payment to the beneficiary will be made upon the

approval by all parties of those documents . As long as the

PAD account is open the negotiable documents remain in the

47this type of waiver is generally not in the best

interest of the beneficiary or the bank , because under the

guarantee , payments must be refunded to the bank upon demand

and thus the bank is secure only to the extent of the

validity of the guarantee , a lesson the Miami Agency should

have learned with Duque .
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custody of the bank and are not released to the opener or to

the shipper until approved .

Upon approval of the documents , payment is made to the

beneficiary by the bank , with the opener's appropriate demand

account , loan account or margin account being debited to

cover these funds . The documents are then sent to the opener

for the release of the goods from the ship or from the

shipper's warehouse , and for their processing through u . S.

Customs .

Until such time as the
opener makes payment or

onappropriate loan arrangements any outstanding advances

( e.g. , that portion of the bank's payment to the beneficiary

not collateralized with cash in margin account ) , theа

shipping documents should not be released and the goods will

· thus continue to be held by the shipper ( with the bank

secured as consignee ) , in a bonded warehouse controlled by u ..

S. customs . If the opener is unable to pay , an LTR ( Letter

of Trust Receipt ) loan must be approved and opened before the

negotiable documents can be released . Upon approval ,
the

credit department should endorse the negotiable documents and

close the PAD Account with the proceeds from the LTR loan . 48

48 It should be noted that this procedure never was

followed in any of the Bilbeisi transactions , and in all

cases in which Bilbeisi lacked the funds to pay the Bank ,
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As can be expected , on occasion negotiable documents

may
not be available to the bank to permit appropriate

negotiation and timely release of merchandise by a carrier .

In such cases , the goods can be released with an

In the on a

indemnification from the bank known as a Shipping Guarantee .

This can be a risky accommodation for the bank unless certain

precautions are taken . effect bank takes

separate and distinct liability of covering for the absence

of documentation . Financially , carriers can demand unlimited

indemnities. Moreover , the v . s . Customs Service , depending

on the merchandise involved , can require a minimum of 100 % of

the applicable duty and up to five times the value of the

merchandise to cover any fines and penalties that could be

assessed . Prior to issuing any kind of indemnification the

bank should :

1 ) secure secondary ( non-negotiable ) copies of all

sales invoices , certifications , bills of lading and other

transportation documents ;

2 ) secure the additional required cash collateral

and / or reduce the opener's sanctioned line of credit

accordingly . This amount should be over and above any

negotiable documents were released to him anyway with PAD

accounts still open and LTR's yet to be created .
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liabilities already outstanding under a letter of credit if

so applicable ;

3 ) secure a signed Letter of Indemnity from the opener

in favor of the bank . This in effect is a counter-guarantee

by the
opener that indemnifies the bank for any losses

incurred ;

4 ) ensure that the aforementioned documents are

precisely referenced in the indemnity and attached thereto

when the opener formally acknowledges their receipt for

presentation to the carrier . All this data must be

consistent with the contents of the original letter of

credit ; and

5 ) maintain the financial restrictions placed upon the

opener until such time as the original documents are

can In

are to be

presented and the indemnification be recalled .

situations in which original documents believed

missing or lost , this information should be set forth with an

expiration date cited on the Letter of Indemnity .

year limitation for the production of duplicate documentation

is generally considered acceptable .

A one

With regard to U.S. Customs Service requirements ,

regulations provide that any import into the U. s . , whether

duty free or not , must be declared , cleared and released from
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the U. S. Customs Service designated bonded storage

a

facilities before entering the United States . Imports

awaiting transhipment through the u . S. to foreign

destination must also be declared and must remain in U. S.

Customs ' custody in a bonded warehouse while awaiting further

shipment . Any request
to subsequently import such

merchandise into the U. s . requires the filing of a new set

of declaration documents for clearance under the same

as

set

S.

conditions if originally declared for import into the

United States . This requires the presentation of all

original shipping documents together with the new of

declaration documents ( invoices , certifications of original ,

quality , quantity, ICO / quota stamps , bills of lading , vessel

manifest , discharge papers , and bonded storage records , etc. )

prior to clearance and release of the merchandise by U.

Customs ' . Coffee importations, which subjected

international quota restrictions until February 1985 , also

required ICO ( International Coffee organization )

documentation as a prerequisite for clearance through U. S.

Customs in addition to other documentary requirements .

Finally , U. s . Customs will not release coffee without

the shipnent having been certified by the Food and Drug

Administration ( FDA ) acceptable for consumption in

were to

as the
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United States . This requirement is still enforced by the

U. S. Customs Service, even though coffee quota restrictions

have been removed .

3 . General Coffee Letters of Credit :

Prior to issuing letters of credit to Bilbeisi's

companies , the Miami Agency had financed similar coffee

imports for General Coffee with similar letters of credit .

Between November 1982 and March 1983 six Miami Agency

letters of credit were issued for General Coffee through

was

K.G.S. Jhala .
The total face value of these letters

As a result , theapproximately US $ 12 million .
Bank was

defrauded of US $ 5 million .

The explanation of how the Miami Agency fell victim to

the General Coffee fraud becomes apparent from an analysis of

its letters of credit , all of which were opened and closed

1983
within the brief four month period preceding its May ,

bankruptcy .

General Coffee had a line of credit of US $ 5 million

which was secured by personal guarantees of Alberto Duque and

Ex.by corporate guarantees form one of Duque's companies .

68 . These personal guarantees proved to be worthless .

Likewise , efforts to the coffee as collateral also
secure

failed to offset the Bank's loss because the coffee either

84



277

CONTENTS COVERED BY ATTORNEY -CLIENT

PRIVILEGE AND WORK PRODUCT DOCTRINE

did not exist or had already been released to
buyers .

Moreover , the Miami Agency had neglected to have itself named

as consignee of the coffee and thereby provide itself a

security interest in the commodity .
49

Duque had apparently caused the Bank to issue payments

on the letters of credit based upon forged documents which

numerous Ex .contained discrepancies . 30 . These

discrepancies ought to have served a warning , but Duque

consistently waived them and so they were disregarded by the

as

Agency Moreover , the Agency never confirmed any waivers

with the beneficiaries , nor did it ever attempt to conduct

any background
or financial checks of the beneficiaries .

Either action may have forewarned the Agency
of the

fraudulent nature of General Coffee's operation .

To add to this risk , margin accounts had not been

established to secure payments and minimize the Bank's

exposure .

was theThe above condition further compounded by

Agency's practice of continually granting credit facilities

to
cover letter of credit payments despite constant General

49This serious oversight had been identified by

employees at the Miami Agency on Duque's first letter of

credit , but for unknown reasons was never corrected in the

subsequent letters .
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Coffee overdrafts . This was done by keeping established PAD

accounts continuously open and ' unpaid for General Coffee ,

accounts which were then allowed to pyramid until they

ultimately became one continuous , revolving loan with a

constant exposure of close to US $ 5 million . Under these

conditions , every General Coffee letter of credit payment was

made with unsecured Bank funds . The Miami Agency used its

own
money for Duque's letters of credit , and accepted his

personal guarantees as security for each of them .

( 4 ) Letters of Credit Issued and Used by Bilbeisi :

Just as General Coffee went into bankruptcy , Bilbeisi

own thanbegan his coffee import operations . Rather

tightening procedures to avoid phantom coffee imports , forged

shipping documents and inadequate security , the Miami Agency

and the Regional Office provided to Bilbeisi , Orion and

Coffee , Inc , most of the same accommodations it had provided

to General Coffee .
50

The only differences were that the Bank

&

50 These accounts had been opened by Enrique Olavarria , a

former employee of city National Bank of Miami , which was

owned by Alberto Duque . Olavarria's cousins are Carlos and

Jose Luis Castro , the same individuals who operated the law
firm of Castro Castro . This firm was providing

simultaneous legal services to the Miami Agency , Bilbeisi and
Duque . These legal services included the formation of the

three corporations which received the $ 2.5 million Boca Raton

loan as well as assistance in drafting the loan documents

themselves . Jose Luis Castro and Duque were both convicted

of fraud in connection with the operation of General coffee .
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was a consignee of the Bilbeisi coffee and that Bilbeisi had

posted bank guarantees instead of personal guarantees - but

even these were frequently inadequate and left the Bank with

substantial exposure .

Like Duque , Bilbeisi began purchasing coffee from

Central and South American vendors via letters of credit . On

December 23 , 1982 Bilbeisi's first letter of credit was

On theopened in the name of Orion Systems , S.A. same day ,

Duque had several PAD accounts outstanding in the amount of

over US$4.8 million . The first Bilbeisi letter of credit

( IMP-166 / 82 ) , for over US $ 4 million , was opened without

establishing any margin account and without any authorized

credit facility , and was secured only by
an Arab Bank

guarantee of US $800,000 . Even the opening fees of US $ 15,000

were paid for by the Miami Agency by opening and immediately

debiting the Orion Systems account . 51

By May 18 , 1983 , the day on which General Coffee filed

bankruptcy , Bilbeisi's first letter of credit ( IMP166-82 )

already had open PAD accounts for over US $1.6 million , had

created a potential exposure of over US $ 800,000 above the

Arab Bank guarantee , and had caused repeated instances in

Ex . 69 .

51See p . 39 .
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which Bilbeisi's personal and corporate accounts were in an

overdraft status .

At this point , in May 1983 , Hamid Khan took over the

Letter of Credit Department in the Miami Agency . Khan

continued the established practice of not doing any check on

the beneficiaries ; of not securing assignment of insurance

proceeds or even checking to if goods were insured ; ofsee

accepting shipping documents replete with missing , incomplete

and erroneous information ; of waiving all such discrepancies

at the opener's direction ; of paying beneficiaries

inadequately secured with BCC funds ; and of opening PAD

accounts to permit the release of merchandise
to Bilbeisi

without payment from him , thereby facilitating the opening of

his next letter of credit .

on September 13 , 1983 , Khan , with Sakhia's approval ,

opened а second letter of credit with a face value of

US $810,000 for Bilbeisi in the name of coffee Inc. See App .

2 . As before with General coffee and with the first Orion

letter of credit , the Miami Agency opened this without a

margin account , continued to use Bank funds to pay for it ,

and relied solely
on

bank guarantees which up
to December
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1983 were insufficient and created exposure for the Bank of

between US $700,000 and US $ 1,300,000.52

In the months between December 1983 and July 1984

( during the life of the Boca Raton secret loan of US $ 2.5

million ) , Khan , with Sakhia's continuing approval and with

assistance from Sakrani , Rehman and others , opened nine more

letters of credit in the name of Coffee Inc. Total face

value of these letters of credit exceeded US $ 13 million .

See App . 2 . During this same time the Duque /General Coffee

criminal investigation was proceeding , and this investigation

directly involved the Miami Agency as one of the defrauded

parties . The method of Duque's fraud and his misuse of the

1

Miami Agency's letters of credit was thus well known to all

of the key Miami employees .
Ex . 29 . Having been defrauded

for US $ 5 million by abuse of letters of credit , an approp

riate reaction would have been to prevent a recurrence . A

heightened sense of diligence concerning funding , margins ,

background checks , insurance , shipping documentation , credit

sanctions and guarantees within the overall context of

limiting potential exposure was called for .
For all nine of

52This exposure does not include the $ 2.5 million Boca
Raton loan which was outstanding at this time .
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these letters of credit , through which virtually all of the

total payments were made , this did not occur .

The first four letters of credit issued in 1984 ( IMP

104/84 , 105/84 , 106/84 and 107/84 ) , with a total face value.

of
more than US$ 4 million , See App . 2 , were opened without

any margin accounts ; no background checks of the

beneficiaries were conducted ; no insurance
was confirmed or

assigned ; all payments on them totalling over US $ 1.7 million

were made with BCC funds ; PAD Accounts were allowed to remain

open in an equal amount SO as to release coffee to Bilbeisi

without him having to use his own money ; and then loans were

issued in order to allow the Agency to close the letters of

credit . In addition , each of these letters of credit ( and ,

indeed , all of Bilbeisi's letters of credit on which

disbursements were made ) involved serious discrepancies in

the negotiable documents . These discrepancies included , in

almost every instance , missing or improper certifications of

quantity , quality , origin and sanitation , and improperly

prepared bills of lading , a number of which lacked original

signatures and " On Board " stamps .

These four letters of credit were opened at a time when

Bilbeisi's accounts reflected overdrafts in excess of

US $ 300,000 , see App . 4 , and thus total potential exposure to
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the Bank was over US $ 1.5 million , over and above the existing

bank guarantees of US $ 1.8 million from the Arab Bank and from

BCC Animan , and did not include the US $ 2.5 million loan that

had been extended to Bilbeisi by Hasan and Sakhia through the

Boca Raton Agency in December 1983 .

After closing out
these four letters of credit with

outstanding loans ( LTR'S ) of over of US $ 1.7 million , another

letter of credit ( IMP- 140 / 84 ) was opened for coffee Inc. for

the face amount of US $2,608,740 . See App . 2 . By this time

April , 1984 --Bilbeisi's
accounts had a net positive

more
See App . 4 .position of slightly than US $ 37,000 .

Then , with loans (LTR's ) outstanding in excess of US $ 1.7

million against guarantees of US $ 1.8 million , and with no

margin account having been established , Khan arranged for the

issuance of this letter of credit with face amount ofa

US$2.6 million and for the payment of over US $ 900,000 for the

;
first coffee shipment . This was done despite major

discrepancies in the shipping documents . Bilbeisi waived

those discrepancies , however , admitting that he was already

53

in possession of the coffee . Ex . 70 . Two subsequent

53This receipt of the goods without the possession or
presentation of the original shipping documents is a virtual

admission that the coffee had been smuggled off the ship and

into the U.S.
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payments totaling over US $ 1.7 million were also made by Khan

under this letter of credit , thereby increasing the Bank's

exposure of over US $ 2.6 million . 54 These payments were

eventually covered by post-dated Coffee , Inc./Atlantic Bank

checks credited to Bilbeisi's account . Ex . 71 . Sakhia

personally approved the acceptance of these post-dated

checks .

Throughout
these transactions , the Bank also had a

constant exposure of US $ 2.5 million ( the Boca Raton loan )

over and above any other
exposure not secured by the

aforementioned bank guarantees .

Prior to closing the above letter of credit , two of the

four remaining letters of credit opened between January and

July
1984 also had funds disbursed to beneficiaries . Two

others were cancelled without payments ,
one of them without

any explanation .

Regarding those with payments to beneficiaries , both

( IMP-160 / 84 and 161/84 ) were opened with a total face value

of US $ 2,046,000 on June 8 , 1984 with Sakhia's approval . See
.

App . 2 . At that time , there were loans ( LTRS ) still

outstanding in excess of US $ 1.7 million which were offset by

54 These payments along with those made under IMP 105/84 ,
106/4 and 107 /84, extremely suspicious and may be

connected to Manuel Noriega . See pp . 110 , et . seg .

are
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US $ 1.8 million in guarantees .
Το fund these letters of

credit , Bilbeisi on the day before they were opened gave

directly to Sakhia a series of postdated checks drawn on the

Coffee , Inc. account at Atlantic Bank and based
upon

anticipated sales collections . Ex . 72 . These checks were

12 through July 13 ,collectable during the period of June

1984 and totaled US $ 2,150,000 . As each became collectable ,

the funds were credited to Coffee Inc.'s demand account which

had already been placed in an overdraft position in excess of

US $ 2.6 million So as to create margin accounts for these

letters of credit .
55

In essence , these post -dated checks

were partially paying off margin accounts that had been

established for Bilbeisi with Bank funds . At the same time

the US $2.5 million Boca Raton loan was still outstanding .

On July 24 , 1984 , with Bilbeisi corporate and personal

accounts reflecting overdrafts in excess of US $ 546,781 , loans

( LTRS ) outstanding in excess of US $ 1.4 million , and the Boca

Raton loan of US $ 2.5 million , Khan opened letter of credit

IMP- 179 / 84 for Coffee Inc. in the amount of US $ 3,639,972 .

See App . 2 . Again , post -dated checks totaling more than

55Margin accounts were now required due to criticism
contained in an internal audit conducted in June 1984 . Ex .

52 . Yet large portion of these margin accounts

created by overdrafts in the coffee ,
Inc. account . See ,

e.g. , App . 4 , July 26 , 1984 .

a were
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US $ 800,000 and dated between July 23 and 27 , 1984 , were used

as credit assets .
A margin account which had been opened for

a previous letter of credit ( IMP- 165 / 84 , which had been

cancelled without disbursements ) was used
to provide the

margin for this letter of credit . Totaling US $ 1,027,004 ,

that margin was initially established by creating an

overdraft status in Bilbeisi accounts in excess of US $ 2

million . 56 By the time it was rolled-over , all the post

were never

on

56These margin account funds used because

this letter of credit ( IMP - 179 / 84 ) was eventually cancelled

on October 24 , 1984 without any payments to the benefici

aries . However , what did happen with this margin between

July 24 and October 24 , 1984 is of interest . Briefly and

according to limited documentation in the files , this

margin , opened in the name of coffee Inc. and specifically

established for IMP - 179 / 84 , was transferred on September 19 ,

1984 out of the Miami Agency and placed in the Nassau Agency

in a margin account for Orion Systems . These funds remained

in this account ( the Nassau Agency at this time was still

physically located in the Miami Agency) until Khan requested
it be returned October 24 , 1984 . On that date the

transfer was " made , the funds were again placed back in the

original coffee Inc. margin account , and the letter of credit

was cancelled with the funds returned to the Coffee Inc.

demand account . The file provides no explanation or

documentation as to why or on what authority it was done .

See pp . 51-52 . Regardless of the answers to these questions ,

the reality simply stated is that a margin was transferred

offshore and recreated under a new identity . It was then

reversed back through the internal accounts of BCC . Khan ,

who responsible for this and of it , himself

characterized this type of action as completely improper .

Ex . 12 . Since he refused to discuss this specific letter of

credit or margin account with us , however , the contradiction

between his actions and his words remains unresolved .

was aware
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dated checks , with a value in excess of US $ 3 million , had

been collected , and the margin account of US $ 1,027,004 was

fully funded by Bilbeisi .

In September 1984 , another letter of credit ( IMP

212/84 ) was opened for Coffee Inc. in the amount of

US $ 440,333 . See App . 2 . This was secured by Bilbeisi's

various bank guarantees . Although it was opened in Miami ,

for unexplained reasons a margin of 100 % was required to be

held in Nassau . According to a Khan notation in the file ,

however , no margin was ever opened either in Miami or Nassau

because Nassau failed to follow Miami's instructions . This

had occurred because Khan had used the Nassau margin to

offset overdrafts in Bilbeisi's Miami accounts . Thus , when

the Miami Agency went to the Nassau margin account to make

the payout on this letter of credit there were insufficient

funds available . Once again , the Agency used its own funds

to pay for a letter of credit and then had to cover this by

arranging another ( fifth ) loan ( LTR ) to close out this

letter of credit . Again , the Bank had purchased coffee for

Bilbeisi and permitted him to pay it back via a loan which

was well beyond any credit limit authorized by the Central

Credit Committee in London .
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This letter of credit was the last time any funds were

disbursed to letter of credit beneficiaries in 1984 .

( 5 ) Letters of Credit Issued and Not Used by Bilbeisi:

From June 1984 through February 1986 less than

US$500,000 was disbursed in connection with the last sixteen

letters of credit issued during this time frame , although

their face value totaled more than US $ 65.5 million . See

App . 2 . Virtually all of these sixteen letters of credit

were opened and then closed by Bilbeisi without any

disbursements having been made . Only one disbursement of

US $ 90,000 on IMP 126 / 85 was made in all : of 1985 .

Nevertheless , Bilbeisi paid the Miami Agency over US $43,000

in opening fees for letters of credit he never used . At

about the same time , however , Bilbeisi began the issuance of

hundreds of cashier's checks from the Miami and Boca Raton

Agencies , and these checks were allegedly for the purchase of

coffee and the payment of commissions . The last sixteen

letters of credit , then , appear to have served only one

purpose : their issuance gave Bilbeisi and his agents

ostensibly legitimate status as coffee purchasers in Central

America . The Guatemalan and Honduran consuls in Miami have

confirmed that
no non-residents are not allowed to enter

those nations and engage in coffee purchasing without
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:

actually possessing a letter of credit . This is a matter of

to

foreign exchange and export controls for each country . Thus

Bilbeisi and his agents gained entry those countries ,

purchased coffee , cancelled the letters of credit , smuggled

the coffee out and made private , surreptitious payments

the sellers with the Bank's cashier's checks well

bribes to certain individuals to facilitate this process .

to

as as

( 6 ) Eindings :

Concerning all of the twenty-seven letters of credit

issued for Orion Systems and Coffee Inc. between 1982 and

1986 , certain observations regarding documentation and the

movement of the merchandise can be made .

First , in considering the letters of credit collec

tively , it appears that they were used by Bilbeisi as an

essential device in his smuggling scheme : they enabled him

to finance his initial coffee purchases while he was associ

ated with calderon , Otano , Villalba and Gerardo Harris .

Once that relationship ended he relied almost exclusively on

cashier's checks for his coffee purchases while simultane

ously continuing to open and cancel letters of credit .
These

letters gave him an of credibility
as a

legitimateaura

coffee buyer in Central America .

9
7
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Second , to perpetrate
the smuggling scheme , the

shipping documents , the certifications of origin , quality ,

quantity and sanitation , and the bills of lading and the

declarations of final destination had to be misleading or

falsified . For all the letters of credit issued for

Bilbeisi , these documents were , without exception , furnished

to the Miami Agency with multiple discrepancies , which were

always waived by Bilbeisi . These discrepancies , together

with the falsified declarations of destination , were the

necessary product of a successful smuggling operation . The

silent acceptance of these discrepancies by the Miami Agency

and the Regional Office was essential .

On more than one occasion Bilbeisi advised Khan that he

was waiving discrepancies because the coffee was already in

his ( Bilbeisi's ) warehouse . Ex . 70 . Although imported goods

not normally released by the shipper until payment isare

made , and payment is normally not made until the bills of

lading and other required documents are presented to
the

Bank , the early release of the coffee to Bilbeisi without

payment or proper
documentation apparently raised no

questions at the Miami Agency . Similarly , the issue of how

the coffee could have been released and processed through

Customs without the presentation of essential shipping
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documents was not raised either . The coffee could only be

transferred from the ship or from the Customs bonded facility

to Bilbeisi's warehouse either by the issuance of a Shipping

Guarantee to the shipper or by an unauthorized release by the

shipper and after illegally circumventing the U.S. Customs

Service . On only occasions , however , were Shipping

Guarantees issued , and these involved the only instances in

two

which the coffee was shipped by a carrier other than the CCT

shipping line . Neither Hamid Khan nor any other Bank officer

ever inquired into those situations . They simply followed

Bilbeisi's instructions .

Third , for virtually every letter of credit , the port

of destination for the coffee was listed as either Aqaba ,

Jordan or Latakia , Syria . See App . 2 . In no instance ,

however , is there any indication that the coffee ultimately

went there . Instead , the indications in the files clearly

show that the coffee was sold in the United States , largely

to Chase & Sanborn or Chock Full O'Nuts . In only two

shipments one on IMP 140/84 and one on IMP 160/84 was

coffee shown as destined fo the U.S. In both cases , the

original port of destination was amended from Aqaba to Miami

immediately before the arrival of the coffee . This involved

two shipments of coffee which were the only ones not shipped
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on CCT . In addition , these were the only shipments in which

release of the coffee to , Bilbeisi's warehouse was
not

permitted without either the posting of a Shipping Guarantee

or the presentation of valid shipping documents.5
57

two

The circumstances surrounding the issuance of the

Shipping Guarantees are indicative of Khan's , Rehman's and

Sakhia's knowledge of U.S. Customs regulations and their

silent acquiescence with Bilbeisi's smuggling scheme .
For

undetermined reasons , one of the coffee shipments to the

U.S. under IMP 140/84 was transported on the Concorde Line

noinstead of on CCT . Apparently , Concorde had part in

Bilbeisi's smuggling operation , and refused to release the

coffee upon its arrival in Miami without either the

presentation of correct documents or a shipping Guarantee . ,

to

57A January 22 , 1985 memorandum from Grace Perez to the

letter of credit department deserves mention in regard to the

destination of the coffee . This memo recited instructions

issued by A. R. Sakhia directly Ms. Perez (apparently

ignoring the Agency manager , Hassan Parvez , in the process ) .

This memo stated that in the future for Bilbeisi's letters of

credit :

1 ) All transactions were to be made in the of

Orion Systems ( Panama ) , not coffee Inc .;

2 ) All transactions be fully . collateralized

under bank guarantees or cash collateral ; and

name

to

3) Destination of the coffee was not to be shown if the

destination is not the United states. ( emphasis added ) .
None

of these curious instructions followed by Agency

personnel . Ex . 73 .

were

were
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The unexpected and first time arrival of a Bilbeisi

coffee shipment aboard a Concorde Line rather than CCT vessel

caused problems at the Letter of credit Department at the

Miami Agency .

Apparently , as far as the Concorde Line was concerned ,

the coffee was being transshipped through Miami to Aqaba ,

Jordan . Accordingly , it would not release the coffee to

Bilbeisi in Miami without corrected shipping documents

showing Miami as the port of destination . Because of this ,

Bilbeisi , in a letter dated June 7 , 1984 , requested Khan that

IMP 140/84 be amended to show Miami as the port of

destination rather than Aqaba , Jordan , the originally

declared port of destination . Ex . 74 .

The Concorde situation tended to show in documents held

by the Bank what Khan , Rehman and Sakhia must have already

known--that the true destination of all previous shipments

was really the U.S. rather than Bilbeisi's false

declarations . Putting
the true destination in writing

directly confronted Khan , Rehman and Sakhia with u.s. Quota

and FDA inspection requirements. Previously , as long as they

had been able to pretend that the coffee was being

U.S. , they had been able totranshipped through the

" legitimately " close their eyes
to U.S. Government regula
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new

tions and to Bilbeisi's smuggling of coffee into the U. s . in

violation of those regulations . Now , however , with a

shipping line involved in Bilbeisi's smuggling operation ,

and with seriously defective negotiable documents , the goods

could only be released from Concorde Line by a Shipping

Guarantee issued and approved by the Bank itself . Issuing

the necessary guarantee would have directly involved Khan ,

Rehman and Sakhia in the release of uninspected coffee

violating the U.S. quota . Thus , it was necessary for them to

find justification for their continuing wilfula new

blindness .

Khan and Grace Perez , his assistant , accomplished this

with several tel phone calls .

First ; Khan telephoned his " counterparts in other New

York banks . " They assured him that it was not a bank's duty

to monitor quotas , but instead was the job of U.S. Customs .

Khan noted this on Bilbeisi's letter of amendment . Ex . 74 .

Meanwhile , Perez contacted the Council of International

Banking , which confirmed that the importer's

responsibility to monitor quotas and comply with u.s. Customs

it is

laws , not the Bank's . Perez noted this on Bilbeisi's letter

of amendment . Ex . 74 .
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Based upon these " opinions , " M. U. Rehman directed that

the necessary Shipping Guarantee be issued . Ex . 74 . Then ,

Bilbeisi issued a counter -guarantee indemnifying the Bank on

the Shipping Guarantee . In his indemnity , however , Bilbeisi

stated that it was being issued because original shipping

documents " had not arrived , " and made no reference to the

Bx . 75 .change of ports . The Shipping Guarantee , which Khan

prepared , used the same explanation .

Fourth , applications for letters of credit were filed

and the letters themselves were opened without any background

check regarding the identity or financial integrity of the

letter of credit beneficiary . 58 Proof of insurance and

assignments of insurance proceeds were never secured , and the

underlying sales contracts relating to the letters of credit

were never obtained .

Fifth , amendments to the letters of credit were

repeatedly requested and automatically accepted by Khan and

his superiors at Bilbeisi's request , and almost always

These amendmentswithout written approval by beneficiaries .

consistently called for the deletion of requirements for

certifications of quantity , quality and sanitaryorigin ,

58This is hardly surprising , considering the dubious

background and connections of one of the chief beneficiaries ,

Financiera Del Atlantico . See pp . 110-111 .
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inspection , and also made significant changes
on crucial

shipping documents .

Sixth , all of the files on open letters of credit which

were either closed or cancelled with or without payments

never contained confirmation that the designated

beneficiaries had even received the original letter of

credit , or in fact had subsequently approved
the

cancellation of the letter of credit .

Set forth earlier in this report is a description of

the proper procedures involved in the processing and handling

of letters of credit .
This is based upon the ICC Publication

400 as well as BCC's own Operational Manual on letters of

credit which Hamid Khan himself had written . In addition ,

that section addressed the various financial and documentary

controls necessary
to the

proper administration of an

international letter of credit , as well as the need for

diligence on the part of the issuing bank . All of this care

and diligence is necessary because letters of credit are

easily and frequently abused for the purpose of committing

fraud.59 Bilbeisi's letters of credit repeatedly
were

59 see Letter of Credit : Fraud Prevention and

Detection , Bank Administration Institute , 1989 , p . 9 : " When

issuing or confirming a letter of credit , the bank's exposure

to fraud is greatest when discrepant documents are not caught

when examined . " ( emphasis in original . ) Ex . 135 .
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opened , administered , paid and closed with an almost total

disregard for these procedural and documentary requirements .

The lack of care and diligence in the opening and

administration of each one of Bilbeisi's letters of credit is

so frequent and consistent as
to arguably appear to be a

purposeful attempt to assist Bilbeisi in the success of his

smuggling operation .

( 7 ) Mura International Helicopter Deal:

By the end of 1986 Bilbeisi's coffee business for all

practical purposes had come to an end . During 1987 his

accounts with BCC were once again in
a constant overdraft

status , and the Bank reminiscent of Alberto Duque had

to look to guarantees to collect Bilbeisi's outstanding

debts . This time , however , the guarantees were from banks ,

not from the opener personally , and the Miami Agency

successfully collected US $ 3.5 million in 1988 , albeit almost

two years after the overdraft debts were amassed . Ex . 76 .

The guarantees were insufficient , however , and
as of April ;

1988 , Coffee , Inc. still owed BCC approximately US $ 400,000 in

interest on past indebtedness .

It was under these circumstances , with the Bank still

trying to collect this money , that Bilbeisi againonce

approached the Miami Agency in the summer of 1988 to assist
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in financing yet another international transaction . hi

assistance involved a contract which had been made by another

Bilbeisi company , Mura International , Inc. , for the sale of

three helicopters by Mura International to
the Republic of

Guatemala for US $ 5.1 million . 60 Hamid Khan and Grace Perez

again became involved with Bilbeisi in this transaction.61

The helicopter sales contract identified BCC as the

issuing bank of a Stand-By Letter of Credit ( STB )
to be

opened by Mura International with the Republic of Guatemala

as beneficiary , in the amount of ten percent of the contract

value of US $ 5,175,000 . These funds , US $ 517,500 , would be

payable to Guatemala in the event Mura International failed

to deliver the helicopters as per the terms of the contract .

The financing of the helicopter sale to Guatemala was

done through a letter of credit issued for the Republic of

Guatemala by the Bank of Guatemala . Mura International , the

seller of the helicopters , was the beneficiary . The Capital

60 These helicopters were ostensibly to be used for

medical evacuation only . However , they were constructed in

such a way as to be easily transformed into helicopter

gunships and have thus led to claims that Bilbeisi was an

arms dealer . Ex . 3 .

61At this time , Khan had been transferred from the

Letter of Credit Department to the Regional Office ,

Corresponding Banking Unit . It is unknown why Khan became

involved in this one letter of credit for Bilbeisi when it

was no longer his job .

106



299

CONTENTS COVERED BY ATTORNEY - CLIENT

PRIVILEGE AND WORK PRODUCT DOCTRINE

Bank in Miami , which also serviced Bilbeisi accounts , was the

the source of the funds for thisconfirming bank and

transaction through an arrangement with the Bank of

Guatemala .

with Khan's advice and participation , Ex . 77 , Bilbeisi

succeeded in having the Guatemalan letter of credit amended

by deleting the requirement of the STB to be issued by the

Miami Agency as a performance bond . In lieu of the STB , and

with Khan's assistance , Bilbeisi persuaded Guatemalan

officials to agree to withholding up to US $ 517,500 from their

payments to Mura International under the Guatemalan letter of

credit until Bilbeisi satisfactorily performed by delivering

the three helicopters . Simply stated , Khan helped Bilbeisi

to eliminate the need to advance funds he did not have but

which would have been required to secure the stB , and enabled

him instead to have the Guatemalan government use its own

All this was accomplishedmoney for his pertormance bond .

with Khan's advice and guidance. 62

simultaneously , Bilbeisi negotiated to purchase the

three helicopters from the ' Jordanian Air Force for US $2.1

62while there is certainly nothing improper in these

activities, theydo underscore the relationship between Khan

and Bilbeisi in which Khan has been described by Hassan

Parvez as Bilbeisi's business " advisor . " Ex . 13 .
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million . Meanwhile , Bilbeisi , despite his precarious

financial position with the Miami Agency , also sought a

commitment from the Miami Agency to open a letter of credit

for Mura International , Inc. in favor of the Jordanian Air

Force in the amount of US $ 2.1 million in order to finance its

purchase of the helicopters from Jordan . 63

In sum , then , Bilbeisi through his company , Mura Inter

national , was purchasing the three helicopters from Jordan

for US $2.1 million . Bilbeisi had tried and failed to get the

Miami Agency to fund this purchase , and it is unknown how the

purchase was financed . At the same time , however , through

Mura International , he was selling the same three helicopters

to Guatemala for US $5.1 million , thus grossing a US $ 3 million

profit if the deal were completed . The Guatemalan government

financed the purchase of the helicopters from Mura

International through Capital Bank and the Bank of Guatemala

letter of credit , and without any performance bond being

posted by Bilbeisi .

The curious aspect of this arrangement is why the

Guatemalan and Jordanian governments allowed Bilbeisi to

.63 This letter of credit was not issued and it is unknown

how Bilbeisi financed this transaction . Significantly . by

this time A. R. Sakhia had been replaced as Regional Manager

by Bande Hasan .
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structure this deal and act as a middle man for such an

enormous personal profit , instead of dealing directly with

each other something which would clearly have been

their mutual advantage . One possible answer may lie with the

to

various special assignments of the capital Bank letter of

credit proceeds made by Bilbeisi .

There were three such assignments . The first was in

the amount of US $837,500 to the Miami Agency . Ex . 78 . The

second was to Grindlay's Bank on the Isle of Jersey , in the

amount of US $257,500 for credit to a numbered account , and

the third was to Cartray , Ltd. at the Credit Suisse Bank in

Luxembourg for US$260,250 .

The Miami Agency assignment of US $837,500 was further

assigned by Bilbeisi in five parts : US $400,000 to the Miami

Agency64 ; US$ 17,500 to Jose Francisco Valdes for Spanish

translating services ; US $75,000 for commissions to Mauricio

Coronado ; US$75,000 for commissions Louis Altemar ; andto

US $270,000 to the Bank Leumi. " Ex . 79 .
After receiving these

funds , the Miami Agency transferred the US $ 270,000 to the

was

64The Bank used this money to repay the interest still
due on prior loans . When the deal closed and the

assignments made , the Miami Agency applied this money to

Bilbeisi's remaining debt . Bilbeisi claimed that this was

not the purpose of the assignment and sued the Bank for that

amount . That litigation was tentatively settled on November

20 , 1990 , for a payment of US $75,000 by the Bank to Coffee , Inc.
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Bank Leumi for further credit to a numbered account . EX . 80 .

Mauricio Coronado , one of Bilbeisi's agents in this deal , has

claimed in a recent interview with Bank attorneys that this

numbered account at Bank Leumi was held by high-ranking

Guatemalan government officials . In short , the US $ 270,000

was for bribe or kickback payments by Bilbeisi to Guatemalan

or Jordanian government officers .

These suspicions have been confirmed by Hassan Parvez ,

the manager of the Miami Agency at the time , who has told us

of conversations he had with Bilbeisi in which Bilbeisi

admitted paying bribes from the Capital Bank assignments to

Jordanian and Guatemalan officials . Ex . 13 . If in fact

payments were made by Bilbeisi to Jordanian and Guatemalan

government officers , it would explain why those governments

did not deal with each other directly a middleman such as

Bilbeisi would be necessary to successfully hide the bribe

payments . It would also explain why the governments were

willing to allow Bilbeisi to make such an enormous personal

profit their own negotiators were dealing from individual ,

not national self-interest .

Bilbeisi used the Miami Agency toIn effect , then ,

assist in restructuring his business arrangement in terms

most favorable to him , and then apparently used that Agency
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to handle the initial portions of his bribery payments to

Guatemala .

J. Connections Between Bilbeisi and Manuel Noriega

In January , 1984 three letters of credit were opened by

Bilbeisi through coffee Inc. at the Miami Agency ( IMP 105/84 ,

106/84 and 107/84 ) with a face amount of US $ 3.4 million . In

April , 1984 another letter of credit ( IMP 140/84 ) was opened

for coffee Inc. at the Miami Agency with a face amount of

US $2.7 million . See App . 2 . These four letters of credit

at Miami were unique and deserve special mention because they

directly involved the BCC Panama Agency in their

administration
, and because of the ultimate destinations of

the funds . 65

( 1 ) Letter of credit Payment to Noriega Associates

The stated purpose of the letters of credit was the

purchase of coffee from a Costa Rican company , Financiera Del

Atlantico S.A. , the named beneficiary . This company opened a

demand deposit account at the BCC Panama Agency on March 7 ,

65The manager of the Panama Agency at the time was Amjad,
Awan , and the officer overseeing the letters of credit was

Mr. Singh , with the assistance of Ms. Nancy Grimas . The

three letters of credit initiated in January , 1984

referred to in the Panama Agency records as a single letter

of credit , IMP 107/84 .

are
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1984.
66

Ex . 81.Our sources
have reported that a business

associate and front person for Financiera Del Atlantico S.A.

was Gerardo Harris . Harris is the former Panamanian Vice

Minister of Treasury and
а confidant of Manuel Noriega .

Unconfirmed allegations from U.S. Government sources allege

that Harris is involved in narcotics trafficking and money

lalundering. In addition , Harris is reportedly closeа

associate of Carlos Duque of Transit S.A. who ran the Colon

Free Zone for Noriega , extracting "commissions" for Noriega

in the form of fees for coffee shipments and other commodi

ties . Harris is currently a prominent businessman in the

Colon Free Zone .

In March , 1984 BCC Panama sent the shipping documents

to BCC Miami indicating a total due of US$1,055,700.00 and

instructing the release of the documents to coffee Inc. only

against payment by that company of the letter of credit .
On

April 2 , 1984 Bilbeisi authorized Hamid Khan to pay
the

beneficiary
an additional US $700,000 ( for

a total of

66Five days prior (March 2 , 1984 ) to the opening of the
Financiera Del Atlantico account at the Panama Agency ,

Bilbeisi wire transferred US $ 248,710.00 to the colon Agency

for the benefit of "Victor Overseas , S.A. " The Colon Agency

issued a manager's check for this amount to Victor Overseas ,

S.A. and that check was deposited at Banco de Iberoamerica ,
S.A. in colon to the account of Pacit , S.A. Beneath the

company endorsement is the signature of Gerardo Harris . Ex .

82 .
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US $ 1,755,700.00 ) , stating that this amount of coffee had

Ex .already been received and was in Bilbeisi's warehouse ..

70 . addition , Bilbeisi waived number of seriousIn a

discrepancies in those documents . 67 Despite a shortage of

sufficient collateral and no margin accounts , Khan advised

Panama to disburse us $1.7 million to the beneficiary because

Bilbeisi had waived the discrepancies . Subsequently , the

Miami Agency opened a loan ( LTR ) for Coffee , Inc. still

without sufficient collateral or margin and then telexed

US $ 1.7 million to Panama to reimburse that Agency . This was

approximately one-half of the face value of letters of credit

IMP 105/84 , 106/84 and 107/84 .

on April 9 , 1984 Bilbeisi issued a letter to Hamid Khan

instructing him not to continue the three letters of credit

for payment of further coffee shipments . Ex . 83 . Khan then

sent an " Urgent Telex" to the Panama Agency on April 12 , 1984

requesting that the beneficiary ( Financiera Del Atlantico

S.A. ) be notified of these instructions and give its

concurrence . Ex . 84 . On April 11 and 12 , 1984 Bilbeisi wire

transferred from the Coffee Inc. account at Miami

US $208,038.60 and US $356,290.00 for the benefit of Gerardo

67 The discrepancies included the lack of quantity and
quality certificates , " On Board " stamp the bill of

lading and contradictions in the harvest year of the coffee .

no on
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Harris at BCC Colon .
68

Bx . 85 . The funds were to be

disbursed to Harris only upon approval of Joseph Villalba ,

Bilbeisi's associate in the smuggling operation . Villalba

was at BCC Colon on these dates and authorized the release of

the funds . Villalba himself also received a US $ 5,000.00 wire

transfer from Coffee Inc. on April 12 , 1984 . Later , on May

15 , 1984 Bilbeisi wire transferred an additional US $ 6,514.00

from the Coffee , Inc. account directly into an account

maintained by Harris at the Colon Agency .

An irrevocable letter of credit theoretically cannot be

cancelled after issuance and prior to expiration without the

written concurrence of the beneficiary . Otherwise , the

issuing bank may be liable for the unfunded portion of the

letter if the beneficiary demands payment . No documentation ,

however , found at the Panama or Miami Agencies showing

the beneficiary , Financiera Del Atlantico , S.A. , had

concurred with the cancellation . It is possible that the

was

lack of cancellation documents from the beneficiary did not

concern Hamid Khan at the Miami Agency because he knew

Bilbeisi had already wire transferred
over US $800,000 to

Gerardo Harris , the real beneficiary of these letters of

as what68 Records were requested from BCC Colon to

Harris did with these funds but they were not provided .
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credit , on March 2 and April 11-12 , 1984.69 The face amount

of the three cancelled LC's ( 105/84 , 106/84 and 107/84 ) was

US $3.4 million . Total payments to Harris and directly to

Financiera Del Atlantico during the term of these letters of

credit were
US $2,550,252.60.70 If one considers the

simultaneous payments of US $900,000 made by Bilbeisi to

Calderon , Otano and Villalba ( the initial deposits in their

corporate Swiss Cottage accounts ) , then the total

expenditures made by him in April and May , 1984 , .is

approximately US$ 3.4 million the face amount of the three

letters of credit . Possibly , Bilbeisi's business required

the posting of a form of guarantee of payment in that amount ,

and the letter of credit fulfilled that purpose .

on May 25 , 1984 Bilbeisi began to authorize payment on

shipments received on letter of credit IMP 140/84 . This

69The amount consists of the wire transfers to victor

Overseas / Pacit S.A. ( see n.66 ) for US $ 248,710 ; the wire

transfers to colon for Harris in the amount of US $208,038 and

US $ 356,290 and the transfer to Harris of US $ 6,514 .

70This amount includes the US $1.7 million wire trans
ferred under the letters of credit and the US $819,552 wire

transferred to Harris or related companies . There were no

additional payments uncovered from Bilbeisi or his related
companies to Financiera Del Atlantico Gerardo Harris

during the term of these letters of credit . The Miami Agency

still had a potential exposure in excess of US$849,000.00 ,

due to lack of any agreement by Financiera Del Atlantico ,

S.A. to their cancellation .

or
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letter of credit was similar to the prior three in that the

wasbeneficiary Financiera Del Atlantico and significant

discrepancies in the shipments were again waived by Bilbeisi .

In addition , Biibeisi acknowledged receipt of the coffee in

his Miami warehouse prior to the receipt or approval of the

shipping documents by the Bank . Ex . 70 . There were three

payments on this letter of credit which were authorized by

Bilbeisi in this way . These payments totaled US $2.7 million

which was the total face value of IMP 140/84 .

An analysis of the payments on the four letters of

credit reveal that the named beneficiary ( Financiera Del

Atlantico ) directly received only about ten percent ( 10 % ) of

the proceeds ( US $ 168,030 ) from letters of credit 105/84 ,

106/84 and 107 / 84 , and only about thirty percent of the

proceeds ( US $ 764 , 224.30 ) from letter of credit 140 / 84.71

Moreover , the total of funds going to Financiera's account

was US $ 932 , 254.30 . However , immediate withdrawals for the

benefit of third parties totaled US$778,830.00 . These

withdrawals were :

71Ms . Nancy Grimas , currently an employee at the Colon

Agency and an administrator of the letters of credit , stated

the percentage of the proceeds deposited by Financiera Del

Atlantico , S.A. was too large to indicate the beneficiary was

strictly operating in the capacity of broker receiving

commission payments .

a
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April 4 , 1984
Managers check to Deutsch Bank for

US $ 150,000.00 with the notation
" For account

of Coffee International Trading Company ;

May 25 , 1984 wire transfer to Harris Bank in Chicago for

US $228,830.00 to the benefit of Refco , Inci

June 7 , 1984 Managers check payable to the Union Bank of

Switzerland for US $220,000.00 with the

notation Financiera Del Atlantico ;

June 19 , 1984 Managers check payable to

US $ 200,000.00 with the

International Trading , S.A.

Deutsch Bank for

notation Coffee

Ex . 86 .

It is of importance to note that BCC as well as the

Deutsch Bank and Union Bank of Switzerland were used by

Manuel Noriega for his personal funds . In addition , Refco ,

Inc. is a large commodity trading firm with offices in

Chicago and London . In 1984 and 1985 Rudolfo Ospina and

Mauricio Lehrer rented office space at the Miami office of

Refco , Inc. Both of them have since been convicted of

Federal money laundering in Miami for their business

activities while operating from the Refco offices . Accounts

opened by them at Refco were used to launder drug profits .

In sum , only a small portion of the total payments made

on these four letters of credit were actually made to
the

named beneficiary , Financiera Del Atlantico . Moreover ,

almost all of those payments were immediately transferred on

the day they
made from Financiera's account at BCCwere
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Panama to other banks or companies associated with Noriega or

with money laundering .

As for the remaining payments on these four letters of

credit , fully ninety percent of total payments on IMP 1051 ,

106 and 107/84 , and seventy percent of total payments on IMP

140/84 , were made to a company never identified as a

beneficiary . These payments , totaling over US $3.4 million ,

were made to Standard Chartered Bank in New York for the

account of Banco Promotor Del Comercio Latino - Americano ,

where they were apparently held for further credit to the

account of " Coffee International Trading . " Ex . 87 . Banco

Promotor is located in Panama , and it appears that this

circular transfer , authorized by " Coffee International

Trading , " was done to launder the money issued from these

four BCC letters of credit .

The business address contained in the Panama Agency's

records for Financiera Del Atlantico is the same address in

Costa Rica as the address given for " Coffee International

Trading , S.A. " In addition , U.S. Government sources report

that "Coffee International Trading S.A. " is connected to John

Cogswell , a marketing functionary for the BCC Panama Agency .

John Cogswell is the person
opened the " Coffeewho

International Trading " account
at the Panama Agency , was

a
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financial advisor to Manuel Noriega and has been identified

as a the U. S. Justicemoney launderer for Noriega by

Department . 72

These factors suggest the strong possibility that the

Panama Agency was used as an advising bank in these letters

of credit to control and conceal the disbursements of

proceeds and protect them from detection by
U. S. law

enforcement . Clearly , these transfers all could have been

done by the Miami Agency itself .

( b ) The Boca Raton Loan / Panama Connection :

We can find no plausible reason for Bilbeisi to have

moved US$1.5 million in proceeds from the Boca Raton loan to

the Bilbeisi Panama time deposit unless those proceeds have a

connection with the payments to Harris and other Noriega

associates . Both the letters of credit and the Bilbeisi

Panana account were opened within a few weeks of each other ,

between December , 1983 and January , 1984 . Then , after the

April and May payments
to Financiera Del Atlantico and

Gerardo Harris , Bilbeisi's Panama account was closed ( May 24 )

72 In addition , the Justice Department has claimed that
Noriega maintained an account in the name " Zorro " at the BCC

Panama Agency . Cogswell is reported to the authorized

signatory on that account .

be
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and the funds transferred to a Bilbeisi account in Boca Raton

for ultimate repayment of the loan on August 1 .

No legitimate business economic purpose hasor been

established for the Boca Raton loan or for Bilbeisi's Panama

account containing the proceeds of that loan . The funds were

transferred to and from Panama through unusual and covert

procedures . The manager of the Panama Agency , Amjad Awan , is

alleged by the U. S. government to have been the " personal

banker " for Manuel Noriega . The actual recipients of the

letters of credit funds and of Bilbeisi's direct payments all

had alleged connections to Noriega . An inference can thus be

made that the Bilbeisi time deposit was actually used

" security " or " collateral " required of Bilbeisi to conduct

as

business in Panama with the Noriega-related entities and

individuals . Once Bilbeisi established his reliability by

payment on two groups of letters of credit and wire transfers

to Gerardo Harris , Bilbeisi was free to return the US$1.5

million loan to his Boca
Raton account . This inference is

strengthened by the fact that this is the first known

business conducted by Bilbeisi in Panama .

K. Bilbeisi's Cashier's Check Activity

From mid-1983 through early 1987 , Bilbeisi , directly or

through his agents or companies , caused 264 cashier's checks
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to be issued by the Miami and Boca Raton Agencies totaling in

excess of US$10.1 million .
73

See Annex 6 . The annual

breakdown of the cashier's checks issued , by year , is as

follows :

YEAR NUMBER OF CHECKS AMOUNT

1983 22 US $ 1,359,588.46

1984 40 2,466,577.07

1985 45 1,182,099.00

1986 138 5 , 296,859.00

1987 21 271,023.33

266 US $ 10,576,146.86

The majority of the checks and the instructions for

their issuance created the appearance that they were issued

for the purchase of coffee or for expenses associated with

those purchases . 88 . The checks were issued upon the

orders of Hamid Khan , Hassan Parvez or Nadim Hasan , each of

whom did SO upon the oral or written instructions of

Bilbeisi .

In 1983 and 1984 , Bilbeisi had used letters of credit

for his alleged coffee transactions . At least some of the

cashier's checks issued during those years were payments to

73This amount includes cashier's checks drawn by or for
Bilbeisi's benefit through the " cash local" accounts at the

Boca Raton Agency .
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his smuggling partners , Calderon , Otano and Villalba , or are

alleged to be kickbacks to Bilbeisi himself .

For example , on June 4 , 1984 , four cashier's checks were

issued to " Rafael Garcia , " three of them for US $9,000 each

and one for US $ 3,000 . Ex . 89 . On June 19th , a like amount

of cashier's checks were again issued to " Raphael Garcia . "

Raphael Garcia was only a name used by Bilbeisi for kickbacks

to himself . Ex . 90 .
Jay Anthony Aramburo , a member of the

smuggling scheme , has stated that " Raphael Garcia " checks

were routinely sent to him by Bilbeisi . He said that he

endorsed them in the name " Raphael Garcia " and returned them

to Bilbeisi.74 Ex . 6 .

During 1985 , Bilbeisi stopped using letters of credit

for his alleged coffee purchases and began using cashier's

checks with greater frequency . Although the reason for this

change in practice is not known , two distinct possibilities

exist . First , internal bank audits continued to ask

embarrassing questions regarding the financing of the

letters of credit ; and , second , with the issuance of

cashier's checks less people would be involved in the

74 Although Aramburo says he returned these checks to

Bilbeisi after endorsing them , each of them was cashed at

American Bank and Trust in New Orleans, where Aramburo not

Bilbeisi lived and worked .
--
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handling and processing of the checks as
opposed to the

letters of credit .

Several other examples of Bilbeisi cashier's checks are

typical of the hundreds issued throughout the four-year

period . On July 9 , 1985 five cashier's checks totaling

US$ 144,000 were issued and made payable to Nora Dubon , four

of them for US$27,500 and one for US $ 34,000 .
Nora Dubon was

the wife of Carlos Dubon , a coffee " broker " in Honduras who

was introduced to Bilbeisi through their mutual friend ,

Gerardo Harris , and who was involved in smuggling coffee out

of Honduras . Ex . 91 .

on November 27 , 1985 , thirteen cashier's checks were

issued to Louis Altemar , three for US $45,000 each , six for

US$36,000 each , three for US $ 12,000 each , and one for

US$9,000 , for a combined total of US $ 396,000 . Three of

these checks totaling US$ 108,000 and allegedly to be used for

coffee purchases were deposited back into the Coffee Inc.

account . . 2 .

On January 10 , 1986 , thirteen cashier's checks were

issued and made payable to Altemar for US$242,500 . Twelve of

them were for US$20,000 each and the remaining one
was for

US $ 22,500 . As had occurred during 1985 , five of the checks

totaling US$120,000 were deposited back into the coffee Inc.
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account , although all of them were supposedly for coffee

purchases by Coffee , Inc. Ex . 93 .

on March 3rd , thirty -one checks totaling US $ 765,000 were

issued and made payable to Altemar , thirty for US $25,000 each

and one for US $ 15,000 . Ex . 94 . Ten of these checks ,

totaling US $ 250,000 were not used for coffee purchases , but

instead were used to re- issue four new cashier's checks on

March 11th in the amounts of US $ 212,750 , US $ 20 , 250 , US $10,000

and US $7,000 . Ex . 95 . The check for US $212,750 was

deposited into the Coffee Inc. account after an attempt was

allegedly made to stop payment
on it , and the checks for

into Bilbeisi'sUS $ 20,250 and US $7,000 were deposited

personal account at the Atlantic Bank .
75

In addition , the

original endorsement on the check by Altemar had been

scratched out . Stamped on the back of the check was the

notation " NOT USED FOR PURPOSES INTENDED . " The check bears

the endorsement of Munther Bilbeisi and Miami Coffee , Inc.

account number 01006613 .

75 The face of the US $212 , 750 check bears the following
handprinted notations : " NO GOOD , " " CANSEL AVOID , " and

" CANSEL . " ( sic ) The back of the check contained the

notations : " NO GOOD , " " AVOID " and " AVOID . " In his claim of

loss filed with Lloyds of London , Bilbeisi claimed that all

of the March 3 , 1986 cashier's checks were spent in

purchasing coffee . This is a demonstrable lie , as the

Exhibit 95 cashier's checks show .
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On March 28th , April 2nd and April ' 10th , a total of

thirty- five more cashier's checks were issued and made

payable to Arnoldo Esquivel totaling US $ 872,500 . Esquivel

was another coffee "broker" working for Bilbeisi and involved

in smuggling coffee out of Honduras and Guatemala . Thirty

four of the checks issued in the amount of US $ 25,000were

oneach . Ex . 96 . Comparable " structuring " occurred six

other dates in 1986 covering thirty -seven cashier's checks

with a value in excess of US $ 1,799,000 .

Bilbeisi stopped using letters of credit in mid- 1984 ,

although as noted earlier he caused the Miami Agency to issue

sixteen more through 1985 which were all cancelled . clearly

by mid-1985 , he was using the cashier's checks to pay for

coffee and for commissions allegedly due on those purchases

instead of using the " letters credit . Many theof of

cashier's checks were delivered by Bilbeisi to his " brokers"

in the United States , and others were delivered in Guatemala

and Honduras . In either case , however , the reason for their

issuance and delivery appears clear :
the cashier's checks

enabled him to pay for coffee and commissions, as well as to

pay the bribes and kickbacks necessary to the successful

operation of his smuggling operation in Central America, with
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a secrecy and flexibility greater than that provided by

letters of credit .

For example ,
the numerous cashier's checks issued to

Louis Altemar were , according to Altemar , delivered by him to

various coffee dealers , commission agents and government

officials . Armed with twenty or thirty cashier's checks in

amounts of up to US $ 25,000 each and of unquestionable

validity , Altemar was able to make numerous payments as

required by whatever circumstances in which he found himself.

In addition , the cashier's checks permitted the

recipients to receive payments directly without having to go

through the formal banking channels which a letter of credit

would otherwise have required . Cashier's checks could easily

be physically transported by the payees to any bank in the

world for deposit , without leaving any paper trail in

financial institutions located in Guatemala or Honduras , In

this way the payees would be able to avoid their Own

government's exchange controls and income taxes .

Moreover, the cashier's checks freed Bilbeisi from the

need to acquire shipping documents , bills of lading and other

documents normally required with international letters of

credit prior to the issuance of payments . Use of cashier's

126
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checks must have streamlined Bilbeisi's smuggling operation

enormously .

That the cashier's checks were actually used in the

manner described by Altemar is confirmed by the endorsements

on many of the cashier's checks payable and delivered to him ,

in that they bear the endorsements not only of Altemar but

also of various other Hispanic individuals , some of whom we

have been able to identify as coffee brokers in Guatemala and

Honduras . In addition , these forms of payment , and the use

of some of the cashier's checks as bribes and kickbacks , have

also been confirmed by other recipients of the cashier's

checks .
76

There is no direct , evidence that any Bank officer or

employee was aware of these purposes for the cashier's

76 Some of the cashier's checks were purchased by coffee ,

Inc. checks drawn on its Atlantic Bank account , instead of

directly through the Coffee , Inc. account at BCC . For

example, in June 1984 Bilbeisi purchased four cashier's

checks payable to "Raphael Garcia , " three for $9,000 each and

one for $3,000 . The Boca Raton Agency debited the Atlantic

Bank account directly for further debit to Coffee , Inc. This

occurred again in July 1984 , with the purchase of three more

" Raphael Garcia" cashier's checks for $ 15,000 , $ 5,000 and

$4,000 each . Since the coffee , Inc. checks were payable to

" BCCI , " they could have been carried on Coffee , Inc.'s books

for a number of different deductible , facially valid business

expenses , even though according to Jay Anthony Aramburo ,

these "Raphael Garcia " checks were endorsed by him and

delivered either in cash or endorsed checks directly back to

Bilbeisi himself .
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checks . on the other hand , no Bank officer or employee ever

questioned their issuance any more than they questioned the

issuance of the seventeen unused letters of credit .

Questions may have been appropriate , given the unique , and

indeed strange , circumstances surrounding the letters of

credit and the checks themselves .

L. Bilbeisi's Cash Activity

Bilbeisi was allowed to make substantial cash

withdrawals from his personal and corporate accounts at the

Miami and Boca Raton Agencies in such a manner as to leave

very little documentary evidence to connect him with the

transactions . This was done in several ways .

( a ) The " Cash Local" Account :

The Miami and Boca Raton Agencies maintained a

supply of cash on hand and accounted for it by means of its

" cash local " account . When additional currency was needed at

the Agencies , a cashiers check would be issued to one of the

employees , who would take it to the Atlantic Bank in Boca

Raton ( that Agency's depository bank ) or to the Pan American

Bank in Miami ( the depository Bank for the Miami Agency )
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where it would be cashed .
77

The cash would then be brought

back to an officer at the Agency for disbursement . Ex . 97 .

on at least three occasions , Bilbeisi withdrew cash from

his corporate accounts in Boca Raton by use of this " cash

local " account .
78

The procedure in Boca Raton worked as follows :

cashier's checks were issued payable to Marcelle Walters , an

Agency employee . She took these checks to the Atlantic Bank ,

cashed them and returned the money to
the Agency Manager ,

Nadim Hasan . This cash was then delivered by Hasan to

TheBilbeisi , who would be waiting at the Agency office .

only documentary connection with Bilbeisi thatwas on the

debit vouchers for the issuance of the cashiers check , the

notation " cash for Mr. Bilbeisi " was made each time . These

are the only instances we have been able to trace to

Bilbeisi . Without the notation on the vouchers even these

would have been impossible to connect with him.79 Ex . 97 .

77Atlantic Bank is the same institution and branch at

which Bilbeisi maintained his other coffee , Inc. account .

78 the amounts were for $7,000 and $ 10,000 in June 1984

and another $7,000 in August 1984 . These were not reportable

cash transactions requiring the filing of a CTR .

79It should be noted that this system was not unique to

Bilbeisi . The Boca Raton Agency performed the same service

for other customers on several occasions .
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It is not known how Coffee , Inc. accounted for these

withdrawals from their accounts , nor it is known what

Bilbeisi did with the cash . 80 It is clear , however , that

this system could ' have enabled him to access cash from these

accounts with virtually no " paper trail , " and to manipulate

Coffee , Inc.'s books to show any type of deductible business

expense not taxable as income to Bilbeisi .

Other instances of Bilbeisi cash transactions through

the " cash - local " account in Boca Raton ( for which CTRS were

generated as appropriate ) are as follows : 81

SOURCE OF

CURRENCY

AMOUNT RECEIVED

IN US $ 100

DENOMINATIONDATE AMOUNT

1/6/86 US $37,600 US$ 30 , 600Atlantic BK

via Cc signed

by Siddiqi

1/22/86 US $50,000 Cash -Local

Atlantic Bk

US $45,000

80Marcelle Walters was deposed in the Sturge v . Coffee

Inc. litigation . She was questioned regarding the three

cashier's checks relating to Munther Bilbeisi.. Counsel for

Sturge raised the question as to whether the cash generated

through the cash local in this manner could have been used as

a payoff to Nadim Hasan or any other bank officer who did

favors for Bilbeisi . While stating that she had no knowledge

of cash going to any BCC officer from Bilbeisi , Walters

testified that it was certainly a possibility . Ex . 97 .

811n each instance , the balance in the cash local

account was insufficient to meet the requested withdrawal .
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2/19/86 US $ 55,000 Cash deposited

for Bilbeisi

US$ 38,000

A similar system was employed at the Miami Agency .

Between May 19 and June 22 , 1983 , for instance , Bilbeisi made

four currency withdrawals from the Orion account in Miami in

the amounts of US $30,000 , US $ 15,500 , US $ 22,000 and US $ 40,000 .

Ex . 32 . These withdrawals were made through debit vouchers

which were signed by Bilbeisi as the recipient of the money ,

and which also identified the denominations of currency

received ( for example , the US $ 40,000 withdrawal was with four

hundred $ 100 bills ) . These withdrawals , especially without

the use of a check , should have triggered a CTR in each

instance . As noted , no CTR files prior to 1987 exist for

Miami and our sources indicate that the IRS has no record of

these cash transactions . On the other hand , the Boca Raton

Agency did file CTRS on its reportable cash transactions with

Bilbeisi .

It is by no means clear that these are all of the

instances in which Bilbeisi was supplied cash . These specific

found because vouchers specifically referencing

Bilbeisi were uncovered . There is no way of knowing how many

cases were

more such vouchers there are like this among the Agencies '

tens of thousands of vouchers , or even whether references to

Bilbeisi were always made on the vouchers . What is clear ,
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however , is that these cash transactions
are almost

impossible to trace .

( b ) Use of Miami Agency " Operating Account " :

On September 13 , 1983 a US $ 50,000 check was issued

to Munther Bilbeisi , which was drawn on the Miami Agency

account maintained at Pan American Bank , N.A. Ex . 98 . This

was an internal account maintained by that Agency as its

" Operating Account . " Most withdrawals from this account were

deposited to the Miami Agency's payroll account .

The check issued to Bilbeisi for US $50,000 has the

authorizing signatures of N. Siddiqui and M.S. Hamidani . 82

The check was endorsed by Bilbeisi and was cashed at the Pan

American Bank on the very date it was issued . Pan American

Bank filed a CTR with the U.S. Treasury Department concerning

the cashing of the check . No Agency employee has been able

to explain any reason for issuing a US $50,000 check on the

Bank's own Operating Account to Bilbeisi . The Agency debited

the coffee , Inc. account for US $ 50,000 , but once again this

cash withdrawal by Bilbeisi left virtually no " paper trail . "

82At the time , N. Siddiqi was an officer at the Miami

Agency . In the upper left hand corner of the check is a

notation by Siddiqi approving the check . Hamidani was also

an officer at the Agency , and later he was transferred to
Boca Raton , where he subsequently became Acting Manager

following the departure of Nadim Hasan .
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This enabled coffee , Inc. to account for the cash withdrawal

in any way it chose , either as а coffee purchase or some

other legitimate business expense not generating taxable

income to Bilbeisi .
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IV . CALDERON , OTANO AND VILLALBA

A. BACKGROUND

Steve Calderon , Jose Otano and Joseph Villalba were all

wasemployed by CCT shipping line . Calderon the vice

president of operations , Otano was in charge of Central and

South America , and Villalba was in charge of in-bound U. S.

shipments . with the help of Jay Anthony Aramburo ( alias

" Raphael Garcia " ) Calderon , otano and Villalba operated the

smuggling ring with Bilbeisi until about late 1985 . Ex . 6 .

They were also associated with Bilbeisi in the three

container companies in Boca Raton , and together they arranged

to lease shipping containers and other equipment to CCT , the

same shipping line used in the smuggling operation and the

line which employed them in key positions . See App . 4 .

B. Panamanian Corporate Accounts Established in London

Calderon , otano and Villalba established their banking

relationship with BCC in May , 1984 , by opening accounts for

three Panamanian corporations at the Swiss Cottage Branch in

London . 83 Ex . 99 . The " Franjuli , S.A. " account was opened

by Calderon ; the "Chevere , S.A. " account was opened by

83As will be noted , the initial deposit checks and

Account Opening Forms were sent to Majaz Malik in May , but

the accounts were not actually opened until about July, when
the new Swiss Cottage Branch was officially opened under

Malik's management .
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villalba ; and the "Labaro , S.A." account was opened by Otano .

The initial deposits into these accounts were coffee , Inc.

checks in the amounts of US $ 257,600 , US $ 290,970 . and

US$350,000 respectively , and these allegedly represented

payments of commissions by Coffee , Inc. to Calderon , Otano

and Villalba . 84 Ex . 100 .

These three accounts were opened by Majaz Malik , who at

the time was the assistant manager at the Brompton Road

Branch in England . However , since Malik knew he was about to

be made manager at the new Swiss Cottage Branch , he delayed

opening the accounts until July when that branch opened . The

three initial deposit checks were put into the Brompton Road

on

84According to Bilbeisi's outside accountant , Kenneth

Grushoff , the payments to Calderon , otano and Villalba from

Coffee Inc. were recorded as commissions the books and

records of coffee Inc. and were made to their Panamanian

corporations at their request . Such commission payments are

required by u . s . law to be reported to the Internal Revenue

Service on Fort 1099 , but Grushoff admitted in deposition

that he was instructed by Bilbeisi not to prepare the

appropriate reporting forms. The payments were not listed

on the coffee Inc. tax returns as commissions, but instead
were included in the " cost of goods sold " coffee

purchases . This would have prevented the transaction from

being identified from the coffee , Inc. tax return as income

taxable to calderon , Otano Villalba . Grushoff also

claimed that otano requested some of his commission payments

be made directly to contractors building his home .

Bilbeisi obliged . Grushoff claimed Calderon , Otano and

Villalba all knew Forms 1099 would not be issued to them or
their companies . He also stated that these entities

established for the purpose of evading United States taxes .
Ex . 101 .

as

or

new

were
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account at the Head Office in London in May , and upon his

transfer in July , 1984 , Malik had the funds transferred to

the Swiss Cottage Branch account at the Head Office for

further credit to the newly-opened corporate accounts . Ex .

102 .

Malik stated that these accounts were referred to him by

Nadim Hasan , the manager at
the Boca Raton Agency , because

they were close friends ( a fact Hasan later denied in an

interview with us , Ex . 18 ) and he wanted to help Malik in his

new position as branch manager .

The Account Opening Forms were prepared by Hasan in Boca

Raton . Ex . 102 . They indicate that the accounts were

referred to BCC by Munther Bilbeisi , reported Panamanian

corporate addresses , and indicated that the branch should

hold all mail for each company . Ex . 99 . The prepared forms

were mailed to Malik along with the initial deposit checks .

At the
same time , Hasan conveyed to Malik the very strong

desire of Calderon , otano and Villalba for strict confiden

tiality concerning accounts , forthese This desire

confidentiality was confirmed by Calderon , Otano and Villalba

themselves when they later met with Malik in London shortly

after the accounts were opened . Malik assured Hasan and the

customers that he would fully comply with these wishes .
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Malik requested that the Panama Agency provide а

background check on each of the corporations . He later

received Dun & Bradstreet reports indicating that although

the companies maintained Panamanian addresses they had no

offices there and did not report any current business

operations .
Ex . 103 . Malik was

requested to provide

accurate addresses for the businesses for further

background check , but never did so .

Malik stated to us that he believed the corporations

were " bearer - shareholder " Panamanian companies , and that he

knew they conducted no actual business operations since they

were " shelf " companies . Malik also stated that he understood

that calderon ,
Otano and Villalba opened

these accounts

because they did not want to deposit their money in the

United States due to " tax consequences . " Malik said that the

accounts were classified as " no correspondence ( hold mail ) "

because the customers insisted upon confidentiality and did

not want statements mailed to
any Panamanian or 0 . S.

address .

C. Individual " Numbered " Accounts Established in

London

Calderon , Otano and Villalba also maintained a number of

individual accounts at the Swiss Cottage Branch ,
each of
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which were opened upon Malik's recommendation . Ex . 104 . In

December 1984 , Calderon , Otano and Villalba had applied to

the Boca Raton Branch for a loan of US $700,000 . Ex . 105 .

The purpose of this loan was to buy out Bilbeisi's

partnership interest in three container companies ,

International ChassisInternational Equipment Services ,

Services and consolidated Trailers . 85 The proceeds of this

loan were deposited into the Coffee , Inc. account at Boca

Raton , and the loan was secured mainly by Swiss Cottage

guarantees based upon newly opened individual accounts . Ex .

107 . on the same date the US $700,000 was deposited , Coffee ,

Inc. purchased three cashier's checks at Boca Raton payable

to Franjuli , Labaro and Chevere for a total amount of over

US $ 989,000 . Bx . 108 . These checks were subsequently

deposited into the corporate accounts at Swiss cottage .

Essentially , Calderon , otano and Villalba were immediately

repaid their purchase price for the three partnerships , plus

an additional US$289,000 .

85These are the same companies which were formed in

November , 1983 and one month later received the US $ 2.5

million " working capital" loan which was placed into

Bilbeisi's personal time deposit accounts in Panama and

Nassau . Prior to the buy-out of Bilbeisi's interest in these

companies , they had changed form from corporations to limited
partnerships . The partners were Bilbeisi , Calderon , otano

and Villalba . Ex . 106 .
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Calderon , Otano and Villalba had wanted to secure this

loan with Bank guarantees based upon their Franjuli , Chevere

and Labaro corporate accounts at the Swiss Cottage Branch .

Malik recommended against this , however , because additional

paperwork was
required

for Panamanian corporations and

because of the length of time necessary to complete the

Bx .transaction . 102 . Malik instead suggested that they

open personal accounts at that branch and use those accounts

to secure the Boca Raton loans . They agreed , and in July ,

1984 , they opened nine personal accounts . Each of them had

three accounts in his own name : one U. S. dollar money market

account ; one pound sterling money market account ; and one

time deposit account . These accounts were all manager's

ledger " numbered accounts" in order to insure Calderon's ,

Otano's and villalba's confidentiality . Malik said he

believed that each of the individuals wanted numbered

accounts in order to "maintain their confidentiality from

Bank employees , " because they said they did not want their

names to appear on the Bank computer terminals . Ex . 102 .

Malik stated that the three individuals had also wanted

these personal accounts so that they could withdraw cash
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easily when they traveled to Europe. 86 On at least one

occasion , in February 1986 , Calderon , Otano and Villalba

withdrew cash to spend on a skiing trip in Switzerland . In

addition , Malik stated that " occasionally " Calderon , Otano

and Villalba carried cash from their accounts back to the

United States in amounts of US $ 10,000 , US $20,000 or

US $30,000.87

D. Malik's Relationship with Calderon Otano and

villalba 2

Malik was told by Nadim Hasan on various occasions

through 1984 and 1985 that Calderon , Otano and Villalba had

been employed by Bilbeisi in the coffee business as salesmen

for Coffee , Inc. Malik also knew from Hasan that sometime in

1985 the three individuals left Bilbeisi's company and began

their own shipping container rental business . Calderon ,

otano and Villalba were also involved , he believed , in other

businesses , including real estate development (motels in

86It is unclear why it would have been easier for them

to withdraw cash from individual accounts as opposed to the

corporate accounts . Malik admitted that he knew that each of

the corporate accounts was simply an alter ego for the three

individuals , and he consistently permitted those individuals

to remove cash from their accounts upon demand .

87Malik said that in 1990 he would " probably not "

tolerate such withdrawals ; however , in 1984

concerned with such transactions . Ex . 102 .

he was not
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a a nurse

88

some

Miami ) , the ownership of mobile home business ,

recruitment business and a catering business .

Moreover , Malik may have also learned of this

information directly from the accountholders . He stated that

at times he had entertained Calderon , otano and Villalba ( and

their spouses ) when they came to London . In addition , he

arranged their hotel accommodations , and leaston at one

occasion personally met Calderon's two brothers when they

were withdrawing cash from the Calderon accounts . Generally ,

Malik's meetings with Calderon , Otano and Villalba were

social according to him , and business matters were not

at

88These businesses were known by various names such as

ABC Party Rentals , C.O.V. Commodities an Cal -Vil

Investments . Three other businesses were formed by Calderon ,

otano and Villalba . These were : C.O.V. Commodities , Inc .;

COE Commodities and Cal-Vil Investments . C.0.V. Commodities

was a business formed by Calderon , Otano and villalba with a

bank account at Intercontinental Bank in Miami . This company

received substantial transfers of funds from the Commodity
Brokers International account at Swiss Cottage and at least

one transfer of monies from that corporation's ' account
BCC/ Colon . The disposition of the funds from the C.O.V.

Commodities account at Intercontinental Bank in Miami is not

known . 0.0.E. Commodities was a business venture between

Calderon , Otano , Jim Puente and Raul Enriquez . Puente was

the accountant for Calderon , Otano and Villalba who was also

involved as a beneficiary on several of Munther Bilbeisi's

letters of credit . The volume of activity of this business

is not known since its accounts were not maintained at BCC .

cal - Vil Investments was a business venture between Calderon

and Villalba . This business maintained an account at the

Boca Raton Agency and had a US $ 10,000 loan guaranteed by BCC

Swiss Cottage . The activity in this account was minimal.
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discussed , although occasionally the account holders would

ask about their account balances or other general questions .

Malik had no explanation as to why Calderon , Otano or

Villalba would have come to London to meet with him just to

discuss social matters , and stated that they were
" just

friendly visits . " By . 102 . He added that entertaining out

of-town clients was not unusual at BCC .

In July , 1987 , Malik traveled with his family to Texas

for the purpose of visiting his brother . From Texas he

stated that he and his family drove to Orlando , Florida , in

order to visit Disney World . While at Disney World he stated

that he decided he would visit Calderon in Boca Raton

( approximately a three and a half hour drive from Orlando )

and villalba in Miami ( approximately a four hour drive from

Orlando ) . Malik stated that he did meet with calderon and

villalba , but that they did not discuss the accounts or any

other business matters . 89 Ex . 102 .

89Malik stated he also met with the manager of the Boca

Raton Agency , Sadiq Hamidani , and another Boca Raton customer

who had been referred to the Swiss Cottage branch by Nadim

Hasan . Nevertheless , Malik continued to insist that these

were entirely social visits and no business whatsoever was

discussed with these customers or with the Boca Raton manager .
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E. Malik Discussions About U.S. Taxes

Although Malik understood that the purpose of at least

the corporate accounts was to avoid " tax consequences " in the

United States , Malik said he did not recall having any

discussion with Calderon , Otano or Villalba relating to taxes

until 1987 , when otano was in the process of divorcing his

wife . Otano and his partners telephoned Malik and expressed

their concern that Mrs. Otano would " blow the whistle " on

them with the IRS in the U. S. Malik stated he was extremely

surprised when he heard this , because he had met Mr. and Mrs.

otano and thought they were a happily married couple . Malik

at their concern that Mrs.expressed no surprise , however ,

Otano might "blow the whistle . " Ex . 102 .

Calderon , Otano and Villalba telephoned Malik several

times after this initial conversation to express their

continuing concerns about Mrs. Otano revealing the existence

of their London accounts to the IRS . Malik claimed that he

told them that he would be forced to release their bank

records if the British authorities demanded them on behalf of

the United States Government . Therefore , the accountholders

decided to close their accounts in order to avoid any

investigations and , according to Malik , " declare it all . "

Ex . 102 . Malik thought that this meant they would declare
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all of the interest income that they earned on these

accounts , as well as the deposits ( presumably taxable income )

which they had made in London . The accounts at Swiss Cottage

Branch were closed in February , 1989 after these conversa

tions . The funds , were used to repay loans in Boca Raton and

cancel guarantees which had been issued in London to secure

them .

F. The Commodity Brokers International Accounts

One other account which had been opened in the Swiss

Cottage Branch and also at the Panama Agency , and which was

not closed in February , 1989 , is the corporate account for

Commodity Brokers International of Panama , another Panamanian

corporation controlled by the three partners.90 Ex . 109 .

Although there is no reference to coffee in any of the

account records , Malik stated he thought this was a commodity

brokerage firm for coffee from Latin America . Most of the

transfers out of this account were to BCC Panama , to an

account called "COV Commodities , " a business controlled by

Calderon , Otano and villalba . Ex . 102 . Commodity Brokers

90 In 1989 , while under investigation by the I.R.S.,

Calderon , Otano and Villalba authorized the bank to disclose

information about some of their accounts in London . They did

not authorize disclosure of the Commodity Brokers Account and

the I.R.S. never requested information about it . Apparently ,

neither the I.R.S. nor Mrs. Otano knew about the account and

therefore there was no need to close it in February 1989 .
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International of Panama also opened an account at the Panama

Agency . From 1984 through 1987 , millions of dollars.
were

transferred back and forth between Franjuli , Chevere , Labaro ,

Commodity Brokers International ( Swiss Cottage ) , Commodity

Brokers International ( BCC Panama ) , COV Commodities , the

personal accounts of Calderon , Otano and Villalba in London ,

and accounts maintained in other banks by these individuals .

Ex . 109 , Ex . 110 .

G. Loan Transactions

Based upon funds initially generated from Bilbeisi and

Coffee , Inc. , Calderon , Otano and Villalba started several

businesses . A common element for each of
these businesses

and for the individuals as well is that they received

numerous loans from either the Boca Raton Agency or Swiss

Cottage , all of which were cash collateralized in the Swiss

Cottage Branch . The following is a review of some of these

transactions .

( 1 ) DECEMBER 20 1984

calderon , Otano and Villalba each received a US $ 140,000

loan ( total US $420,000 ) from Swiss Cottage for the purpose of

purchasing luxury cars (Mercedes Benz ) in Germany .
This was

intended to be a three month loan . According to the loan

documents , the proceeds were converted to deutschemarks to be
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turned over to Otano at a Holiday Inn in Dusseldorf , West

Germany upon the presentation of his passport . The loans

were secured by time deposits at Swiss Cottage , and were not

repaid until February , 1989 when most of the accounts were

closed . Ex . 109 .

( 2 ) OCTOBER 12 1985

Calderon , Otano and Villalba established additional loan

accounts at Swiss Cottage and made the following draws on the

loans :

Calderon

1400001

Otano

14000062

Villalba

14000057

Proceeds

Destination

10 / 17 /85 42,000.00 42,000.00 42,000.00 BCC Panama

10 / 28 / 85 34,000.00 34,000.00 34,000.00 BCC Panama

10/28/85 58,725.34 58,725.34 58,725.34 BCC Panama

11/09/85 46,750.00 46,750.00 46,750.00 Bank of Nova

Scotia

11/15/85 25,000.00 25,000.00 25,000.00

C'S $ 206,475.34 $206,475.34 $206,475.34

Intercon

tinental Bank

Miami

All of these loans were guaranteed by compensating

balances at Swiss Cottage . Prior to February 26 , 1989 these

loans were repaid by the three individuals . Ex . 109 .

( 3 ) JANUARY 23. 1986

Calderon received a US $ 150,000 loan at the Boca Raton

Agency secured by a compensating balance at Swiss Cottage .
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The original purpose of the loan was for the purchase of real

estate in San Antonio , Texas . However , the credit line on

this loan was steadily increased as follows :

1/23/86 US $ 150,000.00

4/04/87 US $ 100,000.00

4/04/87 US $ 125,000.00 Purchase Marine

Trailers

5/22/87 US$ 50,000.00

7/13/87 US $ 100.000.00

US $525,000.00

All of these additional loan facilities were guaranteed

by compensating balances at Swiss Cottage .
The loan

involving the purchase of Marine Trailers in April of
1987

was also guaranteed by Jim Puente ( a C.P.A. from Miami ) and

Raul Enriquez , business associates of Calderon , otano and

Villalba . Periodic interest and principal payments were

made on this loan through February 20 , 1989 ,
at which time

the loan was repaid in full with US$432,510 in proceeds from

Calderon's numbered account maintained at Swiss Cottage .
Ex .

109 , Ex . 111 .

Also on January 23 , 1986 , Joseph Villalba obtained a

US$150,000 loan from the Boca Raton Agency guaranteed by

compensating balances at Swiss Cottage and by Villalba's

personal guarantee . Periodic interest and principal payments
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were made on the loan until February 20 , 1989 when

US $ 249,815.30 was . paid to
the Boca

Raton Agency by Swiss

Cottage
to close out the loan . The proceeds came from

Villalba's numbered account at Swiss Cottage . Ex . 109 , Ex .

111 .

( 4 ) JUNE 29. 1987

ABC Party Rentals obtained a loan at Boca Raton for

US $ 31,000 to purchase computer equipment . The signatories on

the loan were Steve Calderon , Joseph Villalba and Carlos

Melendez . The loan was personally guaranteed by all three

and by compensating balances at Swiss Cottage . Periodic

interest and principal payments were made on the loan , which

was closed out on February 20 , 1989 . Ex . 109 , Ex . 111 .

( 5 ) JUNE 1. 1988

ABC Party Rental d/b / a Diamonette Party Rentals obtained

a US $50,000 loan at the Boca Raton Agency on June 1 , 1988 .

The signatories on the loan were Steve Calderon , Joseph

villalba and Carlos Melendez . All three
personally

guaranteed the loan , which was also secured by guarantees

from Swiss Cottage . Periodic interest and principal payments

were made on the loan until February 20 , 1989 , when this loan

and ABC Party Rental's June 29 , 1987 loan were both paid off

with proceeds from the numbered accounts of Calderon
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( US $ 14 , 845 ) and Villalba ( US $ 14,845 ) at Swiss Cottage . Ex .

109 , Ex . 111 .

( 6 ) FEBRUARY 20. 1989

On this date the numbered accounts of Calderon , Otano

and Villalba were closed at Swiss Cottage , and part of the

balances were transferred to the Boca Raton Agency in order

to pay off their first loan for US $ 700,000 which had been

used to
buy Bilbeisi's interest in the three container

companies . Final payments totaled US $ 166,133 , of which each

paid from his numbered account at Swiss Cottage the sum of

US$55,437 . Ex . 109 , bx , 111 .

Periodic interest and principal payments had been made

over the four year life of the loan to reduce the principal

from the initial US$700,000 balance . The sources of these

payments to reduce this principal have not been determined ,

but many of the loan payments were made by cashier's checks

obtained from Glendale Federal Savings and Loan Association

in Miami . Ex . 112 .

Also on February 20 , 1989 ,
the loans obtained on

December 20 , 1984 by Calderon , Otano and Villalba for the

purchase of the luxury autos were paid off in the amount
of

US $225 , 288.36 .
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Periodic payments had been made on this loan during its

four year term from unidentified accounts at Swiss Cottage .

After payment of the Boca Raton and Swiss Cottage Branch

loans , the final balances in the personal numbered accounts

at Swiss Cottage were , as of February 20 , 1989 :

Calderon US $ 166,297.34 Transferred

account at

Agency .

to personal

Boca Raton

Otano 94,218.44 Transferred to personal

account
s

at Southea
st

Bank , Miami .

Villalba 221,044.77 Transferred to persona
l

account at Boca Raton

Agency .US $ 704,044.77

The closing of the numbered accounts at Swiss Cottage

resulted in transfers and loan repayments in the total amount

of US $ 1,585,897.53 .

H. Movement of money to Gerardo Harris in Panama

From April , 1984 until November , 1985 there was a

pattern of movement of millions of dollars between Coffee

Inc. and Calderon , Otano and Villalba , and Gerardo Harris ,

identified as an alleged Noriega associate . The starting

point for the movement of these funds was Coffee Inc. Monies

classified as commissions from coffee sales were transferred

to the numerous accounts at the Swiss Cottage Branch

controlled by Calderon , Otano and Villalba . From there ,
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substantial sums were immediately transferred to BCC Colon

directly into accounts controlled by Gerardo Harris.91

109 , Ex . 111 .

Ex .

It is not known how Harris disposed of the funds

received from Bilbeisi or from Calderon , Otano and Villalba

in London and Panama via the Swiss Cottage Branch . These

records were requested from BCC Colon but not produced . In

addition , other transfers were made from the Swiss Cottage

Branch into accounts maintained by Jorge Pena Solano , an

Bank of Nova Scotia .alleged narcotics trafficker , at the

Bx . 109, Ex . 111 .

The accounts maintained by Calderon , Otano and Villalba

produced substantial taxable interest income . Conservatively ,

each earned more than us $200,000 in interest income between

1984 and 1988 . By . 109 . Also , millions of dollars in

deposits , presumably all taxable income , were deposited in

these accounts . Since Calderon , otano and Villalba along

!

with Bilbeisi are currently under active criminal

investigation by the IRS , it is presumed that their substan

tial taxable income was either under-reported
or not

reported at all .

91 In April of 1984 Bilbeisi himself had directly trans

ferred $560,000 from Coffee Inc. accounts into accounts

controlled by Harris . See p 112 .
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The business relationship between Calderon , Otano and

villalba with Gerardo Harris is suspicious . While Harris is

an influential businessman in the colon Free Zone , he is also

allegedly connected to Noriega and involved in narcotics

trafficking and money laundering .

It was in November , 1985 , when Calderon , Otano and

Villalba formed Commodity Brokers International of Panama and

opened accounts for it at the Swiss Cottage and BCC Colon ,

that Calderon , Villalba and otano ostensibly stopped working

with Bilbeisi . This account received large amounts of funds

from unidentified sources and from the various Calderon ,

Otano and Villalba accounts . Funds in this account were

immediately transferred to other accounts held by the three

partners and to Harris ' account at BCC Colon . Ex . 109 ; Ex .

111. The circular movement of these bank funds could be

construed as evidence of money laundering . The trio opened

other accounts at BCC Colon , one of which was used as

collateral for a Gerardo Harris loan . Ex . 111 . The key to

analyzing the movement of funds between London and

Panama/ Colon is the records at BCC Colon which have been

requested but not produced .

The connection any of these individuals have with any

legitimate business which would generate the amounts of money
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deposited in their many " shelf " corporation accounts or which

would justify the repeated , circular transfers of millions of

dollars among these accounts has not been found . Together

with the reputation of Gerardo Harris as an associate of

Manuel Noriega and as a drug trafficker and money launderer ,

all of this activity becomes extremely suspicious .

The role of the bank in all of these activities is

even more direct than with the Bilbeisiequally if not

smuggling scheme , by virtue of Majaz Malik's connections

with these people . Malik provided the services and advice to

them at Swiss Cottage , and he was fully aware of the circular

transfers of funds among their accounts . His own role may

have gone even further . Calderon , Otano and Villalba

provided instructions at BCC Colon to permit the transfer of

monies upon verbal instructions by any of the three of them

if the funds were transferred to :

A. Bank of Nova Scotia account of Jorge Pena Solano , an

alleged narcotics dealer and money launderer ;

B. BCC colon , account of Commodity Brokers

International of Panama ; or

c . Any account with the approval of M. Malik of
BCC

Swiss Cottage . Ex . 113 .
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Malik has denied any knowledge of these instructions and

cannot explain them . Possibly , Calderon , Otano and Villalba

neglected to mention them to Malik in any of their frequent

" social " meetings .
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V. INVOLVEMENT OP BCC PERSONNEL

A. A.R. Sakhia

Sakhia served
as

the highest ranking BCC officer in

Miami from the opening of the Miami Agency and Regional

office in May 1982 until February 1987 when he was

transferred to the New York office .

Current investigation which included the forensic audit

of bank documents and interviews of present and former bank

officers and employees has established that Sakhia directed

and ordered most of the bank's transactions involving Munther

Bilbeisi and his companies .

Numerous BCC officials who served under the command of

Sakhia in Miami stated during interviews with counsel and

investigators that Sakhia ordered and directed favorable

treatment toward Bilbeisi in contravention of bank policies

and lending procedures . These activities included the

following :

( 1 ) Exceeding the loan authority of the Miami Regional

office by lending Bilbeisi's companies a total of US $ 2.5

million December 23 , 1983 without the knowledge

approval of the Central Credit Committee in London ;

on or
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( 2 ) Disbursing the proceeds of that loan through BCC

internal accounts and arranging for the deposit of

US $ 1,500,000 in an account at BCC Panama without benefit of

written instructions from Bilbeisi or execution of a required

Account Opening Forms ; arranging for the deposit of

approximately US $956,000 of the loan proceeds in a Bilbeisi

and

account at BCC Nassau without written instructions , Account

Opening forms or signature cards ;

( 3 ) withholding the existence of the US $2.5 million

loan from the Central Credit Committee in London from

December 1983 to at
least August 1984 , during which time

other loans and credit facilities were extended to Bilbeisi

for at least another US $ 2.5 million without adequate

tocollateral . During this period , Sakhia appears have

deliberately deceived the Central Credit Committee for the

benefit of Bilbeisi both in terms of the amount of credit

extended and collateral therefor well as deliberately

hiding Bilbeisi's coffee business and its relationship to

as

General Coffee and Alberto Duque ;

( 4 ) Allowing overdraft facilities exceeding authorized

limits ;

( 5 ) Creating margin accounts through overdrafts and

· acceptance of post-dated checks , thereby effectively
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advancing BCC funds for the benefit of Bilbeisi without

adequate credit approval or loan documents ;

( 6 ) Filing false and inaccurate CLP's in London for

approval of Bilbeisi's credit facilities .

( 7 ) The transfer of Bilbeisi funds , including

US $600,000 from the Atlantic Bank and US $1,027,000 which had

been held in a letter of credit margin account , for the

opening of new accounts at the Nassau Agency without written

authorization or required Account Opening Forms or signature

cards .

Every present
and former Miami Agency and Regional

official interviewed regarding their knowledge of Bilbeisi's

transactions with the Bank stated that Sakhia authorized and

directed each loan , extension of credit , letter of credit ,

acceptance of post -dated checks and account openings for

Bilbeisi . Persons interviewed who made statements in this

regard included Hassan Parvez , H.U. Rehman , Engracia

Estalella , Sadiq Hamidani, S.U. Sakrani , Enrique Olavarria

and Ted Walters .

Moreover , Nadim and Hamid Khan , in theeven Hasan

limited interviews they granted to counsel and investigators ,

made statements that Sakhia controlled and directed

transactions involving Bilbeisi . Khan , in particular , stated
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that the manner in which credit and loans were extended to

а

Bilbeisi were all rigidly directed by Sakhia .

The employees said that Sakhia conducted business at the

Agency and Regional Office in strict , uncompromising

manner and contrary to BCC policy . His " innovative methods

of achieving a client's objectives frequently deviated from

Bank policy and procedure . The picture which emerges from

Sakhia's management of the Miami Regional office is that of a

renegade regional manager who conducted the business of a

bank within a bank .

Documents obtained from the Central Credit Committee and

from reports of the Bank's internal auditors show that

wereSakhia's policies frequently at odds with London

headquarters in matters pertaining to Bilbeisi transactions

as well as transactions involving other clients . SA BS . 53 ;

B. 54 ; B. 52.

Sakhia managed the Miami Regional office and the Agency

with frequent disregard for established procedures while

subjecting subordinates who disliked his methods to

vindictive and career threatening treatment , according to

many BCC employees who have been interviewed during this

investigation . Sek . 14 ; Ex . 36 .
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According to those interviews , Sakhia arranged

deviations from established policies and procedures of BCC

through certain loyal subordinates , including Nadim Hasan ,

Hamid Khan , and M. U Rehman SO that rarely did his

signature or initials appear in the files of customers such

as Munther Bilbeisi .

Louis Altemar has identified A.R. Sakhia as a BCC

official who was very close to Munther Bilbeisi and who

arranged favored treatment for Bilbeisi in terms of loans ,

credit and abuse of Bank facilities . Document review and

interviews of BCC personnel conducted during this inquiry

tend to support Altemar's allegations .

Finally , it should be noted that Sakhia declined to be

interviewed by us and refused to cooperate with the Bank's

investigation unless certain conditions and demands were met

by BCC . These conditions were inconsistent with the

procedures established by BCC for the conduct or this

internal investigation . Shortly after his refusal to

cooperate , Sakhia resigned from his position with the Bank

effective July 31 , 1990 .

B. Nadim Hasan

Nadim Hasan served under A.R. Sakhia in Miami after the

Agency and Regional Office were established in 1982 .
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According to interviews conducted with other BCC employees ,

Hasan was a particular favorite of Sakhia . Hasan's career

flourished under Sakhia , culminating in his appointment as

first manager of the Boca Raton Agency .

Among other duties , Nadim Hasan handled several of the

letters of credit for General Coffee and Alberto Duque in

1982 and 1983 which resulted in the multi -million dollar loss

to the Bank . Nevertheless , Hasan was hand picked by Sakhia

to manage the BCC Agency in Boca Raton , which closely

serviced the transactions of Munther Bilbeisi and his

business associates , Calderon , otano and villalba . While at

the Boca Agency Hasan became close to Bilbeisi socially .

Together with Sakhia , Hasan personally negotiated Bilbeisi's

US $ 2.5 million secret loan in December 1983 .

answer

Hasan and his attorney , after answering some preliminary

questions by the Bank's counsel and investigators, refused to

further questions regarding certain Bilbeisi

transactions in which Hasan was directly involved . Hasan's

refusal to cooperate precluded from questioning him

regarding allegations made by Louis Altenar that on several

occasions Bilbeisi paid cash bribes to him. 92

Us

92Hasan's refusal to cooperate also precluded us from

questioning him about the Bank's transactions involving

Calderon , Otano and Villalba .
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Suspicious Bilbeisi-related transactions in which Hasan

directly participated were :

( 1 ) The US$2.5 million " working capital " loar. to

Bilbeisi's three container companies . This was the first

large loan issued by the Boca Raton Agency and completely

exceeded the lending authority of the Agency and the Regional

office but was never approved by the Central Credit

Committee .

( 2 ) The disbursement of the US $ 2.5 million loan

proceeds on December 23 , 1983 to accounts established that

same day in Panana and Nassau in the name of Munther Bilbeisi

despite the lack of written authorization and required

Account Opening Forms . The funds were transferred through

the Boca Raton and Miami Agency through internal accounts in

such a manner as to conceal the movement of those funds into

the personal accounts of Bilbeisi outside the United States .

( 3 ) The arrangement of the US $700,000 loan to Calderon ,

Otano and Villalba to buy Bilbeisi's interests in

International chassis , container International and

Consolidated Trailers, the three companies which received the

secret loan in December 1983 .

( 4 ) The introduction of Calderon , otano and villalba to

Majaz Malik in London , and the preparation of the Account
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Opening
Forms for their Panamanian " shelf " corporation

accounts , Franjuli S.A. , Chevere S.A. and Labaro S.A.

( 5 ) Obtaining cash for Bilbeisi through the use of the

Agency's cashier's checks payable to Agency employees and

cashed through the Agency's cash local account .

In addition , Hasan was alleged to have been a very close

friend of Bilbeisi and it has been established that he

visited Bilbeisi's home on numerous occasions .
In fact , his

relationship with Bilbeisi may have involved more than Bank

business or social calls . It may have included business

investments . On February 17 , 1988 , Bilbeisi's outside

accountant , Kenneth Grushoff , in a business letter to

Bilbeisi mentioned Bilbeisi's " continuing losses in the

container business with Nadim Hasan . " b. 67 . Hasan and

Grushoft have refused to explain this reference to us .

Finally , Nadim Hasan was
also directly involved in

arranging for and servicing the secret London account of

Heather Wyser - Pratte . Pratte , along with the Bank itself , is

presently facing criminal indictment by the I.R.S. for income

tax evasion . Seg Section VII .

Hasan's refusal to cooperate with the Bank's

investigation resulted in his dismissal from employment by

BCC in the Summer of 1990 . Nadim Hasan is a target of the
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IRS in its criminal investigation of Munther Bilbeisi , et al .

Nadin Hasan , along with A.R. Sakhia and Hamid Khan , is the

most likely former BCC employee to be indicted in this case .

C. Hamid Khan

Hamid Khan came to the Miami Agency in May 1983 and was

innediately given the
responsibility for the Agency's

letters of credit .

Between May 1983 and late 1988 , Hamid Khan was involved

in every letter of credit opened by the Miami Agency for

Munthor Bilbeisi . In that time period Bilbeisi opened over

27 letters of credit with a face value of in excess of US$79

million for which approximately US$9 million was ultimately

paid by BCC on behalf of Bilbeisi for the purchase of coffee .

Louis Altenar , former driver , bodyguard and business

associate of Munther Bilbeisi has alleged that Hanid Khan was

one of five BCC officials who had an improper relationship

with Bilbeisi and received bribes from hin . This is an

allegation which Khan has denied .

Altamar has charged that among other payments , Khan was

given a check for US$2,500 in April 1986 by Bilbeisi which

was drawn on the account of coffee Inc. and made payable to

Mandarino at that time was theDiane Mandarino . B. 19 .

live-in girlfriend of Khan . A notation on the check stated
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that it was " For Mrs. Hamid Khan " . While Khan has denied

that he ever accepted any bribes or improper payments from

Bilbeisi , he has given conilicting accounts of the purpose of

this check . Further , Khan's versions have conflicted with

explanations given by Munther Bilbeisi in his deposition

testimony in the Sturge litigation . 93

Initially , Khan represented that while he and Mandarino

lived together they would often write checks to each other

and exchange small loans . Khan made this explanation during

an interview with a Bank attorney at a time when an actual

copy of the check had not been obtained . Khan also showed a

lack of candor by claiming to the Bank's attorney that he did

not know the current whereabouts of Diane Mandarino . 94

Subsequently , we received a copy of the check but Khan and

93Khan initially denied any knowledge of the check to a
bank attorney . · Later in an interview with another bank

attorney , he characterized the check as one of a series of

financial transfers between himself and Mandarino . Later ,

with yet another bank attorney , he stated that the check may

have involved the sale of carpets to Bilboisi, and Kahn had

the check issued to Mandarino to avoid the appearance of

impropriety . on the other hand , Bilbeisi has testified that

the check was issued at Khan's request for the purpose of

giving money to Mandarino without the knowledge of Khan's wife .

94subsequent interviews of Diane Mandarino established

that Khan called her shortly after being interviewed about
this check . In denying his knowledge of her whereabouts , it

appears Khan wanted to preclude any interview of her .
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his attorney have refused further cooperation with the Bank ,

thus preventing additional questions .

The US $ 2,500 check from Bilbeisi's coffee Inc. to Diane

Mandarino is not the only check to Mandarino which has raised

questions during the Bank's investigation .

On 3/12/85 а BCC cashier's check in the amount of

US$840.00 was made payable to Diane Mandarino at the

instruction of Hamid Khan . Ex . 136 . The check was debited

to an internal account of the Miami Agency . The reverse side

bears the alleged endorsement of Diane Mandarino but the

signature is suspicious . Further the check was negotiated at

the Pan American bank where Khan , not Mandarino maintained an

account .

In an interview with us , Mandarino denied that she ever

received any cashier's checks from BCC . Like the coffee Inc.

check , Mandarino claimed she had no knowledge of it .

Moreover , there are at least three other questionable

cashier's checks which were made payable to Hamid Khan by

Khan's order with no
other explanation .

As with the

Mandarino check , the funds were debited against an internal
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BCC account . All three checks were endorsed by Khan and

deposited in his account at Pan American bank . 95

While it was not unusual for cashier's checks to be

drawn against BCC accounts to officers for such purposes as

payment of expenses , salary advances and loans , these checks

to Khan and the one to Mandarino do not appear on their face

to have such purposes . Khan has refused to make himself

available to answer questions about these checks and the

source and disposition of funds .

Khan's lack of cooperation has also precluded his

responses to other critical questions raised in this

investigation including :

( 1 ) Why were letters of credit opened for Bilbeisi ,

many of which were cancelled at the same time as Bilbeisi was

issuing cashier's checks to ostensibly pay
for coffee

purchases?

( 2 ) Why did Hamid Khan and others consistently extend

credit to Bilbeisi's letters of credit over and above his

existing collateral and well beyond his approved facilities ?

( 3 ) why US $ 1,027,000 margin transferredwas a

!

95the checks were drawn on December 3 , 1985 for $ 3,500 ;

February 10 , 1986 for $ 1,500 and March 20 , 1986 for $ 2,900 .
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" offshore" to Nassau from the coffee , Inc. account to the

Orion Systems accounts without written authorization ?

( 4 ) Why did Khan not challenge Bilbeisi when there were

many reasons to suspect that Bilbeisi and his associates were

smuggling coffee into the United States and selling at least

a portion of that coffee to General Coffee Inc. subsidiaries ,

Chock Full O'Nuts and Chase &
Sanborn

which were then in

bankruptcy and which were in default to BCC for US $ 5 million ?

( 5 ) Why did Khan himself issue multiple sequential

cashier's checks in excess of US $ 1million payable to Louis

Altemar in 1986 at the request of Bilbeisi ?

( 6 ) What was the role of Hamid Khan and Enrique

Olavarria in creating a list of cash r's checks at the

instruction of Munther Bilbeisi after a subpoena had been

issued for their production by the Plaintiff in the Sturge

litigation ?96

at

to

96 This list included over 70 cashier's checks issued by
the Bank to Altemar and others Bilbeisi's direction ,

totalling millions of dollars . It included 10 checks

Altemar for US$ 250,000 but endorsed by Bilbeisi and returned

to the Boca Raton Agency for re - issuance and ultimate deposit

in a Bilbeisi account . After this list was prepared , certain

crucial checks disappeared for several months . They were

found only after an intense search during our investigation .

The checks in question tended to prove that Bilbeisi's

insurance claim against Lloyds of London was fraudulent and
their temporary disappearance prompted claims that the Bank

was actively attempting to assist Bilbeisi in sustaining his

fraudulent insurance claim .
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All of these issues have been fully discussed elsewhere

in this report . Khan's refusal to
cooperate with the

investigation and answer questions regarding his conduct in

these matters has resulted in the Bank's decision to

terminate his employment .

D. Hassan Parvez

Parvez became manager of the Miami Agency in September

1984 . He remained in that position until he was transferred

to Istanbul , Turkey in late 1989 .

As previously stated , Louis Altemar has made allegations

to the effect that Parvez was one of five Bank officials who

had what Altemar termed an " improper relationship " with

Munther Bilbeisi . While Altemar stated that he had no

knowledge of bribes or payoffs to Parvez by Bilbeisi , he

nevertheless stated that Parvez was an officer from whom

Bilbeisi obtained many favors including transactions wherein

BCC used its own money to accommodate Bilbeisi's objectives

rather than insist on proper and adequate collateral.
97

97It must be remembered , however , that it was Parvez who

oversaw the collection of US $ 3.5 million on Bilbeisi's bank

guarantees , and worked hard collect the remaining

US $400,000 in remaining interest due .

to
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When interviewed by
US , however , Parvez answered

questions in great detail . Parvez denied that he ever

accepted any bribes or favors from Bilbeisi . He denied ever

visiting Bilbeisi's home or having any type of social

relationship with him . Parvez stated , in essence , that the

acceptance of post-dated checks as collateral and the

extensions of credit for letters of credit for Bilbeisi were

directed by Mr. Sakhia .

He further maintained that the transfers of US $ 600,000

to " offshore " accounts in Nassau in September 1984 , as well

as the transfer to Nassau of over US $ 1 million in a margin

account was done at the direction of Sakhia to accommodate

Bilbeisi's desire to effectively conceal these assets from

his wife who had filed a divorce suit at that time .

Parvez also stated that on many occasions , Sakhia

bypassed him in connection with instructions regarding

letters of credit for Bilbeisi . Sakhia would communicate

these instructions directly to officers such as Hamid Khan or

Engracia Estalella who nominally reported to Parvez .

Parvez concluded that when it came to Munther Bilbeisi

and other specific clients who dealt with Sakhia , he
was

manager of the Miami Agency in name only and had no real

power . Parvez acknowledged that there were many Bilbeisi
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transactions handled by Sakhia that he would not have

authorized .

However , Parvez's involvement in the Mura International

letter of credit transaction which occurred after Sakhia's

transfer to New York raises serious questions about his own

conduct.9
8

There is a serious lack of documentation regarding the

terms and conditions surrounding the assignment of the Letter

of credit proceeds from Capital Bank and the rights of BCC

to assign US $400,000 to a long-standing interest debt owed to

BCC by coffee Inc.

There are questions as to why Parvez agreed to involve

BCC in Bilbeisi's helicopter deal in the first place .

Bilbeisi had owed BCC well over US $ 3.9 million from 1986

until April 1988 . At that time , open efforts to collect the

money directly from Bilbeisi had failed , and the Miami Agency

was forced to collect US$ 3.5 million in bank guarantees ,

98 The Mura International letter of credit transaction

which concerns the assignment of approximately US$837,000

from the Capital Bank in connection with the sale of

helicopters to the government of Guatemala in 1988 has been

the subject of litigation between Munther Bilbeisi and BCC .

The litigation concerned the application of approximately

$ 400,000 from the letter of credit proceeds by Parvez to

satisfy a long standing debt of Bilbeisi's company coffee

Inc , and was tentatively settled on November 20 , 1990 . See ,

p . 108 .

170



363

CONTENTS COVERED BY ATTORNEY - CLIENT

PRIVILEGE AND WORK PRODUCT DOCTRINE

leaving a shortfall of approximately US $ 400,000 in interest

still owed .

theUnder these circumstances , it is all more puzzling

as to why Parvez agreed to participate in the assignment and

why he did not protect the Bank's interest with a clearly

written agreement saying that the purpose of the assignment

was to pay the interest money due to the Bank .

Allegations have been made that part of the money

assigned to BCC was intended to be used by Bilbeisi to pay

certain bribes to foreign officials who had facilitated the

In

to a

helicopter deal for Bilbeisi . fact , BCC transferred

approximately US $ 270,000 Bank Leumi, Miami Beach in

questionable transaction which is alleged to be a cover for

bribe money be paid certain Guatemalan officials .

Parvez had stated to Bank attorneys , that he had conversa

to to

tions with Bilbeisi regarding the payment of bribes in

connection with the helicopter sale .

F. Saad shari

Shafi was the manager of BCC Nassau prior to and after

obtaining a Domestic License from the Bahamas . Prior to

obtaining a Domestic License in 1985 the BCC Nassau office

was operated from a deal in the Miami Agency . Shafi was

manager of the Nassau operation in December of 1983 when
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Bilbeisi opened a time deposit account with proceeds from the

US $ 2.5 million loan from the Boca Raton Agency . Shafi was

the manager of BCC Nassau when Bilbeisi opened accounts in

September of 1984 for Orion Systems Inc. and coffee Inc.

These accounts were opened due to marital problems between

Bilbeisi and his wife .

In total Bilbeisi opened four accounts at BCC Nassau

while it was operated from the Miami Agency . NO account

opening forms were prepared for these accounts and no written

instructions were issued by Bilbeisi to open them . Bilbeisi

now claims that he was never a signatory over any accounts at

BCC Nassau .

Shafi was indicted by a Federal grand jury in Tampa ,

Florida on money laundering charges in 1988 along with

other BCC officers . Shafi was never arraigned andnumerous

there is an outstanding Federal warrant for his arrest .

Shafi is no longer employed by
the Bank and refused to

cooperate in this investigation .

G. Amiad Awan

Awan was previously the manager of BCC Panama in late

and 1984 when Bilbeisi had business dealings with this1983

In а
agency . December of 1983 Bilbeisi opened US $ 1.5

million time deposit account with the proceeds of a US $ 2.5a
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million secret loan from the Boca Agency . The remaining loan

proceeds were deposited at BCC Nassau .. There are no Account

Opening forms or written authorization from Bilbeisi .

Awan was also the manager of BCC Panama when Biibeisi

and coffee Inc. opened letters of credit IMP 105/84 , 106/84 ,

107/84 and 140/84 . These letters of credit were unusual and

unique because the funds used to finance the transactions

were from BCC Miami but BCC Panama assisted in administering

BCC Panama disbursed the funds , andthe letters of credit .

was reimbursed by BCC Miami . From the US $ 4.4 million

received from BCC Miami in payments , less than US $ 1 million

was paid to the named beneficiary , Financiera Del Atlantico

S.A. and over US$ 3.4 million was disbursed to a bank in New

York resulting in millions of dollars in payments to Noriega

connected companies and individuals .

Awan was convicted in Tampa this past summer
on money

laundering charges . He is in jail awaiting sentencing and is

no longer employed by the Bank .

H. Nasim Faroogi

Louis Altemar has alleged that Farooqi was
the first

BCC official to have an " improper relationship " with Munther

Bilbeisi . In fact , Farooqi is the first Bank officer in

Miami to have any dealings with Bilbeisi..
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According to Altemar , Farooqi was at BCC Miami in 1982 ,

1983 and for a short time in 1984 at which time he was

transferred to the Tampa agency by Sakhia .

Altemar claims to have witnessed cash payoffs to

that on several occasions BilbeisiFarooqi by Bilbeisi and

paid Farooqi's American Express credit card bills as a method

of paying bribes to Farooqi . Altemar recalls one American

Express bill in the approximate amount of US $ 11,000 paid by

Bilbeisi . We have determined from confidential sources that

Farooqi has never had an American Express card indicating

that Altemar was either mistaken in the type of credit card

Farooqi used or he was not telling the truth about the

bribes .

However , our investigation has corroborated the

allegation that Farooqi was in fact the BCC officer who

brought Bilbeisi to the Miami Agency . Farooqi was also

involved in the issuance of the first letter of credit for

Bilbeisi in 1982-83 prior to the arrival of Hamid Khan .

We have learned that Farooqi left the employment of BCC

sometime in 1987 but apparently has stayed in communication

with Bilbeisi regarding the pending Mura International

litigation . In July , 1990 , attorney
Ed Davis who is

representing BCC in the Mura case received a telephone call
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from Pakistan from Farooqi who explained that he is a close

personal friend of Bilbeisi and would testify that
BCC has

stolen over US $ 1 inillion from Bilbeisi .

I. M.U. Rehman

M.U. Rehman served in the Miami Regional Office under

A.R. Sakhia from early 1983 to the end of 1986 . In 1983 ,

1984 , 1985 Rehman served on the Miami Regional Credit

Committee and was directly involved in the US $ 2.5 million

secret loan to Bilbeisi's companies from the Boca Raton

Agency in December 1983 as well as many other extensions of

credit and overdrafts to Bilbeisi thereafter .

when interviewed by us on July 3 & 4 , 1990 , Rehman was

confronted with documents relating to the US $2.5 million

Boca Raton loan . These documents included the Miami Regional

office CLP which was never forwarded to London ; debit , credit

and transfer documents showing that the proceeds of this loan

were transferred on December 23 , 1983 to Munther Bilbeisi's

personal accounts in Panama through the Bank's internal

accounts ; and selected correspondence from the files of the

Central Credit Committee regarding this loan .

when confronted with these documents Rehman stated

that :

175



368

CONTENTS COVERED BY ATTORNEY - CLIENT

PRIVILEGE AND WORK PRODUCT DOCTRINE

He had made a telephone call and sent a telex to

London advising London of the intention of the Boca Raton

Agency
to issue а loan to Bilbeisi's three container

companies . In his telex and telephone call , however , Rehman

represented to London that
a complete credit proposal was

being prepared for the Central Credit Committee and that no

funds would be disbursed before completion of the documents .

The date of the telephone call was December 28 , 1983 , five

days after the loan proceeds had been disbursed to Bilbeisi

accounts in Panama and Nassau which had been created on the

same day .

In fact as Rehman admitted no CLP was ever sent to

London for authorization for this US $ 2.5 million loan and

the funds had already been disbursed by the Boca Raton

Agency , although he disclaimed knowledge of how the funds got

to Panama and Nassau .

His signature appeared on the Miami Regional Credit

office CLP as the approving officer but that the lending

limit for the Miami Regional Office was only US $ 500,000 and

this loan to Bilbeisi greatly exceeded this limit .

Rehman stated that his telephone call and telex to

London on December 28 , 1983 and his signature of the Regional
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CLP were made at the direction and insistence of A.R. Sakhia

who wanted this loan made to Bilbeisi .

Rehman stated 'that he knew the loan was not properly

collateralized and if the decision had been left to him , this

loan to Bilbeisi would never have been made .

.

He further stated that the manner in which these loan

proceeds were filtered through the Bank's internal IBF

accounts to Panama and to Nassau suggested that someone other

than Bilbeisi had to be the architect of such а maneuver .

Rehman stated that both A.R. Sakhia and Nadim Hasan had the

access and the expertise to structure these transactions .

Rehman stated that it would not be possible for this

loan to have been made , proceeds disbursed , and the London

Central Credit Committee by-passed without the complete

knowledge and authorization of A.R. Sakhia even though

Sakhia's signature or initials do not appear on any of the

documents .

Rehman admitted that all subsequent notices from the

Central Credit Committee inquiring about the status of the

CLP were ignored by Miami at the instruction of Sakhia .
He

further admitted that this US $ 2.5 million loan was never

carried as a Bilbeisi liability when
the bank calculated

Bilbeisi's credit standing for the purpose of extending
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overdraft facilities , creating margin accounts or submitting

other CLP'S to London . In other words , Miami represented

that the US $ 1.8 million in guarantees were adequate

collateral for what was in reality over US $ 5 million in loans

and overdrafts in 1984 .

• Under further questioning regarding some of Bilbeisi's

other transactions through BCC , Rehman stated that after the

internal auditors report of June 29 , 1984 very little was

done to correct the criticisms regarding
the Bilbeisi

accounts . Rehman stated that the report written by Saleem

Siddiqi on February 6 , 1985 and the February 15 , 1985 letter

of Imtiaz Ahmed were ignored by Sakhia . At the instruction

of Sakhia , Rehman finally prepared a sponse to the Bilbeisi

criticisms . This response , dated March 27 , 1985 ignored most

of the issues raised by the London officers . Y. 55 .

Rehman admitted that BCC Miami should have suspected
.

that Bilbeisi was smuggling coffee into the U.S. in violation

of the quota system , especially when correspondence was

received from Bilbeisi consistently waiving major

discrepancies and ordering BCC to release documents and

payments because the coffee was already in Bilbeisi's

warehouse . Rehman agreed that the goods could not have been
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received prior to release of documents and funds without

bypassing usual Customs control .

.

Rehman further stated that the issuance of multiple

cashier's checks to payees as instructed by Bilbeisi was

wrong and should not have been done especially since letters

of credit were already opened to buy the coffee . Again ,

Rehman's position
was that this could never have been

same to the

approved without the knowledge and direction of A.R. Sakhia .

The would apply acceptance and immediate

crediting of post-dated checks for the benefit of Bilbeisi .

Rehman further admitted that his signature appeared

some of the transfer vouchers sending Bilbeisi's funds toon

Nassau in September 1984 . He claimed that Sakhia issued

instructions to transfer these funds to RehmanNassau .

claimed he did not know the real purpose for these transfers

nor did he know how the funds were returned to Bilbeisi's

U.S. accounts .

Rehman described Sakhia as autocratic and vindictive but

very innovative when it came to weaving in and out of complex

transactions . Sakhia was a " master of marketing" but moved

179



372

CONTENTS COVERED BY ATTORNEY -CLIENT

PRIVILEGE AND WORK PRODUCT DOCTRINE

in sometimes secretive ways mostly through trusted

associates . 99

Rehman stated that subordinates did not argue with

Sakhia if they valued their careers .

Rehman stated that under Sakhia the Miami Regional

no

Credit Committee was merely a rubber stamp for decisions that

Sakhia had already made . It had real authority on any

major credit issue except as dictated by Sakhia .

Finally , Rehman had explanation for the US $ 2.5no

million deposit shown in the May 1985 statement for Munther

Bilbeisi's Boca Raton account . He agreed that it was

suspicious and reflected a possible fraud .

J. Sadig Hamidani

Hamidani was the assistant manager of BCC Boca Raton

Agency when it first opened in 1983 . He reported to the

manager , Nadim Hasan . Hamidani signed the loan documents and

internal vouchers concerning the US $2.5 million loan from

Boca Raton by Bilbeisi and his related companies .
He did so

were

99 this characterization of A.R. Sakhia and Sakhia's

involvement in extending favorable treatment to Munther

Bilbeisi was corroborated by many BCC officers who

interviewed , the highest ranking of which Mr. S.U.

Sakrani whose description of instructions he received from

Sakhia were similar to those described by M.U. Rehman .

was
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:

at Hasan's direction after witnessing both Hasan and Sakhia

personally negotiating the loan with Bilbeisi .

Hamidani was one of two signatories on the check issued

to Munther Bilbeisi from an internal BCC Miami account at

Pan American Bank for US $ 50,000 in 1983 . This check was

cashed by Bilbeisi at Pan American Bank . Hamidani had no

explanation for that check .
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V. HEATHER WYSER - PRATTE

A. Background :

Heather Wyser-Pratte is a 47 year old former BCC

customer currently residing in Palm Beach , Florida . Ex . 114 .

According to her attorney , Charles Ruffner , Pratte was born

into a wealthy family and has always received her financial

AS asupport and income from various family trust accounts .

result , her lawyer claims that she has always relied upon

accountants and bankers for her tax planning .

Late in 1982 , Pratte meet Dr. Alberto Calvo aat

cocktail party .
Dr. Calvo had been hired by BCC in late 1970

to serve
as a Senior Marketer in South America , and in 1981

he had been posted to Washington , D.c.100 Calvo's duties

included attracting deposits to BCC , and he was responsible

for Pratte's introduction to Nadin Hasan at the Miami Agency

in 1983 .

1000r . Calvo is a citizen of Argentina and currently

resides in the Dominican Republic . He resigned from BCC in

1988 and began working for Gaith Pharon , the target of a

pending federal criminal investigation into a transaction

involving CenTrust Bank and BCC concerning the purchase of

U.S. $25 million of Centrust commercial paper .
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B. Bank Accounts :

1 . BCC Cromwell Road

On February 7 , 1983 , Nadim Hasan referred Pratte's

account to Shahid Hyatt Khan at BCC Cromwell Road . 101 Ex .

115 . Nadim Hasan prepared the Account Opening Form for

Pratte , and requested that she be given a numbered manager's

ledger account .
102

The fortu was forwarded to Shahid Hyatt

Khan by memo dated February 7 , and in that memo Khan was

instructed to route all correspondence concerning the account

to Nadim Hasan . 103 Ex . 116 . As a result , a numbered account

was opened for Pratte on February 9 , 1983 with any initial

deposit of US $ 650 , 200 , wire transferred from the Bank of New

York . Ex . 117 .

Pratte claims that when she opened the account she

explained to a Bank officer whose name she cannot now

remember that she wanted an " interest bearing tax - free"

account . In response , the unnamed Bank officer advised her

was

101shahid Hyatt Khan's aunt is married to Nadim Hasan .
At the time of the introduction , Hasan was employed at the

Miami Agency . Nine months later , in December , he made

manager of the new Boca Raton Agency .

102 The Account Opening Fort did not provide information

as to Pratte's occupation or any references on her behalf .

103 The Cromwell Road manager , Nasrullah Khan , and his

assistant manager , S.H. Khan , were the only employees

empowered to operate this confidential numbered account .
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to open a time deposit account in London . Pratte claims that

as far as she knew , based
upon her discussion with this

officer , that her London account was tax - free . 104

Pratte's Cromwell Road time deposit account had
а

term of one month and was consistently renewed . Customarily ,

when an account is opened in the United Kingdom , a " Composite

Rate Tax Declaration " form is completed by
the account

holder . The form establishes whether the account holder is a

resident of the United Kingdom and therefore subject to

liability in that country . Pratte completed and signed this

form 3 years after the account was opened , on April 24 , 1986 .

B. 118 . On the form she declared she was not a resident of

Britain and thus not subject
to British tax on interest

earned . An explanation as to why this form was not filled

out for over three years , or why it was not filled out upon

the opening of the account , has not been provided to us .

Nevertheless , the interest income earned by Pratte
on her

Cromwell Road account was not reported to the British

Government throughout the life of the account .

104since the Account Opening Form was prepared by Nadim
Hasan , it is likely that he is Pratte's unidentified Bank

officer . Hasan admitted to us that he had conversations with

Pratte about opening the London account , by denied giving her

any tax advice.
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2 . BCC Boca Raton .

In December , 1984 , Pratte requested that US $ 450,000 be

transferred from Cromwell Road to the Boca Raton Agency for a

potential real estate transaction . Ex . 119 . On December 3 ,

1984 , Pratte provided Nadim Hasan a letter of instruction

regarding the distribution of those funds upon their receipt

from Cromwell Road , and on December 12 , 1984 , Nasrullah Khan

sent a memo to Hasan acknowledging the transfer of the funds

to the Boca Raton Agency .

Shortly thereafter , on December
311 1984 , а demand

deposit account was opened in her name at the Boca Raton

Agency for the stated purpose of " facilitating transfers

with Cromwell Road . " Bx . 120 . The opening deposit was

US $449,750 ( the US $450,000 transferred from Cromwell Road

less transfer charges ) . Bs . 121 . In
January , 1985 , a

US $ 50,000 check from Pratte's husband was deposited into the

account , Bs . 122 and on February 8 , 1985 the total balance in

the account , US $ 499,875 was transferred back to Pratte's BCC

Cromwell Road account . Ex . 123 .

On February 19 , 1985 , Pratte gave Hasan several checks

totalling US $226,627.57 . These checks were deposited into

her Boca Raton account ( with or without her knowledge ) and on

March 4 , 1985 the entire account balance was transferred to
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Cromwell Road , and Pratte's Boca Raton account was closed .

Ex . 124 .

This account remained opened for approximately a three

month period , and was
a BCC demand deposit account . Accor

banking regulations controllingding
to the federal

international banks , the duration of demand accounts at an

international bank for U.S. citizens may
not exceed one

month , unless the account is used strictly for international

business .

3 . BCC Regent Street

In July , 1988 , Francesca Garrard , assistant manager at

Cromwell Road , received telephone call from Tariq Jan ,a

then the manager of the Boca Raton Agency . 125 . Jan

informed Garrard that Pratte wanted to close her London

account and pick up the cash at the Boca Raton Agency .
At

the time , Pratte's account balance at Cromwell Road was over

US $ 1 million . Garrard informed Jan that the Bank did not

have sufficient funds for such a withdrawal and that it was

against Bank policy to permit a withdrawal in that amount .

Garrard inquired as to the reason for the withdrawal and was

informed by Jan that it was due to Pratte's impending

divorce . Pratte had previously explained to Jan that the

funds in the account belonged to her daughters , and she did
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not want her estranged husband to learn of the account and

attempt
to seize or attach it as

part of the divorce

proceeding . Garrard and Jan discussed the possibility of

transferring the funds to Switzerland , but ultimately decided

instead that it would be better to transfer them to BCC

Regent Street . On July 14 , 1988 , Garrard received a letter

from Pratte containing
the formal request

to make that

transfer . Bs . 125 .

Early in July , Tariq Jan called K. K. Misri , the

amanager at Regent Street , and instructed him to open

numbered term deposit account for Pratte at that branch . Box .

126 . Jan advised him that the initial deposit of over US $ 1

million would be transferred to him from Cromwell Road .

Misri expressed concern over the amount of the initial

deposit . In response , Jan explained that Pratte was having

marital problems and wanted to move her funds from Cromwell

Road to another branch to establish a joint account for

herself and her daughters . On July 14 , 1988 ,
Jan sent a

letter to Misri enclosing an Account Opening
Form and

signature card executed by Pratte . B. 126 .

Ms. Garrard at Cromwell Road was concerned that the

funds which were to be transferred might be the subject of a

court order in a divorce proceeding , and on July 27 , 1988 she.
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gent a memo to I.K. Patel in London requesting guidance .

Patel subsequently instructed Garrard
.to transfer the funds

as requested .
B. 125 .

On August 11 , 1988 , Jan transmitted a new Account

Opening
For

( listing
Pratte and her daughters

as

joint

account holders ) to K.K. Misri at Regent Street .
Ex . 127 .

At about the
same time , Regent Street received a check from

Cromwell Road for US $ 1,021 , 287.96 , which represented the

total balance in Pratte's account at Cromwell Road and her

initial deposit into the new Regent Street account . The

Regent Street account was formally opened on August 12 , 1988 .

This transfer wag the only deposit to Pratte's

Regent Street account during its lifetime . The account

rolled over on a monthly basis , and the monthly statements

and term deposit receipts were
sent to Tariq Jan at Boca

Raton regularly . Bs . 128 . Pratte's file was maintained in

the desk of Tariq Jan's secretary , although Pratte did not

maintain an account at that Agency . Jan stated that he

regularly mailed the Regent Street statements and receipts

to Pratte at her home in Palm Beach . However , she frequently

telephoned him asking for copies of those statements because

she said she had lost them . For this reason , he maintained

separate file for her and her time deposit statements in a

188



381

CONTENTS COVERED BY ATTORNEY - CLIENT

PRIVILEGE AND WORK PRODUCT DOCTRINE

location which was handy to him but separate from other soca

Raton Agency accounts . In addition , Tariq Jan had directions

to Pratte's home in his brief case at the time of the IRS

search of the Boca Raton Agency in May , 1989 . Jan had stated

that these directions were contained in his brief case , and

were in his handwriting, because Pratte had invited him and

his family to Palm Beach for a to be conducted by her .
tour

Jan never took advantaged of this invitation , but did copy

105

down the directions and kept them in his brief case .

C. Pratte's IRS Tax Problems .

During the last week of April , 1989 , Tariq Jan wrote a

memorandum to file memorializing a telephone conversation he

had had with Pratte that week . Bs .
129 . Pratte had

expressed some concern to Jan about what , if any knowledge ,

the IRS had of her London account . She stated that she did

not want the IRS to know about that account .

Jan responded to Pratte that the Bank would be required

to fully answer an IRS subpoena about her account if such a

subpoena were delivered . Pratte then retorted that she had

nothing at all to hide . Jan was troubled by this

105 The IRS is extremely suspicious
about this .

According to Pratte's lawyer , her home was searched in the

fall of 1989 , and IRS agents asserted to her lawyer that they

believed original Boca Raton Agency records had been secreted

there . Naturally , none were .

189



382

CONTENTS COVERED BY ATTORNEY - CLIENT

PRIVILEGE AND WORK PRODUCT DOCTRINE

conversation because it implied that Pratte had not reported

the existence of her London account to the IRS and may have

evaded taxes on interest earned , 106 Accordingly , Jan

requested guidance from the Regional Office in New York ,

which referred him to Bank counsel in Miami . Bx . 130 .

Subsequently , a criminal referral was filed with the U.S.

authorities , indicating the Bank's suspicion that Pratte had

failed to report her London account or the interest earned on

it as required by u.s. law . 107

D. The closing of Pratte's London Account .

On September 11 , 1989 , Pratte telephoned Frederick K.H.

Wan , assistant manager at Regent Street , requesting that the

balance of her account be transferred to a bank in Switzer

land . 区, 131 . Wan informed Pratte that telephonic

instructions were unacceptable , and that her request must be

made in writing . In response , Pratte sent a telefax message

dated September 11 , via the Picadillŷ Circus branch which

arrived at Regent Street on September 15 directing that the

on

106Neither the Boca Raton Agency nor Cromwell Road were

required to file with the IRS any reports of interest earned
Pratte's account . Such reporting was entirely Pratte's

obligation .

107This referral made on July 17 , after the IRS

search of the Boca Raton Agency in May , 1989 . At the time of

the referral , Pratte apparently was already the target of an

IRS criminal investigation .

was
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balance in her account be transferred to the Swiss Bank Corp.

of Geneva , Switzerland .

On September 27 , 1989 , Abdi Zand , U.K. regional counsel ,.

advised Regent Street that Pratte's written instructions

should be complied with in the normal course of business .

Misri , the Cromwell Road manager , then instructed Wan to

oncontact Pratte since the signature the letter of

instruction differed from her signature card maintained in

the account file .

On October 24 , 1989 , K.K. Misri spoke to Pratte

regarding her request to transfer the balance of her account

to the bank in Switzerland . Bs . 126 . During their

conversation , Pratte expressed concern over the secrecy of

her account , the pending criminal charges against the Bank

and the ongoing IRS criminal investigation . In addition ,

Pratte made a passing reference to U.S. tax problems that she

herself was having .

On December 8 , 1989 , ' a new letter of instruction was

sent from Pratte's attorney to Regent Street . B. 132 . This

letter of instruction directed that the balance in Pratte's

account be sent to Chase Bank of Florida in St. Petersburg

instead of to Switzerland . The stated purpose of this

transfer was to make the funds available for the payment of
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Pratte's tax liabilities . After referring the letter to the

legal department in London , Regent Street transferred the

funds on December 18 , 1989 and closed Pratte's account .

Since the closing of Pratte's account at Regent Street ,

BCC has had two further contacts with Pratte . On January 17 ,

a Bank to1990 , Pratte signed specific consent for the

disclose her London account activity to the IRS . Bx . 133 .

That consent had been presented to BCC accompanied by a

request for copies of Pratte's account files . Second , on May

1 , 1990 , Pratte attempted to
open

an account at the

Leadenhall office of BCC in London . R. 134 . Pratte was

interviewed by assistant manager
Ibad Khan . Khan later

reported that Pratte appeared extremely nervous and upset .

During the interview , she placed a bag at the center of the

a

table and implied that it contained the cash for an opening

deposit . It is possible that the bag also contained

recording device and that this meeting was a ploy by Pratte

to substantiate her claim that London time deposit accounts

had been and were being represented by Bank officers as

" interest bearing tax - free "
accounts for U. S. residents In

fact , Pratte did inquire of Khan
as to the possibility of

opening
a tax- free interest-bearing account . Ibad Khan ,

complying with the Bank's " know your customer " directives ,
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refused to open an account for her , and declined to provide

her with any tax advice , because he did not feel that he had

received sufficient information from her to
justify

the

opening of the account .
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VII . POTENTIAL CRIMINAL LLABILITY

A. The Attitude of U. S. Prosecutors and

Investigators

As noted in the Introduction , the U.S. prosecutors have

already orally advised the Bank that it is the target of a

acriminal investigation centering upon " Klein Conspiracy . "

In considering this other possible charges which the

mayprosecutorg consider bringing against BCC , it is

or

necessary to first describe the general attitude which Some

of them have taken toward the Bank . This attitude has

considerably affected their approach to the Bank , despite

repeated efforts to correct it .

Many prosecutors and investigators hold a view of the

Bank which is extremely cynical and profoundly pre judiced .

They believe that BCC is essentially
a narcotics money

laundering institution . 108 This was the basic approach
!

taken by the Tampa prosecutors and investigators in 1988 , an

108This is a perception which the Bank's attorneys have
consistently endeavored to alter in number of direct

meeting involving Government prosecutors, investigators and
bank officers . These meetings seem to have met with some

success since the formerly harsh attitude of these

individuals has considerably softened over the past twelve
months . Other events , however , such the Centrust / BCC

situation have had a noticeably adverse affect and have

tended to reinforce old attitudes.

ag
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approach which ultimately led in October , of that year to the

criminal indictment of BCC . 109 . The fact that BCC pled

guilty to the Tampa money laundering charges only because of

the strict corporate criminal liability theories of U.S. law

has done nothing to improve its image in their eyes . Indeed ,

many of them convinced
that the narcotics money

laundering activities of the Bank officers convicted in Tampa

activities expressly condoned and encouraged by the

110

highest levels of BCC management .

are

were

Prosecutors and investigators in Miami share this

aattitude , although to lesser extent . Essentially , it is

their view that BCC is a " full service bank " in the worse

sense of the phrase . They believe that it is official Bank

policy
to actively seek out and market high net -worth

individuals , and to gain from them large and frequent

deposits , preferably in cash . They see such marketing

efforts as being done at best without regard for the source

some

109United States v . Am fad Awan , et al. ( Case No. 88-330

Cr-T- 13 ( B ) ) .

110 The Bank's defense of its emplo es and the payment

of their attorneys ' fees is viewed by Government

officials as motivated solely by the desire of the Bank's

management to prevent the indicted employees from exposing
the role of higher ranking officers in illegal money

laundering activities . Thus , the Bank's support of its

indicted employees has been a major source of frustration and

anger for u. s. prosecutors and investigators .
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of the customer's cash , and at worst with tacit acceptance or

even actual knowledge that in many cases the customer's money

is derived from illegal enterprises , most
notably

narcotics.111

In the eyes of some prosecutors and investigators , the

Bank's " services " are not limited merely to accepting the

proceeds of illegal activities . They believe that BCC

officers and employees ,
with

express upper management

approval , also actively assist and even advise their

customers on the most effective methods of hiding their money

and evading taxes .

Money, for example , is seen to be hidden or "laundered "

by the constant , carefully controlled transfer of funds from

one account to another within BCC and its world -wide branches

or between BCC and other banks related to BCC , thus making

the money almost impossible for u . s . law enforcement to

trace . Since the Bank collectively " knowg " that the accounts

involved in such transfers are , for the most part , controlled

as

111Manuel Noriega , the Government's current bete noir,

is often cited as an example . As far as the Government is

concerned , Noriega is universally acknowledged and recognized

a world -class narcotics trafficker . Admittedly, Noriega

has beena customer of BCC , and the Government has referred

numerous occasions to the former Panama Agency manager ,

Amjad Awan , as " Noriega's personal banker." The Government

sees this BCC -Noriega connection as proof positive of its

belief that BCC is a narcotics money laundering institution .

on
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by the same individuals , it is easy for U. S. law enforcement

to conclude that the Bank actively condones and assists the

laundering of illegal proceeds or flight capital on a

worldwide scale , Since many inter -agency Or inter - bank

transfers are
particularly complex and difficult to

accomplish , and are far beyond
the normal business or

banking aptitudes of the customers themselves , may law

enforcement officers also conclude that such activity can

only be accomplished upon the careful advice of the Bank's

own officers .

Customers are seen to be assisted in tax evasion through

any number of schemes , but one of the most common is the cash

collateralized loan . Many prosecutors see no
legitimate

purpose for a customer to keep cash in a foreign bank account

and use that cash as collateral for a loan made in another

country or in the United States . They consider such loans as

inherently suspicious , if not outright fraudulent , especially

when the cash account is held in a corporate name and in
a

country where secrecy laws prevent immediate access
to loan

or account records by U. S. investigators . Such a

suspicious when thetransaction becomes even more loan is

issued to a corporation instead of an individual , especially

if it is a Panamanian " shelf " corporation .
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Other tax evasion " assistance " is
"

seen in the failure to

file currency transaction reports on large cash transactions

а

in the United States ; in making cash available without the

normal " paper trail " of check drawn directly upon

particular , readily identifiable local account ; or in making

U.S. dollars available U.S. citizens residents into or

foreign countries for the purpose of spending those dollars

abroad or in bringing those dollars back to the United States

( without filing the required report by the customer ) . As far

ag

some prosecutors and investigators are concerned , none of

these activities can take place without the knowledge and

assistance of the Bank's officers and employees . Moreover ,

many of them are convinced that these activities occur on a

daily basis in BCC .

Since the Bank's various officers are
supervised by

management , then , as far as the prosecutors are concerned ,

the upper -management itself mugt be aware of these

activities . Since these activities have continued for years ,

then they must have the approval and encouragement of upper

management . Accordingly , the entire Bank , in their eyes , up

to and including its highest levels of management ,

constitutes a sort of money laundering empire whose primary

objective has been to attract , to purposely assist and to
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keep large volume customers who need to hide their money and

evade taxes .

It is from this unfortunate point of view that the

prosecutors and investigators will review facts relating to

the Bank and its customers and make their determination as to

whether the Bank should be charged with any crimes in

connection with their investigation of Bilbeisi , Calderon ,

Otano , Villalba or Pratte .

B. Potentially Applicable Criminal Statutes and Theories of

Liability

We do not know how much of the information contained in

this report
is known by federal prosecutors

and

investigators . We have been told ( but have not been able to

confirta ) that Louis Altemar ' and Jay Anthony Aramburo have

S. 90 thetestified before the U. Grand Jury in Miami ,

overall smuggling scheme is probably known . In addition ,

Calderon , Otano , Villalba and Pratte have each consented to

the disclosure of at least some of their London account

activities , and a great number of documents was seized during

the search of the Miami Agency in October , 1988 and the Boca

Raton Agency in May , 1989 .

Moreover , the federal investigators clearly have access
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by means of grand jury subpoenas to documents maintained by

other banks , such as Atlantic Bank in Boca Raton .

On the other hand , there are certainly facts contained

in this Report which federal investigators do not have access

For example , they have not had access to any account
to .

records or information maintained at the Bank's Panama

Agencies , nor have they interviewed current employees such as

Ma jaz Malik or Ha88an Parvez .

In addition , we have not been able to secure and review

the personal corporate tax returns filed by Bilbeisi ,or

Calderon , Otano , Villalba , their related companies or Pratte .

Thus , we do not know what , if anything , was incorrectly or

falsely reported to the IRS by them . Accordingly , it is not

possible to list all of the potential theories of criminal

liability which may be used against the Bank , or to list all

of the possible criminal statutes of the United States which

U. s . prosecutors might allege have been violated . The

following gubsections , however , delineate some of the

theories of criminal liability which might be pressed against

the Bank .

( 1 ) Corporate Criminal Liability

Under U. s . law , a corporation may be held responsible

for the criminal acts of its employees when those acts
are
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committed within the scope of the employee's employment and

are motivated at least in part by an intention to benefit the

corporation . Courts generally have held corporations liable

for the acts of supervisory and managerial level employees ,

although in some cases corporations have been held criminally

liable for the of lower echelon and non - supervisoryacts

employees as well .

The phrase " scope of employment" has been very broadly

defined to include acts performed on the corporation's behalf

in the performance of the employee's general line of work .

An employee's scope of employment includes
acts which are

within the employee's " apparent authority , " which means the

authority which outsiders would normally assume an employee

to have , judging from his position within the corporation and

the circumstances surrounding his past conduct . The breadth

of the phrase " scope of employment " renders most arguments to

the contrary very difficult to support .

In addition to determining whether an employee acted

within the scope of his employment , the
courts have also

generally required that the employee have acted with at least

a partial intent to benefit the corporation before corporate

criminal liability will be imposed . That an employee's acts

may be unlawful and even contrary to corporate policy does
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not absolve the corporation of legal responsibility for those

Even if the employee's actions are potentially harmfulacts .

As

to the corporation , or if the corporation receives no actual

benefit from them , liability may be imposed as long as the

employee acted with an intent to benefit the corporation .

long as this is at least part of the employee's intent , the

corporation may be held criminally liable for the employee's

actions even if no benefit accrues to the corporation or even

if the actions result in harm or injury to the corporation .

In cases where intent to benefit the corporation is

completely lacking criminal liability has not been imposed .

Such cases usually involve employee wrongdoing in the nature

of bribes , kickbacks or embezzlement , the type of activity

which ordinarily would not be in the interest of the

corporate employer . Where an employee has been bribed to

perform acts which are criminal , however , if his motive is

still at least in part to benefit the employer , then criminal

liability may be imposed upon the corporation . As already

noted , Louis Altemar has claimed that least three BCCat

employees received payments from Bilbeisi for " services "

rendered . These were Hamid Khan , Nadim Hasan and Nasem

Farooqi . We have not been able to substantiate Altemar's

allegations , and Khan has denied them . While the bribery
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claims militate against imposing corporate liability , they do

not prevent it . There are no bribery claims against Sakhia ,

and that even if the bribery were proven , a partial intent to

benefit the corporation even on the part of bribed employees

will suffice to impose liability .

( 2 ) Conspiracy :

If two more persons conspire either to commit any

offense against the United States , or to defraud the United

or

States or any of its departments or agencies in any manner or

for any purpose , and one or more of the persons involved

performs any act to accomplish or further the purpose of the .

conspiracy , they may be fined up to US $ 500,000 and imprisoned

for up to five years .
112

Section 371 of Title 18 of the United States Code is the

general conspiracy statute and sets out two distinct

offenses : ( 1 ) conspiracy to commit an offense against the

United States ; and ( 2 ) conspiracy to defraud the United

States . 113 To establish a violation of either offense under

Section 371 , the government must prove beyond a reasonable

11218 U.S.c. S 371 . The term " person " includes both

individuals and business entities such as corporations .

113Tax - related conspiracies have been prosecuted as both
conspiracies to commit an offense against the United States

and also as conspiracies to defraud the United States .
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was an two or moredoubt : ( 1 ) that there
agreement by

persons ; ( 2 ) to commit an offense against the United States

to defraud the United States ; and ( 3 ) that an in
or act

furtherance of that agreement was committed .

or

The gist of the offense of conspiracy is an agreement to

commit an illegal act , to accomplish a lawful purpose by

criminal means . An agreement is rarely proved by direct

evidence but is usually inferred from the circumstances of

the case . It is not necessary for the prosecution to prove

that there was a formal agreement or that the parties stated

in writing or in words what the agreement was or how it was

to be effected . It is sufficient to show that there was a

mutual understanding to accomplish an unlawful purpose or to

accomplish a lawful purpose by unlawful means , and this can

be established by the individual actions of the parties . The

agreement may thus consist of nothing more than a tacit

.

understanding between the parties . It is not necessary for

the government to prove that the parties agreed on the

details of the conspiracy , but proof of the " essential

nature " of the plan 18 necessary .

The offense of conspiracy necessarily involves
two or

more persons with guilty knowledge on the part of each ,

because an agreement is the essence of the crime . A
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corporation is a " person " under the law and can be indicted

and tried as a conspirator .

In an indictment for conspiring to commit an offense

against the United States , it is not necessary to allege all

of the elements essential to
the commission of the offense

which is the object of the conspiracy . However , a conspiracy

atto commit a particular crime cannot exist without least

the same degree of criminal intent necessary for that offense

itself . Given the attitude of the prosecutors and investi

gators toward the Bank , it is possible that they may view the

circumstances surrounding the letters of credit and the

cashier's checks as evidence of the Bank's involvement ,

particularly through the actions of A.
R. Sakhia and Hamid

Khan , in Bilbeisi's smuggling operation . This could mean

that the Bank might face criminal indictment in Miami for

conspiring with Bilbeisi , Calderon , villalba , Otano and

others , to violate Title 18 of the United States Code :

Section 542 ( introducing goods into the United States by

means of false writings or statements ) ; Section 545

( smuggling goods in the United States ) ; Section 548

( removing
or repacking goods in warehouse ) ; Section 1001

( false statement to any department or agency or the United

States ) ; and Section 1956 (money laundering in relation to
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smuggling goods
into the United States or in relation to

illegal narcotics trafficking ; or to violate Title 31 of the

United States Code , Sections 5313 and 5312 ( failure to report

cash transactions over US $ 10,000 ) .114 Each of these charges

is a felony . For a corporation , punishment may be a fine of

For an аup to US $ 500,000 . individual , punishment may be

fine of up to US $ 250,000 or two years imprisonment or both .

( 3 ) Klein Conspiracy :

A conspiracy to defraud the United States or one of its

agencies includes a conspiracy to impede , impair , obstruct or

a

defeat the lawful functions of the Treasury Department in the

collection of income taxes . 115 Unlike a conspiracy to commit

an offense , a conspiracy to defraud the United States or any

of its departments or agencies carries no requirement that

the fraud consist of conduct which could be held illegal

under some other law or rule . The crime of conspiracy to

114we do not know how much information the government

has available to it , and accordingly, it is not possible to
list all of the statutes which might be involved in a

conspiracy prosecution . In addition , Section 1956 did not

become law until October 1986 . As a result , a conspiracy to

engage in money laundering would have to be confined
to

activities taking place after that date .

115 united states v . Klein , 247 F.2d 908 ( 2d Cir . 1957 ) ,

cert . denied , 355. U.S. 924 ( 1958 ) is considered the lead case

for this theory of prosecution . Such conspiracy is

commonly referred to as a " Klein Conspiracy " .

a
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defraud the United States consists of acts that interfere

with or obstruct a lawful governmental function of one of the

government's agencies or departments .

For a Klein Conspiracy , the prosecution must present

evidence establishing that the intent of the parties was to

impede the IRS . However , tax evasion need not be the only

purpose or
even the chief purpose of the conspiracy . If a

tax evasion motive plays any part in a scheme , the offense

has been committed even though the conspiracy may have had

other purposes as well .

while some tax purpose must be shown , the government

does not need to prove by direct evidence that the parties

knew of the actual tax consequences of their scheme . 116 The

116 In the money laundering case of United States

Sanze , 673 F.2d 64 ( 2d Cir . 1982 ) , cert . denied , 459 U.S. 858

( 1983 ), it was argued that the Defendant (Sanzo ) could not be

guilty of obstructing the Treasury Department, because there

was no direct evidence that his co - conspirator ( Trainello )

knew that Sanzo would not report the laundered money or that

Sanzo knew that Trainello would claim tax deductions. In

rejecting the argument , the Court stated :

" Existence of and participation in a
conspiracy with the requisite criminal

intent may be established . through

circumstantial evidence There was

sufficient circumstantial evidence from

which the jury could find in this case
that Trainello knew that Sanzo was

unlikely to report as income large sums
laundered money , and that Sanzo

equally knew that Trainello would have to

of
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existence of and participation in a Klein Conspiracy with the

required criminal knowledge and
intent may be established

through circumstantial evidence .

" Klein Conspiracies " have been applied to
money

laundering schemes . In the cage of United States

Browning , 723 F.2d 1544 ( 11th Cir . 1984 ) , the government had

conducted an undercover investigation into illegal drug

in Intrafficking South Florida . that case , the money

laundering scheme used by the conspirators
consisted

of

converting money received from marijuana sales into other

forms and returning the money to its owners as the proceeds

of fictitious loans . As a result , income otherwise taxable

was disguised as the proceeds of a non- taxable loan . The

court found that this scheme impeded the lawful operations of

the IRS , and upheld the application of Klein Conspiracy

theory .

The taxes involved need not be the taxes of the parties

to the conspiracy itself , and a Klein Conspiracy can include

transactions in which the parties do not directly receive tax

benefits themselves . If one person conspires to defraud the

United States for the direct benefit of another and the

assign on his books some legitimate

purpose for the payments that could form

the basis for a tax deduction ."
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indirect benefit of himself , that person may be held to have

committed a Klein Conspiracy . The indirect benefit to the

second party to the conspiracy need not be tax benefits , but

may include payments for services rendered .

Finally , it is not necessary for the government to prove

that the IRS was actually impeded in its efforts to assess

taxes .and collect The illegality of the conspiratorial

agreement does not depend upon the success of the conspiracy .

Indeed , even the impossibility of attaining the goals of the

conspiracy is irrelevant to the guilt of the conspiring

parties .

A six-year statute of limitations applies to Klein

Conspiracies , and that statute begins to run from the last

overt act alleged and proved . Hence , a Klein Conspiracy

which began in 1982 but whose last overt act occurred in 1986

may be prosecuted any time up to the anniversary date of that

act in 1992 .

From the point of view of
a prosecutor , there may be

ample evidence to circumstantially indicate that the Bank ,

through its employees , A. R. Sakhia , Nadim Hasan and Hamid

Khan , engaged in a conspiracy with Munther Bilbeisi ( and his

various companies ) , Calderon , Otano and/or Villalba ( and

their various companies ) to defraud the United States by
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impeding the lawful functions of the IRS . It is unlikely ,

a
however , that the government will find evidence of

conspiracy to defraud the United States in connection with

Heather Wyser - Pratte's account , as long as Pratte is unable

to identify the individual at the Bank who
gave

her the

alleged " tax advice " and as long as her testimony remains as

vague and ambiguous as it has been in the past . However , it

is entirely possible that the government might include the

Wyser-Pratte situation in one conspiracy indictment involving

Bilbeisi , Calderon , Otano and Villalba , hoping that the

stronger parts of the case relating to Bilbeisi would carry

the weaker parts of the case relating to Wyser-Pratte .

Such a conspiracy charge could specifically include the

Bank's activities , through Majaz Malik at the Swiss Cottage

Branch in London , in relation to the accounts of Calderon ,

Otano and Villalba maintained there . Jurisdiction could be

.

based upon actions of Calderon , Otano and Villalba committed

in the U. S. , and if the prosecutors view the Bank as their

co -conspirator , then those U. s . based actions could be used

the jurisdictional basis of an indictment against Malik

and the Bank . As is noted in subsection ( 4 ) below , however ,

criminal jurisdiction over Malik and his employer could be

as

asserted even if no acts at all had been committed in the
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U.S.
In any case, a conspiracy to defraud the United States

is a felony for which a corporation may be fined up to

US $ 500,000 , and for which an individual may be fined up to

US $250,000 or imprisoned for five years or both .

( 4 ) Liability for Actions Performed outside the United

States

Under recognized principles of U. s . law , the United

States may prosecute foreign citizen foreign

corporation for a crime committed against the United States

a or a

even though the crime was performed outside the United

States .

There are five general principles of law that permit the

extraterritorial effect of U. s . penal statutes . These

principles are : first , the " territorial principle , "

determining jurisdiction by reference to the place where the

offense is committed ; second , the “ nationality principle , "

determining jurisdiction by reference to the nationality of

the person committing the offense ; third , the " protective

princ ple , " determining jurisdiction by reference the

national interest injured by the offense ; fourth , the

" universality principle , " determining jurisdiction by

reference the custody of the person injured by the

offense ; and fifth , the " passive personalty principle , "

to

to
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determining jurisdiction by reference to
the nationality of

the person injured by the offense .

When an alien commits a criminal act against the United

States on foreign territory , courts in the United States have

long held that U. S. jurisdiction may be extended over the

act under either the " protective principle " or the

" territorial principle . "

а courts toThe protective principle allows nation's

have jurisdiction to enforce its criminal laws when the

conduct of the foreigner threatens the nation's security or

directly interferes with its governmental functions . Under

this theory , even if all the elements of the crime occur in a

foreign country , jurisdiction exists because the actions have

a potentially adverse effect upon security or governmental

functions . There need not be proven any actual effect in the

prosecuting country .

In the case of Rocha y , United States , 288 F.2d 545 ( 9th

cir . 1961 ) , the court applied the protective principle to

obtain Jurisdiction to prosecute defendants for conspiracy to

defraud the United States by making unlawful entries into the

United States . The court viewed the violation of U. S.

inmigration laws as an act that attacked the sovereignty of

the nation and thus warranted the application of the
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protective principle . Other offenses which might warrant the

application of the protective principle could include

conspiracy to impede the IRS , or conspiracy to violate U. S.

Customs laws , to falsify Customs documents or to make false

statements to Customs .

In the case of United States v . Fernandez , 496 F.2d 1294

( 5th Cir . 1974 ) , the defendant was charged with possessing ,

forging and passing stolen social security checks drawn

the U. s . Treasury . The defendant claimed that the Court

on

lacked jurisdiction because all of the criminal acts had

taken place outside the United States . The Court found that

it had jurisdiction to prosecute the crime since the

a

defendant's acts prevented the normal disbursement of social

security funds to those citizens lawfully entitled to receive

them . Although the court made reference to the territorial

principle , this actually appears to be an application of the

protective principle to a conspiracy to defraud U. S.

Treasury agency .

The United States has a strong interest in collecting

taxes and prosecuting conspiracies to impair the collection

of those taxes , and it is likely that the U. S. courts would

consider conspiracy defraud the United States by

interfering with or impeding the IRS in the performance of

a to
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its functions as an action which directly interferes with the

U. S. government and therefore falls well within the

protective principle of jurisdiction .
Even if no act were

committed in the United States in furtherance of such а

conspiracy , the protective theory will still apply , since

under that theory it is
assumed that all of the actions

occurred in the foreign country in the first place .

U .. s . jurisdiction over a criminal conspiracy against

the United States could also be justified under the

territorial principle . Under this principle , before a nation

may attach criminal consequences to an extraterritorial act ,

the act must be intended to have a detrimental effect in the

United States . Acts done outside the U. s . but intended to

produce and producing detrimental effects within it will

justify the government in punishing the injury as 1 € it had

been committed within the country itself . This theory has

been successfully asserted in in which the

defendant had not performed any act within the United States

but was part of, a conspiracy in which some of the other co

conspirators ' activities took place within the U. S.

even cages

In United Stater V. Inco Bank , 845 F.2d 919 ( 11th Cir .

1988 ) , the corporate defendant , Inco Bank , was indicted for

violation of Section 371 of Title 18 , United States Code .
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Inco Bank was a Cayman Islands bank doing business with and

maintaining accounts
at several banks in Florida but which

was not otherwise present in the U. S. The indictment

charged that Inco Bank and others conspired in Florida and in

the Grand Cayman Islands to defraud the U.
S. in violation

of Title 18 of the United States Code , Section 371 . Specific

cally , the indictment charged that Inco Bank , through its

present and for a 1 % fee , was engaged in a money laundering

operation designed to smuggle money from the S. theU. to

Cayman Islands and to return the money to the U. s . in a

form that would conceal the source of the money and enable

its owners to avoid payment of U. S. income taxes . The

court stated that it is well -settled that the U. s . govern

ment has the power to prosecute every member of a conspiracy

that takes place in the United States territory , even though

some of the conspirators have never entered the United States

at all , and even if some of the conspirators never committed

any overt acts in the U. s . in furtherance of the conspiracy .

In addition , the court noted that a conspiracy which occurs

even partly in the United States can be prosecuted in the

United States without resort to any theory of

extraterritorial jurisdiction . Inco Bank had joined the

conspiracy knowing that the conspiracy would function in the
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Senator KERRY. On page 3 , the report says, and I quote from it,

" As with any smuggling operation , the operatives have several es

sential needs. They required a secure, safe system of financing

their transactions. They needed appropriate extensions of credit in

the form of loans and overdrafts, without too much formality, and

they required a flexible system of payments to their foreign associ

ates in Central America, whether bywire transfer, cashier's check,

or both .

Moreover, their import and shipping documents were necessarily

incomplete or defective. And so the smugglers needed unquestion

ing acceptance of these items, in order toensure prompt, safe pay

ment to their associates in Central America. The BCCI Miami and

Boca Raton agencies accommodated these needs."

So essentially, to come backon what Senator Brown was saying,

this report — while as you will testify, I think - this report has a

slant, purposefully, and is not accurate in all respects, this report

does set forth what the needs of these smugglers were, and why

BCCI was so important to them. Is that accurate ?

Mr. DOUGHERTY. Well, Senator, we haven't seen the report. It's

flattery to us that the bank's own attorneys and investigators came

to the same conclusion .

Senator KERRY. Let me ask you a couple of questions, with re

spect to the report, if I can.

The report suggests that Bilbeisi had a partner in his operations,

and that that partner, Gerardo Harris, was a close associate of

General Noriega. Do you know that to be true, or not ?

Mr. DOUGHERTY . We haven't seen the report. I know it to be true

that

Senator KERRY. Doyou know it to be true that he had a partner ?

Mr. DOUGHERTY. I know it to be true, I know it to be absolutely
true.

Senator KERRY. All right , so he did have a partner ?

Mr. DOUGHERTY. Yes.

Senator KERRY. And the partner was a close associate of General

Noriega.

Mr. DOUGHERTY. Yes.

Senator KERRY . Do you know whether or not part of Bilbeisi's

profit was sent to Gerardo Harris in Panama ?

Mr. DOUGHERTY. Yes, we know that, because we have the actual

checks written by Mr. Bilbeisi.

Senator KERRY. And the report suggests on page 151 that in

1984, Bilbeisi transferred $560,000 from Coffee , Inc. , into Harris,

Gerardo Harris - controlled accounts. Is that supported by your docu
ments ?

Mr. DOUGHERTY. It is, from the documents produced by Mr. Bil

beisi and his counsel . And that was the connecting link.

Senator KERRY. Now, I would like to ask Mr. Lehrman a couple

of questions before we move into coffee, which Senator Brown is

going to present for the committee.

It is my understanding that BCCI is now under the control of re

ceivers who have been appointed by the central banks of the vari

ous countries. Is that correct, Mr. Lehrman ?

Mr. LEHRMAN . There are provisional liquidators.

Senator KERRY. Provisional liquidators.

1
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Mr. LEHRMAN . That's correct.

Senator KERRY. And have the liquidators made any effort to

track down the BCCI insideborrowers, and to recover the money

that they borrowed from BCCI which is among the missing money?

Mr. DOUGHERTY. Senator, unfortunately

Senator KERRY. I just want to ask Mr. Lehrman .

Mr. DOUGHERTY. I will, sir, but you understand that the bank

ruptcy judge in New York has imposed, at the request of the bank,

a gag order or a confidentiality order on that.

Now why that was done, why they requested that, I do not know .

Senator KERRY. Well, let meunderstand this correctly.

A bankruptcy judge this is the one I think this committee criti

cized , I criticized , and we wrote a letter I think, and filed an affida

vit with the judge

Mr. DOUGHERTY. That's correct.

Senator KERRY. You're telling me that there is a - I think the

gag order applies as to not the process, but as to substance in front

of the court. Does it not?

Mr. DOUGHERTY. That's correct.

Senator KERRY. Well, I am asking you about process here. What

I want to know is whether or not the liquidators have made any

effort to track down the inside borrowers.

Mr. LEHRMAN . The short answer to that, Senator, is no .

Senator KERRY. Do you know why not, or what they are waiting

for ?

Mr. LEHRMAN . They've indicated that they are pursing - attempt

ing to pursue an agreement with the Abu Dhabi government, or an

unnamed Abu Dhabi entity in order to make a contribution to the

bank to , quote " restructure," close quote, the bank, so that the

bank can once again function .

Senator KERRY. Well now, the liquidators are working really on

behalf of the creditors. Is that not accurate? The liquidators repre

sent the creditors.

Mr. LEHRMAN . That's correct.

Senator KERRY. And there are a lot of creditors out there who

think they have some money coming to them, correct?

Mr. LEHRMAN . That is correct.

Senator KERRY. Now the liquidators have an attorney -client

privilege, do they not ?

Mr. LEHRMAN . Yes.

Senator KERRY. Have the liquidators waived an attorney-client

privilege so that the creditors, on whose interests they are sup

posed to be acting, can investigate the fraud that has occurred?

Mr. LEHRMAN.No sir, they have not. They've instructed their at

torneys not to waive that privilege. And I would add that it's

rather common in bankruptcy proceedings involving fraud for the

privilege between the client committing the fraud and former coun

sel to be waived by the trustee.

Senator KERRY . I might add that Mr. Clifford and Mr. Altman

have invoked an attorney-client privilege to prevent the subcom

mittee from obtaining certain documents. AndI am concerned that

there is a sort of potential conflict here, which I want to get at for

a minute .

Now, are the liquidators resisting your discovery efforts ?
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Mr. LEHRMAN. That would be the understatement of the year.

Senator KERRY. Why do you think they are trying to keep these

documents secret ?

Mr. LEHRMAN. For one reason , we are pursuing a racketeering

claim against the bank, which now becomes the estate. To the

extent that we can document our racketeering claim , there is less

money in there for the estate .

That is inconsistent with the duties of a trustee, which is what

these provisional liquidators are analogous to. There are

Senator KERRY. Well, are the liquidators requesting protective

orders to avoid public disclosure of BCCI documents ?

Mr. LEHRMAN . Yes.

Senator KERRY. Have orders been granted ?

Mr. LEHRMAN . Yes.

Senator KERRY. Why? Why should these documents be kept from

public disclosure ?

Mr. LEHRMAN. The purported rationale is that these documents

contain sensitive information which the liquidators haven't had a

chance to go through yet, and that disclosure would somehow en

danger the status of the bank .

In our litigation , the counsel for the bank resisted disclosure on

the grounds that disclosure would reveal confidential, customer in

formation. And the liquidators say that the creditors of the bank ,

the $20 billion worth of creditors, are the customers of the bank. It

has been our experience, our limited experience with bank custom

ers, that those — the very same bank customers whose confidential

ity is sought to be protected by former attorneys, and now by the

present provisional liquidators, are the very people who committed

the crimes that closed the bank down in the firstplace.

Senator KERRY. Would you say that the liquidators have a con

flict of interest with the Bank ofEngland?

Mr. LEHRMAN . That would be our judgment.

Senator KERRY. Why do you say that?

Mr. LEHRMAN . Because on one hand, the liquidators were ap

pointed by regulators in three jurisdictions in which the bank was

headquartered — precisely because of the, quote " widespread fraud"

close quote, perpetrated by the customers, management, and share

holders of the banks.

These are the very same people whose interests — to the extent

that the liquidators seek to block disclosure — that the liquidators

are protecting .

Senator KERRY. Well , it disturbs me that the liquidators should

continue to use lawyers who worked for BCCI as part of the legal

team in this process. It seems to me to be a very direct conflict.

Mr. LEHRMAN. Our understanding - we've been advised by coun

sel for the Republic of Panama, which is pursuing a parallel rack

eteering action against BCCI for BCCI's alleged efforts to remove

General Noriega's money from the - or rather, the Republic of Pan

ama's money into Swiss bank accounts in Noriega's name, that at

torneys hired by the provisional liquidators have now taken the

legal position that two of the three BCCI entities have no jurisdic

tional connection with Florida .

On the other hand , in the confidential proceedings, there are doc

uments submitted by the provisional liquidators which are subject
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to the confidentiality order which take the exact opposite position .

I can't reveal the

Senator KERRY. Well, give me a simple, lay-person's explanation

of what's at stake here. I mean, could American creditorsbe short

changed as a consequence of the bankruptcy proceedings in New

York ?

Mr. LEHRMAN . Again , short-changed would be an understate

ment. The whole point of the proceedings in New York is to

remove all of the assets of BCCI in the United States, and bring

them into a central location , in a foreign jurisdiction where, alleg

edly, the money would be parceled out to all the creditors of the

bank who include the very customers who committed the frauds

that closed the bank down in the first place .

Senator KERRY. You have well articulated the nub of this thing.

You have a legal proceeding in New York that may, in effect, frus

trate American creditors, as well as enrich the very people who

committed this crime in the first place.

Is that accurate ?

Mr. LEHRMAN . I couldn't argue with that.

Senator KERRY. And the legal process is , in fact, may stand in

the way of our ability to get at the truth, and to be able to try to

protect the interests of the smaller person who winds up paying

the price here. Is that accurate ?

Mr. LEHRMAN . That's accurate .

Mr. DOUGHERTY. Senator, atgreat expenseto underwriters, when

we were given less than 2 -days' notice, Judge Marino entered

orders in the RICO case , in which Lloyd's has the initiative against

the bank, giving us the authority, in July, to get these records,

July 31, 1991 .

We came back to our office, I think on a Thursday, after a

Wednesday hearing, and got a 150 -page fax from Sherman and

Sterling, commencing the bankruptcyproceeding.

At great expense, to protect the interest of underwriters, we par

ticipated in the bankruptcy proceeding. You are aware that deposi

tions were scheduled, accelerated discovery.

When the depositions were scheduled, the U.S. attorney's office

in New York didn't even go to the depositions, and sent a letter

saying we're not coming.

Senator KERRY. Well, I will tell you , the people's the lawyer, is

supposed to be the Attorney General. And we have a lot of differ

entlayersof peoples' lawyers in thiscountry, between U.S. attor

neys and district attorneys and so forth .

Somebody ought to be taking note of the way in which the public

may, once again, be victimized in this process. And they ought to

be raising a hullabaloo about this , and tyr to guarantee that what

ever liquidation procedure takes place, that criminals are not going

to be enriched by it, and that the appropriate protections are going

to be put in place to guarantee that the citizens of this country are

not going to be out another buck as a consequence of this.

I have taken more time than I meant to. We wanted to look at

the coffee scheme. And Senator Brown is going to present that .

Senator BROWN. Thank you, Mr. Chairman .

I wanted to backtrack a little bit on coffee .
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As I understand it with the International Coffee Organization ,

during this period of time had a functioning agreement that at

tempted to allocate the market by setting quotas for production or

for export sales from a variety of countries, and dealt with quotas

that might be purchased by importing countries; and that the key

enforcement mechanism here, if I understand it , is a certificate of

origin for the coffee, which the receiving country then keeps a tab

ulation as to how much coffee has come in from that country, and

how much is allows . Is that a fair summarization of how the me

chanics work here?

There is an agreement that allocates consumption and produc

tion—that is, consumption and importation that a receiving coun

try has to have a certificate of origin , and keep track of how much

comes in?

Mr. VALLS. Senator, the agreement, what it does is allocate con

trols to the producing countries. It does not allocate quotas to the

consuming countries. The producing countries, based on the quotas

allocated , send it to those - to the consuming countries that are

members of the agreement.

Senator Brown . Who keeps track, then — who keeps track and

how do you keep track of whether or not the producing countries

have overshipped their allotment, or their quota ?

Mr. Valls. The ICO in London, receives from the importing

country, the certificate of origin back . And they are the ones who

keep track .

Senator BROWN. So any time coffee, for example, during this

period , would come into the United States, a certificate of origin

was required, and that information then was communicated back

to the ICO?

Mr. VALLS. Correct.

Senator Brown . How was it that they were able to bring coffee

into this country without a certificate of origin ?

Mr. Valls. That is because they use a completely different

system . They smuggle the coffee out of those Central American

countries. And now we can show you through this place up on the

board, the color of this place , that is , how those people were able to

manipulate the quota systems in Central America and into the

United States.

Senator Brown . To appreciate that, if you would focus on two

things : No. 1 , how they got it out without a certificate of origin ;

and No. 2 , how they got it in here without a certificate of origin?

Mr. Lehrman or whoever wishes ? Mr. Lehrman , can you help us

with a quick summary ?

Senator KERRY. Mr. Lehrman , could you go up to the board and

explain that? Take the microphone that is farthest over there and

just drag it over there with you .

Mr. Lehrman, if you would just pick the mike up. OK , there you

go, right there at the end, you can just do it, and sort of hold it

sideways, stand at the end of the table. Just pick the mike right up

in your hand here, and you can explain that . And Mr. Valls can

hold the card for you.

Take them both together, just take the whole thing. There you !

go . And Mr. Valls — that is about as far as it goes. So if you stand
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on that side-Mr. Valls , would you go on the other side there? That

is it . Now we are getting coordinated, okay .

Senator Brown. There is a certificate of completion of the educa

tion program to testify before the committee.

Mr. LEHRMAN. To understand how coffee was smuggled into the

United States, you have to realize how it was shipped into the
United States.

The coffee is shipped in containers not quite the size of this

room , but almost as big , approximately 8,000 cubic feet. In interna

tional trade , as the BCCI officer explained, everything is predicated

on documents. You don't have people physically following bags of
coffee from Central America through the Central American ports

to the United States . So as the bags of coffee are loaded into the

containers, and the Customs officials in the origin countries check

on them, and the Customs officials in the entry countries check on

them , they rely on documents. Because it is impossible to search an

entire containership, with 500 or 1,000 of these containers almost

the size of this room .

The way Bilbeisi was able to smuggle thousands and thousands

of bags of coffee into the United States with BCCI's assistance , is

controlling the manifests which accompanied the shipment of these

containers from Central America to the United States. In short,

Bilbeisi's contact in the origin country would prepare a phony

manifest listing the containers which were full of Bilbeisi's coffee

aseither empty or short-shipped .

When the containers were unloaded in the American port of

New Orleans , Miami, or Tampa, Bilbeisi's contact on the American

side had the manifest, which was contained in a sealed envelope on

board ; took it out of the envelope; ripped up the true manifest; and

presented the manifest to Customs.

Senator BROWN. Presented the phony manifest.

Mr. LEHRMAN. Presented the phony manifest.

As far as Customs was concerned, the containers nearly the size

of this room containing Bilbeisi's coffee, were empty of short

shipped. Short-shipped is a term meaning that the container — the

cargo never reached the origin port.

So the three men who helped Bilbeisi do this for 2 years, de

scribed to us, in sworn statements, how almost funny it was when

the crane lifted one of these full containers from the cargo ship

which looks very different than an empty container being offload

ed — and the Customs agent, looking at a manifest of 500 or 1,000

containers and deciding which container to look into, like an IRS

auditor, would never look into one of these purportedly empty con
tainers.

For 3 years, at no point did a Customs official ever look into any

of these purportedly empty or short -shipped containers.

Senator BROWN. Do you have any idea how many containers this

involved, either short or

Mr. LEHRMAN. It would have involved several containers on each

shipment. And there were approximately 20 or 30 shipments per

year.

Mr. Valls. Senator, in one shipment they shipped 45 containers.

Senator BROWN. So there were 20 or 30 shipments a year?

Mr. LEHRMAN. That's correct.
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Senator BROWN . And they ranged from one up to 45 containers

per shipment?

Mr. LEHRMAN. Per shipment.

Senator BROWN. And this went on for 3 years ?

Mr. LEHRMAN . For 5 years .

Senator Brown. For 5 years, and they never had a single con

tainer checked ?

Mr. LEHRMAN. Not only did they never have a single container

checked, they were prepared in the event that a Customs agent

said gee, that one looks kind of heavy, let me kind of take a look at

that. Of course, it would open , and there would have been several

hundred bags of coffee. In that instance , Bilbeisi's contact at the

origin point sent a dummy telex to the contact in the destination

port in the United States saying,“ Urgent, this container full of

coffee was destined for Honduras. It wound up on the ship by mis

take. Please send it back . '

At no point did Bilbeisi's people ever have toproduce that telex,

because none of these containers were ever checked .

Senator BROWN. Do you have a feel for how many — what the

total dollar amount ofthe smuggling was over those 5 years, if
those records are available ?

Mr. LEHRMAN. We know that over $110 million of those letters of

credit were initially issued because many of the records, most of

therecords have been withheld,or - we contend - destroyed.

We do know that Bilbeisi paid approximately $35 million in Cen

tral America at the illegal, nonquota price for the coffee he

brought in . The amount of profit that he made off that coffee is un

known .

Senator KERRY. Would you yield for just a question ?

Senator BROWN. Yes .

Senator KERRY. I take it, any of these containers could just as

easily have had drugs in them?

Mr. DOUGHERTY . Or weapons.

Senator KERRY. Or weapons.

Mr. LEHRMAN. Well, the containers are almost the size of this

room . And it's common knowledge that coffee is used to foil drug

sniffer dogs. So they could have contained anything.

Senator KERRY. And if none of them were everexpected, it sort

of underscores why we have a drug problem .

But I will leave that for now .

Senator Brown. But if you would complete the story, the coffee

is now in the country.

Mr. LEHRMAN. Right.

Senator BROWN. It has been sold to roasters ?

Mr. LEHRMAN. That is correct, roasters or brokers in New York .

Senator Brown. Now, would they have any reason to ask about

the origin of the coffee or question the lack of a certificate of
origin ?

Mr. LEHRMAN . The roasters of the coffee do you want to take
this ?

Mr. VALLS .Senator, once the coffee comes into the United States,

and these coffees came in with unmarked bags, they were taken to

a warehouse in Miami. The bags were replaced. They were marked
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with numbers to show that the coffee was a quota coffee , phony

numbers.

Once it is in the warehouse, a certified warehouse, the purchas

ers — that is the roasters, or the brokers in New York or Chicago -

do not care where that coffee came from . They do not ask us ques
tions.

Senator BROWN. I have a technical question .

A few years ago, when I used to work for a living, I was involved

in meat sales. Iknow the way meat came in is — the normal prac

tice for meat was that title transferred, F.O.B. the dock — now , not

always. Obviously it could be delivered F.O.B. the customer's door

way, or warehouse, or whatever. But normal practice for meat at

that time was that title would transfer on delivery at the dock.

That the customer would then have the risk associated with the

ownership of that, occasionally, at the dock . And that the customer

would arrange — at least at times — to pick it up at the dock.

You are telling me this went to a warehouse, and then was

picked up at the warehouse?

Mr. VALLS. It was shipped from the warehouse to wherever the

final destination was either by piggy -back train

Senator Brown . Rather than being picked up at the dock?

Mr. VALLS. Rather than being picked up at the dock . Because the

Bilbeisi operation in this case, went from the Central American

countries directly to the warehouse in Miami. They needed to get it

to the warehouse in order to change, to put quota numbers on

those bags, to be undetected until it was unloaded and then refixed

at the warehouse.

Mr. DOUGHERTY. And then , Senator Brown, with respect to some

of the coffee that went to Chock Full O'Nuts — as I stated in my

opening statement — the president of Chock Full O'Nuts was actual

ly bribed, given kickbacks by Munther Bilbeisi, straight out of the

books and records of Coffee, Inc. , in order to facilitate with the

active participation of a knowing buyer—the chief executive offi

cer, prohibited by the SEC from accepting gratuities , was taking

money from Munther Bilbeisi's company. Which, in the books and

records of Coffee, Inc. , was referred to as commissions paid

Arthur Berman , the then -president of Chock Full O'Nuts.

So there is no question that at least Chock Full O'Nuts, through

its president, knew that this coffee was being smuggled for a long
period of time.

Senator BROWN. With BCCI, if they were financing these ship

ments, normal practice would be for them to at least have a certifi

cate of origin , would it not, included in their papers, and a mani

fest ?

Mr. Valls. That is correct. Normal practice, yes . That would re

quire a certificate of origin . It would require a letter of credit in

which they would show the certificate of origin , a phytosanitary

certificate , and the ordinary documents that are needed for this

import.

As you can see in all of the BCCI letters of credit that were sent

up to purchase this coffee in Central America, once it was

brought - once it was shipped, in order to bring it smuggled into

the United States, they had to amend the letters of credit. And

BCCI supplied them with that service.
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Senator Brown. Well, is there any way a normal bank would not

know that there was not a certificate of origin or a proper bill of

lading, or a proper manifest? I mean are those not all parts of the

package, the paper package you put together to finance one of
these ?

Mr. LEHRMAN. Yes, the short answer is yes.

Senator Brown. So BCCI — if I understand what you are saying

BCCI had to be an active participant in the conspiracy to smuggle

coffee.

Mr. LEHRMAN. That is correct.

Mr. DOUGHERTY. Senator, on July 10, in Los Angeles, in the

RICO action , we took a series of depositions that were videotaped.

And one of the bank employees who was the assistant for the

letter -of-credit gentleman, Mr. Rafi Ahmad, was given the files. As

perhaps the former prosecutor would, we gave him the letter of

credit files because he had never been produced when he was
moved from Miami to Los Angeles .

And we said to this individual who was charged with the LC

opening and closing of the files, the question that you just asked :

Mr. Ahmed, take a look at these files. Is there anything irregular

about them? Yes. What is it? That there's no certificates of origin .

Every one of these files are cooked. There are pieces missing. What

does that mean to you , to ask, what does that mean to you as a

person who worked in the LC department of the Bank of Credit

and Commerce, it means to me that thecoffee was smuggled.

Senator Brown. Let us back upthe LC department ?

Mr. DOUGHERTY. The letter of credit department. In other words,

the bank's own employee answered affirmatively to the question

you just asked Mr. Lehrman, on July 10 when he was confronted

with the very files that his superiors worked from .

Senator BROWN . Earlier , you all mentioned — I think the words

were—there were two prices, when we had a coffee quota agree

ment in effect: an agreement coffee-price level, and a nonagree

ment coffee-price level.

Now I appreciate sometimes that it is difficult to compare quali

ties, and so on, but can you give me any feel for the difference in

price between agreement quota price , and nonquota price?

Mr. LEHRMAN. In one letter of credit, Bilbeisi happened to buy

quota coffee, along with nonquota coffee. This was in 1984. In this

particular shipment, for the same grade coffee, quota coffee was

$ 1.40 a pound, nonquota coffee was $.40 a pound.

So at that particular time, the nonquota price would have been

roughly 30 percent or less of the quota price. However, the rela

tionship between the two fluctuated . Generally speaking, the non

quota pricewas halfthe price of quota coffee.

Senator BROWN . Well, if the figure of $ 110 million over this

period of time is correct — and I think you have indicated that that

is probably low - for the total amount that would have been in

volved here.

Mr. VALLS. That is what we know about.

Senator BROWN. We are looking at more than a $50 million

smuggling profit.

Mr. LEHRMAN. Actually, that would understate the figure.

Senator Brown . Of at least a $50 million in smuggling profit.
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Mr. DOUGHERTY. Of which there is only one criminal indictment

against Munther Bilbeisi for unpaid federal income tax, facilitated

by the bank in his Florida corporation , Coffee, Inc. , and he, individ

ually, for $3.5 million .

In other words, it could be argued that although the Government

indicted him for $3.5 million, they could have indicted him for a

substantially larger amount for that one, taxable year — for just one
taxable year .

Senator BROWN. Well, let us put it on the table.
Is there any way , in your view , that the U.S. Customs Service

could have not been involved in this conspiracy?

Mr. DOUGHERTY . Senator, we have documents that are shocking,

that show that U.S. Customs knew , in June of 1983 — now they are

part ofthe record. I could hand them to you — that show on June

15, 1983 — I have the document here

Senator BROWN. Knew that coffee was being smuggled into the

country ?

Mr. DOUGHERTY. Absolutely, and they knew that Munther Bil

beisi was doing it, and they knew that it was being done with Mr.

Otano and Villalbla on June 15, 1983.

And there is a subsequent memorandum that discusses the

method of coffee smuggling. And it was signed by agent Gonzales,

F. Gonzales, Sr. , Special Agent. And the anger of my client is that

since they knew it in 1983 and they did nothing about it, if U.S.

Customs had indicted them,Lloyd's would not bein the position of

doing in a way, what the U.S. Government should have been doing.

We would never have had a coffee loss, because he would have

been indicted .

And that leads to the question, Senator - when you see the other

records that indicate from U.S. Customs computers currency trans

action violations, as of April of 1987, where Munther Bilbeisi was

cashing at least $50,000 at a time at BCCI's office in Miami and

Boca Raton , without completing the currency transaction forms;

and Customs had in its computersknowledge of this violation since

1983; and that the bank and Bilbeisi were continuing to do it — why

was there no indictment for 4 years ?

The one piece of information, it can be argued, is that someone

in the Justice Department determined that since Bilbeisi and the

bank, and General Noriega had a direct relationship in coffee

smuggling, that indicting Bilbeisi and the bank wouldhave uncov

ered earlierthe relationship of coffee smuggling with General Nor

iega. And it can be argued that someone did not want to indict

General Noriega earlier. Because indicting Bilbeisi and the bank

would have uncovered the relationship between the bank and Gen

eral Noriega.

Senator BROWN. Let me summarize quickly, and maybe you

would correct me

Mr. LEHRMAN . I am just trying to

Senator BROWN. Sure, go ahead.

Mr. LEHRMAN . The documents that Mr. Dougherty is referring to

are Exhibit Nos. 4 and 5 in packet number 6.

Senator BROWN. There is clear proof here that coffee was smug

gled out of a variety of countries; that more than $ 110 million , at

least $110 million of coffee was smuggled; that the profits off of
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that were at least $50 million or more ; that the U.S. Customs Serv

icewas aware of the smuggling and did nothing to stop it; that the

U.S. Customs was aware of the currency transactions violations, it

did not react ; and to this date there has not been a single, Customs

Service agent indicted in this area?

Mr. DOUGHERTY. Yes, and you have to also understand that to

our—with our cost , that every time that we would bring this infor

mation to Customs in Miami, and subsequently to New Orleans,

and at the expense of underwriters fly this mounds of records that

we have brought here , pursuant to the subpoena. And then have to

tell U.S. Customs agents this 4 -year story in 3 hours or a day, or 2

days, Customs in New Orleans would say that's Customs in

Miami's responsibility . Customs in Miami would give us no re

sponse . And the next thing that happens is the statute of limita

tions is gone.

And someone says

Senator BROWN. Did you notify the U.S. attorneys offices and

they took no action?

Mr. DOUGHERTY . You have it right here . And someone in

London — and then I have to answer the questions that I'm answer

ing to you, too, in the underwriters' office on Lyme Street, Mr.

Dougherty, can you explain this to me? With the numbers in

volved, with all of the information that's been brought to the atten

tion of U.S. Customs and recognizing that we have, for 300 years,

insured most of the world's cargos, why there is no interest in the

U.S. Customs to enforce its own Customs laws ?

No sir, I cannot.

Can you tell me why U.S. Customs never informed the poor re

publics of Central America, who are attempting, lawfully , to grow

coffee, as opposed to heroin, cocaine, and marijuana, so that they

could enforce those laws? No sir , I can't.

Can you explain to me when the bank participates with a coffee

smuggler, and an arms dealer, why there's absolutely no interest in

the Justice Department to prosecute the bank ? You'rerecommend

ing a RICO case, Mr. Dougherty? Yes, I am. Has the United States

Justice Department shown any interest ? No. Well, if the United

States Justice Department has shown no interest, and we have

paid several millions of dollars, how much more is this going to

cost , with what results ?

Senator KERRY. Now they would probably argue to you today,

well we just indicted them.

Mr. DOUGHERTY. The day before the statute ran .

Mr. LEHRMAN . For tax fraud - not for the arms deals, not for the

coffee smuggling .

Mr. DOUGHERTY. And then Mr. Bilbeisi's lawyers get up in front

of a Federal judge — one of whom has not had a hearing in 3 years

because he's been processing daily , criminal cocaine cases, some of

which have resulted from the bank's activities — and they're over

whelmed with criminal , cocaine cases in the southern district of

Florida - and some lawyer, the seventh or eighth lawyer for Mr.

Bilbeisi will get up and say, Judge, it's an issue of fact, because

you've never established that all of these instances were coffee

smuggling . And the best instance of that is, the U.S. Government
didn't see fit to indict them .
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Senator BROWN. Mr. Chairman , will we have the Customs Serv

ice review this and back up here to explain

Mr. DOUGHERTY. Maybe Mr. Rosenblatt and Special Agent F.

Gonzales can explain to your satisfaction why, when they knew it,

they never indicted him ?

Senator BROWN . I have one last question I would like to cover , if

I may.

We are trying to put together a puzzle here, that seems to have

lots of links to it.

In your review of this situation , did you run across any links in

this smuggling operation, any links to the First American Bank, to

the National Bank of Georgia, or to the law firm - Clark Clifford's

law firm ?

Mr. DOUGHERTY .No,but I'd like to amplify that .

The firm of Holland & Knight - one of the finest firms in the

State of Florida — was in the same building as BCCI, Miami. I don't

know whether they had three or four floors, and BCCI had five

floors.

The floors of the bank and Holland & Knight were stacked on

top ofeach other. During the interrogation that I took place — that

I conducted in California, of the bank's officers — including the

chief trader, whose deposition has been taken, Mr. Rizvi. He was

the responsible officer who invested all of the daily money of the

bank, Senator Brown , in Abu Dhabi. And then he went to Panama.

And he was with - as Senator Kerry would appreciate - Amjan

Awan , and Bilgrami.

Senator BROWN. I appreciate anybody who can even pronounce

the name, much less

Mr. DOUGHERTY. Well, you have five people from Pakistan who

are working with the bank. And all of a sudden they're sent to

Panama. And they work there — they're the only Pakistanis in

Panama. And they worked there for 4 years. And the question is

did you know that money laundering was going on ? Oh, no. Did

you receive any courses in violations of the United States law ? No.

Who were your lawyers ? And he identifies your lawyers — his law

yers.

Was General Noriega one of your clients ? No. Then what did you

do ? Well, then I went to Miami. And was there a law firm in the

building ? Yes. And then you bought 36 branches of BCCI — of an ex

isting Colombian bank, and you never knew, from the gross sudden

profits of activity in Colombia that there was money laundering?

No. Did you attend a single seminar? No.

And the question is , did you have the advice of attorneys

throughout the United States ? Yes. So the question for you is, Sen

ator, that we haven't got - and you have greater resources than

we — is to subpoena the files of the law firms that represented the

bank, and determine - in the minutely -detailed, multimillion dollar

fees - how much each law firm charged the bank; and on what

dates, for compliance with the U.S. Code — that would be a very sig

nificant question; and whether or not that law firm that you've

identified ever undertook to do it, or directed other law firms to do

9

it.
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Senator KERRY. Well, next week we are going to have an oppor

tunity to ask some of those questions of both people in the bank, as

well as some of the lawyers.

Mr. DOUGHERTY. I think, Senator Kerry, one of the problems that

we've had has been the blocking of our investigation , as your com

mittee, with records that have not been produced or represented to

beproduced, so that we could integrate this a lot sooner.

Senator KERRY. Well, there is no question that throughout this

effort, you know , a lot of people have. I have two guys on the staff

here, who have spent most of thelast couple of years trying to get

someof those records. And we understand the stonewalling.

But it is very , very hard . There has, indeed , been a sort of insti

tutional stonewalling. Because you are running into it with the liq

uidators. You run into it with the court. You run into it with the

bank , and with a lot of law firms.

One of the great difficulties is that obviously a law firm can say

to you, oh, yes , you know, we are going to cooperate. We will giv

them — and they sort of anteup a few documents. And you are sit

ting there . And unless you have an insider or somebody who is spe

cificallytelling you what document you are looking for, or where it

is , you do notknow until you get furtherdown the document trail

that there may be more documents, or that it has not been fully

forthcoming.

Or, that they have been shifted , cleverly and quickly, from BCCI

Miami branch, to London , or to Amman, or somewhere. And I am

convinced, at this moment, that there are an awful lot of docu

ments out there that tell an extraordinary story that are sitting in

foreign countries , as a consequence of thedelay here in seizing and

in moving, and in investigating . And you are paying some of the

price of it; we are paying some ofthe price of it.

It is very difficult to get all of those.

Mr. DOUGHERTY. Senator, can I make two points with you ?

You, on opening statement, referred to the issue of Iraq, and

arms transactions. I did wish you and Senator Brown to know that

in the most recent discovery response from Mr. Bilbeisi, we have

records that will be placed in the evidence - with your permis

sion—to show that Mr. Bilbeisi attempted to sell parts for F-14

jets, American-made Grumman F-14 jets to Iran ; that there are

records that show that Mr. Bilbeisi, in Hollywood, Florida, during

the IranIraq year, Senator Brown was receiving inquiries from the

first minister of Iraq to attempt to buy American -made red -eye,

side-winders, other surface - to -air missiles, tanks.

We even knew - when we were investigating early — the telex

traffic, to show the coffee shiprnents. We came across a telex that

showed—an incoming telex to Mr. Bilbeisi's office in Boca Raton

from South Africa, offering to sell enriched uranium to a Middle

East country.

Senator BROWN . Any indication as to which country ?

Mr. DOUGHERTY . In the context of the incoming telexes, it would

have to be argued that it was either Iraq or Iran. That information

was given to two FBI agents who looked at it before our involve

ment and confrontationwith Iraq 2 years ago. And there didn't

really seem to be any interest to take the totality of all of the

pieces of a man who claims to be a coffee merchant, retired, who is
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receiving incoming telex traffic for each coffee transaction in Cen

tral America, any interest in 20 mm cannons, armored personnel

carriers, tanks - none- with a man who did have a former CIA

agent working for him in the coffee business ; and at different times

a retired Three -Star ArmyGeneral travelling with a coffee smug

gler to Honduras, El Salvador , and Guatemala, during the times of

the_what is called and referred to as the - Iran Contra Affair.

Senator BROWN. You do not mean U.S. retired Army general?

Mr. DOUGHERTY . I mean that a Lieutenant Generalof the U.S.

Army — and you may not have been here - James Vaught, a distin

guished, United States Flag Officer, who organized the ill-fated

Iran extraction of our hostages from our embassy, when the heli

copters crashed in the desert. That was his plan .

That that man, upon his retirement from the U.S. Army, who

went from an NCO to a Three -Star Army General, from South

Carolina , suddenly appears at Mr. Bilbeisi’s residence, and at

tempts to go into Central America and sell Turkish or South

Korean -made weapons with Mr. Bilbeisi's employees in Honduras,

Guatemala, and El Salvador.

We have his sworn statement here. The following year, Mr. Bil

beisi attempts to sell - or listens to Adolfo Colero's shopping list of

Soviet-made weapons.

Now, the question is, when this information is brought to the

Justice Department, and there's absolutely zero interest, with a

man who flagrantly violates the U.S. Code, who U.S. Customs

knows is violating sections of the U.S. Code, why? And we even

have, now, received a copy of a passport of the Government of El

Salvador which shows Mr. Bilbeisi as a Salvadorian , that was

issued by the Salvadors, by the Government of El Salvador's em

bassy in Geneva, arising out of his activities in selling weapons to

El Salvador.

Now , what is a Jordanian in a false name using a Salvadorian

passport today ? How did that happen? How could that all happen,

without the United States Immigration Department, the U.S. Cus

toms, the Justice Department, the Central Intelligence Agency, the

National Security Council all being unaware? It does just not

happen that a distinguished United States Army officer attempts

to broker weapons.

Senator KERRY. Do you have any idea how - how do you know

that aCIA man orformer CIA person went towork for Bilbeisi?

Mr. DOUGHERTY. His name is William Toten . He lives in Alexan

dria, VA. He was subpoenaed to give testimony 1 year ago. I con

ferred with his attorney. We'll introduce the copy of the subpoena

and the name of the attorney. And his attorney admitted that he

worked for the agency , and stated — to save a lot of time that he

would not permitmeto ask any questions concerning the length of

his employment, what he did with the Central Intelligence Agency,

or what he did with Mr. Bilbeisi selling coffee shrimp.

And Senator Brown, there is a - in a record that we received last

week - a very simple document called Decoding. And it's a vertical

line that lists commodities like coffee and shrimp. And you corre

late it to weapons.

Now , what is a coffee merchant from Jordan doing with a sheet

that codes commodities for weapons? It is , I have said to many
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people involved, it's like taking three, gigantic crossword puzzles

that have pieces missing, and they're all thrown in a big bin . And

you shake it up and throw it out on the floor. And then someone

has to sort out the puzzle of BCCI, the puzzle of Munther Bilbeisi

and his other activities.

Senator KERRY. Well, all good arms merchants need a nice cover

enterprise, do they not ?

Mr. DOUGHERTY. They do. They certainly do.

Senator KERRY. His happened to be coffee, no?

Mr. DOUGHERTY. That's what he says. That's what the man says.

And it

Senator KERRY. Let me ask you something, because I do not want

this Mr. Toten - it is the first time I have heard his name, inciden

tally — I do not want him swept into a rug of sort of a sense of

something going on here.

I mean, is there any allegation that somehow he has done any

thing wrong ?

Mr. DOUGHERTY. We haven't taken his testimony. All of the telex

traffic shows that William Toten , a former agent of the CIA - ac

cording to his attorney - was selling blackened shrimp, castrated

sheep,andcoffee beans. [ Laughter .]

Senator KERRY. And is the telex trafficthat you have uncovered

in the course of all the document demands that you have made. Is

that correct ?

Mr. DOUGHERTY. That's correct.

Senator KERRY. OK, but again , there is no allegation at this

point of anything but questions about what he was doing ?

Mr. DOUGHERTY. Yes, and we also know , on that point, Senator,

that that same individual participated and received a fee — a

$50,000 fee — for his services in concluding Mr. Bilbeisi's litigation

for a tank commission . He was paid $ 50,000. And there's a copy of

that check

So what is an ex -CIA agent, who them becomes a commodity

broker, receiving a fee to conclude a $ 700,000 settlement?

Senator KERRY. BCCI used cashier's checks to enable Bilbeisi to

take his smuggling profits without paying U.S. taxes. Is that accu

rate ?

Mr. DOUGHERTY . Yes, our records would indicate that between

1983 and 1987 , I think the actual quantum of them was around $11
million .

Senator KERRY. OK, now was there any reason that BCCI should
have known what it was issuing cashier's checks for ? That it was,

in fact, part of that? Because it is not unusual for a bank to issue a

cashier's check .

Mr. DOUGHERTY . Yes, they should have known it was unusual.

When the bank employees were interrogated by us , did you have

any problems with writing out, on March 3, 1986 , 86 cashier's

checks to Louis Altemar for $ 25,000 ? Yes. I mean didn't the

thought ever occur to you that you take $ 25,000 , multiply it times

86 andmake out one cashier's check ? Yes. Why didn't you do that?

Well, that's theway Mr. Bilbeisi wanted it. Why ? So that hecould

take those checks according to Louis Altemar, not the bank em

ployee he could take thosechecks and buy smuggled coffee with

out using letters of credit.

-
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Senator KERRY. If a client comes into a bank and says I want 80

checks in this amount, is there an automatic reason that a teller or

somebody is going to make a judgment about what they want them
for ?

Mr. DOUGHERTY. There are requirements of the U.S. Code that

those transactions be recorded — which were not , by BCCI.

Senator KERRY. That is what I am getting at .

Mr. DOUGHERTY. Number two, there is a requirement of the U.S.

Code that any individual who takes more than a certain amount of

cash or currency - or cashier's checks - out of the United States ,

commits a crime, when the bank has reason to know-actual

knowledge — that the person , the payee of the check, the employee

of Bilbeisi, is going to fly to Honduras or Guatemala with $ 3 mil

lion worth of cashier's checks, they know what's going to happen.

Andwhen that employee tells them, when he bringssome of those

checks back for refund, where he's gone and what he's done, the

bank is more than on actual knowledge of a criminal conspiracy .

Senator KERRY. In your effort to tryto get discovery to find out

what had happened with respect to these checks, did you have

trouble with the bank in getting them to produce the cancelled

checks ?

Mr. DOUGHERTY. The court file is from me to you , on that issue

alone. The people that drew the checks are now in Turkey.

Senator KERRY. And that is because if you were to have seen the

endorsed side — not just the face side — but if you saw the endorsed

side, then the fraud would have been self- evident?

Mr. DOUGHERTY. Yes, sir . If we had received , in 1987 , all of the

cashier's checks in their original form , and the endorsements, we

could have completed the investigation and moved for summary

judgment at that time.

Senator KERRY. I also just want to clarify for the record - be

cause I do not want any unfair insinuations cast here — you have

raised a question about General Vaught's participation . But so far

as you know , or anyone knows, is there anything that indicates,

again , any illegal activity on the part of General Vaught?

Mr. DOUGHERTY. No.

Senator KERRY. It is perfectly possible that he could simply-I

mean , this is where he woundup. He was employed because hehad

a good business opportunity. But he did not - there is no showing

that he was aware of anything .

Mr. DOUGHERTY. Absolutely not .

Senator KERRY. I just want the record to be very clear .

Mr. DOUGHERTY. Absolutely not . We brought a sworn statement,

and the general's testimony was that no armstransaction was com
pleted, and that he disassociated himself with Mr. Bilbeisi , Senator

Kerry, when it became apparent to him that Central American of

ficers were demanding kickbacks. And General Vaught's testimony
was clear

Senator KERRY . Who were the two generals who got paid money
in Guatemala ?

Mr. VALLS. It was General Alejandro Gramajo, the ex -Minister of

Defense, and General Mata, who was, at the time, the head of

Senator KERRY. He was, previously, Colonel Mata, was he not?

Mr. Valls. Correct, chief of staff.
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Senator KERRY. He is now general?

Mr. Valls. Yes, he is retired now.

Senator KERRY. Let me go into one last inquiry — up until now ,

everything that you have set forth here has been documented by

the discovery process, by the confessions themselves, or partici

pants in this smuggling scheme.

Mr. DOUGHERTY. That is correct.

Senator KERRY . By bank checks, by canceled bank checks, by

memoranda, so that all of your testimony to date, before this com

mittee, is , in fact, testimony based on evidence that is admissible in

court, and that you have learned on a first-hand basis. Is that accu

rate?

Mr. DOUGHERTY. That is accurate.

Mr. LEHRMAN. Not only admissible in court, Senator, it has all

been filed with the court . So if we wish to conceal what we told you

today, we couldn't do it.

Senator KERRY. Correct, and all of it , obviously, subject to pains

and penalties of perjury.

Let me just ask you one thing that is not based on documents,

but it is an area that has concerned me in the course of this inves

tigation . And you said something to me, literally 5 minutes before

we came in here, that is curious. And I want to just acknowledge

right up front, it is your speculation , it is not factual.

There are rumors around, there is a lot of street talk around

about payoffs, and about who has benefitted in this process. And

one of those allegations regards sort of, you know , lists or names of

individuals in this country who have received sums of money

either through BCCI directly , or otherwise.

Now, do you have any knowledge of that? Or do you have any

sense as to whether any of the players in this scheme that you

have laid forth here might be able to shed light on those pay

ments ?

Mr. DOUGHERTY. I have both direct and indirect knowledge.

Senator KERRY. OK, would you share the direct knowledge with

us, first ?

Mr. DOUGHERTY. The direct knowledge is , even the most recent

article published by Harper's Magazine, of this month, that makes

this - it's by the author - the statement of fact that the Federal Re

serve possesses a source document that would identify all of the in

dividuals — politicians, other people who possess power and influ

ence, who have received substantial sums of money from the bank,

both in the United States and in England .

Senator KERRY. Now, that is not direct knowledge. Again, that is

pretty - that is indirect knowledge. I mean, you have read in a

magazine that somebody is asserting this .

Mr. DOUGHERTY. Number two

Senator KERRY . The record ought to show also that the Fed has

denied that that list exists in testimony before this committee.
Mr. DOUGHERTY. I was about to say it .

I am also told , by way of hearsay, that when the Price Water

house reports were prepared in the months prior to the action

taken by the Bank of England, that there is a Price Waterhouse

report , itself, that identifies the individuals — both within the

WI
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world, and therefore within the United States — who have received

large, political payoffs.

Senator KERRY. Now, is there a possibility that some people

might not have been indicted because they could name some of

those people ?

Mr. DOUGHERTY. Yes, that is the next thing that's my inference.

And I would say this

Senator KERRY . Now this is purely your speculation.

Mr. DOUGHERTY. I'm going to state this purely as my opinion .

That if you look at the activities of Bilbeisias one case, we know

that an individual in Boca Raton , and a specific bank officer whose

name is Malek, at a branch office in Switzerland - excuse me,

Swiss Cottage in London , England - set up phony accounts for

three, ex -Bilbeisi employees. They are attached to the affidavits of

the three men that worked for him .

Those false names were Franjuli, Labaro, and Chevere. And over

a million - several millions of dollars were transferred from the

United States by BCCI people in Boca Raton personnel , Boca Raton

in Miami, to BČCI, London, to facilitate two functions of this bank,

which were: first, to enable individuals to make money in a crimi

nal enterprise — in this case, coffee smuggling; second, to take that

capital and evade United States income tax laws; third , to allow

the interest from that capital to similarly evade United States

income tax laws.

An example was what was done with the Bilbeisi threesome.

Senator KERRY. OK, well let me try to stay on track here . OK, so

you have

Mr. DOUGHERTY. I'm getting to it , Senator .

Senator KERRY (continuing.) You have is the continuing criminal

conspiracy, as to this fraud .

Mr. DOUGHERTY. Yes.

Senator KERRY . Where does that lead you?

Mr. DOUGHERTY. All right, since that was done in this case , and

the common bankers were involved—as I know-in other, similar

tax evasion schemes, thequestion is, why was referred to as Main

Justice - Mr. Mueller and the Tax Division-have not indicted the

bank officers ?

Senator KERRY. Which bank officers ?

Mr. DOUGHERTY. The bank officers of BCCI, why they have not

indicted them for violations of United States law.

And the answer to that would be

Senator KERRY. Which bank officers, where ?

Mr. DOUGHERTY . Here. Why no criminal indictments

Senator KERRY. Here where ?

Mr. DOUGHERTY (continuing . ) In the United States of America.

Senator KERRY. All through the United States .

Mr. DOUGHERTY. The southern district of Florida .

Senator KERRY. All the bank officers ?

Mr. DOUGHERTY. Why have the bank officers who participated in

income tax violations in the southern district of Florida not been

indicted ?

And an answer, a possible, plausible answer is if those individ

uals area indicted, and extradited to the United States, they would

be in a position to bargain for their reduced sentence, to name



426

names of other individuals who did use political influence — or at

the least , to name the individuals who participated in other income

tax violations .

Senator KERRY . OK, let me ask a question now.

There was an indictment, recently, correct?

Mr. DOUGHERTY . There was

Senator KERRY. An indictment in Tampa.

Mr. DOUGHERTY. There was.

Senator KERRY. And that indictment was not of the kinds of offi

cers or the level of officers, then , that you are referring to ?

Mr. DOUGHERTY . Exactly .

Senator KERRY. Is it possible that they do not have a case against

those officers, that they cannot indict them?

Mr. DOUGHERTY . No, they can make a case. And the documents

that we have shown you, ifthey indicted Bilbeisi, and they indicted

his accountant, Gruschoff, and they have actual knowledge of the

names of the individuals who facilitated it — not only for Bilbeisi

why weren't those bank officers indicted at the same time?

Senator KERRY. Well, it is a question we will ask .

I do not have the answer to it.

Let me thank you, both of you—all three of you for your testimo

ny today . I think it has been very helpful in laying out, as we said

we would at the beginning, one particular sort of opening or

window, if you will , on how BCCI functioned .

Obviously, there is a lot more to tell. You have scratched the sur

face of the questions about the number of branches in Medellin . It

is pretty hard to buy branches of a bank in Medellin , Colombia ,

without knowing what kind of proceeds are going through those

banking accounts.

Similarly , the Cayman Islands and other activities at BCCI

present their own set of questions . But this is particularly interest

ing, because this is on the shores of the United States. Much of the

activity came out of Florida . And because it obviously raises some

serious questions about capacity to enforce some of the laws we
have on the books — and willingness to .

Now I do not know what happened here. As Senator Brown has

suggested, it is yet another area of inquiry that we have to try to

find out what happened.

But I want to thank you for being here. Lloyd's has, as I said at

the outset, expended $6 million to pursue and produce the docu

ments that you are sharing with us, and the evidence that you

have shared with us . And we are very grateful, obviously, that you

are able to do that. I think it is very helpful to us . And it is the

committee's hope, obviously, that we will be able to shed more light

as we proceed down the road.

On next Tuesday, we will be meeting in the Hart Auditorium for

the hearings, in fact, all next week I think we are over in Hart.

And we will be hearing from a 13-year veteran of BCCI, a gentle

man who is one of the significant players here in the United

States, within the BCCI banking structure. And that will be Tues

day. And we will announce the process for the rest of the hearings
in the course of next weeks.

So we will stand adjourned until Tuesday.

1
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We have a statement submitted for the record by Senator Helms

which I ask be included.

[The prepared statement of Senator Helms follows:]

PREPARED STATEMENT SENATOR JESSE HELMS

Mr. Chairman, when we last left the subject of BCCI, the Bank of Credit and

Commerce International, you and I spoke ofthis matter in terms of writing a book .

Back in August, I said that this book would be unbelievable. Today we add the first

of another five chapters to our story , this chapter dealing with accusations of coffee

smuggling, insurance fraud , tax evasion , and ties to the Noriega criminal network .

Ourwitness this morning is Mr. James Dougherty, a Florida lawyer who investigat

edMunther Bilbeisi, our featured player in this chapter.

Mr. Chairman, from documents already made available to the public, we have

learned that Mr. Bilbeisi was the type of client that BCCI was only too willing to

serve . A big spender with ties to the Jordanian royal family and government,

Munther Bilbeisi worked hand-in -hand with BCCI to develop a coffee importing

business. Mr. Bilbeisi's business was successful enough to attract the attention of

American firms such as Chock Full O'Nuts and Chase and Sanborn . Yet it appears

that Bilbeisi wanted more.

According to a Justice Department indictment, Bilbeisi, with the help of BCCI,

bribed his accountant to help him hide illegal coffee trades to American firms. As

documents made available to the committee note, the export documents noted that

the coffee would go to Jordan or Syria . In reality the low quality Central American

beans would end up in the United States, where they fetched a premium price . This

way Bilbeisi could avoid the higher U.S. coffee tariff, and pocket the difference.The

bank that helped him pull this off by issuing $ 105 million in letters of credit - BCCI.

Of course, when you avoid tariffs,you do not have to pay incometaxes. According

to the indictment, passed down by a Miami Grand Jury, between 1984 and 1987, Mr.

Bilbeisi avoided over $ 840,000 income tax . The indictment also states that Mr. Bil

beisi's company, Coffee Inc. reported net losses of $ 1 million in 1984 and 1985, while,

in reality, it earned $ 2.8million in taxable profit. The bank whose officials received

payments for helping Bilbeisi in avoiding income taxes — BCCI.

An internal report for BCCI also noted that a certain bank loaned Mr. Bilbeisi

and his firms over $ 5.5 million , some of which "was paid directly or indirectly to

various persons and companies identified by the U.S. Government as being closely

connected with or controlled by Manuel Noreiga .” Other loans “may have acted as

some form of securityor collateral for activities involving Gerardo Harris, an associ

ate and confidante of Manuel Noriega.” The bank that made these loans — BCCI.

Mr. Dougherty has told the press that he is aware of other documents that link

Mr. Bilbeisi and BCCI to the international arms trade. Based on his role as an in

vestigator hired by Lloyd's of London to track down a highly questionable insurance

claim , Mr. Dougherty has examined Mr. Bilbeisi's role in various illicit internation

al deals. His testimony promises to be very interesting in helping us flush out this

chapter of the story of BCCI.

Senator KERRY. We will leave the record open for further ques

tions from members of the committee.

INTERVIEW OF FERNANDO RAMON MARIN AMAYA

The interview of Fernando Ramon Marin Amaya was convened at 1:13 p.m., in

room SD-415, Dirksen Senate Office Building.

Present: Jonathan M. Winer, Legislative Assistant/Counsel to Senator John

Kerry; Vicente Valls, International Alltrade Consultants, Inc., translator; and Fer

nando Ramon Marin Amaya, independent attorney working for the Attorney Gener

al's Office of the Republicof Guatemala, witness authorized to testify by the Guate

malan Attorney General.

Mr. WINER. This is a deposition of Mr. Fernando Ramon Marin Amaya, who isan

authorized representative of the Guatemalan Government, conducted on behalf of

the Subcommittee on Terrorism, Narcotics and International Operations in connec

tion with our ongoing investigation into the BCCI Affair.

Mr. Marin Amaya is a Spanish speaker from Guatemala, and we, accordingly, will

conduct this deposition through a translator.

Will the translator please identify himself ?

Mr. Valls.My name is Vicente Valls — V - A - L - L - S . I will attempt to translate as

best as possible for Mr. Amaya.
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Mr. WINER. Mr. Amaya, under what authorityare you here today ?

Mr. AMAYA (translated by Mr. Valls) . I work for the Attorney General's Office of

Guatemala as an independent professional, and I am helping at the present time in

the investigation of the BCCI and its connections with Guatemala.

Mr. WINER. When did this investigation begin ?

Excuse me . Let me say that at the beginning of each deposition , we ordinarily

swear in each witness. I forgot to do so here.

Do you swear to tell the whole truth and nothing but the truth throughout this

deposition ?

Mr. WINER. The witness is now sworn in .

If you would , begin again with your authorization and when the investigation

began .

Mr. AMAYA (as translated by Mr. Valls). I am an independent lawyer, and Iwork

for the Attorney General's Office of Guatemala in the investigation of different

cases in the criminal section of the Attorney General's Office, and especially investi

gating the case of BCCI in Guatemala.

Mr. WINER. When did your investigation of BCCI begin ?

Mr. AMAYA (as translated by Mr. Valls) . It started in 1991 , approximately at the
middle of 1991 .

Mr. WINER. And what steps have you taken in the course of this investigation?

Mr. AMAYA (as translated by Mr. Valls) . It all started with an article that came

out in “ Time” magazine and its connections, the BCCI connection with Guatemala.

At that time, we flew , after that, to Miami, to investigate and obtain whatever nec
essary documents we could .

Mr. WINER. And have you obtained any documents in the course of that investiga
tion?

Mr. AMAYA (as translated by Mr. Valls) . We have obtained a series of documents;

in them, the negotiations of coffee that took place of Munther Ismael Bilbeisi fi

nanced by BCCI; the purchase and sale of the helicopters, which was financed by, as

an intermediary through BCCI ; and also all of the documentation that deals with a

loan by BCCI to the Government of Guatemala of $30 million in 1988.

Mr. WINER. What documents have you brought with you today ?

Mr. AMAYA (as translated by Mr. Valls ). The documents that I have brought to

leave with thisSenate hearing are depositions that have been taken in Guatemala;

also the formal charges and the lawsuit brought by the Republic of Guatemala

against the responsible people in the sale and purchase of the helicopters.

Mr. WINER. What laws were allegedly violated in Guatemala ?

Mr. AMAYA (as translated by Mr. Valls) . In the specific case of the purchase and

sale of the helicopters by the government, they have violated, in the specific case of

the helicopters, they have violated the law of property and criminal laws in Guate

mala. The criminal laws violated in Guatemala are that they have received pay

ments to Guatemalan officials and commissions to public officials of the Govern

ment of Guatemala. At the same time, we are bringing a new order of arrest

against an individual by the name of Munther Ismael Bilbeisi for the evasion of

taxes in the country of Guatemala and violations of the Customs laws in Guatema

la .

The new Government of Guatemala initiated in the month of March 1991, an in

vestigation as to the transactions that took place by Munther Ismael Bilbeisi, coffee

transactions . On September 12 of the present year, a decree was handed on the

order of arrest for Munther Ismael Bilbeisi. At the present time, they have detained

and put in jail certain individuals of Guatemalan origin and they have obtained also

from the Ministry of Public Finance an order to, an assessed order to collect on the

taxes owed by the company named " Coffee, Inc." in Guatemala.

Also, they are investigating how the loan was utilized. The loan that was utilized

by the Government of Guatemala was given by BCCI to the Government of Guate

mala.

At the same time, they are also beginning anew investigation about other pur

chasesand other discoveries of purchases of coffee that come up to a total of 16,422

quintals of coffee that the company , Coffee, Inc. , exported illegally from Guatemala,

falsifying documentation to make it look like it wasSalvadoran coffee.

With this new discovery, they will attach this to the present criminal proceedings

that Mr. Bilbeisi has, and they will also bring a new order to collect from the Minis

try of Finance and Treasury on taxes owed.

Mr. WINER . What were the names of the Guatemalan officials who have been

charged in connection with this matter?

Mr. Valls. Can I ask you one question?

Mr. WINER. Yes.

+
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Mr. VALLS. Which matter, because we have a coffee matter and a helicopter

matter ?

Mr. WINER. The helicopter matter.

Mr. Valls. OK.

Mr. AMAYA (as translated by Mr. Valls ). Officially, the Attorney General of the

nation has accused a Mr. Milton David Cerezo Garcia , Jose Francisco Valdez Bocan

egra

Mr. WINER. And the positions of each person ?

Mr. VALLS. I'll start all over then .

Mr. AMAYA (as translated by Mr. Valls) . Milton David Cerezo Garcia , brother of

the ex -President of the Republic, Vinicio Cerezo, which was the head of Immigration

during the term ; Jose Francisco Valdez Bocanegra, an employee of Mura, Interna

tional, in Guatemala; Mauricio Coronado Lara, the ex- Consul of Guatemala to

Miami ; Munther Ismael Bilbeisi, owner of Mura, International ; Louis Charles Alte

mar, an employee of Munther Ismael Bilbeisi and Mura, International; Sandra Gio

vana Duran de Mari, wife of Milton Cerezo; Hector Alejandro Gramajo Morales, the

ex -Minister of Defense of Guatemala; Marco Antonio Vargas Espinoza, from the

military, a colonel that participated in the negotiation ofthe helicopters; Marco

Vinicio Cerezo Arevalo, the ex-President of Guatemala ; Roberto Mata Galvez, the

ex -Chief of Staff ofGuatemala; Jesus Alberto Coppo Gayoso, an employee and Vice

President of Mura, International.

Mr. WINER. Was the former President of the Republic, Vinicio Cerezo, charged on
any matter in connection with this?

Mr. AMAYA (as translated by Mr. Valls) . He has been charged criminally in these

proceedings. They have left to the discretion of the judge in this case to determine

what exact criminal charges will be brought against each of these individuals .

Mr. WINER. What do you now understand former President Cerezo to have done

in connection with this matter ?

Mr. AMAYA ( as translated by Mr. Valls) . In this specific business, the ex-President,

Marco Vinicio Cerezo Arevalo, directed in conjunction with the Estado Mayor the

negotiation for the purchase of the helicopters. In the documentary proof that we

have brought in these proceedings, there is an assignation of $ 270,000 that was

made by Mr. Munther Ismael Bilbeisi through the Bank of BCCI through Bank

Leumi of Israel , Miami agency, in which you can notice that Mr. David Cerezo

Garcia received a commission for the purchase andsale of the helicopters.

Mr. Milton Cerezo Garcia, when he was initiated as the head of Immigration and

was sworn in , declared that the sum which he could count on and all of his proper

ties approximately was 12,000 quetzales. At theexchange in those years at two and
a half to one, we're talking approximately $ 5,000. The salary of Mr. David Cerezo

Garcia approximately was 3,000 quetzales a month, which is approximately $ 1,200 a
month .

At the present time, the account of Mr. Milton Cerezo Garcia has over $ 600,000

deposited at Bank Leumi. That proof has been necessary to be able to associate the

ex -President, Marco Vinicio Cerezo Arevalo, in the negotiation of the helicopters, of

the sale of those items. Also, they have determined that there are transfers from

the bank account of Milton Cerezo to the account of Vinicio Cerezo at another bank .

Mr. WINER. Are you saying that there is no way ex-President Cerezo could have

accumulated that amount of money legally while he was President?

Mr. AMAYA (as translated by Mr. Valls ). The President of Guatemala has an ap

proximate salary of 25,000 quetzales per month . That, multiplied through all of the

5 years as the President, is a much lower amount to what he actually possibly has

in his accounts in the United States, bank accounts .

We are also indicating the ex-President, Vinicio Cerezo , to have negotiated illegal

ly the sale of the national airplane company , Aviateca, for which time he is also

being taken to the courts. Especially in the Aviateca proceedings, the ex-President,

he has just received an order from the courts that the process initiated against him

cannot be as an administrative process, but it will be, it is being brought as a crimi

nal process, putting the burden on the Congress of the Republic to take away the

immunity of the President, of the ex -President, to initiate the present process
against him .

Mr. WINER. What was BCCI's role in the helicopter affair ?

Mr.AMAYA (as translated by Mr. Valls ) . It was the intermediary bank at which

Mr. Munther Ismael Bilbeisi was able to sell the helicopters to the Government of

Guatemala. They utilized a smaller bank in Miami , they utilized a smaller bank in

Miami to utilize, to be able to utilize financing from Ex-Im Bank in the United

States with the object of being them the beneficiary in the sale of the helicopters

and in the letter of credit that was admitted by the Bank of Guatemala .
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Mr. Valls. He likes to add that BCCI was brought into the negotiation of the heli
copters by Munther Ismael Bilbeisi.

Mr. Winer. Do you have any evidence that leads you to believe that BCCI officials

understood the transaction was improper?

Mr. Valls. The only evidence that he can actually supply was that the BCCI offi

cials knew that there was no end user certificate from the United States and the

payments from BCCI to officials of the Guatemalan Government.

Mr. WINER . For what purpose would helicopters armed with machine guns have

been used by the Guatemalan military in this period ?

Mr. Amaya ( as translated by Mr. Valls) . The helicopters, the military helicopters,

would have been used to combat the guerrilla problem in Guatemala; although, the

three helicopters that were actually sold to Guatemala did not have any military

equipment, but they were configured to be used, to be added to it.

Mr. WINER. What documents that you brought with you would you now authenti

cate for us?

What I'd like you to do is to go through the documents one by one, to describe

each document and, thereby, to authenticate it as a true copy of that document.

Mr. AMAYA (as translated by Mr. Valls) . The first document is a deposition of the

individual, Jesus Alberto Coppo Gayoso.

Mr. Valls. Each one of the documents do you want him to go through?

Mr. WINER. Yes.

Mr. Valls. Or do you need an explanation of each one of the documents ?

Mr. WINER. No.

Mr. Valls. OK .

Mr. Amaya ( as translated by Mr. Valls) . The second document is also a deposition

of Mr. Jesus Alberto Coppo Gayoso in front of the Attorney General's office.

The third document is the first lawsuit brought by the Government of Guatemala

for the sale of the helicopters.

The next document is an amendment to the first lawsuit brought by the Govern

ment of Guatemala for the sale of helicopters in which it actually names the indi
viduals.

The next document is the order of capture that was, the order of capture of

Munther Ismael Bilbeisi for smuggling and evasion of taxes .

The last document that I have here is a deposition given by Mr. Louis Charles

Altemar, done in front of the Attorney General's office of Guatemala.

[The documents referred to follow :]

1
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REPUBLIC OF GUATEMALA

CITY AND DEPARTMENT OF GUATEMALA

EMBASSY OF THE UNITED STATES

OF AMERICA

SS :

MARY ELLEN GRANDFIELD
1 , ..

Consul of the United States of America

et Guatemala , Guatemala , duly commissioned

and qualified , do hereby certify that

FERNANDO RAMON MARIN AMAYA

whicse true signature and official seal

are , respectively, subscribed and affixed

to the foregoing (annexed; certificate

( docurort ) was on the... 1.8tb......

day of..September.. ..19.91 the date

thereof ,..LAWYER. AND.NOTARY. PUBLIS ..

duly commissioned and qualified , to whose

official acts , faith and credit are due .

IN WITHLESS WHEREOF I HAVE hereunto set my

hand and affixed the seal of the Consular

Service of the United States of America at

Guatemala , Guatemala , this day of OCT 1. 1991

Mhety Ellon Grandfibid

cuOTHUNDE STATIO

CANON
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EnACTA NOTARIAL : la ciudad de Guatemala / el dis miércoles

dieciocho de septiembre de mil novecientos novegta y uno , me

REGISTRO encuentro constituido en mi oficina profesional ubicada en la

sexta calle cuatro guion diecisiete de la Zona uno , Edificio

NO 536778 *
Tikal ( PH ) número N guión ochocientos nueve ( BUFETE CONDE ,

3

MARIN Y ASOCIADOS ) , cuando son las ocho horas con treinta
QUINQUENIO

DE 1988 A 1992
minutos y soy requerido por el señor JESUS ALBERTO COPPO

GAYOSO , quien dice ser de cincuenta y dos años , Peruano de

Nacimiento , Ingeniero Industrial , casado , de tránsito por el

país pero con oficinas en octava calle seis guión cero seis
10

de la zona uno de esta ciudad oficina cuatrocientos cinco y
11

con residencia en Ginebra , Suiza , y se identifica con el
12

pasaporte
13

peruano número un millón quinientos cincuenta y

cuatro mil
trescientos sesenta y cinco extendido en Miami ei

1
4

catorce de enero de mil novecientos noventa у uno y quien
15

dice ser de los datos de identificación personales ya
16

relacionados y comparece en forma voluntaria sin coacciones
17

ni presiones de ninguna índole , en el pleno uso y goce de sus
10

capacidades mentales y volitivas así como en forma expontánea
19

con el objeto de hacer una declaración ante el infrascrito

MINISTERIO DE 20

FINANZAS PUBLKCAS

Notario de su relación con el señor MUNTHER ISMAEL BILBEISI Y
21

la relación en cierta época tuvo con dicha

22

20
tourioural

de trabajo que

persona y para lo cual se utilizará el sistema de preguntas y

respuestas para ser más claro y objetivo , desarrollandose la

misma de conformidad con los extremos siguientes : PREGUNTA :

24

25

bo
nD
O

Y

NO
RT
AR
O
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50

Que sabe usted acerca de las negociaciones de cate que el

26

señor MUNTHER ISMAEL BILBEISI realizó con su empresa COFFE

27

INC . así como de los fraudes que dicho señor cometid?.

20

RESPUESTA : Yo no he tenido relación directa ni indirecta con
29

las actividades comerciales con dicho señor ya que yo trabajé
30

en la empresa MURA INTERNACIONAL , pero si me he podido dar

31

cuenta de ciertas cosas por mi relación de trabajo con la

3

empresa .

33

PREGUNTA : Que otras Cosas se refiere? Bueno , he sido

informado por ejemplo de los esfuerzos desesperados que dicho

35

señor realizó luego de especular con los precios de cafe y

Vio que su negocio se caia por los suelos . Considero ,

37

conociendo la personalidad de dicho señor que es posible que

haya recurrido a cualquier accion en donde pudiera obtener

39

algún beneficio o provecho de dicha situación . Por ejemplo

40

citare que en mi última visita Amman , Jordania fui enterado

de teniendo mucho presión por deudas de Bancos у de otra

42

indole dicho señor se dedicaba a la importación de vehículos

de Polonia , si mal no recuerdo marca FSO , pero posteriormente

sesudo resolver sus problemas luego que su negocio le

45

incendiara . Dicho señor entiendo que ha sido como la oveja

46

negra de la familia y que siempre ha requerido tener una

47

apariencia de vida de opulencia ante los demás aunque

entiendo que es una simple apariencia .

49

PREGUNTA : CONS I DERA QUE EL SENOR BILBEISI

SO

PUEDE OBTENER
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VENTAJA DE CUALQUIER PERSONA Y A CUALQUIER COSYA ?. Considero

que sí , por ejemplo cuando vio que un negocio que estabamos
2

REGISTRO realizando en Guatemala se había concretizado el he quiso
3

4

NO 536779

QUINQUENIO

DE 1988 A 1992
a

7

sacar y presionarme para que me saliera , y él quería salir en

caballo blanco entregando el material que el fobierno de

Guatemala había comprado en mil novecientos ochenta y ocho ,

pero raiz de que tenía órdenes de captura ( es decir

problemas legales según entiendo por los problemas del

negocio de cafe ) dicho señor tuyo más que dejar que

terminara mi gestión dentro de Mura Internacional .

PREGUNTA : SE PUEDE DECIR QUE TRATAR CON DICHO SEROR ES

8

no
9

10

11

PROBLEMATICO ?. Si , tratar con ei si lo es ya que él siempre
12

trata de
imponer su criterio . Por ello yo tuve serias

13

discusiones con el porque yo no soy de las personas que me
14

dejo gritar ya que tengo mi dignidad y considero que las
15

16 personas deben tener cierto respeto hacia mi .

PREGUNTA : CONSIDERA USTES QUE EL RECLAMO HECHO POR EL SEROR
17

MUNTHER I SMAEL BILBEISI A LA COMPANIA LLOYD'S ERA
18

19

MINISTERIO DE 20

FINANZAS PUBLICAS

21

de

FRAUDULENTO?. No conozco certeramente de que tipo de reclamo

sea y especialmente los términos precisos , pero considero que

la respuesta puede estar dentro las que he brindado

precedentemente , considero que siempre él ha tratado en sus

negocios de sacar algunas ventajas máxime cuando le apremian

sus necesidades económicas .

PREGUNTA : SABE USTED QUIENES SON LOS SERORES RICHARD POSTMA ,

22

23

RICAREA

24

25

1
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en

DAVID GASS Y ARTHUR KOSKI?. Dejeme decirle que si conozco al

26

Doctor Postma , se que ha sido el Abogado del señor Bilbeisi y
27

que le ha defendido varios casos a dicho señor ; en cuanto al

20

señor Gass exactamente no recuerdo у finalmente al Doctor

29

Koski si bien no le conoci directamente si estuve sus

30

oficinas en algunas oportunidades cuando acompañe al señor

31

Bilbeisi ocasionalmente pero nunca pase de la oficina que

:

recuerdo tiene ciertos cuadros egipcios así como ciertas

JJ

obras de arte pero nunca tuve una relación directa con el .
14

PREGUNTA : EL ABOGADO RICHARD POSTMA MANIFIESTA QUE ES ABOGADO

35

DE BILBEISI , QUISIERA QUE POR FAVOR AMPLIARA MAS ACERCA DE EL
36

Y SI USTED CONSIDERA QUE EL CONOCIA A BILBEISI PERFECTAMENTE

37

Y DE SUS NEGOCIOS?. Bueno dejeme decirle que considero que

como al sacerdote y al abogado no hay que mentirle considero
39

que el señor Bilbeisi le habrá contado a su abogado la verdad

40

de las cosas ; entiendo ademas que
el había sido abogado de

dicho señor en otros casos de seguros tambien y que siempre

habían

43

ganado los reclamos pero no podría ahondar en que

casos y personas . Entiendo además que ellos mantenian buenas

relaciones porque recuerdo que el en alguna oportunidad

cuando estabamos negociando con la Compañía Mura

46

Internacional a quien el asesoraba también tuvo que venir a

07

la ciudad de Guatemala a verificar si era cierto que el señor

Bilbeisi tenia problemas legales , estuvo creo un día y quien

tué su contacto en Guatemala recuerdo que tue el señor

SO
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Francisco Valdez Bocanegra , creo que estuvo Vhospedabo en el

Hotel El Dorado . Considero que Bilbeisi tenia lucha confianza

REGISTRO su abogado . Quisiera agregar que el Abogado Postma es de

las personas que no trabajan si de antemano ne

NO 536780 * 1
pagado o adelantado sus honorarios .

en

se le han

PREGUNTA : PODRIA CONSIDERARSE QUE LOS DOCUMENTOS QUE EL SEÑOR
QUINQUENIO

DE 1988 A 1992

CONOZCO a

9

10

BILBEISI PRESENTO EN EL JUICIO DE RECLAMO CONTRA LA COMPARIA

DE SEGUROS NO SON CIERTOS? No que documentos se

refiere , pero con la mentalidad de dicho señor usted podrá

responderse y si esto lo sabía o no su abogado , también usted

puede responderse , que en último quien declara ,

afirma y presenta prueba es Bilbeisi y él es quien en todo

caso será el responsable ante un Juez o ante Jurado .

PREGUNTA : EL DOCTOR POSTMA ERA ASESOR DE MURA INTERNACIONAL :

ya caso

11

12

13

14

Si , el asesoraba ciertas cosas , exclusivamente en el ramo

15

profesional , no en las negociaciones propiamente dichas .
16

PREGUNTA : CONOCE USTED AL SEÑOR JONH LADICOS? No estoy muy
17

18

19

seguro , pero quizás sea el que era el capitán del yate de

Bilbeisi у a quien dicho señor le encargó posteriormente

venderlo , pero no estoy seguro de su nombre y si es él .e

PREGUNTA : USTED VIO EN LA CASA DEL SENOR BILBEISI EN BOCA

MINISTERIO DE 20

FINANZAS PUBLICAS

21

RATON OBJETOS DE ARTE ? Bueno que vi algunos si pero no se a
22

23

DUGA *****

que se refiere .

PREGUNTA : ES DECIR SI VIO OBJETOS MUY CAROS Y DELICADOS COMO

JARRONES , ALFOMBRAS PERSAS , ETC. ? Bueno exactamente no sé que

24

25

6
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me quiere preguntar pero realmente si recuerdo en
alguna

76

oportunidad haber visto algunos objetos , pero no puedo

27

decirle con certeza que hubiesen sido objetos de arte

20

delicados y finos , es decir CONOZCO yo porque poseo y puedo

29

distinguir que
es cada cosa y en

su lugar . Por ejemplo dicen

30

que cuando SU esposa la señora que era azafata y que estaba
31

viviendo con dicho señor , el abrigo que parece ser que

32

reclamaba como perdido tuvo que correr según dicen a comprar

uno para justificar que efectivamente era otro y no el que

reclamaba como perdido . Dejeme decirle que en una oportunidad
35

estando con el Doctor Postma dicha señora le hablo al Abogado

36

у le pregunto que si del reclamo que estaba presentado ante

37

la compañía de seguros Munther obtendria algún beneficio

económico que ella seguia con el pero que si no era posible ,
39

ella no seguiría perdiendo su tiempo con Bilbeisi .

PREGUNTA : LAS COMPARIAS MURA INTERNACIONAL , COFFE INC . Y

ORION SYSTEMS SON PROPIEDAD DEL SENOR BILBEISI ? Yo diria que

42

si , es decir entre ellas se manejaban como una sola , tenian

una sola contadora o
tenedora de libros , incluso doña Gloria

se encargaba de firmar cheques en dichas compañías y cuando

no tenia dinero de una le pagaban a uno con cheques de las

46

otras , de ello un cheque que se me pago a mí de mil dólares

47

de Coffe Inc. у talvez otros gastos que no recuerde

exactamente . Dejeme decirle que cuando el señor Bilbeisi

estaba apurado de dinero sacaba plata de donde hubiese y

SO
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sus maneras más

Ino

3

justificaba gastos inclusive de las

inverosimiles que usted se imagina diciendo que había pagado

REGISTRO
se cuanto a alguien y otras cuentas a no se duien ; enfin

su cretividad imaginativa para poder sacar y hacer aparecer

NO 536781 " SG
gastos era increíble , de todo tipo y monto .

QUINQUENIO PREGUNTA : LA COMPAÑIA UTICA LIMITED ES PROPIEDAD DE BILBEISI ?

DE 1988 A 1992
No señor , dicha compañía de la cual parte , está en

sociedad con otras personas una compañía de GIBRALTAR Y

cuando usted 10 quiera puedo enseñarle los registros legales

soy

es

10 de la misma .

PREGUNTA : USTED MANIFIESTO ANTERIORMENTE QUE EL SENOR
11

12

como se

FRANCISCO JOSE VALDEZ BACANEGRA TIENE ALGUNA RELACION CON EL

13 SENOR BILBEISI ? Sí , el lo dije anteriormente recibió

al Doctor Postma cuando el vino a investigar a Guatemala los

is problemas de MUNTHERtenía en este país. Tengo entendido que

Jellos han seguido de amigos y comunican entre si

inclusive este año en unos de mis viajes a Guatemala estando

el Hotel El Dorado , me dijo que dicho señor estaba

16
se

17

len
18

se

haciendo negocios19 con él , inclusive yo hablé con la esposa

2
0

MINISTERIO DE

FINANZAS PUBLICAS

21 esposo con la

221

del Ingeniero Valdez y le advertí de que tuviera cuidado su

relación de trabajo que podria tener con

ein
Bilbeisi ya que era comprometedor cualquier tipo de negocios

23con el porque inclusive escapaz de hacer cualquier cosa en un

momento de perjudicar a alguien .

PREGUNTA: USTED CONSIDERA QUE EL SEÑOR FRANCISCO JOSE VALDEZ

AKITES

24

25

1
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50

PREGUNTA : USTED CONSIDERA QUE EL SEKOR FRANCISCO JOSE VALDEZ

26

BOCANEGRA TIENE RELACIONES DE TRABAJO FRECUENTE CON EL SEROR

27

BILBEIS ? Desconozco si efectivamen te el trabajaba para el

20

pero ambas personalida des son parecidas y podria ser ; dejeme

29

concretizar . Considero que Si talvez es cierto porque

30

inclusive yo he hablado con mis contactos en Amman y se me ha

dicho que el señor Bilbeisi manifiesta que efectivamen te el

32

tiene al señor Valdez como su representan te en Guatemala

33

pero agrego que yo по puedo asegurar esto ya que solo han

34

sido las opiniones de terceros .o
s

PREGUNTA : CONOCE USTED AL SENOR DAVID DUNKI ? claro que si ,

36

es un tipo muy soñador y una buena persona , le confio que le

37

gusta jugar de espia
bueno en broma .

PREGUNTA : CONOCE USTED А. MARK SILVERIO? No señor , no le

39

conozco .

40

PREGUNTA : EL SENOR BILBEISI TENIA RELACIONES COMERCIALES CON

EL BCCI ? Sí señor ,
inclusive yo acompañe a dicho señor a las

42

oficinas del Banco para que el hiciera asignacione s asi como

ei firmaba con su puño y letra cualquier gestion en dicho

Banco , considero que las negociacion es que dicho señor tenga1

o en su oportunidad pudo haber realizado con dicho Banco eran

46

comerciales . no puedo afirmar otra cosa más que eso porque

Bilbeisi esos aspectos los manejaba confidencia lmente , pero

además tengo entendido que dicho señor presento una demanda

contra del Banco porque dicen que el Banco le tomo

SO
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2

3

te

4

cuatrocient os mil dólares de una asignacion pot ur as deudas

de café que Bilbeisi tenía con ellos por cuestiones de la

REGISTRO empresa Coffe Inc. , detalles de todo eso no los conozco.

PREGUNTA : QUIERE USTED AGREGAR ALGO MAS? Efectivamen

N : 536782
quiero manifestar que la presente declaración la he hecho de

QUINQUENIO manera expontánea , sin presiones de ninguna índole , el

DE 1988 A 1992
pleno liso y goce de mis facultades mentales y volitivas y que

efectivamen la realizado con el único y exclusivo

objeto de esclarecer mi situación el señor Bilbeisi en

5

en

7

te he

cסח

9

cuanto
10

lo que se me ha preguntado y respondido , pero que

además quiero dejar bien claro que la presente declaración se
11

ha

12

no

13

hecho de buena voluntad pero que estoy dispuesto

estar perdiendo mi tiempo en presentarme en tribunaies para

aclarar la misma y que si la presente le he manifestado ante

un Abogado y Notario es para que sea tomada en cuenenta y que

14

15

deseo dejar bien expreso que no acudire a ninguna cita legal
16

ly Juez alguno ya que lo manifestado es lo único que tengo que
17

decir .

18

19

MINISTERIO DE 20

FINANZAS PUBLICAS

21

validez

221

No habiendo más que hacer constar se finaliza la presente en

el mismo lugar y fecha de su inicio la cual es leida por el

comparecien te y quien bien enterada de su contenido , objeto ,

demás efectos legales la acepta , ratifica y no

firma lo hace únicamente el infrascrito Notario quien de lo

expuesto da te , finalizándo se cuando son las diez horas en

punto , se hace constar que la misma esta contenida en cinco

у

23

24

25
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So

26

hojas de papel sellado del menor valor y actual quinquenio

las cuales se identifican correlativa mente desde la número C
27

siete

20

millones
quinientos ochenta у seis mil doscientos

cincuenta y tres y de registro quinientos treinta y seis mil
29

setecientos setenta y ocho que es la primera hasta la número
30

C siete millones quinientos ochenta y seis mil doscientos

31

cincuenta y siete y de registro quinientos treinta y seis mil
32

setecientos ochenta y dos que es la presente . DOY FE.
33

34

35

36

37

JI

O
s
t

T
A
L
I
S

39

s
o

41

42

45

46

47

1
9

SO



442

I , EFRAIN ROBERTO VALLECILLOS MORALES , SWORN LEGAL

TRANSLATOR , duly author ized in the Republic of Guatemal a to

translate from the English language into the Spanish

language , pursuant to Minister jal Resolution number three ,

dated January eight nineteen hundred eighty seven , GIVING TO

SUCH TRANSLATIONS PUBLIC FAITH AND LEGAL VALUE , DO HEREBY

CERTIFY : TO have had at sight document written in the

Spanish language , contained in four page ( s ) ; said document

corresponds to an AFFIDAVIT , The contents of said docuinert

faithfully translated by me into the English language to the

best of my ability and knowledge read as follows :

" ATTORNEY GENERAL'S OFFICE . GUATEMALA , C.A. In the City of

Guatemala on September thirteenth nineteen hundred ninety

one , at eleven hours and fifty minutes appear before the

Attorney General's Office at its headquarters , located On

dieciocho calle diez guion treinta y seis de la zona uno of

the City , before the Head of the Controllers Section , José

Antonio López Mendoza , Attorney and General Secretary Nery

Oreliana Leiva , JESUS ALBERTO COPPO GAYOSO, with the purpose

of making known to this Institution the following facts .

FIRST : Being duly sworn to tell only the truth , and having

offered to do SO . He has been advised of the penalties for

per jury :
hie declares be the person named atove , fifty

years old , married , а Peruvian Industria !

Engineer , with residence in Geneva Switzerland at
1 Place

natighal,

ammaihracana

Lic. EFRAIN
::CILLOS MORALN

LI.C.L. ii TER

SWORN TinNSLATOR

Rob 03-87
{
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he was able to resolve this matter after his business caught

fire . QUESTION : If you know the attorneys Richard Postma ,

David Gass and Arturo kosqui, what kind of relationship have

you had with them ? ANSWER: I know Doctor Postma , with whom I

have been in some meetings with Bilbeisi , on the matters of

the selling of equipment by Mura International , and I have

met the other lawyer when I accompanied Bilbeisi to his

office, I believe it is doctor Kosquy . QUESTION : Say if the

Companies Utica , Mura International , Inc. , and Oriun system ,

as well as Coffee Inc. belong to Bilbeisi. Answer : All of

the above mentioned , with the exception of Utica , Limited ,

belong to Bilbeisi . Munther Bilbeisi has not had nor does he

have now any relation with Utica . Question : Which entity or

enterprise was the that initiated , promoted ,one and

finalized the negotiation of the helicopters 576-A .
Answer :

When I met Bilbeisi he had already done the negotiation , a

year before , through Mur a International . Te offer of the

helicopters and other material to Guatemala . This same

company continued the negotiations , subscribed the coritract

and delivered the equipment . Questions Who intervened in the

negotiation and what role did each one nive ?: Answer : Before

my intervention Munther Bilbeisi, . Mauricio Coronado and

·Louis Altemar had participated ; I do not have any knowledge

it in that time another per son intervened in

negotiation . After being in charge of the nobotiation ,

alt reh

Le PRAlii
-LOS HORALES

LEGh ! ... ... TER

SWORN TRANSLATOR

the

..
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Altemar and Coronado continued it , who' signed with me the

contract of buying and selling and at a certain moment as

part of the two mentioned Mario Imer i participates . Manycipata

people have visited us offering their professional services ,

to me and to Bilbeisi , I have not had the direct need of any

per son during the negotiation . Question : Do you know that

Jose Francisco Valdez , Mauricio Coronado , Luis Altemar were

given signed assignations by Bilbeisi in the year nineteen

hundred ninety eight as well BS an account at Lumi Bank of

Israel in Miami ? Answer : Bilbeisi did sign and directly

proceeded with BCCI , the assignations for Coronado and

Altemar as payment for their services in the transaction .

Mr. Valdez was given payment for his counseling services .
I

do not know about the account at Leumi Bank of Israel . I do

not that in addition to these assignations there was one for

the amount four hundred thousand Dollars that was to

BCCI , for the payment of a debt , as I know , Munther ' Bilbeisi

had with said bank for the operations of coffee, Inc. It is

necessary to indicate that every time I have visited that

bank , which has been occasionally , I have gone with Munther

Bilbeisi who was the only per son with an author ized

signature before the above mentioned bank to act on behalf

of the
company ,

that the assignations as any other

instrument go
through the process of rectification

signatures of the bank that carries out the transaction . I

1
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also know that Bilbeisi tried to recuperate the four . hundred

thousand Dollars from BCCI , with the allegation

technicalities on the documents but up to date I have had no

knowledge of any claim done by the bank for paying the

assignations mentioned , that fact it bas

accepted because they were made by him . Question : What do

I mean as а

you know about the negotiations of helicopters? Answer : Wheri

I entered the negotiation there was an offer in progress of

the helicopters at a price . A group of people had traveled

to Jordan appointed by the ministry of Defense to carry out

the inspection of the equipment that had been offered .

During my intervention especially in the negotiation of the

contract the Major Office of the Army as well as myself have

been very careful to guarantee the spare parts to Guatemala

that may allow the normal operations of the units that were

sold , training of per sonnel for an adequate operation and

the guarantee of delivery . in operation in Guatemala and a

last inspection by а receiving commission in Jordan to

certify the condition of
the helicopters before Guatemala

makes any payment on the letter of credit , I am pleased to

Say that all
the contractual conditions were met , that the

helicopters arrived in Guatemala , were assembled and put iro

operation before receiving ten per cent the guarantee .

These helicopters have operated satisfactorily up to this

date . A special point to mention is the additional delivery

laltkrutter
like . EFRAIN ROBER: 0 ;' ! CCILLOS MORALES

LEGAL INTLRPRST
ER

KWORK TRANSLAT
OR

Reg 02.87
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of parts for over a million dollars that was . made to

Guatemala without asking for any compensation . I would like

to take
this opportunity to clear the documents that have

been presented
to me and which make reference to those

commissions . The letters signed by Munther Bilbeisi appear

with a date prior to my participation in the negotiation and

it makes it difficult for me' to indicate the circumstances

they were carried out , however , I will not believe that the

people to whom they were sent asked or received said

communications . As for the letters that Munther Bilbeisi

presents as a ratification made by me of the letters signed

by him , as I have proved , they are alterations of the

letters of commissions to the pother representatives of

commission , what can clearly be seen by the alineation of

the part adulterated .
I have heard in Guatemala comments

about the price of the helicopters . I have not been part of

i

the negotiation between the Jordanian author ities and

Munther Bilbeisi , for these three helicopters , and I would

:

say that the offer of prices had been presented before my

participation. I consider that it is important to indicate

that the price this equipment well - as of theas

automobiles, are of public domain , since they are indicated

on a blue book that is issued quarterly . In said book the

value of used equipment is given for banking purposes and it

is a good guide for knowing if the price is just or not . In
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the declaration on a press conference by the representative

of the Ministry of the Defense , it was proven that the price

assigned in that book for the equipment that was bought it

was higher than the price paid by Guatemala , in other words ,

I consider that it is important to say that the price of

selling it is always related to the international market

more than to ' subjective aspects . After doing this

of three units , I
transaction satisfactorily these

represented Utica Limited in a new offer for six helicopters

from the - Jordanian Air Force , this negotiation was not

concluded due to the economical difficulties within Other

factors that existed at the moment the negotiation . The

activities of the banks in the negotiation was tlie

following : Capital Bank gave a Financing Loan to the

Government of Guatemala , with that loan the Bank

Guatemala open a letter of credit for the payment of the

equipment such as spare parts , insur ance and transport . in

werethe contract Mura requested that this letter of credit

confirmed by BCCI , in such a way to be able to guarantee the

ten per cent demanded by this bank . Capital Bank did not

accept BCCI confirmation of the letter of credit issued by

them . The BCCI acted as of

the letter of Credit .
This bank

was chosen by Munther Bilbeisi since he had relativo with

them in the of the As for

the contractual this was

negotiation cpflee .

schl.
arantee of the ten per seve,

aluthaff
h

Lic. EFRAIN ROBERTO VIVEC !LLOS MORALES

LEGAL INTI CATER

SWORN TRANSLAT
OR

Ry 02.87
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substituted by ... retention for the same amount, which is

allowed by the Guatemal'an Law . Questions , Who else had

participation in the negotiation : Answer : Jose Valdez ,

Attorney , offered Bilbeisi , counseling services theon

banking aspects, Roberto López offered Bilbeisi his personal

counseling and his group concerning public relations . The

Job of all these people was not significant nor their

realsupport was since all the proceedings were strictly

done' pursuant to the Institutions taking part . ' There have

not been outside the professional fees any wrong payment to

my knowledge . After this negotiation I know that the

i relationship between Bilbeisi and José Valdez Bocanegra ,

which confirms their friendship without knowing the nature

of this relationship . The author ization of the technical

representative was obtained for the negotiation and

delivery . Munther Bilbeisi had close communication with

members of Sikorsky , who have been continually in Amman due

to the relation with the Jordanian Air force . As for the

authorization this has not been necessary because it is not

a part of the negotiation . It was supervised by the engineer

Hames Romer who worked for Sikorsky in Amman , he traveled to

Guatemala to act in the reception and later accepted to

subscribe a contract for maintenance with the Major Office

of the Army . With nothing more to add these presents come to

a close at thirteen hours with twenty five minutes at the
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place and date indicated . Well aware of its contents ,

validity and legal effects , he ratifies it accepts it and

signs it , Together with the under signed who attest . ( There

appear three illegible signatures ?..

END OF TRANSLATION

IN WITNESS THEREOF , and at the request of interested party ,

for the legal uses they may deem convenient , and without

assuming any responsibility whatsoever for the contents of

the translated document 1 Hereby issue this sworn izgal

IN
PITY OFtranslation contained in five, page ( s ) . THE

GUATEMALA , ON THE NINTH DAY OF THE MONTH OF OCTOBER NOVNE TEEN

HUNDRED NINĘTY ONE .

(
GamarHotech

Lic. EFRAIN ROBERTO VA!! ECILLOS MORALES

LEGAL TIT. PRTBR

SWORN TRANSLATOR

Reg 02-87
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I , EFRAIN ROBERTO VALLECILLOS MORALES , SWORN LEGAL

TRANSLATOR , duly authorized in the Republic of Guatemala to

translate from the English language into the Spanish

language , pur suant to Ministerial Resolution number three ,

dated January eight nineteen hundred eighty seven , GIVING TO

SUCH TRANSLATIONS PUBLIC FAITH AND LEGAL VALUE , DO HEREBY

CERTIFY : TO have had at sight ' a document written in the

;

Spanish language , contained in two page (s ) ; said document

corresponds to NEW ACCUSATION . The contents of 'saida

document faithfully translated by me into the Englist

language to
the best of my ability and knowledge read as

follows :

" ATTORNEY GENERAL'S OFFICE

OFFICE OF THE GOVERNMENT OF THE REPUBLIC OF GUATEMALA

ATTORNEY

GUATEMALA , C.A.

NEW ACCUSATION

HONORABLE FIRST JUDGE OF THE FIRST INSTANCE OF PENAL

INSTRUCTION .

THE ATTORNEY GENERAL'S OFFICE , based upon the norms of

.

punitive character that the Political Constitution of
the

Republic of Guatemala , its Organic Law, and
the Рега !

Proceedings Code grant . By these presents appears to

denounce officers , anyformer officers and Other per sor who

had participation in the buying of three Sikorsky

AHHHHHHIIN

Le12. EFRAIN ROBERTO VALLECILLOS MORALES

raad

LEGAL
INTERPRETBR

SWORN TRANSLATOR

Roz 03.07
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Helicopters.. And for that effect we assign our headquarters

address to receive citations and services at Dieciocho Calle

diez guion treinta y seis , Zona Uno thisof this City .

Respectfully before. your Honor

DECLARES

1. This Office became aware of the transaction of buying and

selling, carried out by the State of Guatemala , through

publications reported by " Time Magazine " edited in the

United States and through information from other sources of

social communication of this country . These transactions

office and thewere done between the Presidential

individuals : Mauricio Eduardo Coronado Lara ; Alberto Coppo

Gayoso , an Industrial Engineer ; and Louis Charles Altemar ,

as Representatives of Muir a International Company ,

Corporation . The commercial
relationship consisted

on the

buying and selling of three Sikorsky helicopters made in the

U.S.A. acquired from the Jordanian Air Force . The amount

paid was that of five million one hundred seventy five

thousand American Dollars .

11. The Attorney General's Office presented the testimonial

and documentary evidence , based on the above mentioned

.

investigations .publications . We initiated the pertinent

Consequently , from Such actions , upon making the

corresponding study , we arrived at the conclusion of the

commission of a crime and punishable acts .
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111. This accusation is to bring suit to clear the foregoing

acts . These acts may have been simultaneous and posterior to

the above mentioned transaction . And ; to resolve the

culpability and responsibility incurred by officers , ex

officers and any other person .

LEGAL BASIS ::

The legal basis precept . the ordinance of penal adjective to

which the intervention of the Attorney General is obliged in

the handling of proceeds
of public action ... it may

intervene before the respective author ities , even before the

initiation of the proceedings ,
in the findings and

investigations that may be convenient ... the exercise of the

corresponding penal action , essentially
the Attorney

Gener al... whomsoever may have knowledge of the commission

of a crime in any form , he
shall bring it forth before a

judge . Articles : 16 , 18 , 331
of the.. Penal Code . It

corresponds to the District Attorney's Office , to promote

action of justice and of public administration when it

concerns the public interest and order . Article 24 , item

3rd . of the Decree 512 of the Congress of the Republic .

OF THE MEANS OF INVESTIGATION

1. The dossier which contains official letters , notes ,

letters , cablegrams , bank accounts held abroad . These

documents are from officers , ex officers and fany , person who

had participation in previous , simultaneous and posterior

Lamantha

LEFRAIN ROBERTO VALLECILLOS MORAIS

LEGAL INTERPRETER

SWORN TRANSLATOR

Rec 02.87
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acts in the contract of buying and selling of the Sikorsky

helicopters ;

II . Acknowledgment the declaration presented by Louis

Charles Altemar signed at the headquarters of the Attorney

General's Office :

III . ' Presumptions
:

Due to the . above mentioned , we request to his Honorable

Judge

PETITION :

1. That with these records initiate the formation of the

respective expedient sand to hold as presented the documents

annexed , duly mentioned items I and II
this trial

brief ;

II . To receive services at the above mentioned address ;

111. To have as offered the means of investigation presented

on this brief ;

IV . To initiate
the

corresponding instructions of

prosecution To order the necessary actions that may be

deemed pertinent beginning from the documentation annexed ;

v . To order all urgent precautionary measures that your

Honor may deem relevant ; Citation of Law and Articles : 11 ,

18 , 19 , 24 , 26 , 31 , 38 , 39 54 , 60 , 67 , 181 , 210 , 241 , 244 ,

246 , 260 , 292 , 305 , 311 , 318 , 333 , 335 , 342, ' of the Penal

Code : 25 , 26 , and 33 of Decree number 512 of the Congress of

the Republic .
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I ANNEXED A DUPLICATE AND THREE COPIES OF THIS BRIEF , AS

WELL AS THE DOCUMENTS RELATED , DUPLICATE AND LEGAL COPIES .

Guatemala , September 18 1991 .

END OF TRANSLATION

IN WITNESS THEREOF , and at the request of interested party ,

for the legal uses they may deem convenient , and without

assuming any responsibility whatsoever for the contents

the translated document 1 Hereby issue this sworn legai

.

translation contained in three page ( s ) . IN THE CITY OF

GUATEMALA , ON THE NINTH DAY OF THE MONTH OF OCTOBER NINETEEN

HUNDRED NINETY ONE .

JOSE ANTONIO LOPEZ MENDOZA , Attorney .

Head of the Controller Section . "

END OF TRANSLATION

IN WITNESS THEREOF , and at the request of interested party ,

for the legal uses they may deem convenient , and without

assuming any responsibility whatsoever for the contents o !

the translated document I Hereby issue this sworn legai

translation contained in three page ( s ) . IN THE CITY OF

GUATEMALA , ON THE NINTH DAY OF THE MONTH OF OCTOBER NINETEEN

HUNDRED NINETY ONE .

Lauro

12. EFRAIN ROBERTO VALLECILLOS MORAIS

LEGAL INI : P.P"KATER

SWORN TRANSLATOR

Rec 02-87
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.

PROCURADURIA GENERAL DE LA NACION

MINISTERIO PUBLICO

QUATEMALA, C. A.
DENUNCIA NUEVA

SAOR JUS PRIMERO DE PRIMERA INSTANCIA PENAL DE INSTRUCCION .
1

MINISTERIO PUBLICO , con fundamento a las
normas de caráctes

2

imparativo categóricas, que le confieren la Constitución Política de la

Republica do Guatemala, su Ley Orgánica y el código Procesal Penal, por
4

presente nosocial cou parece a incoar DENUNCLA en contra de
5

6
funcionarios , exfuncionarios y demás personas que tuvieron participación

en la compa de tres helicópteros Sikorsky . Para el efecto señala para
7

MAN
AST

ICO
S

cocibir citaciones y notificaciones la sede de sus oficinas centrales

P
U
B
L
I
C
O

situadas en dieciocho calle diez guión treinta y seis de la zona uno de

* FOCALEL
I esta ciudad .

Respetuosamente al señor juez .10

BXPON B:
11

12 1. En virtud de publicaciones de la " Revista Time" de los Estados Unidos

de América y asimismo por informaciones de otros medios de comunicación
13

14 social del pis, el Ministerio Públice_se_entere de la compra venta

15 efectuada por el Estade de Guatemala , por medio del Estado Mayor

16 Presidencial y los señores : Mauricio Eduardo Coronada lara . Ingeniera

17 Industrial Alberto Coppa Gayoso y Louis Charles Altemar representantes

16
Sociedad dela compañía Internacional Anónima .

19 helicópteros Sikorsky de manufactura Norteamericana , a la fuerza Aérea

de Jordantan per una suma de cinco millones cienta serenta y cinco mil

21 shares americanos..

20

2 II . 21 Ministerio Público en base a dichas publicaciones inicik las

z investigaciones_pertinentes de como consecuencia , ga Aportaron las

20 Levidencias Eestimoniales y documentales . de cuyas Actuaciones , al

realizar el estudio correspondienta se desprende la comisión de hechos y
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B

actos punibles.

2
8

27 III. Para el efecte de aclarar los hechos anteriores . simultaneas y

posteriores a la negociación indicada y determinar la culpabilidad y

consiguiente responsabilidad en que hayan incurrido ex - funcionarios

28

29

8

3
0 funcionarios y demás personas , es que se promueve esta denuncia .

PONDARIO DBDORRO : O :
1

Precepta el ordenamiento adjetivo penal que es obligada la intervencion
32

del Ministerio Publico en todos los trámites del proceso de acción

pública ... podrá asimismo intervenis ante las autoridades respectivas .34

35

36

aún antes de la iniciación del proceso la comprobación e

investigación que fueren convenientes .... el ejercicio de la acción

penal correspondiente , esencialmente al Ministerio Públicou quien37

38 tuviere conocimiento de un hecho delictuoso en cualquier forma. tiene

que ponerle en conocimiento del jueze Articulos: 16.58.331 del codigo39

Procesal Penal. Corresponde a40 la Fiscalían promover la acción de la

41 justicia y de la administración pública en cuanto.concierne al interesa

42 al orden publice Artículo 24 numeral 30. del Decreto 512 del congreso

1
3

de la Republica .

DE LOS MEDIOS DE INVESTIGACION:

I. Expediente que contiene oficios, notas , cartas manga des telegráficos ,45

número de
46

cuentas bancarias exterior la .

personas, ex - funcionarios y funcionarios que tuvieron participación en

hechas anteriores, simultaneos_x_posteriores al contrato de compraventa .49

de los helicópteros Skorsky :

5
0 II . Acte levantada en las oficinas centrales del Ministerio Pablica de
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С.

PROCURADURIA GENERAL DE LA NACION

MINISTERIO PUBLICO

QUATEMALA , C. A.

la declaración prestada por el settor Louis Charles Altemar :
1

m . Preguncianas .
2

3 Por todo lo anteriormente expuesto , al setter Juez atentamente sa formula

la siguiente,
4

PETICIONA
5

I.
que con el presente memorial de denuncia se inicie la formación del6

expediente respectivo y se tengan por presentados los documentos que se7

adjuntan , debidamente señalados en los numerales Inde este

escrito ;9

I.
10 que se tenga lugar para cecibir notificaciones el señalado en el

cuerpo de este memoriali
11

12 Se tenga por ofrecidos los medios de investigación indicados en el

14 IV

13 apartado fáctica de este escrita :

Que se inicie la instancción_gumarial coccospondienter mandándoso

15 practiicar para el efecto cuanta diligencia se considere portincnto y se

16 desprenda de la documentación acompañada

17 X que se - ordenen todas las medidas cautelares y de wegencia que et

18 sabar juozastime conducentes ;

19 que se le da la intervención correspondióato testa Institucilato

20 hores citadas articulos :

11,18,19,24, 26,31,38,39,54,60,67,181,210,214 , 244, 246 ,260 ,292,305,311,318

2,333,335,342, del codigo Procesal Penal: 25,26 y 33 del Decreto nimare

512 del Congreso de la República .

21

ACOMPARO DUPLICADO Y TRES QOPIAS DEL PRESENTE MEMORIAL ASI COMO LOS24

2
5 DOCUMENTOS RELACIONADOS , DUPLICADO X COPIAS DE LEY .
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I , EFRAIN ROBERTO VALLECILLOS . MORALES , SWORN LEGAL

TRANSLATOR , duly authorized in the Republic of Guatemala to

translate from the English language.. into the Spanish

language , pursuant to Minister ial Resolution number three

dated January eight nineteen hundred eighty seven , GIVING TO

SUCH TRANSLATIONS PUBLIC FAITH AND LEGAL VALUE , DO HEREBY

atCERTIFY : TO have had sight document written

Spanish language , contained in four page ( s) ; said document

corresponds to ACTION

3773-91 .
-The

contents of said document faithfully translated by me inta

No.

the English language to the best of my ability and knowledge

read as follows : " ATTORNEY GENERAL'S OFFICE . GUATEMALA

C.A.

HONORABLE FIRST JUDGE OF FIRST INSTANCE OF PENAK

INSTRUCTION . ACTION No. 3773-91. 5th , Service Officer .

THE ATTORNEY GENERAL'S OFFICE makes reference to the above

indicated action which contains an accusation as consequence

1

of the buying and selling of three Sikor sky helicopters. We

appear pursuant to the following :

FACTS

1. That on September twenty of the current year ,
tbt

accusation to prosecute was presented by this institutions

duly identified ut -supra . on number VII ) of 'the

corresponding resolution , it determines a deadline of EIGHT

DAYS to expand on its petition on the following : " ist . ) .

tam
cartoonerisa

Le EFRAINPE !!!! FCILLOS HORTS

LEGAL ' 11 " ** ?KETBR

SWORN TRANSLATO
R

Rog 03-87
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Name of the per son or . per.sons whom it accuses on the buying

and selling of three Sikorsky helicopters" , to inat respect ;

the following persons are accused : a ) MILTON DAVID CEREZO

c )

GARCIA , 6 ) JOSE FRANCISCO VALDEZ BOCANEGRA , Aka , JOSE

FRANCISCO VALDEZ , MAURICIO CORONADO LARA , JNTHER

ISMAIL BILBEISI ; e ) LOUIS CHARLES ALTEMAR , Aka LUIS ALTEMAR ;.

f ) SANDRA GIOVANA DURAN DE MARI ; g ) HECTOR ALEJANDRO' GRAMAJO

MORALES , h ) MARCO ANTONIO VARGAS ESPINOZA , i ) MARCO VINICIO

CEREZO AREVALO , j ) ROBERTO MATA GALVEZ ; k ) JESUS ALBERTO

COPPO GAYOSO ....... As for the second item , that in order to

arrive to the finalization of the transaction (contract of

buying and selling ) Mur a mainly its legalInternational ,

instructionrepresentatives , following
of Munther Ismail

Bilbeisi , of Jordanian or igin , paid series of

commissions ...... such declaration may be established on the

for
annexed documentation . As the third 'iteņ , we annex the

original , copies , certifications, and legalized photocopies

which will be used as basis to deepen the investigation , as

well'as their respective translations . As for the fourth

item , it is not possible to annexed the present due to the

fact that are working on its translation . However , we

mass media publications of the country , and Time

Magazine dated June twenty four of the current year on a non

annex the

legal translation ,

As for the fifth item , as of the moment we only know the
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addresses of the following individuals : JESUS ALBERTO COPRO

GAYOSO , in Geneva , Switzerland at 1 Place des Florent'inesa

1204 or at octava calle seis guion cero seis Zone one cetto

Street 6-06 Zone 1 ) Suite four hundred and five

city ; LOUIS CHARLES AL TEMAR may be located at his residence

at eleven fifty ( 1150 ) , NW ' Seventy Second (72nd) ; Avenu

Miami Florida thirty three thousand one hundred twenty

( 33126 ) United States of America. As for the sixth item ,

makes reference to the expedient , which was annexed to the

accusation ) besides the ones being presented on this writ

and , as for the testimonial" evidence , they are beina

presented on this extension . and, as for the seventhtitem

on this brief are presenting the details referredijo ;

seventh .

LEGAL BASIS

The precept of
the

penal adjective which makes

intervention of the Attorney '' General's Office

proceeds of public action ... as well as the exercise of the

corresponding punitive action . Likewise , the
judge

own asmove at his initiative , essential subjectiu

investigation . He will prove and establish the facts seeking

coincidence between the historical truth and the formal

juridical and he shall resolve, according to the judicial

records .... Likewise , the judge's shall , within the proces

issue measures that may not be specifically

arhite
LL . EFRAINROAD

TECI
LLOS

MORALN ,

LEGA
L 1.59

..KI
TBR

SWOR
N
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-

mentioned by the law which may be according to law ' for a

better fulfillment of the jurisdiction , and , finally , it is

of concern of this Office to promote the action of justice

when it concerns the public interest and order . Articles :
.

16 , 38 , 125 of the Penal Code ; 24 number three of Decree

number 512 of the Congress of the Republic

PETITION

1. To häve as presented this brief , annexing , it to the

:

previous .

II . To have as motioned the
intervention of the Attorney

every · act' that beGeneral's Office , carrying out may

necessary for the clarification of the act that was timely

denounced ;

III . To have the petition formulated on the denouncement

brief as extended , having fulfilled the requirements

requested on the resolution dated September twenty of the

current year , with the exception of what was requiered on

item four , due to the reasons presented on the factual item

of this brief .

IV . To continue notifying this · institution ,' whatsoever

resolution at the mentioned address on the accusation.dated

September . eighteenth of the current year .

LAW

Laws and articles : 251 of the Political Constitution of the

Republic of Guatemala; 11 , 18 , 19 , 24 , 25 , 26 , 30, 31 , 32 ,
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36 , 39 , 41 , 44 , 49 , 53 , 54 , 60 , 63 , 68 , 73 , 100 , 124,

130 , 173 , 181 , 220 , 216 , 244 , 246 , 260 , 253, 258 , 270 , 271

.

.

273 , 275 , 279, 290 , 292 , 293 , 297 , 305 , 311 , 315 , 318,3320

335 , 336 , 337 , 340 , 342, 354 , 356 , 404 , of the Penal Code )

24 , 25 and 26 of Decree 512 of the Congress of the Republika

9 , 50 , 51 , 52 , 57 , se of the Judicial organism Law .

ANNEXED A DUPLICATE AND THREE COPIES OF THIS BRIEF AS WELL

AS THREE COPIES OF THE ANNEXED DOCUMENTS . Guatemala, osters

4 1991 . José Antonio López Mendoza , · Attorney : Head of the

1

1

Controller Section . "

END OF TRANSLATION

IN WITNESS THEREOF , and at the request of interested part

for the legal uses they may deem convenient , and without

assuming any responsibility whatsoever for the contents

the translated document ' I Hereby ' issue this sworn nece

translation contained in three' page ( s ) .- IN THE

GUATEMALA , ON THE NINTH DAY OF THE MONTH OF OCTOBER NINETEEN

::

HUNDRED NINETY ONE .

arran
italthHHHHH

Lk. EFRAIN 9233TO VALLECILLOS MORALES

;

LLG: L INTERPRITER

SWORN TRANSLATOR

Reg . 02-87
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PROCURADURIA GENERAL DE LA NACION

MINISTERIO PUBLICO

GUATEMALA , C. A.

SEÑOR SUEZ PRIMERO DE PRIMERA INSTANCIA PENAL DE INSTRUCCION :

2 PROCESO No. 3773.91 OFICIAL :. 5to
.

EL MINISTERIO PUBLICO , se refiere al proceso arriba. Identifica

4 do y que contiene denuncia como consecuencia de la compraven .

5 ta de tres Helicópteros Sikorsky. Respetuosamente, comparece

6 de conformidad con los siguientes ,
AL

7 HECHOS:

8 I.- Con fecha veinte de septiembre del año en curso , so le dió

9 trámite a la denuncia presentada por esta Institución debida

10 mente identificada ut - supra . ' En el numeral VII) de la resolus

11 sión correspondiente , se pija al Ministerio Público el impro

12 rrogable plazo de OCHO DIAS para que amplio su solicitud en

13 los siguientes puntos : " lo . ) Nombre de la persona o personas

14 a quienes sindica por la compra de tres helicópteros Sikorsky.!|

15 al respecto ge , sindican a las siguientes personas : a) MILTON :

16 DAVID CEREZO GARCIA , b ) JOSE FRANCISCO VALDEZ BOCANEGRA O JOSE

17 FRANCISCO VALDEZ , c ) MAURICIO CORONADO LARA; d) MUNTHER ISMAIL

BILBEISI; e ) LOUIS CHARLES AL TEMAR O LUIS AL TEMAR ; P ) SANDRA:18

19 GIOVANA DURAN DE MARI ; 9 ) HECTOR ALEJANDRO GRAMAJO MORALES ,

20 h ) MARÇO ANTONIO VARGAS ESPINOZA ; 1 ) MARCO VINICIO CEREZO ARE

21 VALO 1) ROBERTO MATA GALVEZ; k ) JESUS ALBERTO COPPO GAYOSO..

22 En cuanto al punto 20. , se consigna que para arribar a la pl.

2
3

nalización de la negociación ( contrato de compraventa ) se dies

24 con_pac_parte de la fompañía Mura International, Sociedad Ano

25 nima, principalmente sus representantes legales , obedeciendo
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2008 )

26 kinstrucciones del señor de ot19en Jordano , Munther Ionail Bil .

27 beisi, una serie de provendas, comisiones en lo que a que

28 de establecer con la documentación que se acompaña . „En relari
c

29 çión al punto 30.) so acompañan originales , copias certifica

30 das y fotocopias. ledalizadas, de los i documentos que sirven do
.

3
1 base para profundizar en la investigación , además con los res

32 pectivas traduccionas. En cuanto al punto 40. ). por el momento

33 no es posible, acompañar la misma, en virtud de que se está "

34 trabajando en la respectiva traducción , sin embargo 88 acompa

3s nan las publicaciones de los medios de comunicación social del

36 país , y de la Revista TIME del veinticuatro de : junio del año

37 en curso en traducción simple .

38 En relación al punto 50. ) , por el momento únicamente . 88 cono

39 cen las direcciones de las siguientes personas : JESUS ALBERTO

40 COPPO GAYOSO , en Ginebra Suiza en 1 Place des Florentines ,

41 1204 o en octava calle seis guión cero 8818 de la zona uno , of

42 cina cuatrocientos cinco de esta ciudad ; LOUIS CHARLES ALTEMAR

puede ser localizado en su residencia situada en once cincuen

44 ta (1150 ) Ni setentides ( 72 ) Ave Miami Florida treinta y tres

45 el ciento veintiseis ( 33126) Estados Unidos de América En

46 cuanto al punto 60. ) se refiere al expediente (que se acompañó

47 a la denuncia ) más las que por este memorial se están aportan

48 do ye en cuanto a las evidencias testimoniales , SB están apore

49 tando en esta ampliación tales evidencias . Y finalmente en

50 cuanto al punto 70. ) en este acto jo están aportando y acom
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:, :

26 morial de denuncia , teniéndose para el efecto por cumplidos lo

27 requisitos exigidos en resolución de Pecha veinto do soptiombs

28 del año en curso, a excepción de lo requerido en el punto cues

29 Hender las razones invocadas en el apartado páctico de este a

jo memorial ;

31 IV.- Que se citen a las personas mencionadas en el cuerpo de

se laste memorial, para recibir sus declaraciones en la forma que

lal Juez considere pertinente , y por acompañado los documentos33

34 adjuntos .

1s V.- Que se continue notificando a esta Institución , 'cuanta ro

6 solución se dicte en el lugar señalado en la denuncia de fecha

dieciocho de septiembre del presente año.7

3 CITA DE LEYES :

Leyes citadas y artículos : 251 de la Constitución Política del

la República de Guatemala ; 11,18,19,24 , 25 , 26 , 30 , 31, 32 , 36 , 39 ,1 .

41,44,49 ,53, 54,60,63,68,73,100,124,128,130,173,181,210,216,244)

: 246,260,253,258,270,271,273, 275, 279, 290 , 292, 293, 297,305,311,.

315, 318 , 333 , 335 , 336 , 337 , 340 , 342 ,354 ,356,404 del Código Proce

1

sal Penal ; 24 , 25 , y 26 del Decreto 512 del Congreso de la Repú

blica ; 9,50,51,52,57 , 58 de la Ley del Organismo Judicial.

VAN DUPLICARO_Y_IRES_COPIAS DEL PRESENTE MEMORIAL , ASI COMO DU

PLICA20 Y TRES COPIAS DE LOS DOCUMENTOS ACOMPAÑADOS.

Guatemala 4 de Octubre de 1,991

Lic . José Antonio Lóp .

Jefe de laSec! de

undoza

calla .
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I , EFRAIN ROBERTO VALLECILLOS MORALES , SWORN LEGAL

TRANSLATOR , duly author ized in the Republic of Guatemala to

translate from the English language into the Spanish

language , pursuant to Ministerial Resolution number three ,

dated January eight nineteen hundred eighty seven , GIVING TO

SUCH TRANSLATIONS PUBLIC FAITH AND LEGAL VALUE , DO HEREBY

CERTIFY ; To have had at sight a document written in the

Spanish language , contained in two page ( s ) ; said document

corresponds to an ARREST ORDER . The contents of said

document faithfully translated by me into the English
.

language to the best of my ability and knowledge read as

follows : " ATTORNEY GENERAL'S OFFICE AGENCY , Guatemala , C.A.

BRIEF No. 92-91 . Puerto Barrios , Izabal , September 12 , 1991 .

Carlos Alberto Alvarez Lopez , . Attorney . · Head of Controller
.

Section of The Attorney General's Office . Guatemala .

I Hereby annex copy of order of arrest issued by Judge First

of First Instance of Sentence of this city , which is dated

September 2 of the current year against the accused : ISMAEL

MUNTHER BILBEISIE or MUNTHER BILBEISIE , accused of SMUGGLING

AGAINST THE PUBLIC TREASURY PERTAINING TO CUSTOMS . Said

proceeding was initialized due to a complaint presented by

this institution before the Second Tribunal of First

Instance of instruction of this city , but due to inhibition

of the same it was sent to the First Tribunal of

First Instance and it in turn sent it to be accumulated to
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the other proceedings previously initiated . With nothing

more to add , sincerely , ( illegible signature ) , Manuel

Al fonso Ramirez Villeda ,

Attorney . Agent of the Attorney General's Office . ( There

appears the impression of a rubber stamp which reads ) :

" Secretaryship . of the Attorney General's Office . September

19 , 1991. Time : 14 hours and 30 minutes . Registry : A-0146 . "

( The second page reads ) : " Puerto Barrios , September 2 , 1991 .

To : Chief of the National Police . , To : General Director of

Public Finance Guard , To : Chiefs and sub -Chiefs of the

National Police and Public Finance Guard . CIRCULAR LETTER TO

ALL THE REPUBLIC . No. 140-91 . Secretary , RADUA ISMAEL

MUNTHER BILBEISIE , Aka MUNTHER BILBEISIE , Aka MUNTHER ISMAIL

BILBEISI , from Tampa Florida , United States of America :

Charge : SMUGGLING AGAINST PUBLIC TREASURY PERTAINING TO

CUSTOMS AND TAX EVASION . Presented before a Court where the

process is being handled ; avoiding all kinds of oppression .

IN

1

.

( illegible signature ) , ( illegible ) . END OF TRANSLATION .

WITNESS THEREOF , and at the request of interested party , for

the legal 'uses they may deem convenient , and without

assuming any responsibility whatsoever for the contents of

the translated document I Hereby issue this sworn legal

translation contained in two page ( s ) . IN THE CITY OF

GUATEMALA , ON THE NINTH DAY OF THE MONTH OF OCTOBER HUNDRED

1

NINETY ONE . Laurontlaw
Lice. EFRAIN R. BER'I !! LECILLOS MORAIS

LEGAL INTORPR & TBR

SWORN TRANSLATOR

Res 03-87
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PROCURADURIA GENERAL DE LA NACION

MINISTERIO PUBLICO

QUATEMALA , C. A.

of IC10 No. 92-91 : - :

Puerto Barrios , Izabal, 12 de Septiembre de 1,991.

Licenc fados

arlos Alberto Alva rol López

Jate de laSecciondeFisca i la del

Ministerio Público.

Guatemala

Atentamente me dirijo a usted con la finalidad de

12 juntarle al presente , la copia de la captura ordenada por el Juz.

gado Prime ro de Primera Instancia de Sentencia de esta ciudad , la

cual tiene fecha 2 del mes de Septiembre del corriente año , en con

tre del sindicado , ISMAEL MUNTHER BILBE IS IE O MUNTHER BILBE IS 18 ,

por los delitos de CONTRABANDO A LA HACIENDA PUBLICA EN EL RAMO DE

ADUANAS ; dicho proceso se inic 16 por querella presentada por esta

Institución ante el Juzga do Segundo de Primera instancia de Instruc

ción de esta ciudad , pero por Inhibitoria del mismo se curs 6 & 1

Juzgado de Primera Instancia y és te lo mando acumular a los otros

procesos ya iniciados con anterioridad . -

Sin otro particular , & provecho la oportunidad pere

suscribirme de us ted como su a tento y seguro servidor..

U
X
I
L

MI
NI
ST
ER
IO

o
1
1
9
0
0

Allefonillda

Piper

cenciado , Mayer Aufonso Horrez Killeda.

Agente Auxiliar de Ministerio Público ,

Secretaria delMinisterioPúblico

Gual

อ”

R
u
p
i
b
i
i
c
a a

m
a
l
a
s

19 SET. 1991

ןויקנ

Ales 1.4

Registin awe .

Minuks
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F
R
E
I
T
O

Priprto Esir tos septiemp du 1996
3. SET1991Citattu

Al Dosuctor Coneral de la Policea Haodonal ,

As proclor General do la Guardig de lladdenda,

Ao Jofooy aub Jatoa do In Pallada Hoosional y cuerdla do ladonda ,

CIMUAZ A 100A LA FRUTTICA

on 1600 - ador RALUA ISMAEL IANUOJI MILIASIS O HALL

110 % ? DIE O 110.06 HALL MATIST , Chinario Torpe Floriday Este ,

doo Usos llorto Andrica; Valitor CONTRABNTXO A LA ILANILIJA ILICA DIE

PANO AUNIN Y LVIWILII DES IIQ'US100 par holdilo pangulo dispoeldia

" oute 7150 dusic ta ? 200 PICCOs circa ucal tenir clau de telefon

منمهنننام،الام.

Felicca
-

co ikiiluWilzu LOQI PATZ

هنانکدمو#ةبوقباهنمةياصم

Cell
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hours andbeginning ,. at thirteen forty five minutes . Well

aware of its legal effects , object , he ratifies it , signs it

with the under signed
Attest . ( There appear

illegible signatures ) , ( Stamp ) " Nery Orellana Leiva , general

who three

Secretary . ( There appears the impression of rubber stamp

which reads ) : " ATTORNEY GENERAL'S OFFICE . Controllers

Section ,

END OF TRANSLATION

IN WITNESS THEREOF , and : at the request of interested party ,

andfor the legal uses they may deem convenient , without

assuming any responsibility whatsoever for the contents of

the translated document I Hereby issue this sworn legal

translation contained in three page ( s ) . .IN THE CITY OF

GUATEMALA , ON THE TENTH DAY OF THE MONTH OF OCTOBER NINETEEN

HUNDRED NINETY ONE .

ammisa
l

Lic . EFRAIN R , LC8 . ; :: STILLOS MORALES

LEGAL INTERPRETBR

SWORN TRANSLATOR

Roc 02-87
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I , EFRAIN ROBERTO VALLECILLOS MORALES , SWORN LEGAL

TRANSLATOR , duly authorized in the Republic of Guatemala to

translate from the English language into the Spanish

language , pursuant to Ministerial Resolution number three ,

dated January eight . nineteen hundred eighty seven , GIVING TO

SUCH TRANSLATIONS PUBLIC FAITH AND LEGAL VALUE , DO HEREBY

CERTIFY : TO have had at
sight document written in the

Spanish language , contained in two page ( s ) ; said document

corresponds to an AFFIDAVIT . The contents of said document

faithfully translated by me into the English language to the

best of my ability and knowledge read as follows :

" ATTORNEY GENERAL'S OFFICE .. GUATEMALA , C.A.
In the City of

Guatemala on September fourth nineteen hundred ninety one ,

at eleven hour 5 and twenty minutes appear before the

Attorney General's Office at its headquarters , located

dieciocho calle diez guion treinta y seis de la zona uno of

the City , before the Head of the Controllers Section , José

Antonio López Mendoza , Attorney and General Secretary Nery

Orellana Leiva , Louis Charles Altemar , with the purpose of

making known to this Institution the following facts and

circumstances . Being duly sworn to tell only the truth , and

having offered to do so . He has been advised of the

penalties ior per jury . He declares to be the person named

above , married ,
a

businessman , ' from Haiti, of the United

States citizenship , with residence at bleven fifty 1150 NW

I alatthISh

Lie EFRAIN ROBERTO VALLECILLOS MORALS

LEGAL 11 : * !.RTER

SWORN TANSLA
TOR

Reg 02.87
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Seventy second ( 72nd ) Ave. , Miami Florida 33126 . He

identifies himself with his passport issued by the Agency in

Miami , United States of America number Zero - four - zero - one

zero - zero - eight - zero - zero- (040100800 ) , document that was had

at sight and immediately returned to him . FIRST : He declares

that for any proceeding he may be called to attest through

the U.S. Assistant Attorney , Andres Rivero , ' before a Court

of the united States for the Southern District of Florida ,

Dade County . SECOND : He declares that it is of his free will

to declare that in the year nineteen hundred eighty five ,

in the month of November , Munther Ismail Bilbeisi hired him1

to act as a pilot and messenger , during which time he

traveled through Central America
following orders from

Bilbeisi , with the purpose of paying coffee accounts in

Honduras and Guatemala . in Honduras
the payments were made

to Carlos Dubón , a business man ,
as well as to Andara Flores

who is business in Comayagua. The purpose of thosea man

payments was for tax evasion in general in the Republic of

Honduras . As to Guatemala , in nineteen hundred eighty six

he also paid high sums of money ; approximately over two

million dollars to the following persons : Wallace Papadopolo

and Arnoldo Esquivel López who are Guatemalan nationals , he

aalso had knowledge of transfer for the amount Six

hundred thirty eight thousand dollars that Bilbeisi and his

company coffee Inc. made on behalf of COIESA , International
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Representation Company ,
said amounts were for the

exportation of Guatemalan coffee
which was smuggled from

Guatemala to the United States of America , whose purpose was

to evade taxes and making it
appear as being Salvador ian

coffee.in transit using for payment the Bank of Credit, and

Commerce International ( BCCI ) which had knowledge of the

smuggling transaction that Coffee Inc. and Bilbeisi were

doing . This bank offered its banking system and its banking

operations , cashiers cheques , and letters of credit to carry

out the illegal operations . He continues declaring that
the

coffee smuggled from Guatemala is the same Bilbeiii clarite

to Lloyds London a fraudulent claim . THIRD : On

relation to the transaction of three helicopters Sikorsky he

wishes to attest the following : That in
the year nineteen

hundred eighty six through him , ' The government of Guatemala

needed military equipment , and Bilbeisi told him that he hec

military equipment . The Sikorsky company had informed him in

the United States تا America , he knew that the military

1

equipment was in Jordan and the person attesting looked for

the ex Consul Mauricio Eduardo Coronado in Miami who let him

krow about the military and civilian contacts in the

Guatemala .Republic He also knew that
1

the ey Consul

became in contact with Gener al Mata Galvez , General

Alejandro Gramajo , the former president f the Republic

Vinicio Cerezo . That in nineteen hundred eighty seven ,
in

1

arrstre 1

.Lic. EFRAIN L.
...OS MORALES

LEGAL ' iraTER

SWORN TRANSLATOR
1

1
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July , General Gramajo author ized with his signature for

sevaral Guatemalan military officers travel to Jordan to

check eighteen helicopters and sixteen airplanes , fourteen F

five A and two F five B , d . However President Cerezo was to

contract the buying of twelve F dash five A ( F-SA ) , and four
.

aF dash five B ( F-5B ) aircraft , pursuant to brief dated

January twenty nineteen hundred eighty eight addressed to

Mura International, whose proprietor Bilbeisi .is He

indicated former President Cerezo that he wanted half of the

payment in coffee and hair in cash because the first offer

from Bilbeisi to Cerezo was a total finance for the military

equipment which he was not able to fulfill at the moment of

the closing of
the deal and the President did not accept

those conditions . In
this situation , due to the problems

that arose , Milton Cerezo intervened and Bilbeisi appointed

Alberto Coppo Gayoso as Vice-President International for

Mura International , granted him all power to do business in

Guatemala specifically the selling of the military

equipment , having negotiated only three Sikorsky helicopters

for the amount of five million one hundred seventy five .

thousand Dollars , but it shoes in the affidavit taken from

Bilbeisi that
the real price was approximately two million

; and a half . At the time Milton Cerezo was General Director

of Immigration , that the Bank of Guatemala and the Major

Office of the Army had to have influence in the taking of
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the decision of the
transaction according to Alberto Coppo

Gayoso telling him that he had the sufficient force to bribe

high members of the Guatemal an Army ; gover.nmental officers

and officers at the Bank of Guatemala ; and that in the year

nineteen hundred eighty eight
the contract of the

transaction of three helicopters was signed between the

Major Office of the Army and Alberto Coppo Gayoso , Mauricio

Eduardo Coronado and himself . After signing
the contract

Mauricio Coronado and the person hereby declaring were fired

by Bilbeisi , leaving Alberto Coppo Gayoso in charge of the

negotiations with orders to carry the transactions to an end

granting him power bribe high military and civilian

officers for that transaction and a following one that was

to be carried out . Likewise he declares that Alberto Coppo

Gayoso knows exactly whom
he bribed . The person declaring

says that he received a note and documents which were

presented by Bilbeisi's lawyers in that proceeding filed in

a Federal Court of the United States which show proof of the

payments and bribes done by Bilbeisi and Coppo . FOURTH : · The

presence of the person declar ing in Guatemala is with the

.

purpose of clearing
his name and his situation , besides

telling the truth as to how everything about . Thesecame

declarations may be ratified by Bilbeisi because they compiy

with the truth . With nothing more to add , this affidavit

comes to a close at the same place and date mentioned at the

1
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En la ciudad de Guatemala el dla cuatro de septiembre demim

2 novecientos noventa y uno , siendo las honce horas con veinte

3 Inutos
comparecen ante las Oficinas que ocupa la Procuradurta

General de la Nación y Jefatura del Ministerio Público , situa

das en dieciocho calle , diez guión treinta y seis de lazona u
S

6 no de esta capital en presencia del Jefe de la Sección de Fis

calía , Licenciado José A_ntonio López Mendoza y Secretario Ge7و
ا
ن

E
C
C
I
O
N

& neral Nery Orellana Leiva , el señor Louis Charles Altemar , con

U
N
I
V

9 el objeto de hacer del conocimiento de la Institución los he

10 chos y circunstancias siguientes. A continuación se procede

de la siguiente manera , previamente protestado para que en el

12 curso de la presente diligencia se condueza -ca con solo la ver

is dad , asi ofereció hacerlo haciendosele saber las penas corres

ia pondientes establecidas en la ley sustantiva penal, en caso

faltare a la verdad y manifiesta llamarse como quedó indicado15

porce

de cuarenta y siete años de edad , casado, hombre de negocios,

H
o
m
e

originario de Haití , de nacionalidad de los Estados Unidos delTraining

h
e

A_mérica , con residencia en once cincuenta (1150 ) NW setenti

19 dos (72 ) Ave Miami Florida trenta y tres mil ciento veintisei?

20 (33126 ) Estados Unidos de América , se identifican con el pasac
u
n
d

e
l
n
y

O
r
e
l
l
a
n
a

L
o
i
r
e M

E
N
D
O

O
m
n
i

21 porte extendido por la Agencia de MIAMI Estados Unidos de Amé!

22 rica numero cero -cuatro -cero -uno -cero --cero -ocho -cero -cero

23 (040100800 ) , documento que se tuvo a la vista y que inmediata !

24 mente le fue devuelto . PRIMERA : Manifiesta que para cualqui .

actuación o diligencia pueden ser llamado a declarar por me25
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!
aio de Assistant u.s. Attorney, Andres Rivero , anto un juez de

.. !

la Corte United States District Court For the Southern Distrid

u t of Florida County of Dade.
SEGUNDO : Continua manifestando

"!me,!ܢܢ:ri܇܃

que es su deseo libre y expontaneo declarar que en el añode

i

s
o mil novecientos ochenta y cinco en el mes de noviembre , el

señor Munther Ismael Bilbeisi lo contrató para ejercer labores31

32 de piloto y mensajero , en cuya oportunidad viajaba a Centro

33 América por ordenes del referido Bilbeisi , con el objeto de

sa pagar las cuentas de café en la República de Honduras y Guate.

35
mala . En Honduras se hacían los pagos a Carlos Dubón comer

so ciante , así como también al señor Andara Flores, quien es co

17 merciante en Comayagua , el objeto de esos pagos era para eva

10 dir impuestos en general en la República de Honduras . En re

59 lación a la República de Guatemala , en el año de milnovecien

10 tos ochenta y seis también efectuo pagos por altas sumas de

dinero ,), aproximadamente por pas de dos millones de dolares a

12 las siguientes personas: Wallace Papadopolo y Arnoldo Esqui

13 vel López quienes son cludadanos guatemaltecos , además tuvo

in conocimiento de una transferencia de seiscientos treinta y o

is cho mil dolares que el señor Bilbeisi y su compania Coffee In

corponated hizo a COIRSA , comercial internacional de represent

taciones sociedad anónima , dichos pagos fueron para exporta

ción de café guatemalteco ha el cual fue contrabandiado de

19 Guatemala a los Estados Unidos de América , pues el objeto era

0 evasión de imnuestos fiscales y además vardo 7 aparoiencia
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de ser café salvadoreño en tránsito utilizando para los efece

tos de pago al Banco de Crédito y Comercio Internacional (BCCI

192

el cual tenía completamente conocimiento del negocio de contra

bando que efectuaba la compañía Coffee Incorponated y Bilbe 161

s y el cual le facilitaba suş sistema bancario y operaciones abar

6 carias con cheque de caja transferencias bancarias y cartas de

créditos para efectuar las operaciones ilegales Asi mismo

e continua manifestando que estos cafeses contrabandiado de Gua .

tenala son los mismos en el cual el señor Bilbeisi reclama a

10 la compañía Lloyds of London en un reclamo fraudulento . TER

CERO: Continua manifestando que en relación a una compra efed11

tuada en Guatemala de tres helicópteros Sykoskies desea decla .12
1
3

rar lo siguiente: En el año de mil novecientos ochenta y seis

b
j
o

por medio de su persona o sea el declarante, que la República

P
U
B
U
C
A

M
I
N
I
S
T
E
R
I
O

E
C
C
I
O
N C
A
L
O
N

9
.

G
u
a
l
e
r

de Guatemala necesitaba equipo militar , y el señor Bilbeisi

16 le dijo que tenía equipo militar , la compañía Sykoskies se 310
Por

había informado en Estados Unidos de América, teniendo conoci .A
I
T
E
I
L
E

miento que el equipo nilitar estaba en Jordania y el declaran

19 te buscó al ex consul Mauricio Eduardo Coronado en Miami. quien

20 le manifestó los contactos on militares y civiles en la Repús

blioa de Guatemala , tuvo conocimiento también que el ex consú21

meaning
h
p

M
u
l
l
a
n
s

K
C
R
E
T
A
R
I
O

G
E
R
A
L

mencionado contacto con el Ceperal Mata Gálvez , el General- A22

23 lejandro Grama jo , el ex presidente de la República Vinicio ce

24 rezo . Que en mil novecientos ochenta y siete, mes de julio,

el Gorfa General Grama jo autorizó con su firma para cue variosi
25
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Loriclales militares guatemaltecos fueran a chequear a Jordani

zt dieciocho helicopteros y dieciseis aviones , catorce' F cinco A

i

20 y dos F cinco B , d , sin embargo el presidente Cerezo iba con

2
0

tratar la compra de doce aviones F guión cinco A (P - SA ) y cua

3
0 tro aviones F guión cinco B (F -5B ) , conforme oficio dirigido

/enero /

de fecha veinte de / fobporo de mil novecientos ochenta y ocho

se dirigido a Mura International, cuyo dueño es Bildeist , éste 16

31

33 indicó al ex presidente Cerezo que quería el pago mitad en ca

so mitad en efective porque su primer oferta por parte del

3S señor Bilbeisi al ex presidente Cerezo fue financiamiento to

tal para el equipo militar el cual no pudo cuaplir en el momer

17 to de cerrar el negocio y el pro ex predsidente no aceptó esas

> condiciones En esta situación ya intervino por los proble

>9 mas que se habían sucitado en la negociación , los señores Mil

10 tón Cerezo y nombró Bilbeisi al señor Alberto Coppo Gayoso cos

mo/

ni wice presidente internacional de Mura International Sociedad

12 Anónima , dandole todos los poderes para negociar en Guatemala

la venta deequipo militar , habiendose negociado solamente tres

in helicopteros Sykoskies por un total de cinco millones ciento

15 setenta y cinco mil dolares pero que aparece en la declaración

e burada del señor Bilbeisi que el precio real era de aproxima

17 damente de dos sillones y medio .
Estando el señor Vio. Milton

Cerezo Director General de Migración , continua manifestando

19 el declarante que como tenía que influir en la desición de la

o

compra_21 Estado Mayor del Ejército y el Banco de Guatemala
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según Alberto Coppo Gayoso indicandole éste que el tenía la

3:31:19 ... ESJILOTELLIT

a fuerza suficiente para sobornarlo a altos militares de Guate
OJOS

s mala funcionarios de Gobierno y funcionarios del Banco de Gua

0 : 9

temala ; y en el año de mil novecientos ochenta y ocho se fire

mó el contrato de la compra de los tres helicópteros entre elS

30

Estado Mayor del Ejército y Alberto Coppo Gayoso , Mauricio E6

7 duardo Coronado y el declarante. Después de haber firmado el

contrato Mauricio Coronado y el declarante fueron retirados

por Bilbeisi, dejando a Alberto Coppo al frente de las negocia

ciones con ordenes de llevar el negocio a un fin dandole pode
10

-

res para sobornar a los funcionarios militares y civiles para

anti

esa compra y otra posterior que se había de llevar a cabo , as112

mismo manifiesta el declarante que Alberto Coppo Gayoso sabe13

1
4 exactamente a que personas sobornó , el declarante manifiesta

15 que él recibió una nota y documentos los cuales fueron intro

1
6

ducidos por los abogados de Bilbeisi en el caso que se lleva

en la Corte Federal de Estados Unidos los cuales muestran la's17

1
8

pruebas de pagos y sobornos hechos por Bilbeisi y Coppo ,

CUARTO : La presencia del declarante en Guatemala es con el
19

20 objeto de aclarar su nombre y su situación , además decir la

2
1

verdad de como sucedieron todos los hechos , todas estas decla

raciones pueden ser ratificadas por Bilbeisi por que se ajus
22

23 tan a la verdad . No habiendo que hacer constar más en la pre

24 sente diligencia, se da por finalizada la misma en el lugar V

25 fecha al principio indicado, cuando son las trece horas con
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26 cuarenta y cinco minutos . Enterado el compareciente de los

Ala ratifica /

efectos legales, objeto , firma juntamente con los infrascritos
27

20 que de todo lo relacionado dan fe . Testado : h , ca , e , n , n , ha ,

29 le, $ .en ,Genra, febrero ,pre ,d ,vice, Omítase. Entrelineas : ene

30 ro ,mo . Léase. Entrelineado : la ratifica , léase.

31

Second
32

SER
IO

Cop
t

3
0

P
U
B
U
C
O

33 Alone

lefruel

"ISCALOOL34

celana

BERTILSTEIN
35

tay Ouellond Leiva
SECRETARIO GENERAL

36

57

39

o

41

42

3

45
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!

0
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Mr. WINER.Did youalso bring with you today an opening statement ?

Mr. Valls. Yes, he did . It is in Spanish.

Mr. WINER. Is everything in that opening statement true and correct ?

Mr. AMAYA (as translated by Mr. Valls ). Yes, it is .

Mr. WINER. I'd like to introduce that into the record at this time.

[ The information referred to follows:)

p
o
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Mi nombre es Fernando Ramon Marin Amaya , soy salvadoreno de

nacimiento pero guatemalteco naturalizado , estoy establecido en

Guatemala desde hace mas de quince anos , estoy casado , tengo tres

hijos y de profesion soy Abogado y Notario inscrito legalmente en

el Colegio de Abogados de Guatemala . Actualmente tengo una oficina

Asociada de ^ Abogados y Notarios con otros 3 companeros mas con los

cuales trabajamos independientemente en el ejercicio de la

profesion . “ Estoy actualmente trabajando con el Procurador General

de la Nacion en la investigacion de varios casos en la seccion de

Fiscalia de y es por ello que me encuentro en este salon con el

objeto de dar una explicacion en nombre y representacion del senor

Procurador General de la Nacion con en relacion al caso del BCCI Y

SU CONEXION CON GUATEMALA .

En 1986 en la Republica de Guatemala durante los meses de MARZO ,

ABRIL , MAYO Y JUNIO , se realizaron exportaciones ilegales de cafe

por aproximadamente 15,900 sacos , los cuales fueron exportados a

USA pero
con apariencia de exportacion hacia terceros paises ,

haciendo aparecer dicho cafe como de origen salvadoreno y no

guatemalteco con el proposito de evitar el pago de impuestos de

exportacion y el control de divisas del mismo .

El BCCI facilito las operaciones de contrabando de cafe al haber

prestado sus servicios al Senor Munther Ismael Bilbeisi y sus

companias asociadas ( entre ellas Coffe INC . and Mura Internacional)

que nunca fueron inscritas legalmente en registro alguno en

1

1
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Guatemala para operar .

Todas las operaciones ilegales de cafe fueron financiadas al senor

Bilbeisi con fondos del BCCI por medio de pagos de cheques de caja

asi como transferencias bancarias a diversas personas , companias ,

personal de aduanas y fabricantes de falsa documentacion .

Todo ello sirvio con el objeto de evitar el control de inscripcion

en los registros nacionales de exportadores de cafe , Banco Central

de Guatemala y Ministerio de Finanzas Publicas con el objeto de

evitar el control de las exportaciones de cafe . Como Ustedes sabran

el control de las exportaciones de cafe es obligatorio ya que es la

principal fuente de riquezas de Guatemala de ingresos de divisas en

dolares de los Estados Unido de America .

En estas exportaciones ilicitas amparadas bajo la sombra del BCCI ,

el Gobierno de Guatemala perdio en concepto de impuestos las suma

aproximadamente de $800000 y en concepto de ingreso de divisas la

suma $4000000 no obteniendo ningun beneficio economico pese a que

el cafe era de origen guatemalteco lo cual quedo demostrado con

documentacion escrita que las autoridades competentes salvadorenas

encargadas de las exportaciones de cafe han desmentido que el mismo

sea de procedencia salvadorena y en los registros aduanales no

existe documentacion alguna ya que la misma se falsifico

completamente .

2
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Por estas
exportaciones ilegales de

cafe el Gobierno de la

Republica de Guatemala por medio del Procurador General de la

Nacion ha iniciado acciones judiciales en contra de los

responsables , es decir contra Munther Ismael Bilbeisi asi como los

complices en dichas operaciones ilegales , ademas en contra de su

compania COFFE INC> LA CUAL ES EL UNICO PROPIETARIO Y que

utilizo en las exportaciones ilegales de cafe .

DE

En estos juicios mencionados se ha llegado obtener la detencion de

algunas personas principalmente guatemaltecas quienes han sido

declaradas culpables por las sindicasiones penales hechas en contra

de ellos y ademas existe una orden de arresto en contra del senor

Bilbeisi por evasion de impuestos y defraudacion en el Ramo de

Aduanas ; ademas el Ministerio de Finanzas Publicas ( Del Tesoro) ha

concluido en una primera parte la orden legal del pago de impuestos

por las exportaciones ilegales de cafe y existe una orden de cobro

en contra de Coffe Inc .; asi como actualmente se ha terminado de

hacer la investigacion de un adendum del total de cafe exportado

ilegalmente para lo cual saldra una nueva orden de cobro en contra

de dicha compania .

El Gobierno de Guatemala tiene interes en recuperar los impuestos

y las divisas dejadas de ingresar al pais y prueba de ello es que

ha hecho ya contactos con el consul Honorario de Guatemala en

Jordania para que investigue el patrimonio de Bilbeisi y se pueda

llegar al cobro de lo que dicho senor debe a nuestro pais . Pero
!

3
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ademas esta estudiando la posibilidad de iniciar en los Estados

Unidos de America un juicio en contra del BCCI por la complicidad

en las transaccciones ilegalesa ya mencionadas
.

Pero el problema con el BCCI no llega hasta ahi sino que trasciende

a mas ; actualmente el Procurador General de la Nacion : Licenciado

Acisclo Valladares Molina ha iniciado proceso criminal en contra de

la entidad MURA INTERNATIONAL S.A , propiedad del senor Bilbeisi

asi como contra otras personas por la compraventa de 3 Helicopteros

aSikorsky que dicha compania vendio nuestro pais ; dichos

helicopteros son de manufactura americana y fueron comprados por

intermedio de la compania Mura Internacional a la Real Fuerza Aerea

de Jordania .

La negociacion de dicho equipo de aviacion fue financiada por un

banco en Estados Unidos de America , usando al BCCI como banco

intermediario con el objeto de facilitar la operacion ya que asi lo

exigia el senor Bilbeisi y en consecuencia esconder al Gobierno de

los Estados Unidos de America la transaccion , ya que este Gobierno

no habia dado el visto bueno ( aprobacion ) a la venta .

En dicha negociacion segun lo ha explicado el Procurador General de

la Nacion y con prueba que el tiene en su poder se soborno ( pago

comisiones indebidas ) a oficiales militares y funcionarios publicos

de esa epoca .
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En esta fecha como precedente unico en la Historia del pais , la

Procuradoria General de la Nacion por medio de su Procurador

General ha iniciado juicios criminales en contra de altos jefes

militares ( el ex-Ministro de la Defensa Nacional y el ex- Jefe del

Estado Mayor Presidencial ) asi como contra el ex - Presidente de la

Republica de Guatemala y su hermano , ademas de otras personas por

estar involucradas en la negociacion de los ya mencionados

helicopteros ; pagos indebidos que se hicieron atraves del BCCI por

medio de cheques de gerencia asi como por transferencias bancarias

hacia OTROS bancos y hacia terceras personas por ordenes del senor

Bilbeisi.No puedo dejar de explicar que este juicio y otros han

causado ya en el pais mucha conmocion asi como desconcierto y que

estan marcando un precedente
en la administracion del actual

Presidente en su lucha contra la impunidad .

Pero la relacion con el BCCI no termina ahi sino que en 1988 dicho

Banco fue acreedor de Guatemala ya que el mismo le dio la suma de

30 MILLONES
de dolares para pago de la balanza de pagos del

Gobierno de Turno , es decir fue un prestamo puente que utilizo el

Gobierno para satisfacer ciertas necesidades economicas de la

epoca . Pero si bien es cierto que fue una operacion bancaria

normal , dicho Banco pese a haber avalado y apadrinado operaciones

ilegales de exportaciones de cafe , se beneficio con la comision

bancaria que el Gobierno le tuvo que pagar cuando le dio el

prestamo Hecho inmoral porque ya habia ocasionado anteriormente.

un dano al Gobierno de Guatemala .

5
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CONCLUSIONES :

1. Sabiendo de antemano el Departamento de Aduanas de los Estados

Unidos de America desde el ano de 1983 de las actividades ilegales

que el senor Bilbeisi realizaba personalmente asi como con sus

companias ,
en donde especificamente se habia descubierto el

contrabano de cafe , NO AVISO NI PUSO EN SOBREAVISO DICHAS

OPERACIONES ILEGALES Y ES MAS SOPORTO QUE EL CAFE INGRESARA A ESTE

PAIS , PERJUDICANDO CON ELLO A LOS GOBIERNOS DE GUATEMALA , EL

SALVADOR HONDURAS Y PANAMA que han sufrido igual situacion y con.

ello dichos gobiernos perdieron pago de impuestos e ingresos de

divisas del producto nacional primero de exportacion , o
sea el

1

cafe .

2. Ademas el Gobierno de los Estados Unidos de America sabia de las

actividades ilicitas del senor Bilbeisi en cuanto a la venta de

armas y no obstante no puso sobreaviso al Gobierno de Guatemala de

la no conveniencia de la negociacion del equipo de manufactura

americana ya que estaba disenado para usarse en Jordania y no en

Guatemala que cuentan con una topografia totalmente distinta asi

como del hecho en si que dentro del equipo que se estaba vendiendo

se incluia equipo de uso restringido .

3. En todas las actividades ilicitas realizadas estaba detras el

BCCI y dicho banco tambien ya era investigado y sabia de antemano

el Gobierno de los Estados Unidos de las actividades ilegales que

el ya mencionado Banco realizaba .

6
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4. Ahora nos preguntamos porque un pais como Guatemala que necesita

de ingreso de divisas y de impuestos debe salir perjudicado de

actividades ilicitas realizadas por terceras personas y no haber

recibido la ayuda necesaria del Gobierno de los Estados Unidos de

America poniendo sobreaviso al otro de que tipo de personas e

instituciones eran las ya mencionadas ..

5. No seria mejor que el Gobierno de este pais compensara de alguna

manera el olvido consciente o no que realizo y el cual perjudico

enormemente a Guatemala o bien tomara en cuenta esta situacion a la

hora de dar como por ejemplo ayuda economica a Jordania o bien al

momento de exigir el cumplimiento de acuerdos internacionales en

nuestro pais .

6. Guatemala , es respetuosa de los convenios internacionales , pero

al mismo tiempo ha visto como el hermano mayor de las Americas ha

violado sus propias leyes y esto ha ocasionado un dano irreparable

a nuestro pais ya que impuestos y divisas se han perdido por una

omision de ayuda oportuna .

7 . Guatemala atraviesa una situacion economica bastante dificil

pero ello no es motivo para que se le pueda brindar una ayuda en

cualquier momento , y si este olvido es motivo para que el Gobierno

de los Estados Unidos de America pueda remediarlo , nuestro pais

esta esperando una respuesta al respecto , un acuerdo de libre

comercio , una condonacion de la deuda externa o por lo menos el

pago de los impuestos y divisas que se se dejaron de percibir .
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Mr. WINER. Are there any other documents you want to put before this Subcom

mittee at this time?

Mr. Valls. Not really, because the document he has here is incomplete, and it

will be completed this week . So he could introduce this and then send you the rest

of it, if you want.

Mr. WINER. I think what we'll do is we'll leave the record open , and the subcom

mittee will accept any additional documents that you wish to send the subcommit

tee on behalf of theinvestigating committee of the Government of Guatemala, and

make them part of the final record of the subcommittee.

Mr. VALLS . OK.

Mr. WINER. We very much appreciate you coming up here . This is very helpful to

With that, the deposition concludes today. But before we conclude, I have been

reminded by the Court Reporter that the Translator was not sworn . Since we are

relying on theaccuracy of his translations, it would be appropriate to swear him as

well, which we are now going to do.

Do you solemnly swear that each translation you have provided to this Subcom

mittee today has been true and correct to the best of your abilities and knowledge ?

Mr. Valls. I do.

Mr. WINER . Thank you very much.

[Whereupon, at 12:55, the subcommittee adjourned, to reconvene

at 10:04 a.m. , October 22, 1991.]

us .
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NARCOTICS AND FOREIGN POLICY

IMPLICATIONS OF THE BCCI AFFAIR

TUESDAY, OCTOBER 22, 1991

U.S. SENATE ,

SUBCOMMITTEE ON TERRORISM , NARCOTICS, AND

INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.

The subcommittee met, pursuant to notice, at 10:04 a.m. in room

SH-216, Hart Senate Office Building, Hon. John F. Kerry (chair

man of the subcommittee) presiding.

Present: Senators Kerry , Simon , Pressler, and Brown .

Senator KERRY. The hearing of the subcommittee on Terrorism,

Narcotics and International Operations will come to order.

Today we are conducting our sixth in a series ofhearings on the

affair . Our witness today is a 13-year veteran and one of the top

officers of BCCI in the United States, Mr. Abdur Sakhia.

Mr. Sakhia is going to be followed tomorrow by Mr. Bert Lance.

Let me just correct, for those of you following this. It will not com

mence at 9 a.m.. It will commence at 10 a.m. tomorrow . The hear

ing on Thursday will still remain at 9 a.m.. In the Thursday hear

ing, Mr. Lance will be followed by Messrs. Clifford and Altman .

Then on Friday the CIA and the State Department will testify re

garding their experiences with BCCI.

Mr. Sakhia resigned from BCCI in 1989. He was once head of

BCCI's Miami office and he was responsible for handling the Carib

bean for BCCI. He also headed BCCI's coordination committee in

the United States, something we will hear about in the course of

testimony, a committee that dealt specifically with BCCI's expan
sion efforts in this country.

In addition , he held other important jobs that he will describe for

BCCI, both in New York and London . He is a highly trained

banker fromPakistan, and Mr. Sakhia has personal direct knowl

edge of all of the major figures, or almost all of the major figures,

in and around the BCCIscandal, including BCCI's former chief,

Mr. Agha Hassan Abedi, the creator of BCCI, and the number two

man at BCCI, Swaleh Naqvi.

He in addition, will have knowledge regarding important front

men for BCCI, like Mr. Gaith Pharaon and others,as well as

knowledge of the interrelationship between BCCI and First Ameri

can and National Bank of Georgia .

During his years at BCCI, Mr. Sakhia not only met with many of

the world's chief central bankers, but he was part of an effort to

(493)
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cultivate important political figures in the United States and

around the world, including numbers of heads of state.

He will testify today about BCCI's efforts to specifically cultivate

favor with those individuals, as well as payoffsthat were made to

some of these officials . He will also testify about his knowledge,

personal knowledge, of BCCI's involvement in the Iran -Contra

affair.

He will also testify about their plans for growth in the United

States and how he at least perceived the relationship to First

American and the National Bank of Georgia.

He will testify about strategy meetings at the bank in which

BCCI discussed what it woulddo to try to prevent disclosure of

many of the things that it was doing, particular the activities

which people weretrying to shed light on after the indictment in

Florida for drug money laundering. And he will discuss even ef

forts to try to prevent this subcommittee from reaching the truth

with respect to those matters.

Mr. Sakhia, I welcome you to the committee , and before I swear

you in I want to turn tomy colleague. But I do want to make it

clear for the record that Mr. Sakhia is appearing here voluntarily,

without subpoena, and that he has also provided assistance to a

number of law enforcement agencies, including the Manhattan dis

trict attorney and the Justice Department here in Washington , and

we will discuss that at the opening of his testimony.

Before I turn to swear you in, Mr. Sakhia , let me turn to my

ranking member and colleague in this effort, Senator Brown from

Colorado.

Senator BROWN. Mr. Chairman , let me thank you for your efforts

in this light. Mr. Sakhia provides a vital link of information, not

only about BCCI's operation , but the knowledge that others must

have had about that operation. I believe his testimony today is

going to give this committee a deep understanding, a far better un

derstanding, of how .. this operation worked and how it moved for
ward.

It in effect provides a critical link for us in seeing how the tenta

cles of BCCI spread and how their operations worked. So I look for

ward with you to today's testimonyandthe information that I be

lieve will come forward .

Senator KERRY. Thank you very much , Senator Brown.

TESTIMONY OF ABDUR SAKHIA, FORMER BCCI OFFICIAL;

ACCOMPANIED BY MARK P. SCHNAPP , ESQ ., COUNSEL

Senator KERRY. Mr. Sakhia, could I ask you please to stand and

raise your right hand.

Do you swear to tell the truth, the whole truth , and nothing but

the truth , so help you God ?

Mr. SAKHIA. I do.

Senator KERRY. Would you state your full name for the record,

please.

Could you pull that microphone a little bit closer, if you could

get it very close. It works a lot better when it's close.

And if you could identify your counsel who is with you here.
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Mr. SCHNAPP . Senator, my name is Mark Schnapp . I'm from the

Miami firm of Greenberg, Charg. If I might address the members of

the committee for a few moments before Mr. Sakhia begins his tes

timony.

Senator KERRY. Absolutely.

Mr. SCHNAPP. Thank you .

Mr. Chairman , Senator Brown: Mr. Sakhia appears here today as

a witness and a victim of a massive scandal involving BCCI. When

he left the bank, and that was in 1990 , he was the head of global

marketing, based in London. Prior to that , he had been head of the

United States region, up until August 1989 .

When I say that Mr. Sakhia is a victim of the fraud, he is a man

who devoted his life to the development of this bank, along with

many others. He's a man who will tell you that the bank was not

only a job, it was a culture , and he'll explain that to this commit

tee . And he is a man whose career has essentially been ruined by

his association with that bank, as have many others who worked

for that bank over the years.

Mr. Sakhia is one of the few who has remained behind in the

United States to answer the questions of this committee and the

many law enforcement agencies and regulators that have questions

about what happened. He has appeared before agencies within the

Department of Justice, before the Manhattan district attorney's

office, and now he appears before the Senate.

The result is he's been harassed by BCCI former officials. There

have been threats on Mr. Sakhia. Now he's in a situation where

regulators, including the New York State Banking Authority, are

threatening to take away his home.

Before we move on to the next scandal of the nineties , I think

it's important that people who work for a bank , particularly a

Third World bank, be able to speak to committees such as this one

and let the United States people know what this has done to their

lives.

Mr. Sakhia, as many others who worked for the bank, will live

with the stigma of this bank forever. It will make it difficult for

him and many others to seek employment after this is all done.

Mr. Sakhia is here to tell you about his experience with the

bank, how it's affected his life, and with the hope that this will

never happen again . At this point Mr. Sakhia is here to answer

any questions this committee may have.

Senator KERRY. Thank you very much, Mr. Schnapp. We appreci

ate that and I think it is certainly the committee's intention to try

to understand the personal aspects of this as well as the regulatory

and legislative and banking and other aspects of it, and I think

that helps to shed a considerable amount of light on it .

Mr. Sakhia, before I proceed to address a series of questions to

you and to try to draw this story out, let me first of all just ask

you . You have said that you appear here voluntarily, is that cor

rect ?

Mr. SAKHIA . Yes.

Senator KERRY. And you have also appeared specifically before

what law enforcement jurisdictions?
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Mr. SAKHIA . I have appeared before Manhattan district attorney

and three different branches of the Justice Department- Washing

ton , Atlanta , and Tampa.

Senator KERRY. Before grand juries in all cases ?

Mr. SAKHIA . No, sir. InWashington I appeared before the grand

jury, but I had discussions with the attorney's office in Tampa and

in Atlanta.

Senator KERRY . And in New York you appeared before the grand

jury of the district attorney's office ?

Mr. SAKHIA . Yes, sir. And I've had long periods of time, I spent a

lot of time with the Federal Reserve Bank in New York.

Senator KERRY. And in each case have you given sworn testimo

ny?

Mr. SAKHIA . Yes, sir, I have.

Senator KERRY. So this is approximately the fifth time that you

will appear to give sworn testimony?
Mr. SAKHIA. Yes, sir.

Senator KERRY. This is the first time that you have appeared in

public to give such testimony, is that accurate ?

Mr. SAKHIA. Yes, sir .

Mr. SCHNAPP. Senator, perhaps I can clarify something. On those

appearances where he was called to testify before a grand jury, he

has given sworn statements. In the interviews with the FBI orU.S.

attorney's office , I don't believe on each occasion it was under oath ,

but it was essentially the same matters that were covered.

Mr. SAKHIA . Yes, that's correct.

Senator KERRY. And clearly, because you are with counsel here

and you have appeared before these other bodies, you do not need

any explanation as to what it means to testify under the pain and

penalties of perjury; is that accurate ?

Mr. SAKHIA . Yes.

Senator KERRY. But I do remind you, because I want the public

to understand, that you testify today recognizing that, and that

anything you were to say here that might differ from any of the

testimony you have given previously under oath could subject you

to that penalty.And you understand that , don't you?

Mr. SAKHIA . Yes, sir, I do.

Senator KERRY. Recognizing that, let me also ask you: Do you at

this time have any agreements other than immunity ? Are there

any agreements for protection, any agreements for monetary

award ,any other kinds of agreements which have induced you to

testify ?

Mr. Sakhia . No, sir.

Senator_KERRY. Now, if I may, I'd like to just have you talk a

little bit . Do you have an opening statement you want tomake ?

Mr. SAKHIA. Yes, sir, I have.

Senator KERRY. Then let's just let you do that, and then we'll

proceed to ask questions.

Mr. Sakhia. Mr. Chairman, Senator Brown: It is an honor and

privilege to be here before this body for someone of my humble

background. Thank you for giving me this opportunity.

Before I respond and we go into questions and answers, I would

like to say a few words . Sir,volumes have been said and written in

different forums, before various committees, grand juries, and by
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the media. I have heard masterful articulations by top politicians,

brilliant attorneys, very competent officials and executives.

In this regard , I am a man of modest education and training. But

what I will say will be honest, forthright, and simple. I do not have

the ability to articulate in a manner that others have .

Much untruth and half- truth has been revealed in both official

inquiries and in the news media. I have seen all this with great

pain and anguish . I'm happy to note, sir, that for a long period you

have been in search of truth and have attempted to get to the

bottom of this tragedy, and therefore I consider this as a privilege

to be here before you.

The reason for my pain and anguish is that no forum , no legisla

tive body, no law enforcement body, nor any media, has paid atten

tion to the silent victims of this conspiracy. Any discussion of this

tragedy must include discussion of thousands of innocent employ

ees , both in this country and around the world.

Mr. Chairman , I have personally cooperated , as you said before,

with various law enforcement, regulatory, and legislative bodies,

both in this country and elsewhere. I have also directed and guided

them where I wasable to . This cooperation has put me and my

family in physical danger. There have been attempts to falsely im

plicate me in wrongdoings. Others have conspired so that myself

and some colleagueslost jobs which we lost after leaving BCCI.

Sir, I come from the Third World. I grew up there, Iwas educat

ed there. We learned there that if you are raped or burgled are

victim of other crimes, you do not report it to the authorities. You

suffer in silence, because as a victim you are raped by the law all

over again .

Mr. Chairman, the regulators in New York State, after extract

ing cooperation for over a year, are threatening to not only take

away my home, but the lawyers have attempted to threaten me

and saythat, if I was to bring a lawsuit , this would create this

would cause me great discomfort.

Mr. Chairman , I am not afraid of the truth and I cannot silently

walk away from my home. I am afraid , sir, that the approaches

may be different in the Third World and this world, but the results

are the same. You either suffer in silence or face the consequences

twice.

BCCI is a tragedy of immense magnitude. The victims are deposi

tors all over the world, 14,000 staff in 73 countries . The reserves of

many nations have totally or partially disappeared.

But, sir, the players were few : European directors, a handful of

Middle Easternbusinessmen or middlemen, a handful of executives

from the subcontinent, one firm of auditors , and high-priced Ameri

can lobbyists and lawyers, the principal regulator, Bank of Eng

land . All of them must be made accountable.

I have heard a lot about the ro . of Mr. Abedi and some of his

associates. They must most certainly be brought to book .

I'm aware of some investigation on the role of so -called Washing

ton lawyers and some Middle Eastern middlemen, but I have not

heard of any criticism of the European directors, who enriched

themselves for many, manyyears,

I am also surprised, and I should say even shocked and horrified ,

at the total lack of accountability ofPrice Waterhouse, who bear
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the primary, if not the sole, responsibility. They have been com

pletely negligent, incompetent, and possibly, possibly corrupt and

an accomplice in the fraud.

BCCI's tragedy seems to be remote to this forum and to many in

this country because the bulk of the victims are far away and only

a few of us, like myself, are U.S. taxpayers. But sir, if a tragedy

like BCCI is to be avoided in the future, then firms like PriceWa

terhouse should be brought to justice. So should the directors of the

bank, who were beneficiaries for so long, and all the Middle East

ern middlemen. The Gokul group, the Gulf group, should also be

brought to the book.

So also the role of Bank ofEngland has been no less contributory

to the tragedy . I am sympathetic with the victims in Britain , who

say that the Bank of England has been more racist and has done

more harm to Asians in Britain than the National Front would

have ever been able to . The Bank of England for years was aware

of a lot of things and they kept quiet.

I would also like to take this opportunity to thank all the State

and Federal regulators who have given us the opportunity to do

business in this country and who helped us and guided us in good

times and in difficult times. I apologize to them for being the

source of embarrassment.

I also wish to convey my apology to the government and ruler of

Abu Dhabi for that my senior colleagues betrayed their trust. My

only regret is that, in this regard, their representative was prevent

ed by Mr. Naqvi and Mr. Zafariq Wal when I wanted to meet him

before leaving the bank.

I once again thank you, sir , for this opportunity and assure you

of honest and sincere cooperation . I request you to use your good

offices to mitigate the sufferings of innocent victims, the staff of

BCCI in this country and elsewhere.

Thank you, sir.

Senator KERRY. Thank you very much, Mr. Sakhia .

Senator Simon has joined us . Do you have an opening statement,
Senator?

Senator Simon . I do not . Thank you, Mr. Chairman.

Senator KERRY. Mr. Sakhia, let me try to build the record here,

if we can , and introduce you to a public that doesn't really have

any senseof who you are, where you come from , and how youcame

to be in the position you're nowin . So let's go back a little bit in

time, if we may.

Tell us a little bit about yourself. Where were you born ?

Mr. Sakhia . Sir, I was born in a small town in India and at the

age of six I migrated to Pakistan , in 1947. I had my initial educa

tion in Pakistan , where I had a college degree.

Senator KERRY. What were you trained in?

Mr. SAKHIA. I was trained in science . I had majored in chemistry.

Senator KERRY. Where did you go to college?

Mr. Sakhia. Initially I went, my first degree in college was from

Pakistan , in Karachi. Subsequently, after a year of working in

Pakistan in a bank called United Bank, I was transferred to

London, when I had a further education in West London College in
London .

Senator KERRY . What did you study in London ?
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Mr. SAKHIA. I studied business management, systems, corporate

planning, everything to do with management, because I didn't have
any formal management education before.

Senator KERRY . What was your job in London at that time?

Mr. SAKHIA . I was working for United Bank as an officer in

London .

Senator KERRY. What year are we talking about?

Mr. SAKHIA . From 1964 to 1966 .

In 1966, I went back to Pakistan with United Bank. I had a

series of quick promotions. I had started as a junior trainee in

1963. By 1969 I was assistant vice president. My gross emoluments

had multiplied about 12 times in 6 years.

In 1969 I left United Bank and I joined Management Association ,

which in cooperation with Ford Foundation of the United States

was setting up management consultancy and training services in

Pakistan .

Senator KERRY. Where was that based ?

Mr. SAKHIA . It was based in-it was to be based in Karachi, but I

had training in Turkey for several months, then in the U.K. , and

then I traveled to Europe where other consultancies were operat

ing. This was all sponsored andpaid for by Ford Foundation .

Senator KERRY . So the Ford Foundation paid for your consul

tancy education , in a sense, or your consultancy work?

Mr. SAKHIA. Myconsultancy education.

I returned to Pakistan in early 1971 , but things had dramatically

changed in Pakistan with the war between Bangladesh and Paki

stan , andalso the socialist government had taken over toward the
end of 1971.

Senator KERRY. Mr. Sakhia, let me ask you one thing. Sometimes

your sentences are trailing off a little bit, and if you could just

keep speaking right into the microphone I think it would be help
ful.

Mr. SAKHIA . All right, sir.

I continued with this consultancy organization , the Management

Association , until November 1973 , when the Government of Paki

stan requisitioned my services and Iwas made an advisor to the

government for the National Bank of Pakistan .

Senator KERRY. Is that the time when Mr. Abedi's bank was

closed or nationalized by the government?

Mr. SAKHIA . Well, about two months before the nationalization I

joined the government as an advisor.

Senator KERRY. As an advisor to the government ?

Mr. SAKHIA . As an advisor to the Government of Pakistan, specif

ically for National Bank of Pakistan .

I stayed as an advisor until late 1974, when they asked me to go

to Saudi Arabia to start a joint venture between the National Bank

of Pakistan and the Saudibusinessmen . I spent almost 242 years in

Saudi Arabia as an advisor and I foundeda bank called Bank Al

Jizira .

Senator KERRY.How do you spell that ?

Mr. SAKHIA. A - l- J -i -z - i- r- a. This was the first joint venture bank

in Saudi Arabia .

Duringmy stay in Saudi Arabia, Mr. Abedi contacted me several

times and once I met him in London, in about September or Octo
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ber 1976. At that time I was contemplating to move from Saudi

Arabia because I had small children and

Senator KERRY. Who did you know Mr. Abedi to be at that time?

Had you met him at any time previously?

Mr. SAKHIA. Yes, sir . Between 1963 and 1969 I worked for United

Bank and Mr. Abedi was the president of Mr. Abedi.

Senator KERRY. So you came to know him in the course of your
employment for the National Bank?

Mr. SAKHIA. For United Bank, my first job.

Senator KERRY. United Bank. And howclosely did you work with

Mr. Abedi at the bank, United Bank?

Mr. Sakhia. Well, sir, I was fairly junior. Hewas the president

and I was a trainee, but he used to invite us for meetings every

couple of weeks, every month , to see how our training was going

and how we were performing.

And then I had, as I mentioned, a meteoric rise in that bank and

I came into the executive corridors within 5 years of my employ

ment. So at that time he became aware of who I was and what I

was doing.

Senator KERRY. And it's fair to say that Mr. Abedi thought

enough of you, based on that earlier exposure, that he wanted to

get you involved with his subsequent banking effort?

Mr. SAKHIA . Yes, sir .

Senator KERRY. That inquiry took place in Saudi Arabia, is that

correct?

Mr. SAKHIA. Yes, sir .

Senator KERRY. Then what happened?

Mr. Sakhia. So finally I joined BCCI in January 1977. I was

based in London , England, from 1977 to about spring of 1979. In

spring of 1979, I moved to Canada. At that time BCCI had a fi

nance company in Canada called BCCI, Inc

Senator KERRY. Go ahead .

Mr. Sakhia. Which had only one office, in Toronto . I stayed in

BCCI Canada for 2 years . We filed an application to convert the fi

nance company into a commercial bank and we grew from one

office to four offices and our size multiplied about ten times in

assets or eleven times in assets.

In mid-1981 I was asked to move from Canada to London , back to

London , or to go to Tokyo rep office or to go to Panama, and at

that point I resigned from the bank because I did not want to move

fromCanada.

Incidentally, I'm a citizen of Canada, although I am a resident

alien in the United States .

At that time Mr. Abedi brought in a lot of pressure on me and

said we were a family and in a family we cannot divorce, we

cannot separate, our association is for life. He agreed to send me to

work on some acquisitions and expansion ofthe bank and, al

though I was still based in Canada and my family was in Canada,

but I traveled to Spain, Brazil , Jamaica, Florida, to either file new

applications for thebank or acquire banksor investment banks.

Senator KERRY . We're talking about 1980?

Mr. Sakhia . 1981 , second half of 1981 .

In February 1982, Mr. Abedi asked me to go to Florida provision

ally to help set up both the regional office for Latin America and
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Caribbean and also set up an agency in Miami. I stayed in Miami

from early 1982 to early 1987. In those 5 years, BCCI became the

second largest foreign bank in the State of Florida .

We haddeveloped offices in Jamaica, Barbados, Bahamas, Trini

dad, and our footing by that time was $850 million and we were

making $17 millionin profit peryear.

In March 1987, I moved to New York to start what was then

called United States region. All the offices in the United States,

that is in New York, California, Washington, Chicago, Houston,

came under my jurisdiction .

Senator KERRY. Whatyear, now, and what month?

Mr. SAKHIA . Spring of 1987, March -April 1987 .

Senator KERRY. In the spring 1987, you had oversight responsibil

ities for all of BCCI in theUnited States ?

Mr. SAKHIA. Except for Florida .

Senator KERRY. Except for Florida.

Mr. SAKHIA . Florida was part of Latin American region.

Senator KERRY. Let me just ask now , prior to that , I think we'll

get into this a little bit later, but prior to that in your role as the

regional manager in Miami

Mr. SAKHIA . Yes, sir.

Senator KERRY. — you had occasion from 1981 on to have a signifi

cant series of meetings in New York and elsewhere , London, re

garding BCCI's operations generally in the United States, didn't

you?

Mr. SAKHIA. Yes, sir, that's correct.

Senator KERRY. OK.

Mr. SAKHIA. From spring 1987 to about March 1989, I was the

general manager , based in New York. In March 1989, I moved to

London to continue overseeing U.S. operations until about July

1989. In August 1989, I was again promoted, as the head of market

| ing for BCC group, which wasoperating in 73 countries.

Senator KERRY. Just to put this in a context, you moved to

London in 1989 and the indictment of BCCI Florida for money

laundering was in October 1988 ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. So you were still in this country for a significant

period of the initial response to the indictment?

Mr. SAKHIA. Yes, sir, that's correct. I was the seniormost BCC

man in the United States.

Senator KERRY. Senior man at that time .

Mr. SAKHIA . I was the seniormost at that time in the United

States.

From March 1989 — from August 1989 to April 1990, I was head

of global marketing, which means I was controlling the marketing

operation in73 countries, an asset base of $24 billion .

In May 1989, we tried to resign from the bank, which I'm sure

we will go more into details later on, and ultimately I left the bank

in July 1990.

Senator KERRY. Now , just as an overview here before we start

getting into specifics of why you left and what happened, let me
| just askyou some questions in sort of broad overview ofthis. I'd

ask you for a yes or no answer.
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1

Did BCCI during the time that you were involved with it engage

in money laundering ?

Mr. SAKHIA. Well, BCCI was indicted , yes, but I wasn't aware

until the indictment. I had a general feeling that BCCI would be a

tragedy waiting to happen .

Senator KERRY. But you now know and have evidence that it did

engage in that, is that correct?

Mr. SAKHIA. Yes, sir .

Senator KERRY. And you had fears about that when the purchase

was made of the banks in Colombia, is that correct ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. And you made that known to leading officials
within the bank, did you not ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. And there was some discussion of the potential

for that to takeplace, was there not ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. And notwithstanding that, that purchase took
place, didn't it?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Now , with respect to payoffs, did BCCI make

payoffs to public officials ?

Mr. SAKHIA . Well, I have heard a lot and I have enough knowl

edge, but not firsthand knowledge, but we had enough gossip in the

bank and there was a lot of evidence.

Senator KERRY. We're going to go into this in greater detail.

There is direct evidence, is there not, of checks being made out to

certain individuals?

Mr. SAKHIA . Well, when we come to the checks maybe, it may be

appropriate to discuss at that time.

Mr. SCHNAPP . Senator, perhapsI can interject. Some of the infor
mation that Mr. Sakhia had at the time that these events were oc

curring might have been through gossip, and I think that'swhat

he's trying to say. Some of what he had heard as gossip or rumor

or even his own suspicions were later confirmed by things like the

indictment of BCCI in Tampa.

Senator KERRY. I understand. We want to try to be very careful

here to, obviously, separate gossip from fact and not to wind up

smearing anybody as a consequence of some sort of offhand com
ment.

But what I do want to do is draw the picture of your concerns

and of the internal discussions in the bank and ofwhat you ob

served which later you saw come to be confirmed by specific docu

ments and evidence. So while you may not have had firsthand evi

dence of it at a specific moment a number of years ago, you have

come now to understand it as a matter of fact.

Mr. SAKHIA . Yes, sir.

Senator KERRY. That's what I'm asking you .

Mr. SakhiA . That's correct.

Senator KERRY. And as a matter of fact, you know now from doc
uments and firsthand evidence that there was money laundering,

accurate ?

Mr. Saksia. Yes, sir .
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Senator KERRY. And as a matter of fact, you know that BCCI hid

the ownership, did it not, of the National Bank of Georgia?

Mr. SAKHIA. Well, I don't know whether BCCI or its directors or

its management hid , because within the management of the bank

it was very commonly known as one and the same bank. So if it

was hid, it was hid by the front menor the lawyers, because within

BCC we never considered that as a different entity . It was one and

the same entity to us.

Senator KERRY. Well, we'll get into that in a little greater detail .

What about, did BCCI hide evidence or falsify evidence with re

spect to ownership issues ?

Mr. SAKHIA. Again , now , again with hindsight, it appears that

they hid the ownership from the authorities . My impression at that

time was that the authorities were aware of and this was an ar

rangement with the authorities, because we used to openly meet,

we'd openly correct, we openly operated as one institution .

Senator KERRY. And that institution was ?

Mr. SAKHIA. National Bank of Georgia -First American Bank.

Senator KERRY. We're going to gointo that in some detail .

When you left the bank in 1990, did the bank or did anyone take

anyactions against you at that time?

Mr. SAKHIA . All of us who were leaving from the senior positions ,

each of us was threatened in a different way. I was threatened that

if I went back to the United States and sued the bank or any of the

officials, I would be implicated through the firm of Clifford &

Warnke into drug money laundering .

Senator KERRY. Who threatened you with that? Who said that to

you ?

Mr. SAKHIA . This came from the office of Mr. Swaleh Naqvi.

Senator KERRY. Mr. Naqvi.

Mr. SAKHIA . He didn't tell me personally, but he conveyed it to

me in a typical BCCI culture

Senator KERRY. Explain this typical BCCI culture . I mean , how

did this get conveyed to you?

Mr. SAKHIA. We used to have a meeting with our British lawyers

in my apartment in London . Mr. Massir Rehman, who has testified

here before, and five other general managers, we used to meet

every evening with our attorneys in my apartment in London .

One day while — in an apartment building you cannot enter

unless somebody lets you in from the main entrance of the building

and then I have to open my door. But while we are in a meeting,

one verysenior man of our ranking from Mr. Naqvi's division came

straight into my apartment, and Iwas surprised at how he entered

the building and how he entered my apartment.

Later on he said: You are being foolish to take on the bank and

the government of Abu Dhabi, and so on. You should be concerned

that you were the topmost BCC man and it is very easy to impli

cate you into a drug case.

I told him that in the defense of BCCI in the drug case all my

papers andmyprocedures were used to defend the bank, that here

is what Mr. Sakhia had done, who was the seniormost BCC man in

| the United States, so BCC is not responsible. How can you turn

around, the same thing, and say that Mr. Sakhia is responsible
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when you , in your defense of the bank, you were saying that Mr.

Sakhia had done everything to prevent money laundering?

So I said: Well, I'll take my chances; I will go back to the United

States because, the reach of the United States, I cannot hide any

where in the world; if I'm guilty, I will have to deal with it. So I
came back to United States.

Surprisingly enough, I landed in New York in the first week of

August at about 10 p.m. , and at that time we were living in a very
small, temporary apartment in New York City . Because our home

was rented, I was living in a temporary apartment where nobody

knew, because my wife had just moved 3 days before.

But BCC knewwhere I was and when I was coming back . Within

a few hours, the very early hours of the morning, Iwas contacted

by Manhattan district attorney. There's no way they would have

known unless somebody from BCCI had tipped where I was and

when I was coming.

So I contacted my attorneys and I went up - front with the lan

hattan district attorney and said : Look , I would like to , I will coop

erate with you in every way you can every way I can. And I came
to - got later on the immunities, et cetera .

But this continued on telephones for several days, both my

family, my parents in Pakistan , ourselves, that if we cannot get

you physically we'll get you implicated in a lot of wrongdoings, be

cause you have beenthere thefront man all along. I said I'll take

my chances, but they keep on threatening like that.

Senator KERRY. Now, in 1982 you testify that you left Canada

and came to the United States, correct?

Mr. SAKHIA. Yes, sir .

Senator KERRY. When you came to the United Statesin 1982 as a

regional manager, what was your understanding of BCCI's holdings

in the United States?

Mr. Sakhia. Letme correct you, sir. I came — I was not regional

general manager. I came as someone to just set up things. I was

not confirmed until spring of 1984 as the regional general manag

er .

Senator KERRY. OK.

Mr. Saksia . So I was provisionally here . Let me just correct it

for the record .

Senator KERRY. Fair enough, I stand corrected .

When you came in 1982 to do the process of setting it up

Mr. SAKHIA . Yes, sir.

Senator KERRY [continuing . ) What did you think you were deal

ing with ? What were the entities that you were operating as a base

for BCCI?

Mr. SAKHIA . BCCI's own offices were in San Francisco and Miami

as agencies . At that time BCCI owned National Bank of Georgia

and it was in process of completing the acquisition of what was

then Financial General , whichwas later

Senator KERRY. Financial General Bankshares.

Mr. Sakhia. Yes, sir.

Senator KERRY. And Financial General Bankshares became sub

sequently First American Bankshares

Mr. SAKHIA. Yes, sir.

Senator KERRY [continuing. ) Is that accurate?
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Mr. SAKHIA . Yes, sir.

Senator KERRY. And Financial General Bankshares' acquisition

process was being handled at that time by whom?

Mr. SAKHIA. From London it was being handled by Mr. Naqvi

and Mr. Abedi, but they used to be assisted also by Mr. Shahid, Mr.
Shahid Jamil, in various aspects.

When there was the side acquisition of the branches of Bankers

Trust in New York, this was first being seen as an acquisition by

BCCI, and from London and Miami I had done lots of work on that.

But later on the Bankers Trust was acquired — the branches of

Bankers Trust were acquired by First American .

Senator KERRY. What was your — you said a moment ago that

BCCI when you camein here, it was your understanding that they

were in the process of buying First American, then Financial Gen

eral Bankshares ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. How do you know they were in the process of

buying it ? What makes you say BCCI was buying it?

Mr. SAKHIA . Because in any management discussions, in any dis

cussions on our future in the United States, we would think of

three entities — BCCI, National Bank of Georgia, First American,

then Financial General - in the same breath . Who would be going

where, who would work in which entity, what area of business will

be handled by which entity, allocation of businesses, markets, geo

graphical territories, all took place as if this was one entity .

Senator KERRY. Describe that in greater detail , if you will . You

say these discussions took place in great frequency about who was

going to go where within all of these banks?
Mr. SAKHIA . Yes, sir .

Senator KERRY. So you in BCCI would actually sit there and

meet and have a discussion about who would go to National Bank

of Georgia or who would go to First American, is that accurate ?

Mr. SAKHIA . Yes, sir.

Senator KERRY. When did those discussions begin of that nature?

Mr. SAKHIA. Well , I was involved in these processes from almost

late 1981. As I mentioned a moment ago, there was an acquisition

of Bankers Trust branches, and we had still not formulated wheth

er they would be acquired by BCCI, whether we will incorporate a

separate entity, whether they will become part of the New York
bank of First American .

So all of these discussions came up from late 1981 on an ongoing

basis until the last I was there in BCCI in the U.S. , almost mid

1988. So all the policies of the U.S. were discussed continuously .

Senator KERRY. Would these discussions take place at interna

tional meetings as well as at local meetings?

Mr. SAKHIA. In BCCI, let me again distinguish, there used to be

meetings andconferences. The conferences would be on an interna

tional scale, but the subject matters like acquisitions and so on

would not be discussed inconferences. These would be discussed in

the specific management meetings, and only those people who

would be concerned would be asked to participate in those meet

ings.

Senator KERRY. Now, what I want to do, Mr. Sakhia, is try and

flesh out a bit what you have just told us , which is really at the
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center of much of the controversy that we face right now. I know it

takes a little bit of time, but I want to draw you out in greater

detail about specific steps you took and specific events that took

place over the period of time, over the period 1981 , 1982, when you

came here, through the indictment and subsequent controversy

that has emerged.

So let me turn for a moment, if I can, to Miami and to your set

ting up the branch and how you did that and what happened. BCCI

formally opened its branch in Miami in August 1982, is that accu

rate ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. It had begun operations, however, a few months

earlier, in April?

Mr. SAKHIA. Yes, sir.

Senator KERRY . General operations.

Mr. SAKHIA. Right.

Senator KERRY. Now, did you have a specific set of instructions

about trying to reach out to major political figures and other

people in the effort to put the bank on the map right away, in a

sense?

Mr. SAKHIA, BCCI's strategy globally had been to be very well

known , to make an impact in the marketplace, to have contacts or

relationships , what we used to call relationships, with all the

people who matter , whether in the business circle, whether in the

academic, the political circle , in the administration, high level indi

viduals , universities . You name it , we would develop relationships

with everyone of consequence.

Senator KERRY. How would you develop the relationship? What

was it you had that was of interest to all these people in these im

portant positions?

Mr. SAKHIA. We were an international bank with a worldwide

network and , since we were not carrying any specific flag, we were

not a British or a German or a Swissbank, but we were a purely

international bank . So if we were in Florida, we were a Florida's

bank. If we were in Jamaica, we were a Jamaica's bank, and if we

were in Barbados we were a Barbados bank. And we would repre

sent the interests of that bank globally .

So everyone was enamored by this bank and wanted to use the

relationships of this bank globally. So we could sell Florida to the

rest of the world . And what happened was several Florida delega

tions went around the world; we were the only bank who could

give them introductions to various markets without being an

American bank or without being a Florida's bank.

Senator KERRY . Well , why couldn't another international bank

do the same thing?

Mr. SAKHIA . Well , if they went to a German or a Swiss or a Brit

ish bank, for their home countries they could provide. But if a Flor

ida delegation went to the Caribbean or to Far Eastor to subconti

nent or Middle East , they would not have that much inroad as we

had made .

Also, the early eighties were a major turning point in the world

financial scenario, whereby the Latin debts, the Third World debts,

et cetera, the rise of capital in the Middle East, the rich connec
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tions in the Middle East, was all in vogue, and we were a bank rep

resenting the Middle East in that sense.

So wemade that as a big selling point.

Senator KERRY. Was it also the fact that you lacked one regula

tory center, that the bank could offer people easy movement of

money ?

Mr. SAKHIA . The lack of a regulatory structure was sort of a

handicap more than a marketing tool, because when we wanted to

deal with many official bodies, large corporations, various agencies,

they would always ask us, who is the lender of last resort? And we

would say , the richest man in the world, because we were owned

partially by the ruler of Abu Dhabi, and also our financial state

ment, which I knew only after about 8 years that they were bogus,

our financial statement used to be one of the best among the World

Bank ranking in terms of ratios, in terms of liquidity.

Senator KERRY. And you're saying now that 8 years later you

learned that those financial statements were false ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Those financial statements are the statements

you referred to that were provided over the course of years partly

by Price Waterhouse, partly by another firm , and then ultimately

exclusively by Price Waterhouse, is that accurate?

Mr. SAKHIA . Yes, sir.

Senator KERRY. When did the transition take place that Price

Waterhouse became the exclusive certifier as to the accounts of the

bank ?

Mr. SAKHIA . I think from the accounting year of 1986 or 1987,

I'm not sure. But I think it was 1986, when Ernst and Young re

signed from the bank .

Senator KERRY. What kind of services did the Miami bank pro

vide for different people ?

Mr. SAKHIA. We were essentially, on the institutional and corpo

rate side,we were very big incheck -clearing, wire transfers, money

market, foreign exchange. We had the largest foreign exchange

dealing room of any bank in Florida.

Senator KERRY. But you weren't allowed to take deposits, cor
rect ?

Mr. SAKHIA . We were allowed to take deposits from nonresidents.

We were not allowed to take the deposits of the individual U.S.
residents .

Senator KERRY. What were the most important relationships

that you developed for the Miami office with Latin America and

the Caribbean ?

Mr. SAKHIA. In the Caribbean , every major country I knew the

heads of state , I knew the finance ministers, I knew the governors

of the central bank, I knew heads of all the major banks in the

area, the headsof foreign banks, I knew the peoplein various offi

cial agencies, like Caribbean Development Bank , Inter -American

Development Bank, in Organization of American States. Everyone

ofconsequence in this region , I knew .

Senator KERRY. You knew them ?

Mr. SAKHIA . I knew them .

Senator KERRY. And you dealt with them ?

Mr. SAKHIA . Yes, sir.
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Senator KERRY. For example, what kind of services did BCCI

Miami provide for the Government of Jamaica?

Mr. SAKHIA. Between 1982 and by middle of 1985, BCCI became

the sole banker to all the Jamaican Government agencies for its

non -Jamaican currency. We were bankers to the central bank, we

were bankers to all official governmental organizations in Jamacia.

Senator KERRY. How did you secure that kind of position ?

Mr. SAKHIA. I mentioned a moment ago that in the early eighties

all the money center banks were in a flux on Latin debt or on the

Third World debt . We picked out the import-export transactions

and the current account transactions and we helped them finance

those transactions, in return for their maintaining all the national

reserves for us.

So about a third of Jamaica's international receipts and pay

ments, at least a third of receipts and payments, went through

BCCI.

Senator KERRY. Did you meet personally with Jamaican officials

inan effort to try to provide this service ?

Mr. SAKHIA . Yes, sir. I met everyone of consequence from prime

minister down to the middle level officials in the ministry of fi
nance and the central bank.

Senator KERRY. Did any Jamaican official ever make special re

quests of you?

Mr. SAKHIA. For the Government of Jamaica, the facilities for

the Government of Jamaica, for the oil imports, for the agricultur

al imports, et cetera, they would even call me athome.

Senator KERRY. How did BCCI come to handle the accounts of

Manuel Noriega?

Mr. SAKHIA. Again , sir, I'm speaking with hindsight. I did not

have firsthand knowledge. BCCI opened its office in Panama, I

think 1979 or 1980 , and the relationship, what I know now , had

begun with the predecessor of Mr. Noriega, General Torijos, some

thing like that, and then the relationship had begun, then the rela

tionship had begun with General Noriega, with the office in

Panama and the office in London , not in the United States.

Senator KERRY. Which central banks did you develop a relation

ship with?

Mr. SAKHIA. I think we had about 14 central bank accounts: Ja

maica, Barbados, Bahamas, Trinidad, Surinam , Aruba, Curacao,

Belize , Eastern Caribbean Central Bank , Central Bank of Morocco,

also the quasicentral bank of Panama, called the National Bank of

Panama. It was not a central bank, but it's a quasicentral bank.

And also we developed relations withthe CentralAmerican cen

tral banks, like Guatemala , Honduras, Costa Rica, El Salvador, but

those relationships all were given to National Bank of Georgia. Al

though we developed those relationships as BCCI, but the business

es were handled by National Bank of Georgia,and we had sort of

jointly developed that product, that they will deal with this terri

tory , we will deal with this territory.

Senator KERRY . That was coordinated between you?

Mr. SAKHIA . Yes, sir .

Senator KERRY . When did that coordination begin ?

Mr. Sakhia . This was ongoing, all the way from 1982, that we

had earmarked the territory, that all the business from Caribbean
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and South America will go to BCC Miami office, all the business

from Central America will go to National Bank of Georgia , all the

business from Far East would go to California , all the business

from Europe and the Middle East would go to First American.

This was part of the

Senator KERRY. So there was a complete coordination that grew

out of your early efforts in Miami, where you were striking up

these relationships with Prime Minister Seaga, for instance ; is that

accurate ?

Mr. SAKHIA . Yes, sir.

Senator KERRY. With Trinidad -Tobago, Venezuela, Brazil , Argen

tina, Peru, correct ?

Mr. SAKHIA . I continued to develop relationships with the South

American countries, the Hispanic countries , until about middle of

1983.

You mentioned a moment ago that I had dissented on the Colom

bian transaction . Sir, at that time the Miami region was split into

two regions. One was Caribbean, which stretched from Texas in the

south to Trinidad, and the other was South American region . And I

was taken out of the South American region.

So for about the first 15 months of my presence here I dealt with

Brazil, Peru .

Senator KERRY. At this time, I would like to insert in the record

BCCI documents reflecting its relationships with central banks.

[ The information referred to follows:]
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Senator KERRY. What I'm getting at is, though, that notwith

standing the fact that subsequently you pulled back from your in

volvement in some of those countries, initially you had a relation

ship with each and every one of those personally, correct ?
Mr. SAKHIA. Yes, sir.

Senator KERRY. And you personally helped coordinate the move

ment of funds between what was considered to be, as you have de

scribed it , the BCCI family; is that accurate ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. And that family, it is your understanding, con

tained not only the BCCI branches and agencies, but contained

First American and National Bank of Georgia ?

Mr. SAKHIA. That's correct.

Senator KERRY. And this is in 1981 and 1982?

Mr. Sakhia . From 1982 onwards. The First American acquisition

was completed, if I remember, late 1982, early 1983.

Senator KERRY. Now, can it be argued that the First American

or National Bank of Georgia relationship was simply an adjunct

bank relationship, that this is a normal thing? You had a foreign

bank in the United States and here you had American -based

banks, and they were simply creating a kind of coordinating bank
effort in order to be helpful ?

Mr. Sakhia . No, sir. We had similar relationships with the major

American banks, but which was of a different nature.

Senator KERRY. What was different about it?

Mr.SAKHIA. We had a relationship with Bank of America, Secu

rity Pacific, American Express, Bank of New York , and many,

many other banks .

Senator KERRY. And the International Monetary Fund and the

World Bank?

Mr. Saksia . Yes, but if I could stay on the commercial banks for

a moment.

Senator KERRY. All right.

Mr. SAKHIA. Those relationships were a customer -banker rela

tionship. They would market to us for business, we would discuss

with them the terms, et cetera . Here we were not marketing for

Bank of America or Security Pacific. If we had business to give it

to them, we would go to them and say : Look, you want this busi

ness? Or they would come to us and say: Can you give us some
business?

But here we are marketing to the third parties , to the central

banks of Central America. I'm writing them, I'm meeting them,

and say: All right, you deal with our group, but maintain an ac

count with National Bank of Georgia. I would go to a Brazilian em

bassy in Washington, market to them BCCI group, and then say:

Open an account in First American in Washington .

I was not doing that for Security Pacific or American Express or

Bank of America or any other bank. So it was a complete manage

ment marketing the group. And many times the officers of Nation

al Bank of Georgia or First American would use BCC financial

statement to market their services , that we are one and the same

group, because National Bank of Georgia was a smaller bank, First

American at that time was a smaller bank So they would say: But

look at this group as a whole, don't look at us only, and then we

त
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are now international; we are present in U.S., we are present in

your country or in your region , and we will provide an important

service.

Senator KERRY. What you're saying is that there was a market

ing strategy that involved all of these entities.

Mr. SAKHIA . Yes, sir.

Senator KERRY. And the marketing strategy was highly inter
twined.

Mr. SAKHIA. Right, sir.

Senator KERRY . What does that mean with respect to the ques

tion that the Fedmight ask or we might ask about actual control?

I mean, it is possible , is it not, to have a relationship that might be

highly intertwined, but which doesn't necessarily rise to the level

of control or ownership ?

Mr. SAKHIA. Well, sir, again , I'm a country boy in that respect .

My education is in the marketplace, not in the law college . But our

staff is common.

Senator KERRY. I want you to bring the microphone a little

closer, because I'm having trouble clarifying your words.

Mr.SAKHIA . Our staff is common.

Senator KERRY. The staff of what was common?

Mr. SAKHIA. Of BCCI, First American , NBG.

The decision of hiring, decision for acquisition of space - for ex

ample, I know that the New York office of First American was

identified by BCC officers and approved by Mr. Abedi . He made the

decision to rent that space .

The staff went from one location to the other. I'm aware of the

hiring of the chief executive for First American New York was

done by Mr. Abedi.

So marketing as a group together, the staff moving back and

forth between the institutions, meeting of the staffs together,

hiring of people, hiring of staff, all of this took place in the same

way as it was happening between BCC California and BCC Florida .

Although they were two separate regions and two separate general

managers, but we would coordinate the California , New York,

Miami, Atlanta, Washington in one entity.

As I would market for BCC Canada, I would market for First

American New York and National Bank of Georgia, Atlanta in the

same way.

Mr. SCHNAPP. Excuse me, Senator. May I have one moment?

[Witness confers with counsel.]

Mr. SAKHIA . As far as we were concerned inside the BCC group,

this was one entity. Now , what lawyers represented to who, I'm not

privy to that. How the paperwork was done, what presentations

were made to regulators or law enforcement, whatever, that I am

not privy to . I was in a way junior from that level.

Senator KERRY. But you're saying that in operational meetings,

those meetings where you sat and made determinations about bank

policy, aboutacquisitions , about rental of space and so forth , you

are telling this committee that there was a complete integration in

your view of the operations of these banks?

Mr. SAKHIA. Yes, sir.

Senator KERRY. First American, National Bank of Georgia , and

BCC ?
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Mr. SAKHIA . Yes, sir .

Senator KERRY. Were any individuals from those banks present

at those meetings?

Mr. Sakhia . Well , Mr. Afridi and Mr. Elley from First American

and Mr. Jamil from National Bank of Georgia

Senator KERRY . Tariq Jamil?

Mr. Sakhia. Tariq Jamil used to be present, depending on what

we were discussing. To give you, sir , one example, every year

during the World Bank- IMF meeting I used to invite the officials

from the Caribbean governments and central banks to a luncheon ,

host a luncheon for them , to thank us for the business . And people

from National Bank of Georgia would be there also, also from First

American would be there .

Likewise, I used to sponsor a meeting with the central banks of

the Central American countries, and all the arrangements, et

cetera , would be done by us , and it would be hosted by the Nation

al Bank of Georgia , and I would be present there to set this up.

One such meeting took place in Savannah, GA, which was ad

dressed by Mr. Abedi. Now, if Mr. Abedi was not involved in the

management why would he meet the clients of National Bank of

Georgia and sell them this group? And this took place in Savan

nah, Georgia, I think in 1983, just to giveyou oneexample of this,

that Mr. Abedi's inviting the clients of National Bank of Georgia

for ameeting to spend a day with him in Georgia. And then in the

evening we had a dinner at a home outside Savannah.

But this is one example of the integrated approach to outside

world and relationship and in marketing and for business of one

group altogether.

Now, what the lawyers did and how it was presented to the regu
lators is not my privy.

Senator KERRY. You have at one point described to my staff the

notion that Mr. Pharaon was merely a front; is that accurate ?

Mr. Sakhia . Yes, sir .

Senator KERRY. That he was simply a nominee, but not the real

owner; is that correct?

Mr. Sakhia . That's my understanding.

Senator KERRY. And it's your understanding that there was a

series of loans made which in effect made BCCI the owner ab

initio, from the beginning; is that correct?

Mr. SAKHIA . Well, this fact I know after I left BCC, that there

were loans , and I've seen the documents subsequently.

Senator KERRY. You were not aware of those when you were

there?

Mr. Sakhia . I was not aware at that time .

Senator KERRY. To the best of your knowledge - I'm going to ask

one last question at this round here and then turn to my colleagues

and then come back, because there's a considerable amount of ter

ritory to cover . But you mentioned the payoff issue and I want to

get back to that .

It's my understanding that you have said that non -United States

officials who received payoffs from BCCI included: the family of

Indira Gandhi, President Ashad of Bangladesh, General Zia of

Pakistan, most of the leaders in Africa , in Zambia, Zimbabwe,

Kenya, Nigeria . Is that accurate ?
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Mr. SAKHIA. Well, the payoff either in the form of cash or hiring

of their relatives, contribution to their favorite charities, payment

for their medical bills. It took various shapes . So in some cases cash

may have been given, in some cases their relatives were hired , in

other cases their charities were funded , their projects were fi

nanced at favorable rates, loans at favorable rates.

So it took different shapes and forms. But in the end, yes , to buy

influence.

Senator KERRY. That was the purpose of it?

Mr. SAKHIA. That was the purpose of it .

Senator KERRY. And you understood that to be the purpose of it?
Mr. SAKHIA. Yes, sir.

Senator KERRY. And you personally , I believe , have knowledge of

a payoff in Zimbabwe, is that accurate?

Mr. Sakhia. Well, I was told — I drove one of my colleagues in

London to a hotel , and he went with a briefcase and he came back

without a briefcase, and I asked him: What happened to your brief

case ? And he smiled at me and he said : This was for those people . I

said : What, did you carry gold bars? He said : No, some cash .

So this was prior to independence of Zimbabwe, when they were

negotiating for independence. Some officials, some politicians from

Zimbabwe were staying at a hotel in London .

Senator KERRY. What about a payoff to the Nigerian central

bank ?

Mr. SAKHIA . During a meeting of the World Bank in Seoul ,

Korea-I think it was in 1985 — I saw one of the BCC officers with a

lot of cash, handing out to the staff of the central bank of Nigeria .

This is what I saw personally being given to them .

Senator KERRY. Well, let's sortof, let's try to sum this up, Mr.

Sakhia. You were with the bank for 13 years. You knew the way it

was operating. You had firsthand knowledge of this . Was this a

regular course of doing business, the way you understood it? Was it

common knowledge that you guys could grease the skids wherever

you wanted to?

Mr. SAKHIA. Senator, you have to understand this, that when

you're in an operation, when you're dealing with a large terri

tory - in my territory, we used to have 5,000 transactions a day. If

you're working 80 , 90 hours a week, these little isolated instances

flash by and you don't take notice of it. It's a very little piece in a

very big jigsaw .

Now , for years we are putting together and it's emerging as a

pattern . But in a 90-hour week, traveling 150 to 180 days a year,

overseeing such a large territory, participating in so many meet

ings , youare not aware of these little things that are happening .

But when you sit back now for 14 months and see a lot of docu

ments and things emerge , yes , it is emerging as a pattern of cor

ruption , buying influence, buying relationships.

It is appearing to me now, but at that time, an individual in

stance you pass by and you ignore it.

Mr. SCHNAPP. Excuse me, Senator . [Witness confers with coun

sel.]

Mr. SAKHIA. But to answer very briefly, yes, there was a pattern

to buy relationships and buy influence. The short answer is yes .
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Senator KERRY. Just very quickly, on the Noriega account. Norie

ga's account was run outof the Miami branch, was it not?

Mr. Sakhia. No, sir. Noriega's accounts were maintained either

in Panamaor in London and possibly , possibly in Luxembourg and

Switzerland. But the main administration was done out of London .

Senator KERRY. But there was a passthrough ? Mr. Awan , Amjad

Awan , was dealing with it , was he not?

Mr. SAKHIA . Yes, Mr. Awan was the relationship officer, what is

now in the media known as personalbanker. He was the relation

ship officer and he continued even after he moved out of Panama

to Washington , and then from Washington to Miami.

Senator KERRY. Did you know that he had this personal relation

ship with General Noriega?

Nr. SAKHIA . I knew the relationship and the contact, yes . Mr.

Awan would brag about it.

Senator KERRY. And there were records of Noriega's accounts in

the United States , were there not?

Mr. Sakhia. I believe there were some files in Miami, because

the regional office — the Panama office was controlled by Miami at

one time, and then subsequent to the Senate subpoenas some of the

files were sent from Miami to London .

Senator KERRY. I'm going hold off. I've got some other clarifying

questions .

Let me turn to Senator Brown .

Senator BROWN . Thank you, Mr. Chairman.

Mr. Sakhia, you testified that there was a pattern of influence

and corruption . You've given examples outside of the United

States. Was there this pattern inside the United States ? Were simi

lar activities pursued inside the United States and Canada ?

Mr. SAKHIA . Well, in Canada in my period we were very small

and we were in the beginning stage , and there was no such inci

dent . In the United States, I am not aware of any corruption di

rectly. And again, as Mr. Chairman had said we shouldn't go into

the gossip, there was a lot of gossip . But mainly, to answer your

question , no, we did not pay to any official or any politician or any

regulator. No such payment or influence was bought.

Senator Brown . Were there loans at preferable rates granted to

people with political influence ?

Mr. Sakhia . I'm aware of one loan that was given to Mr. Young,

Andrew Young of Atlanta . It was given out of Panama in mid

1980's, 1985, 1986, probably 1985, which after the indictment of

BCCI was restructured as an advance fees for the services as a con

sultant. But the loan was actually made I think in 1985 or 1986 .

That is one loan I'm aware of.

Senator BROWN. What about loans such as the ones to Mr. Clif

ford and Mr. Altman ? Are you aware of the arrangements involv
ing those loans?

Mr. SAKHIA . Well , I have now become aware , but I wasn't aware

at that time.

Senator BROWN . What about donations to charities?

Mr. Sakhia . I'm aware of donations to two of Mr. Carter's

projects. One was his library in Atlanta, or in Georgia, wherever it

is ; and to the Global 2000 , by Mr. Abedi . These were two contribu

tions I was aware of in terms of charitable contributions.

4
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Otherwise, we from operating offices, we contributed to the

Cancer Society and the Heart Foundation and others , which were
pure charity charities.

Senator BROWN. Do you know the size of those contributions that

you had mentioned to the presidential libraryand the other ?

Mr. SAKHIA . The Presidential library, $500,000 , $500,000 U.S. dol

lars, was donated to the library.

Senator BROWN . This would have been after the President, Presi

dent Carter, was out of office ?

Mr. SAKHIA. Yes, sir .

Senator KERRY. Was there any suggestion that this somehow re

sulted in political influence, since hewas out of office?

Mr. SAKHIA. Well, again , you have to understand the culture of

the bank and the global picture of the bank. Mr. Carter travels

with Mr. Abedi to so many partsofthe world. He goes to Pakistan,

he goes to Kenya, he goes to Zimbabwe, he goes to many other

places, with Mr. Abedi, on Mr. Abedi's plane.

What the Kenyans and Pakistanis see is very different: that he is

the former most important man in the world, he is a friend of Mr.

Abedi. He visits BCC offices in those countries . The media in those

countries see that.

So, although it does not give him any foothold in this country per

se, but around the world it's a different picture .

Senator BROWN. What about loans to political campaigns or

people in public office ? Was there ever a discussion of making

loans to those entities or currying favor ?

Mr. SAKHIA. Again , no loans were made from BCC books. I later

on became aware of loans to — from Washington, from First Ameri

can Washington , to some campaigns, and one that comes to my

mind was Mr. Hart's loan by First American .

Senator BROWN. Were there other loans that you know of?

Mr. SAKHIA. Again , I won't go into the gossip. The facts , I do not

know the facts.

Senator BROWN . You mentioned a joint marketing effort. How

did you coordinate this joint market effort? You've talked about

meetings that occurred occasionally. Were there other means of

communicating?

Mr. SAKHIA. We used to be, again, in regular touch with each
other.

Senator BROWN. When you say " regular touch ," phone, telex?

Mr. SAKHIA. Phone and correspondence and telexes, and the Sen

ator's office has a lot of documents in that regard.

There used to be, from I think some time in 1984 to end of 1985,

there was a U.S. coordinating committee, in which all the heads

from different locations were members. I was the coordinator of
that committee .

Senator BROWN. Excuse me, if you would. The U.S. coordinating

committee ?

Mr. SAKHIA . What was called by BCCI as a U.S. coordinating

committee. I was the coordinator of that . And in every meeting we

would ask somebody to chair the meeting .

Senator Brown . Who all sat in on that meeting ?

Mr. SAKHIA . From BCCI, Mr. Soubole from California, Mr. Shafi

que Rehman from New York, from Canada Mr. Allahdad, Mr. S.M.
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Shafi from the Latin America region , and myself from Caribbean

region . Those were the five principal BCC people.

Tariq Jamil from National Bank of Georgia, Mr. Afridi and Mr.

Elly from First American Bank New York.

We used to meet almost once a month and discuss the marketing

strategy, the coordination strategy, et cetera, regarding marketing

and profit and growth .

Also, I used to have direct relationship with the First American

in Washington and New York, because for a moment BCC's most

successful operation in western hemisphere was Miami. We had

not done so well in Canada, we had not done so well in California ,

we had done disastrously in New York. Latin America was still an

upcoming operation. So everyone was to look to me, that: You give

us a lead ; you have the contacts, you have the success story.

And wewere very well known in Florida. So even when we did

not market, people came to us and our customers brought in other

customers . And some of the business we could not handle because

we were agency, so everyone will ask me to give them the business.

Even Mr. Altman used to tell me, and to Mr. Abedi: Why we are

not getting enough business?

Senator BROWN . You said Mr. Altman. Now, I understood Mr.

Altman and Mr. Clifford were unaware that BCCI owned the bank.

But are you telling us Mr. Altman talked to you ?

Mr. SAKHIA. About marketing, yes .

Senator BROWN. About marketing.

Mr. SAKHIA. But for me it is very hard to believe, very, very hard

to believe, almost impossible to believe - I may be naive — that Clif

ford and Altman did not know.

Senator Brown . Now, why do you say that ?

Mr. Sakhia. Well, besides marketing, we in late 1985 decided ,

BCC, Mr. Abedi decided , two very major decisions. One was to in

corporate or buy a bank in Florida for BCC directly; and two, to
merge the National Bank of Georgia with First American.

Now, again in various hearings and various testimonies I have

heard about the purchase, but to my simple mind this was not a

purchase; it was a merger. And to give you a layman's example:

My father has asked me to buy one company, he has askedmy

brother to buy another company. Now my father tells me that:

Son, you buy all of your brother's company or you merge with

brother's company. And I tell him: Dad, we can't merge it ; we have

to, because ofthe legal situation , we have to buy each other, and I
don't have the money.

So he says : I'm going to give you the money . Fine, give me the

money. He says: Well, I won't give it to you; I will keep it with me

in your account. So fine. Now I assume that there's the money for

me. I give him instructions to pay to my brother. My brother pays

him back.

So money has never left my dad's hands. It is still in his pocket.

All that has happened is some paperwork has taken place,but in

the end we end upmerging. Now, you call it buying, you call it in

tegration, you call it merger. It's one and the same thing.

SenatorBrown. Well, in accomplishing this merger were Clifford

and Warnke your attorneys involved? Did they participate ?
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Mr. SAKHIA. I believe so. The legal work was, again, coordinated

with London , but I believe it was done by - I could be wrong, but I

believe it was done by Clifford and Warnke.

Senator BROWN. As I understand it, you had mentioned earlier

that you spoke

Senator KERRY. Let me just insert for the record that the legal

workon that particular transaction was done by White and Casein
New York.

Mr. SAKHIA. It could be.

Senator KERRY. They were brought in for the transaction specifi

cally.

Senator BROWN . Thank you .

As I understand it, you were advised by attorneys that if you

spoke out that you might face charges of some sort ; is that correct?

Mr. SAKHIA . Well, the threats have been that there's been so

many wrongdoings by BCCI, that they would make sure that I get

implicated in some wrongdoings.

Senator BROWN . Did they indicate the nature of the wrongdo

ings?

Mr. SAKHIA. Nobody has indicated, but I think the Senator, Mr.

Chairman's office, is aware of one possible leak to the press, which

we had agreed we would not discuss . But there's a possibility

always exists that insome form some documents will come up.

Senator BROWN. Who was it who communicated this threat to

you or this potential to you?

Mr. SAKHIA. Well, again it comes through so many hands . It

doesn'tcome directly. Mr. Naqvi would not dare pick up a phone

and tell me, or his assistant. But they'll communicate one to an

other to another. Sometimes some friend of my wife will tell me.

Sometimes some relative of ours in Pakistan will tell somebody.

Sometimes somebody will tell my brother in Spain.

So it takes different forms . It doesn't come directly .

Senator BROWN. Do you have any feel for where these came
from ?

Mr. SAKHIA . Well, they all originated from either Mr. Zafariq

Val's office or Mr. Swaleh Naqvi's office.

Senator BROWN. Were there any attorneys involved in this proc

ess ?

Mr. SAKHIA. Let me ask my counsel. [Witness confers with coun

sel.)

Sir , I'm aware of one report prepared by attorneys with the

sources inside the bank. The information was given from inside

BCCI, which is a very suspicious, which is a very dubious report,

which tries to implicate me into wrongdoing, and it was done by

attorneys, bank attorneys, and the information was provided by the

bank to them, which tries to implicate me in one wrongdoing.

I'm aware of one. Some ex -BCCI staff have been questioned about

other matters and have been asked to say if they knew of my

wrongdoings and what they can tell them , and those staff have

come back and told me that, look, they are being asked all sorts of

questions by bank attorneys even after they had left the bank. So

there has been a second attempt beside the first attempt.

Senator BROWN . Can you tell us who those attorneys were ?

Mr. Sakhia. I'm advised not to name these attorneys.
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Mr. SCHNAPP. Senator, perhaps I am clarify what Mr. Sakhia is

saying. The example we're referring to is an example of_this is

just one exampleof a report that was prepared. We're not stating

that the particular attorneys themselves engaged in any wrongful

conduct. What we're saying is that these attorneys gathered infor

mation into this voluminous report without documenting their

sources. Their sources appear to be — well, are clearly people inside

the bank.

And to the extent that the attorneys have gathered this docu

ment, prepared it and submitted it, as well as, we believe, some

body along the chain leaked it to the press, that's what the concern

is . To the extent that the attorneys actually gathered the informa

tion and typed the document, we're not suggesting the attorneys

did anything other than collect information.

But there are certainly people within the bank whose motives

were suspect and were trying to shift the blame downward.

I believe Mr. Sakhia used as an earlier example a situation

where at one point BCCI, in defending itself against the money

laundering charges, used examples of policies he tried to imple

ment to exercise greater control in the Miami region to defend

against the money laundering case, and then at a later point in

time other attorneys said to him : Well look , if you testify against

the bank we're going to involve you in that case .

So his response was simply: Well, how can you use the same doc

uments to defend yourself against money laundering charges and

yet say I'm involved in money laundering?

So those threats have been communicated directly to him.

Senator BROWN . Just so I understand, you indicated that attor

neys communicated to him that he may be charged with regard to
this?

Mr. SCHNAPP. Senator, there are several examples. One example

is the report I'm talking about, which suggests that Mr. Sakhia ex

ercised some control over some transactions that took place in

Miami. But the attorneys who gathered this information are re

porting it from sources in the bank, so we know that this report

exists. We've seen a copy of this report. It's filled with inaccuracies.

But I'm not suggesting that the attorneys themselves were involved

in that.

There was another example where I personally was present,

where attorneys were suggesting that, if Mr. Sakhia takes any
action with respect to theefforts of the New York State Banking

Commission to foreclose on his house, that he might be concerned
about things that they would bring out publicly . And our response

simply was: We'll take whatever legal action we have to, and we're

not afraid to face any public allegation against Mr. Sakhia. And
that's why we're here today.

Senator Brown . Can you tell us who those attorneys were that

conveyed that message ?

Mr. SCHNAPP. In which? In the meeting? I'd prefer not to at this

point.

Senator BROWN. OK . One last thing with regard to First Ameri

can. Did you ever have direct contact with the chairman of the

board or the president of the bank in a way that would indicate, in

1
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a context that would indicate, they knew of BCCI's ownership in

terest ?

Mr. SAKHIA. You mean the chairman of First American?

Senator BROWN. Uh -hmm ..

Mr. SAKHIA . I had little contact with the chairman, Mr. Clifford ,

but I had contact with Mr. Altman, fairly frequent contact with

Mr. Altman . No, we did not discuss the ownership issue . But one

incident again that comes to my mind: There was a meeting be

tween Mr.Naqvi, Mr. Shahid Jamil, myself, and Mr. Altman over

a dinner in Luxembourg, where we were trying to acquire one

bank in Florida .

And this had goneon for about5 or 6 months. Initiallywewere

going to acquirethe bank for BCCI directly. But in 1985 BCCI had

made a big loss in exchange, in option trading, and Mr. Naqvi was

advised, again I don't know by whom, but I presume by Clifford

and Warnke, thatit would not be appropriate to approach the reg

ulators in the United States with the financial statement of BCCI

on December 1985.

So we decided that the bank would be bought for a BCCI client

as if it were — or a nominee. And between February 1986 and May

1986, the three nominees were changed. First we said Dr. Pharaon

will be buying, then we said—I was communicated that , no , Kemal

Adnan would be buying.

And in this meetingin Luxembourg in May 1986 , Mr. Naqvi told

Mr. Altman and myself that the bank would be bought by Sheik

Fulaij, and he would send his net worth statement and power of

attorney to Mr. Altman. Mr. Naqvi also said that he would give a

file of the model agreement between Dr. Pharaon and BCCI in case

of Independence Bank.

Now, my memory is a bit confused at this stage whether Mr.

Altman went to London following Luxembourg and collected the

file or Mr. Naqvi gave me the file. But one of us collected thefile

of that model agreement withthe Independence Bankand BCCI,

and both of us had seen that file, how the acquisition of Independ

ence Bank was done, what were the loan agreements, what were

the powers of attorneys, what were the management agreements,

the whole works.

And we were going to do the same thing in Florida vis-a-vis ac

quisition of that bank we were looking at in Florida . So from that

model, I was fully aware that we were using a nominee, front man,

client, whatever we would call it, and thiswas what we had done

in California . And this part I know had been communicated to Mr.

Altman.

So as regard these two banks Mr. Altmanwas aware.

Senator KERRY. Would the Senator yield for a minute.

You said Mr. Naqvi made the decision about who would buy the

bank ? Is that what you said ?

Mr. SAKHIA. Buy the Florida bank?

Senator KERRY.Correct.

Mr. SAKHIA. Yes. Mr. Naqvi communicated it to us .

Senator KERRY. Mr. Naqvi communicated it to you?

Mr. SAKHIA. Yes, sir.

Senator KERRY. But they were essentially telling you who was

going to buy the bank?
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Mr. SAKHIA. Yes, sir .

Senator Kerry . Not some independent person coming to you and

saying, we want to buy the bank?

Mr.Sakhia. No. I have never met Sheik Fulaij in my life . I was

buying a bank for him , but I had never met him . Until today I

have never met him .

Senator KERRY. Well , is it possible that he was acting in the ad

visory capacity that's been described to previous committees, that

this was merely they were an agent on behalf of separate advisors

and they were acting on behalf of separate investors?

Mr. SAKHIA. In the case of this Florida bank that we were

buying

Senator KERRY. People buy things sometimes without people

meeting them , correct?

Mr. SAKHIA. Senator, in respect of this Florida bank, BCC

wanted to buy the bank and the reason BCC was not buying the

bank was because BCC's financial statement was not good enough

to go to the regulators .

So we said, well , for a year or two this bank would be owned by

somebody else, and then we are in a position to have an improved

balance sheet; we would go and merge it for ourselves.

Senator KERRY . So this was a specific strategy by which that

bank would be bought

Mr. Saksia . Yes.

Senator KERRY [ continuing .] Secretly, through a nominee holder?

Mr. SAKHIA . Right, sir .

Senator KERRY . With the intention that the bank, because the

nominee holder was somebody that they controlled

Mr. Sakhia . Yes, sir .

Senator KERRY [ continuing.] Or financed completely , they knew

ultimately they would be able to take over that entity ?

Mr. SAKHIA . Right, sir .

Senator KERRY. Is that the same thing that happened to Nation
al Bank of Georgia?

Mr. SAKHIA . Yes, sir.

Senator KERRY . Is that the same thing that happened to First

American?

Mr. SAKHIA . I believe so. This is my own view .

Senator KERRY . That's your view?

Mr. Sakhia . Yes, sir .

Senator KERRY. Is there evidence that supports that view?

Mr. SAKHIA . Again, we discussed earlier that within BCC group

this was one and the same bank.

Senator KERRY. Well , let me just ask a few questions about that.

Well , I'll come back to that. I want to come back to that.

Senator PRESSLER. Following up on that, something very basic:

Would it be unusual for Mr. Altman to be talking to you if he

didn't know that the bank was owned by BCCI? How did you come

to be talking to Mr. Altman?

Mr. Sakhia . I don't understand the question .

Senator PRESSLER (presiding . ) How did you come to be talking to

Mr. Altman if he wasn't aware that his bank was owned ultimately

by BCCI?
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Mr. SAKHIA. Mr. Altman had many roles . He was the general

counsel to BCC, he was representing BCC interests in First Ameri

can, and he was also an advisor, more than legal advisor, an advi

sor and a consultant to Mr. Abedi and Mr. Naqvi .

So even if we were looking to buy a bank in Florida, Mr. Abedi

would call Mr. Altman for his views , and then Mr. Abedi or Mr.

Naqvi, and in the earlier days Mr. Shoaib, would convey back to

me what their conversation with Mr. Altman has been .

In terms of the acquisition of the bank in Florida , between No

vember 1985 and about the middle of 1986 we worked together on

an ongoing basis. Mr. Altman came to Florida several times, I

came to New York several times. So we had a relationship with

Mr. Altman going back all the way to almost 1982 , 1983 , 1983 prob

ably, in terms of marketing for First American, in terms ofBCC

strategy in America, which State we should base our home State

in.

I remember discussing with Mr. Altman which would be the

most convenient place for BCC, and we had short -listed four States :

California, New York, Texas, and Florida . I was of course, being

based in Florida, I was very much rooting for Florida . And I re

member telling Mr. Altman : Mr. Altman, New York is yesterday of

America, California and Texas are today of America, but Florida is

tomorrow of America; so we must base BCC in Florida . We have

been very successful. We have been the most recognized bank in

Florida .

But they also wanted, First American also wanted, to expand

into Florida.

So at no time they had ever envisaged buying a bank or expand

ing into Georgia . At no time in my discussion they had considered

Georgia as one place for expansion of First American .

Senator PRESSLER. When Mr. Altman talked to you about mar

keting, what did he say ?

Mr. SAKHIA . We had several meetings in Washington to coordi

nate some of the products. For example, we were not in business of

making home mortgages in Florida. We were a foreign bank

agency . But First American in Mr. Altman used to do home mort

gages and they had the ability to sell these mortgages upstream .

So we worked out a joint product, that we will sell home mort

gages to our clients in Florida, sell it back to First American, who

would then do the onward marketing of those, onward placement

of those .

We discussed also marketing for embassy accounts, because BCCI

had the contact with the foreign governments and the decision to

open an account does not rest with the embassy in the host coun

try; the decision is made by the foreign office or ministry of finance

in the home countries. So BCC would make the contact in the

home countries, like Sri Lanka, Pakistan , whatever, and correct

the services of First American Washington to open the account

with First American, get those embassies to open the account with

First American in Washington. So we had a strategy for that as
well .

Senator PRESSLER . I see . What I'm trying to get at here is a feel

for whether, in your judgment, Mr. Altman was so involved in
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giving advice on such thing as marketing and investment that he

knewof the ownership.

Is it possible that he didn't? I mean, could he possibly have not?

Mr. SAKHIA. It's very , very hard to believe it. It's very hard to .

For me it's impossible to believe that he did not know .

Senator PRESSLER. Now, the check to General Zia for 40 million

Pakistani rupees - do you think that was a payoff or was that for

some legitimate purpose ?

Mr. SAKHIA. Sir, this check is only a partial document , and from

what I see in this exhibit it does not seem to be a payoff, because it

has been deposited in the central bank of Pakistan .

Senator PRESSLER. So it was payment for something legitimate ?
Mr. SAKHIA. Yes, sir.

Senator PRESSLER. I'm trying to understand the international

corporate culture of this type of banking. I understand that BCCI

officials even provided noncash services to some foreign officials in

the nature of prostitutes in some instances.

For whom did BCCI provide prostitutes ?

Mr. SAKHIA. Well, again this is a common gossip. The facts are

not known because nobody will show an exhibit of that. But it's

common gossip that a lot of Middle Eastern people were introduced

to call girls , et cetera.

Senator PRESSLER. Now, in 1984 did you learn of reports that

BCCI was involved in drug money laundering ? I believe you testi

fied that you did, through Senator Paula Hawkins. However, can

you describe how you learned of BCCI's involvement and what you

did about it?

Mr. SAKHIA . Sir, in some time in early 1988 — early 1984, I got a

call from Mr. Abedi on Saturday morning, very early Saturday

morning, at my apartment in Miami, and Mr. Abedi asked me if I

knew Senator Paula Hawkins. And I said I had met her at some

fund -raising or some social event and I was introduced to her; I

don't know her intimately.

He said : Can you take an appointment and go and see her ? I

said: What about? He said : First you take an appointment and I'll

tell you later on .

So I made phone call. The Senator was out of the country. She

was coming back a few days later. But I insisted that I cannot seek

an appointment with a U.S. Senator -- it's not like going to a Third

World country to meet — even a head of state you can meet at short

notice, but a U.S. Senator takes a long time, and I had to state a

purpose. That's why I'm overwhelmed in your presence.

So he, Mr. Abedi, toldme

Senator KERRY (presiding. ) You're the only one in the country
who is .

Mr. Sakhia. Pardon me?

Senator KERRY . That's all right .

Mr. SAKHIA . He told me that Senator Paula Hawkins, along with

someother Senators or officials, had visited Pakistan and met Gen

eral Zia , and she had told to General Zia that, besides the smug

gling of drugs from Pakistan, et cetera, et cetera , there was also

money laundering being done by a Pakistani bank out of Grand
Cayman .

3
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General Zia had investigated through the central bank and the

ministry that there was no Pakistani bank in Grand Cayman . So

they communicated back, the government communicated back with

Senator Paula Hawkins, and said: Your information is incorrect;

we don't even have a bank in Grand Cayman .

So Senator Paula Hawkins' office communicated, I don't know

through what channels, that the bank they were talking about is

BCCI in Grand Cayman. So then General Zia blew his top and said :

Look , you are spoiling our relationship with the U.S. , we have a

very close relationship with the United States, et cetera , and our

aid is in jeopardy. Why are you doing this?

So that's why Mr. Abedi wanted me to meet the Senator and talk
with her.

I came to probably this very building, met Senator Paula Haw

kins very briefly, and I said : Senator, we are not involved to my

knowledge, but we have thousands ofemployees, it's a big business .

Maybe somebody has been corrupted . If you give us the informa

tion , we will fully cooperate withyou . We'll get rid of the staff. We
have hundreds of thousands of clients, and if we are aware of any

clients we will stop doing business with them.

But news like this, first of all it is damaging us in Pakistan, and

second, if it leaks to the press, it'll be very detrimental .

So you cannot make a unilateral charge like this. We are here,

ready, willing, and able to fully cooperate with you .

The Senator looked at her watch and said : Look, I have a meet

ing with President Reagan, so I have to leave. But you stay in

Washington, give your hotel reference , and we'll meet later .

I think I stayed another day or two and then we had a meeting

again in this very building, in which four people were present. The

Senator was not present herself, but four people were present ,

which if I recall those were a gentleman from her office , somebody

from State Department, somebody from Justice Department, and

Drug Administration.

I did not know who was who. I was told . I don't even remember

the names of anyone. But I was told that to their knowledge BCC

was not under investigation. I said: Then you have, without telling

us what wehave done wrong, you have already convicted us in the
eyes of General Zia .

So they said : We will take care of it . Subsequently I learned, I

don't remember from U.S. sources or Pakistan sources, that the

State Department had communicated with the Pakistan Govern

ment that BCCI was not subject of investigation .

Senator PRESSLER . The State Department told Zia that BCCI was

not under investigation ?

Mr. SAKHIA. Yes. This was I was informed later on. I don't re

member from Mr. Abedi's source or from the Senator's office, but

somehow I came to know that acommunication had been sent, an

official communication from the U.S. Government.

Senator PRESSLER. This was all in 1984 , is that right?

Mr. SAKHIA. Yes, sir, mid-1984 .

But I became then very alert and very conscious, and with the

Drug Administration officials in Florida , with the Florida State

Banking, we became very close in terms of fighting the drug

money. I was a member of the committee of the Florida Interna
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tional Bankers Association and all the foreign bankers in Miami,

we said we would make an attempt.

We had various seminars by the Federal Reserve people conduct

ed in our office and in many other foreign bank offices and so on .

So I was very active in antidrug campaign.

Senator PRESSLER. Then the Justice Department, the DEA, did

followup with you?

Mr. SAKHIA. Not Justice Department, but the local people in

Miami .

Senator PRESSLER . As a result of the meetings with Senator Haw
kins?

Mr. Sakhia. Well, more also as a result of the Florida Interna

tional Bankers Association becoming very active in fighting money

laundering. So we had constant communication as a group of inter

national banks in Florida .

Senator PRESSLER. Now, in 1983 I understand that BCCI had pur

chased a bank in Colombia ?

Mr. SAKHIA . Yes, sir .

Senator PRESSLER. And began to aggressively market itself. What

was your reaction to that acquisition?

Mr. SAKHIA. Well, in December, around Christmas 1982 , we had

a meeting in Panama, and Mr. Akbar Bilgrami , who was indicted

and convicted, and Mr. Amjad Awan, brought in a proposal of this

bank in Colombia. We wanted to expand in Colombia in terms of a

branch in Bogota which would do international business, but ac

cording to them the only way we could get an entry into Colombia

would be to buy this bank.

I had vehemently opposed the acquisition , one, because the bank

was doing very poorly. It hadbranches, about 26 branches or more

than 20 branches all across Colombia. It had a big staff, big client

base. I said : What are we going to do with all ofthis ? We do not

know what people they are, what type of clients they are, what are

they doing in Cartagena, Cali, Medellin ? How are we going to con
trol this?

I had been to Colombia twice before this meeting to our office.

We used to have a representative office in Bogota. And every time

they would take me from the airport escorted by an armedguard

to my hotel . And hotel and BCC office were more or less across the

street, and still an armed guard would take you from the hotel to

the office .

I said : How are we going to manage offices in remote parts of Co

lombia when you cannot walk in Bogota unescorted ? I said : We

don't know what type of clients they are, what type of business

they have, what type of money they have; we shouldn't go into this

acquisition .

Later on I learned that we would now divide the operation into

Caribbean and U.S. on one side and Latin America on the other

side. So Colombia, Panama, Peru were taken out of my jurisdiction .

Senator PRESSLER . Thank you, Mr. Chairman .

Senator KERRY . Thank you.

Let me just followup on a couple things on the drugs. In 1984,

when you learned of reports that BCCI was involved in money

laundering from Senator Hawkins, did you ever find out from her

where she learned that?
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Mr. SAKHIA. I did try, but just

Senator KERRY. Nobody told you?

Mr. SAKHIA. Nobody. They had an blank curtain . As I told you ,

the Senator ceased the meeting immediately and subsequently I

didn't meet her, I met her staff.

Senator KERRY. The record should show that there is evidence in

memoranda that the CIA at that time had written a significant

summary of BCCI's money laundering activities , and I believe had

sent it to the FBI, as well as to other Departments and agencies of

the Government. Notwithstanding that , you say that BCCI was told

that it was not a target of investigation , is that accurate?

Mr. SAKHIA. Yes, sir .

Senator KERRY. Now, that raises a series of interesting questions

about CIA involvement at that period of time . Did the head of

BCCI, Mr. Abedi, ever suggest to you that he was under surveil

lance by the Government of the United States?

Mr. SAKHIA. He didn't tell me personally

Senator KERRY. He did tell you ?

Mr. SAKHIA. No, but we heard in the bank that he was being on

a watch list of the intelligence agencies in the United States.

Whether that meant CIA or FBI , I am not aware of.

Senator KERRY. I had understood that in 1984 Mr. Abedi had told

you that he was on the watch list .

Mr. SAKHIA. Well, again I don't recall whether he or Mr. Naqvi

or Mr. Shoaib or someone had said about his ambivalence to travel

to United States and to expand in the United States.

Senator KERRY. The point is he had expressed overtly a concern

about the U.S. Government's view of him ; is that accurate?

Mr. SAKHIA. Yes, something like this .

Senator KERRY. Well, I don't want to be something like this . I

want to be whatever it was.

Mr. SAKHIA. He had a lot of ambivalence about expansion , travel

to, doing business in the United States .

Senator KERRY. Why did he have that ambivalence?

Mr. SAKHIA. There was an impression in the bank that he was

either on a watch list or he was not liked by the United States.

Senator KERRY. Did some months later, early in 1985 or after

1985, did that attitude change significantly?

Mr. SAKHIA. Well, from mid -1985 his attitude changed complete

ly. He was then freely coming. He decided about the expansion into

California , Florida, merger of Independence - I mean, merger of

First American and NBG et cetera .

Senator KERRY. Do you have any knowledge of why his attitude

changed so significantly ?

Mr. SAKHIA. No, sir, I do not . My own impression is that some

deal had been struck somewhere.

Senator KERRY. That was your impression?

Mr. SAKHIA. Yes, sir .

Senator KERRY. Did anybody put that idea in your head?

Mr. SAKHIA . No. Again, in that culture you understood a lot of

things, whether you were told or you were not told, but you under

stood a lot of things .
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Senator KERRY . Well, what made you understand that ? I mean ,

that's a hell of a thing just to pull out of the sky and say he struck

a deal or something.

Mr. SAKHIA . Well, I know of similar situations, with hindsight.

For example, BCCI officers were indicted and jailed in other coun

tries, like Sudan , Kenya, India, and in each case there was a terror

in the bank that, you know , this has happened,that has happened .

And somehow then some deal would be struck. People would be

freed, BCCI would start doing business all over again.

Senator KERRY . What were they jailed for in these various coun

tries?

Mr. SAKHIA. On different charges . I think in Sudan - in all of

these cases , if I remember correctly, it was the exchange, foreign

exchange violations .

Senator KERRY . Foreign exchange violations?

Mr. SAKHIA . Yes, sir.

Senator KERRY. In fact, the bank hada reputation for foreign ex

change violations at that time, didn't it?

Mr. SAKHIA . Well, to be honest, all foreign banks try to work

around the controls . BCCI did it more blatantly.

Senator KERRY. So you came to believe that something made his

attitude change significantly about dealing with the United States ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. Now, did he come to the United States more fre

quently after that change in attitude?

Mr. SAKHIA. Yes, sir. From mid- 1985 onwards, he became a very

regular visitor to the United States.

Senator KERRY. A very regular visitor.

Mr. SAKHIA. Right.

Senator KERRY.Now, did you ever learn that BCCI was providing

services to the Afghani mujahedin ?

Mr. Sakhia. Again, I had heard from BCC in Pakistan that we

had some accounts of aid to mujahedin coming from various

sources with BCCI offices.

Senator KERRY. Did you come to learn of BCCI's involvement in

the Iran-Contra affair ?

Mr. SAKHIA . Yes, sir. When I took over the U.S. region we had a

case pending in California where one of our officers was involved

in dealing with an arms dealer. In fact, we had an account of an

arms dealer .

Senator KERRY. Is that Mr. Arif Durani?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Who is Arif Durani?

Mr. Sakhia. Well, I have never met him. Heis a Pakistani gen

tleman who had an account relationship in BCCI Los Angeles.

Senator KERRY. And he was trying to ship weapons to Iran, is
that accurate?

Mr. SAKHIA . Well, he was alleged to and then subsequently jailed

for dealing in arms to Iran .

Senator KERRY . Something made you believe that he somehow

was part of the Iran-Contra affair, is that accurate?

Mr. SAKHIA. This had come up in my discussion with the attor

neys who were handling BCCI's side in San Francisco.
Senator KERRY. Which attorneys?
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Mr. SAKHIA . Again , sir, I'll have to look up the name. I don't

know it. BCCI's San Francisco attorneys.

Senator KERRY. OK .

Mr. SAKHIA . Or Los Angeles. Probably San Francisco attorneys.

Senator KERRY.Tell us what happened ? What took place?

Mr. SAKHIA. Well, what had happened was that when Areef

Duraniwas arrested he phoned from prison or detention this offi

cer of BCCI in BCCI's office to stop payments on cashier's check

which he had made for acquisition of equipment.

Senator KERRY. Acquisitions of equipment?

Mr. SAKHIA. Yes. We didn't know what equipment. They were

supposedly electronics.

And that officer stopped the payment of the checks, which is ir

regular because they were BCCI cashier's checks. They were not

client checks. Which was irregular .

Then not only did he stop the payment, but he transferred the

funds back to Durani, used that money for Durani's bail, all with

out authorization from the general manager in San Francisco. And

he was I think subpoenaed to go to Massachusetts or somewhere in

the Northeast.

Then the bank had found out - or the general manager in San

Francisco had found out that this was happening. So he transferred

this man out of Los Angeles office, made him sit in San Francisco

and communicate with the bank's attorneys .

However, to both our horror, to Mr. Soubole's horror and my

horror, London had overruled Mr. Soubole's decision to remove this

officer from Los Angeles as an active officer. When I took over, Mr.

Soubole briefed me about this . So as soon as I got to Los Angeles

from San Francisco, I suspended him all over again and said

Senator KERRY . This is hard to follow . I want you to try to keep

it as tight and as clear as you did the story about the two brothers
and the father. That we could understand. So I need you to try to

keep this focused .

Mr. SAKHIA. Although this officer was under a lot of suspicion

and was being investigated by the authorities in the United States ,

the then-general manager of California had removed the officer

from active duty in Los Angeles branch and put him in the region

al office in San Francisco. Somehow from London he got instruc

tion to send that officer bank to Los Angeles and reinstate him in

his duties, which neither Mr. Soubole, who was the then-general

manager, nor myself understood why BCCI would take such a dis

astrous step, to put in an officer who is under cloud of an investiga

tion by U.S. authorities .

So immediately I took over I again suspended him and trans

ferred him back, made him available to London to put him any

where else in the world he would b issigned to .

Subsequent to that incident , a few months later I was contacted

by someone from FBI to say that they wanted some records from

our office in Monte Carlo, and they had a lot of material originat

ing from the U.S. and from the Swiss end, but the missing link was

the Monaco branch , the Monte Carlo branch, of BCCI.

Senator KERRY. When did you receive this call?

Mr. SAKHIA. This would be again mid- 1987 or second half of 1987 .

And they said



530

Senator KERRY. And they had records of Switzerland, you say ?

Mr. SAKHIA . They had information from the Swiss bank. They

had information from the U.S. Government, activities this side . But

the missing link was records of BCCIin Monte Carlo .

Senator KERRY. This is the FBI is saying this ?

Mr. Saksia. The FBI is saying this .

Senator KERRY. The FBI says: We need records from Monte
Carlo.

Mr. Saksia . Yes, sir .

Senator KERRY. Did they tell you with respect to what?

Mr.SAKHIA. Yes . Theytold me that theywere investigating this

Iran -Contra and a loan had been made by some person , they did

not know who, to Mr. Khashoggi. This loan had been arranged by

the manager of BCCIin Monte Carlo. This manager had been paid

$ 100,000 by, presumably by the U.S. Government officials, and he

had deposited that check in Switzerland in his own account.

Senator KERRY. Did the FBI show you any documents at this

time?

Mr. SAKHIA. They showed me the check of payment, $ 100,000, to

this officer. So they wanted to know who

Senator KERRY. Payment by Adnan Khashoggi?

Mr. Sakhia. Yes, sir.

Senator KERRY. To a BCCI officer ?

Mr. Saksia. Yes, sir .

Senator KERRY. Of $ 100,000?

Mr. SAKHIA. Yes, sir.

Senator KERRY. And they showed you that document?

Mr. SAKHIA . They showed me the check.

Senator KERRY . OK.

Mr. SAKHIA. Which had been deposited in a Swiss bank.

So I contacted the general manager of BCCI inFrance and my

boss in London , Mr. Ameer Siddiki, and I said : I have been ap

proached by FBI and I think we should cooperate informally, not

withstanding the French secrecy laws, whatever, because once it

gets out into the open we would have a lot of notoriety.

So they agreed to cooperate and they sent me the required infor

mation, which I passed on to FBI .

Senator KERRY. When you say " they agreed,” you agreed to help
them , correct?

Mr. Saksia . Well, I agreed to FBI

Senator KERRY. Was there a quid pro quo for the agreement?

Mr. Sakhia . That they will not have this information leak to the

press .

Senator KERRY. So they would keep you out of the press if you

cooperated with them?

Mr. SAKHIA . Yes, sir .

Senator KERRY. So then you were working with them to find

what, to find the name of an individual?

Mr. SAKHIA. Yes, sir.

Senator KERRY. And the name of the individual—the individual

they were looking for was engaged in what? Who was this person?

Mr. SAKHIA . This person had given loans to Mr. Khashoggi pri

vately, and presumably that was the person , a Shiite from Leba

non , who had been in touch with the officials in the U.S.
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Senator KERRY. What's the significance of that, can you tell us ?

Mr. SAKHIA. Well, the significance of this is when I found that

this officer, whom we knew had accepted a bribe, still continued in

BCCI for a long period of time, an officer in Los Angeles who had

been under clouds and under investigation continued to work in

the bank and in the same position, with the full knowledge of the

executives in London, my knowledge is that this was all being or

chestrated from London and London was aware of what was hap

pening.

Senator KERRY. So you concluded that there was a reason that

London wanted this person who had received a bribe of $ 100,000 to

stay in the bank ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. And simultaneously the FBI was inquiring about

Iran -Contra and the link of how that money may have come to

have been paid , is that accurate ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Did you talk to somebody at that time about

BCCI's involvement with Khashoggi and Iran -Contra ?

Mr. SAKHIA. Within the bank oroutside?

Senator KERRY. Either?

Mr. SAKHIA. Within the bank I did discuss , and that's why I re

moved the officer from Los Angeles and I recommended the firing

of the officer in Monte Carlo .

Senator KERRY. Well, didn't you have a conversation with Mr.

Ameer Siddiki in which you questioned why this person was being

moved — why he was staying ?

Mr. SAKHIA. Why he was staying, and I would not have him in

my region .

Senator KERRY. What did Mr. Siddiki say to you?

Mr. SAKHIA . Well, in case of the officer in Los Angeles I had a

veto power, so I said I would not keep him in my region. I could

not fire him because he was an expatriate officer, but I would not

keep him inmy region .

Senator KERRY. Didn't he express some kind of feeling of anger

about the United States sort of calling the shot on this?

Mr. SAKHIA. Well, not in this case. In another case, after BCCI

was indicted in 1988, in December 1988 or January, February 1989 ,

I went to London and I insisted that BCCI implement the internal

controls and compliance, not only in the United States but also in

Panama, Colombia, and other locations.

And Mr. Ameer Siddiki said : Does United States control the

whole world?

Senator KERRY. I'm going to put into the record now some docu

ments relating to this transaction. The first of these is dated March

27 , 1986, and it consists of a $ 10 million deposit by BCCI in the

name of a company which is under formation in the Cayman Is

lands, at the request of Adnan Khashoggi.

[ The information referred to follows:]
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DISK 2 PAGE 354

MESSAGE • 533

RCU LN 1 SEN 000739

264862 BCC LAR

RCA MAR 27 1215

27TH MARCH 1986

CYM /SMA / 914

C.C. MR . S. M. SHAFI

GENERAL MANAGER

LATIN AMERICA REGION

BCCI MIAMI

MR . AKHTAR ANIS

EXECUTIVE IN CHARGE INTERNATIONAL DIVISION

BCCI LONDON

SUBJECT : EURO BANK CORPORATION , GEORGE TOWN , GRAND CAYMAN
COLOD

REFERENCE YOUR TELEX LON/4769/03G OF DATE , WE ADVISE YOU AS

UNDER :

EURO BANK IS A LOCAL SMALL BANK OPERATING ONLY OFFSHORE BUSINESS AND

THEY DO PLACE FUNDS WITH US BETWEEN DLRS 1 , 200, 000/ = • DLRS 3 , eee , 200.00

TIME TO TIME .

WE WERE APPROACHED BY ONE OF THE DIRECTORS OF THE SAID BANK WITH

THE PROPOSAL THAT THE BANK WILL DEPOSIT USDLRS 18 , 206 , 000.00 WITH US

IN THE NAME OF A COMPANY WHICH IS UNDER FORMATION IN THE CAYMAN

ISLANDS AT THE REQUEST OF MR . ADNAN KHASHOGGI , AND THAT COMPANY

WOULD LIKE TO HAVE CREDIT LINE AGAINST THESE DE POSITS WHICH WILL

BE UNDER LIEN TO US TO WHICH WE HAVE NOT MADE ANY COMMITTMENT .

는

THE ABOVE MATTER WAS DISCUSSED WITH US ONCE IN THE FIRST WEEK OF

MARCH AND AFTER THAT NO FURTHER COMMUNICATION HAS BEEN MADE BY THEM .

IN CASE THE ABOVE BANK REVERT TO US AGAIN, WE SHALL REFER THE MATTER

TO YOU FOR YOUR PERUSAL AND GUIDANCE WITHOUT ANY COMMITMENT TO THEM .

BEST REGARDS,

S.M. AKBAR

BCCI GRAND CAYMAN

264862 BCC LAR

DURATION 242 SECS

1

LISTED 233 77701-6-00

PAGE 360 IS NEXT
1

1

1

C COC2385

1
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SEN 000 738

DISK 2 PAGE 365

MESSAGE • S35

RCV LN 1

Ms. Cec
ili

a

264662 BCC LAR

RCA MAR 27 1223

264888 BCCMI UR

MSG A742

THIS IS BCCI MIAMI TLX ROOM, WE ARE RELAYING THIS MSG

TO THE ATTN : OF MR . S.M. SAHFI, WEQUOTE MSG BELOW

QUOTE

pt file

892251 BCCLNA G

ZCZC BTX712 @OSS Bes2 IPPS91

MIAMI / TO , BCCI MIAMI U.S.A.

.02 TLX REF LDN 4789 / 3G 27.03.66

TO BCCI GRAND CAYMAN

ATTN MRSM AKBAR

EURO BANK CORPORATION , GEORGETOWN , GRAND CAYMAN

WE UNDERSTAND THAT THE ABOVE BANK HAS RECENTLY HELD DISCUSSIONS

WITH OUR GRAND CAYMAN BRANCH FOR ISSUING A LETTER OF GUARANTEE

FOR USD 10 MILLION IN FAVOUR OF BCC MONTE CARLO FOR MR ADNIAN

KHASHOGGI . KINDLY LET US KNOW WHAT PROMPTED THESE DISCUSSIONS ?

IN VIEW OF THEIR SMALL SIZE AND BECAUSE WE DO NOT KNOW THEM WE

WOULD NOT BE INTERESTED IN ACCEPTING THEIR GUARANTEE .

PLEASE BE GUIDED ACCORDINGLY.

REGARDS

AKHTAR ANIS

INTERNATIONAL DIVISION

CC : MR S M SHAFI

BCCI MIAMI

BANCRECOM LONDON

Des7270386

NNNN

892251 BCCL NA G

UNQUOTE

REGARDS

BCCIAMI

NNNN

26460 BCCMI UR

264862 BCC LAR.....

DURATION 20S SECS LISTED 239 ???01-06-09

PAGE 37® IS NEXT
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238
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Senator KERRY. Are you familiar with the $10 million transac

tion I'm referring to?

Mr. SAKHIA. I wasn't aware of it, but I have seen now the docu

ments.

Senator KERRY . You've seen the document.

Mr. Saksia. Yes.

Senator KERRY . What does that — what is your understanding of

the meaning of this transaction , do you know?

Mr. Sakhia. Well, in isolation you cannot say one thing or an

other . If you put it all pieces together, it looks that BCCI was han

dling this $ 10 million transaction .

Senator KERRY . Excuse me?

Mr. Sakhia . In isolation this document does not evidence except

a normal bank -customer relationship .

Senator KERRY . I understand that . But in light of what you've

come to understand about this?

Mr. SAKHIA . In the context of this , BCCI was aware what was

happening

Senator KERRY. With Khashoggi?

Mr. Sakhia. With Khashoggi.

Senator KERRY. And there was a $10 million transaction?

Mr. SAKHIA. Yes, sir .

It's again very unusual to put through this transaction for a com

pany which does not even exist at this time, because one of the

principles of banking is you're to know your customer, who it is . In

this case the customer doesn't even exist. The company had not yet

been formed . So that is very unusual .

Senator KERRY . And the second through the fourth of the docu

ments that I'm going to put in are from BCCI Miami, referring to

transactions involving BCCI Monte Carlo on behalf of Adnan Kha

shoggi .

[The information referred to follows:]
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}:.ع]! TEL : +4,3 :. :::

CS3..GC 775

: ICE :RT

SY :

эса

YRID

264862 ECCLAR

PLS SELECT SERVICE PRI

RCA SLEY GO 184246318.3.is

MAY 19 : 524 8 3924

5CC : -6913C

3

CUTE CARLO

254 HASJOGI Act . 40 . 03779

CE RECEIPT OF CHEC OF USSIVO. PAYAELE TC EASTERN

::PINES WOULD ADORECIATE : YOU WOLLD KINDLY FLOCR $ 112...

* SENDING YOU CHECK BY DHL AND YOU ARE KINDLY SECUEST

097 TLE PROCEEDS BY TELEGRAPHIC TRANSFER O SE PYS.L

INTERNATIONAL NEW YORK FOR ACCOUNT OF ECC MAI FOR AL COUNT OF

EPSTEIN AIRLINES . VALUE : 9 MAY 1995 .

GDS .

SEILERA I

FCC : - AR

ECO : 469 : 931C .....

::. 8

" HANK YOU FOR Sins RCAHami

DELIVERED SA

DURA : 5 : SECS LISTED 2013 1921-13

Scige Isx"
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PVT _ 33254
4

1

-GTW 0829 EDT 03/05/86

po5 1986 0831

25808A BCCINY MT

97ARD

-EX MESSAGE

1 469183MC 5 PAR 5 1986

( NO SS3S TS/GE DTD S-3-66

ACC ! NEW-YORK

BCCI MONTE-CARLO

m.incit COMMERCE INTL

NEW YORK

ST NO
FOR USD 30.000 , - DTD 5-3-86

LUE LI -A6 PLS PAY USD 30.000.- TO CITIBANK

ETH AVENUE NEW-YORK CITY 10613 FOR CREDIT

AMORP A/C NO 04605126533 B/C ADNAN KHASHOGS !.

REF :
OTT /MC/NY/ 058 /86 ( . )

OS

CU MONTE-CARLO

2SBOBA BCCINY MT.

DESI ACES.

SI 469183MC

PLY VIS ITT

SY DISC.

aosed time 00:01:24

INTED AT 0830 EDT 03/05/86

42
29
99

NY 0020 777

CONFIDENT
IAL
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B.NK OF CREDIT AND COMMERCEINTERNATIONAL S.A.VK

NEWYORKAGENCY 30PARK AVENUE MEW YORK NY16072

OUA AES PVT .

DATE

PAVING LANK ORDERING BANK

The Bank of New York

110 Washington Street

New York , NY 10015

An . Paying And Receiving Dept.

Dear Sir .

To the debit of our account No. 91-2158 with you , please effect

the following payment today in CHIPS.FEDERAL FUNDS

Amount in figures $ 30,000.00

Armount in words US Dollars Thirty thousand only

Pay To :
Citibank , 640 5th Ave ,

For accountof 04605128599 of Akoe.

SC
O

NE
W
YO
RK

OF
FI
CE

20
:3
1

Their Ret. Blo : Adwan Khashoggi

Very truly yours .

A
C
T
-F-

4
8

Authorized Signature Authorized Signature

TELEX 42500 BCA NY MT CAOLES BANCAECOM

A Sedan KC adapter SA

PHONE 02131 719 2800

اعدیم.امصخ

NY 0020 776

CONFIDENTIAL
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Pvt _3325 /her
PYT

-GTW 0829 EDT 03/05/86

POS 1986 1831

?SAVBA BCCINY MT
1 : 17ARD

EX MESSAGE

1469183MC

5

5
PER 5 1986

NO SS3S TS /GE DTD S-3-66

ACC ! NEW-YORK

BCCI MONTE-CARLO

A. 0.7 COMMERCE INTL .

NEW YORK 1

ST NO
FOR USD 30.000, - DTD 5-3-86

UE 7 - U - AE PLS PAY USD 30.000 , - TO CITIBANK

- STH AVENUE NEW- YORK CITY 100 : 9 FOR CREDIT

AKORP A/CNO 04605126593 B / C ADNAN KHASHOGS !.

REF : OTT /MC/NY/058 /86 1. )

DS

C : MONTE-CARLO

25808A BCCINY MT.

TESI AC

LaSI 469183MC

2- Y VIS PTT

SY DISC .

aosed time 00:01:24

INTED AT 0838 EDT 03/05/86

42
29
99

NY 0020777

CONFIDENTIAL
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Senator KERRY. And these appear to us on the committee , given

their date, to be transactions relating to the Iran -Contra affair,

which the FBI discussed with you.

I'd also like to enter into the record supporting these second

through fourth documents two pages of an unclassified deposition

from the Iran -Contra hearings of Emanuel A. Floor on June 8,

1987, regarding Adnan Khashoggi's assistance to the U.S. Govern

ment in the Iranian arms deal, and I'd just quickly read into the

record acouple of excerpts from this document.

According to Floor's testimony under oath: " Khashoggi said that

the money, the $10 million , would go into a joint venture. In other

words, $10 million in Credit Suisse goes into this venture, the ven

ture buys the arms, the arms are shipped to Iran . Iran pays for the

arms, except when the money came back through it's $ 11 million

and there was to be a profit. Part of the profit was to go to Triad

International Marketing" -which is mentioned in the original doc

ument here— " and partof the profit was to go to others, including
something he described as BCCI."

So we have part of the profit of Iran -Contra, according to this

and testimony in the Iran -Contra hearings , going to BCCI.

To continue, Mr. Floor was then questioned by the Iran -Contra

counsel, who asked him : "Was Manuchar Ghorbanifar the only in

dividual that Adnan Khashoggi specifically named as being in

volved in this transaction?' '

Answer: "Yes, sir. He referred to his associates two or three

times. He said : “These are my associates, and when we wrote BCC

down he said some name, but I can't recall what it was.'

So it's obvious, it seems to us from these documents and from

your testimony as well as this earlier testimony, that BCCI indeed

was party to financial transactions involving the Iran-Contra

scheme.

And the question is why the United States chose BCCI for this

super -secret covert action at a time when the CIA already knew

that BCCI was a criminal enterprise and had notified people, after

Senator Hawkins had raised the issue publicly , and it's clear that

the CIA had previously made its own determination as to that

criminal undertaking and it also knew — and BCCI, it is obvious,

knew because of the way it set this up that the CIA or someone

was engaged in a secret arms deal to Iran, as it was handling the

financing therefor.

So the only people who didn't know about either BCCI's secrets

or the CIA's and NSC's secrets were the U.S. Congress and the

American people and the people who didn't do anything about it

when they had the knowledge.

Now, this is obviously a beginning, but the CIA is due to testify

here on Friday and I'd be interestedto hear, we will be interested

to hear, what their response is with respectto these transactions.

Is that an accurate picture of what was going on, Mr. Sakhia ?

Mr. SAKHIA. Well, as you describe it, yes, when you put all the

things in one, all the pieces in one puzzle.

Senator KERRY. Well, you had questions at the time . I mean, you

couldn't understand why someone with a $ 100,000 payoff was stay

ing, correct ?

Mr. SAKHIA . Yes, sir.
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Senator KERRY. You thought they ought to be out?

Mr. SAKHIA . Yes, sir.

Senator KERRY. London wanted them to stay.

Mr. SAKHIA. London — they stayed through until the time I left .

That officer was still in the bank .

Senator KERRY. And you specifically reached an agreement to co

operate in helping to provide these links, providing BCCI was kept

outof the public, is that correct ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. So BCCI was kept out of the public by a U.S.
Government agency.

Mr. SAKHIA .Yes, sir.

Senator KERRY. Which could have revealed at that time that

somebody had taken a bribe.

Mr. SAKHIA . Yes, sir.

Senator KERRY. So somebody had an interest in keeping that out

of the news.

Mr. SAKHIA. Yes, sir.

Senator KERRY. Now let me come back to the Noriega accounts

for a minute, because I'm concerned . You knew that Amjad Awan

in Florida had a relationship with Noriega in the early eighties,

correct ?

Mr. SAKHIA. Sir, let me back up a little . Amjad Awan was the

manager of BCCI in Panama until about 1984. He then moved to

Washington. He continued to be the relationship officer for Nor

iega account.

In 1987 he moved to Florida after I had moved to New York . So

Amjad Awan never worked with me directly.

Senator KERRY. I understand that. But there were records in

U.S. banks of transactions in the BCCI family.

Mr. SAKHIA. Yes, sir.

Senator KERRY. Which was transacting Noriega's account. There

were records of his financial transactions, were there not ?

Mr. SAKHIA . Well, because the transactions were not booked or

the relationship was not with any of the U.S. offices of BCCor BCC

group, but Amjad Awan maintained the files of that relationship,

whether that relationship was in London or in Panama.

Senator KERRY. Where were the files kept?

Mr. SAKHIA . Well, at two locations: where the relationship exist

ed , like in London ; and with Amjad Awan . When he was in Amjad

Awan, he had it in Washington.When he went back to Miami, he
took that with him to Miami.

SenatorKERRY.And at some time were those files shipped out of
the United States ?

Mr. SAKHIA. I believe so .

Senator KERRY. When were they shipped out ?

Mr. SAKHIA . After the Noriega case came to the Senate and

when the Senate subpoenaed Mr.Awan and Mr. Shafi.

Senator KERRY. Sothis committee issued a subpoena, correct ?

Mr. SAKHIA . Now I understand, yes.

Senator KERRY. And those records, it is your understanding,

were shipped out subsequent to the Senate committee's subpoena.

Mr. SAKHIA . That is my understanding.

Senator KERRY. How do you come to understand that?
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Mr. SAKHIA . Well, in mid -1988, I think it was July 1988, I was

visiting San Francisco . Mr. Rizvi called me in my hotel on a week

end and he said : Mr. Amjad Awan has resigned from BCCI and he

is not communicating with anyone, he is sort of gone, and we

would like to explain to him that we are his family, he should not

leave.

And I said: What happened. And he said : There was some sub

poenas from the U.S. Government and we have been advised that

he should be transferred out of United States. We were transfer

ring him toParis, but Amjad Awan

Senator KERRY. Let me just slow this down a little . Amjad Awan

was advised that he should be transferred ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Was this subsequent to the U.S. Senate commit

tee having subpoenaed him?

Mr. SAKHIA. Yes, sir.

Senator KERRY. So he was under subpoena to the committee ?

Mr. SAKHIA . I do not know whether the subpoena had been

served on him . I think , again with hindsight, there had been some

mistake, that somebody else was served the subpoena meant for

Amjad Awan, so it had not been handed to him. But he was going

to be subpoenaed by the U.S. Senate. I think something of that had

happened.

Senator KERRY. And who advised him to clear out of the United

States ?

Mr. SAKHIA. Well, according to Amjad Awan and Mr. Rizvi, they

had an advice from the BCC counsel , which was Mr. Altman , that

they had a meeting in London and that Amjad Awan should be

transferred out of United States and Mr. S.M. Shafi should not go

back to United States.

Now, from middle of 1988 all the way to middle of 1990 Mr. Shafi

never returned to United States. I don't know if he did afterwards,

but he did not. And Amjad Awan came here .

Senator KERRY. Now , what I would like to do is I'm going to

come back to that this afternoon and to the whole series of events

that took place subsequent to the indictment and some of the rela

tionships thereafter.

But I'd like to go back, if I may, now and fill in some of the gaps

with respect to the relationship you were talking about earlier.

BCCI developed an external marketing plan, is that accurate ?

Mr. SAKHIA . Yes, sir.

Senator KERRY. And the external marketing plan was an effort
to take surplus staff in any one territory and have them market

for the rest of BCCI's services, correct?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Essentially, you were marketing three products.

Mr. SAKHIA. Yes, sir.

Senator KERRY. Deposits of nonresidents of Pakistan , India , and

Bangladesh .

Mr. SAKHIA. Right, sir.

Senator KERRY. Youwere marketing for dollar deposits for off

shore centers, like the Caymans, Luxembourg, et cetera.

Mr. SAKHIA. Yes, sir.
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Senator KERRY. You were trying to find people who wanted to

dump their money out there.

Mr. SAKHIA . Right.

Senator KERRY . And the third was offering correspondent bank

ing services around the world , is that correct, because you had a

global network ?

Mr. SAKHIA . Yes , sir .

Senator KERRY. Now , the question I suppose, if Mr. Clifford or

Mr. Altman were here or anybody else representing the bank, they

would say : Well, you know ,we had a correspondent relationship.

We were a bank that was interested in, obviously, getting deposits.

We wanted to grow . Here was a bank that was working in the

United States. We had a relationship because we knew Mr. Abedi,

Mr. Abedi was the advisor to the investors, and we were obviously

going to take advantage of that relationship in an effort to grow

and to be a good bank.

Mr. SAKHIA. Sir, I think you've interrelated two different things,

marketing for First American and external marketing program .

External marketing program was exclusively by BCCT for BCCI.

First American was not part of this scenario .

Senator KERRY. OK , they played no role in the external market

ing?

Mr. SAKHIA. No, sir.

Senator KERRY. OK.

Mr. SAKHIA. This was , there were three essential products. There

were generallyother products, but theseare three prime products:

marketing to Pakistanis, Indians, and Bengalis for opening hard

currency accounts in their home countries; two, marketing for

dollar deposits for BCCI generally, with particular referenceto the

offshore centers; and thethird was marketing the global BCC net

work with the banks.

Now , back to front, the correspondent banking is a very legiti

mate product and BCCI had something to offer , so there was no

problem in that territory:

In the area of marketing for offshore deposits, in countries like

Middle East and Hong Kong where there are no controls or no reg

ulations preventing or no tax implications, again this is a legiti

mate product. But marketing this product in countries either

where there is an exchange control, it's illegal; in countries where

there is an income tax, like U.S. , Canada, Britain , again this is dif

ficult because a customer may use the bank to avoid taxes in the

country where they were living.

So we had a major concern in the United States, and I have sub

sequently been shown documents by Federal Reserve— when I had

told them for a year that I had been opposing them, they were sus

picious of it, but now they have independent documents —— to say

that I had stopped this practice in United States, that we would
not market thenonresident deposits and the U.S. dollar deposits.

My concern was that overzealous staff, who by their nature were

redundant in this office, to make their mark by bringing in more

deposits will make any type of commitments, and this would land
bank in trouble.

Senator KERRY. So basically, the bank engaged in a major mar

keting program to assist people to avoid taxes?
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Mr. SAKHIA . The bank did not announce it as such, but anyone

who wanted to avoid

Senator KERRY. I can well understand that they wouldn't . But

they engaged in it, they entered into it . I mean, that was the effort .

And you understood it as that, because you fought it , didn't you?

Mr. SAKHIA. Yes. Well, I understood that the overzealous officers,

to protect their jobs, would go and make any type of commitments,

even though the bank wouldn't, the policy, the senior management

policy, would not announce it, but they would engage in it . And

thenwhenever the law enforcement comes, it's not these young of

ficers but people like me who get into trouble.

Mr. SCHNAPP. Senator, perhaps I can clarify a point, if I might.
Senator KERRY . I think it's clear.

Mr. SCHNAPP. I think Mr. Sakhia is saying that the danger of the

program inherently lent itself to people soliciting depositors who

wanted to avoid U.S. taxes and also soliciting foreign deposits of

people who might be engaging in illegal transactions .

Senator KERRY. There's no secret that that's what that kind of

bank does. I mean, this isn't some dainty process. The Cayman Is

lands, Luxembourg, Hong Kong are among the leading harbors for

hiding money. I mean, everybody knows it. Everybody in the inter

national banking world knows it, and they all compete for it .

Isn't that a fact ?

Mr. SAKHIA. All banks do it .

Senator KERRY. Sure. So you guys were going to get into the

game.

Mr. SAKHIA. Except in the case of many money center banks,

Swiss banks and big Luxembourg banks, it's done very discretely,

in a very sophisticated way. In BCCI we were recruiting a thou

sand-plus people into this business.

SenatorKERRY. Now, the fact that you have said that the exter

nal marketing plan was separate from the coordinating committee
United Statesexpansion plan

Mr. SAKHIA. Yes, sir .

Senator KERRY [continuing . ) Might be argued by a Mr. Clifford or

Mr. Altman or others on their behalf and say : Well, precisely; they

were off doing their own thing and we had this correspondent rela

tionship here in the United States, and that was our interest,

growthwithin the banking community where we operated.

Mr. SAKHIA. Sir, I elaborated earlier on the type of joint efforts

for First American . BCCI officers marketing

Senator KERRY. Now let's go into that a little bit, because I want

to try to explore that and understand it better, and that will

enable us as a committee, obviously , to ask more intelligent ques

tions of them when they appear here.

Now ,you had a coordinating committee for the United States .

Mr. SAKHIA . Yes, sir.

Senator KERRY. How did the coordinating committee come to
exist ?

Mr. SAKHIA . Mr. Abedi set up this committee.

Senator KERRY. When did he set it up?

Mr. SAKHIA . I think in early 1984 .

Senator KERRY. Who was in charge of this committee ?
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Mr. SAKHIA. Well, he himself was in charge, but I was the coordi

nator in the United States.

Senator KERRY. You were the United States coordinator.

Mr. SAKHIA. Yes. I would send out the agenda for the meeting, I

would arrange for the hotels, I would arrange for the meetings.

Senator KERRY. And as the coordinator, as the person who man

aged this committee, you understood it to be a coordination of all

the banks in the United States under the BCCI umbrella?

Mr. SAKHIA . Yes, sir .

Senator KERRY. Was strategy discussed for all those banks at

these meetings ?

Mr. SAKHIA . Marketing and products.

Senator KERRY. Marketing and products. Now , was marketing

for the First American Bank included in these coordinating meet

ings?

Mr. Sakhia. Yes, sir.

Senator KERRY. Did you create documents at the time which sub

stantiate the nature ofthese meetings ?

Mr. SAKHIA. Well, each of the meetings was recorded. What we
call recorded would be in our term called “ minuted .” And the min

utes were circulated to all the participants and all their superiors.

Senator KERRY. I ask you again the question, was marketing for

First American Bank included in those meetings?

Mr. Saksia. Yes, sir.

Senator KERRY. Was marketing for the National Bank of Georgia

included in those meetings ?

Mr. Saksia. Yes, sir.

Senator KERRY. And were documents prepared with respect to

both of those entities during those meetings or after the meetings?
Mr. SAKHIA . Yes, sir .

Senator KERRY. Now, let me have a document put in front of the

witness, if we may.

This is a document, Mr. Sakhia, which I think you've previously

identified to us as minutes ofthe meetingof the U.S. coordination

committee held on April 24 , 1985, in NewYork .

Mr. SAKHIA. Yes, sir, this is one of the examples, but every meet

ing

Senator KERRY. This is just an example. There are reams of doc

uments , but this is one example; is that accurate ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. There were ten people in attendance, correct ?
Mr. Sakhia . In this particular meeting, yes.

Senator KERRY. And among those ten was a Mr. Khusro Kara

mat Elley, is that right?

Mr. Sakhia. Yes, sir.

Senator KERRY. Who was Mr. Elley?

Mr. Saksia . Mr. Elley was at that time with First American
Bank in New York.

Senator KERRY. What was his role with First American in New

York ?

Mr. SAKHIA . I think he was looking after the administration, ad

ministration side of the bank. He was not on the business side of

the bank, as I recall, at that time. He moved to various positions in

that bank .
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Senator KERRY. Mr. Tariq Jamil was also at the meeting ?

Mr. SAKHIA. Yes, he was. Tariq Jamil was de facto the chief oper

ating officer of National Bank of Georgia .

Senator, I want to clarify again on the marketing aspect of BCC

and First American . There was a plan within BCCI to market for

First American . The international division, based in London , mar

keted for correspondent relationships for BCC group, including

First American . So not only the branches of BCCI worldwide sent

business to First American, but BCCI correspondents also were

sending business to First American.

Similarly, the deposits of U.S. residents or U.S. corporations that

we could not take inBCCI branches because of the agency status

we would market to First American .

Senator KERRY. Who profited from that?

Mr. SAKHIA. Well, we were parking — we were giving profits to

First American .

Senator KERRY. You were parking

Mr. SAKHIA. Wewere giving profits to First American .

Senator KERRY. You were giving profits to First American?

Mr. SAKHIA . Because the overhead, the marketing overhead, was

absorbed by BCCI, the profit that was made was made in First

American. But it was coming back to us because it was one and the

same thing.

SenatorKERRY. How was it coming back to you?

Mr. SAKHIA. Because First American was owned by BCCI.

Senator KERRY. So they didn't mind giving all this business to

First American , even though they might have found a way to get it

themselves, because they considered it to be giving it to them

selves ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. This is the brother -brother -father relationship?

Mr. SAKHIA . Yes, sir .

Senator KERRY. Now , in this memoranda, in this minutes of the

meeting, it cites individual presentations that were made, and one

of the presentations was, under the heading of individual presen

tations, it says, the purpose: " To update each member of the oper

ations of different units, it was agreed to discuss briefly the size

and volume of each location's business," correct ?

Mr. SAKHIA . Yes, sir.

Senator KERRY. And the first business to report was National

Bank of Georgia, which supposedly was owned by Gaith Pharaon .

Mr. SAKHIA . Yes, sir.

Senator KERRY. But in fact you're saying was owned by BCCI,

which is why they were giving a report on their deposits, assets,

profits, and advances.

Mr. SAKHIA. Right, sir . This is an example of the question you

wereasking, that it was a pure, arm's length correspondent bank

relationship. Now, Bank of America or Security Pacific did not

come to meetings with these kind of figures.

Senator KERRY. So these were the only banks with whom BCCI

had a relationship in the United States of a " correspondent"

nature , these were the only banks that came to meetings like this?

Mr. SAKHIA . Yes, sir .
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Senator KERRY. National Bank of Georgia and First American ,

among others ?

Mr.SAKHIA . Right.

Senator KERRY. And the others were exclusively the BCC's, cor

rect ?

Mr. SAKHIA. Yes, sir .

Senator KERRY. BCC Canada, the New York agency, the Miami,

the Latin American region , San Francisco, Los Angeles. And then

again , we have First American Bank of New York .

Mr. SAKHIA. Right, sir .

Senator KERRY. Mr. Elley gave a background of the history of

First American BanksharesGroup, especially New York, describing

the role of the investors and how the emphasis was on developing

New York. And then he goes into a full range of services that the

bank provides.

Is that accurate ?

Mr. SAKHIA . Yes, sir.

Senator KERRY. Now, let me ask you a question, looking at that.

Why would he feel it necessary , if you say this is around 1984,

1985, why is it such a primer, in a sense? Why is he saying the

main focus— “ he described that in addition to providing a full

range of services from New York, the main focus would be on cre

atinga powerful international division and a very strong money
market," and so forth .

I mean, he seems to be saying some pretty basic stuff to a group

of people whom you say already knew that the bank was owned .
Nr. SAKHIA. Sir, this was the first meeting, if you see the

route

Senator KERRY. This isn't the first time, according to you, that

they were coordinating.

Mr. Sakhia. No, but this meeting of the coordination committee,

some of the people were attending for the first time. Like Mr.

Munshi, Mr. Paruey, Mr. Rizvi, these are first-time participants
into this meeting.

Senator KERRY. At this kind of meeting ?

Mr. Sakhia. In this kind of a meeting.

Senator KERRY. How did this meeting come about ?

Mr. Saksia. Mr. Abedi had asked us to set up this committee

and asked us to meet regularly, and after the first meeting we met

almost every month at different locations, in New York, Miami,

Washington , mostly on the East Coast because of the convenience.

Now, besides the meeting in this forum , every time BCCI had a

quarterly conference in London where everybody from all over the

world would participate, there would be a follow -up meeting of the

people from different regions, and again a similar meeting would

bepresidedby Mr. Abedior Siddiki of the U.S.-based staff.

Senator KERRY. A subsequent set of minutes - I'm going to let

the minutes basically speak for themselves, but I just want to flag

a couple of things . The next set, the meeting was June 2, 1985, and

the meeting was in Miami this time, correct ?

Mr. Saksia . Yes, sir.

Senator KERRY . Again , at this meeting Mr. Elley was present,
correct ?

Mr. SAKHIA . Yes, sir .

है ।
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Senator KERRY. And, representing National Bank of Georgia, Mr.

Tariq Jamil again. BCCI Washingtonwas represented. FirstAmeri

can was represented by both Mr. Afridi and Mr. Elley, accurate ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. Now, it says here the purpose of the coordination

desk was: “To coordinate inter-regional marketing . ”

Mr. SAKHIA . Yes, sir ..

Senator KERRY. “ To provide protocol and courtesy to customers

from other areas.

Mr. SAKHIA. Yes, sir.

Senator KERRY. " To make referral of customers and potential cli

ents visiting other locations;"

" To exchange information on prospects and potential business ” ?

Mr. SAKHIA . Yes, sir.

Senator KERRY. Is there anything in those four items that banks

couldn't get together on and exchange or involve themselves in le

gally ?

Mr. SAKHIA . No. You are competing with the other institutions .

You don't introduce your customer, unless you are not in that

market. For example, if a customer of a bank was going to Singa

pore, where BCC did not have a presence, then we would introduce

that person to our correspondent to provide protocol assistance or

to provide the courtesies, a consular sort of a letter.

But here we are asking to take care of our customers and to in

troduce the business to each other.

Senator KERRY. Had you ever had that kind of relationship in

your banking history with any bank that you didn't own or have
an interest in?

Mr. SAKHIA. No, sir.

Senator KERRY. Now, another document I have here is a letter

written by you to Mr. Afridi at First American .

Mr. SAKHIA . Yes, sir.

Senator KERRY. And this is a letter dated March 23, 1984 .

Mr. SAKHIA . Right, sir.

Senator KERRY. In which you are basically setting out instruc

tions for what First American has to do to comply with a certain

procedure, is that accurate ? Are you familiar withthis letter ? This

is the Castle Investment Group, Fort Lauderdale, Florida .

Mr. SAKHIA . Right. We had marketed for business and we are

now telling First American how to handle this business, what to

do, what procedure to follow . We're not only marketing the bank,

we are telling them step by step how they are to run it .

Senator KERRY. So you actually gave them point by point in

structions as to what to do with the business that you gave them?

Mr. SAKHIA . Yes, sir.

Senator KERRY. Managing the business that you gave them, in

addition to managing the bank relationship .

Mr. SAKHIA . Yes, sir.

Senator KERRY. And again , how did you know that you would

accrue any benefit from that ? What was BCCI going to get out of
that ?

Mr. SAKHIA . Well again , sir, I said that BCCI and First American

was one and the same entity .

Senator KERRY. What did First American refer or do for BCCI?
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These documents, incidentally, will be placed in the record in se

quence and marked accordingly.

The information referred to follows:
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BANK OF CREDIT AND COMMERCE INTERNATIONAL

OVERSEAN LIMITEN

1700 BRICKELL AVENUE MIAMI FLORIDA JJ1J1 USA

23rd March , 1984

Mr. A. Afridi

First American Bank

350 Park Avenue

New York , N.Y. 10022

Dear

Aijana isi
Subject : Castle Investment Group

Fort Lauderdale , Florida

This has reference to our teleconversation of this morning .

The Modus Operandi for handling deposits for the above group

would be as follows :

( 1 ) First American Bank would have to print contract forms

in triplicate along the lines suggested by the above

group , photocopies of which are enclosed .

( 2 ) These forms would have to be protectographed , signed and

kept in safe custody at our Boca Raton Branch in Florida .

( 3 ) Each depositor would complete and sign the requisite forms

printed by your office at the time their cheque is handed

over to the BCC representative .

( 4 ) The BCC Representative would hand over to the depositor

the original copy of the printed specified foro ( Item 1 ) ;

the second copy of which would be forwarded in batch to

your office the following day by our Boca Raton office ;

the third copy would be retained by our Boca Raton office

18 their office copy .

( 5 ) On receipt of your copies of the printed specified forn ,

Pirst American Bank should 18sue in due course (within

ten ( 10 ) working days ) a comprehensive list of ihe depositors

along the lines of the enclosed draft ( Item II ) . This

11st should be sent to our Boca Raton office for handing

over to the representatives of the Castle Investment Group .

This list would also be utilised for the issuance of the

usual income tax certifications .

Cont'd . ... 12

PHONE 18
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Mr. A. Afridi .ܐ, 23rd March , 1984

( 6 ) All deposits would be for a period of 182 days . On

maturity the BCC representative would have to hand over

to the depositors two individual cheques representing

principal Inounts and accrued interest . The depositor

would then have the choice of either reinvesting , adding

to or not renewing .

( 7 ) BCC Boca Raton will contact your dealer three working

days prior to the date of naturity to obtain a quote on

amounts for che next 182 days .

( 8 ) To facilitate smooth operation of these transactions

Pirst American Bank , New York should open an account with

BCC Boca Raton .

( 9 ) The rates of interest and Investment of funds will be

as per our discussions on telephone .

( 10 ) The first maturity of the Group ( US $ 5million ) falls due

on April 5 , 1984 ; so your urgent attention in finalizing

these arrangements and the necessary printing is kindly

requested .

If you have any queries or counter suggestions please do not

hesitate to contact me or Mr. Basu . I hope the above will

be agreeable to you and will prove to be of mutual benefit

to our two institutions .

Kind regards ,

Thank

AV R. Sakbia .
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ACCOUNT NUMIT

02-1214-6-16-17-18-19-20

Commonwealth DATLAP

SAVINGS & LOAN
January 26 , 1984

AGREEMENT

THE UNDERSIGNED AGREE ( S ) TO PARTICIPATE IN A GROUP ORGANIZED FOR THE SOLE

RPOSE OF MAKING DEPOSITS ( $ 2,500.00 MINIMUM) INTO A SAVINGS CERTIFICATE OF

MMONWEALTH SAVINGS AND LOAN ASSOCIATION UNDER THE FOLLOWING CONDITIONS:

THE CER FIICATE THE CERTIFICATE ISHALL REMAIN INTACTUNTIL THEDAY

ITSMLTURE AND NO INDIVIDUALPARTICIPANT MAYWITHDRAWANY PORTIONOF THE

VINGSOR INTEREST- CHERONUNTIL THECERTIFICATE MATURES. COMMOHT EINE

VINGS AND LAN ASSOCIATION OF FLORIDA SHALL NOT BE REQUIRED TO RECOGNIZE ANY

TEMPTAT ASSIGNMENT, PLEDGE OR ENCUMBRANCE OF THE UNDERSIGNED'S INTEREST

THE CERTIFICATE.

HE CERTIFICATE WILL BE ISSUED IN THENAME OF Cutte Lorulbeats

IOSENVOMAGES ARE Jooper, Darla Mendes, Irving Librit2 taoDETRIOD

(2 out of 4 signatures required for vithdranl)

TOMMONWEALTH SAVINGSAND LOAN ASSOCIATION IS AUTHORIZED TO AGL OPON

STREET ROUESTOF ALDE THENOMINEES.

CETTICIPANTSBENEFICIARIES INTERESTIN THE ACCOUNSTO BE

BESLIG WHICHI SURES THE AMOUNTOF THEIR INVESTMENT OR TO

REFORGTHOSEWAS HAVEOTHER ACCOUNTS IN COMMONWEALTAYINGS

SOM FOLTANHICH BRING HETOTAGİNVESTMENT TO OVER100.000

si GND SHIESTO DEPOSIF THE SUM DE

TRELER FIFICATE OF COMMONWEALTHESAVINOVA

FRONTTÖRITY THE FOREGOING A MODENA

DEBAD TO THEUNDERSIGNED

E10 100 TMP DE INTEREST MATURITY DATE: July 26 , 1981 impara

JE Plane RO

RERUP

NITROSTOR
I cortası

per

(

US

ORASSOCIATION USE ONLY

UNT VERIFIED BY: DATE :

DATE :IEDBY: Josephine Malto , Savings Manager

COOK SUR
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ITEM -I
COMMONWEALTH SAVINUS ANU LUAN ASSOCIATION

7118 NORTH UNIVERSITY DRIVE

TAMARAC , FLORIDA 33321

( 305 ) 979-0500

CONDO NAME : CASTLE INVESTMENT 110/6 ACCOUNT ! 04-1840-5-20-21-22-23-24 OPENED 10-6-83

MATURING 4-5-84 AMOUNT $ 4,953,653.24 TOTAL INTEREST $271 , 704.48 RAIE 11.000

012-12-1066 11,000.00 1100 365 182 603.34Samuel & 733-5675

Eleanor Aarons

4851 N.W. 21 Street 1102

Lauderhill , FL 3331 )

735-3098 087-34-3171A 21,309.60 .1100 365 182 1,168.82Anna or

Marshall Adelstein

2251 N.W. 48 Terrace

Lauderhill , FL 33313

735-0840 096-38-5316 15,000.00 .1100 365 182 822.74Claire Adler

4751 N.W. 21 Street

Lauderhill , FL 33313

721-5327 101-10-1019 8,000.00 .1100 365 182 438.79Benjuin Alexander

Elizabeth Alexander

5801 N.N. 82 Avenue

rac , FL 33321

$54-68-6086 8,500.00 .1100 365 182 466.22Sylvia Allen 484-4546

Jody Sweetapple

ITF Jody Sweetapple

2060 N.W. 48 Terrace

Lauderhill , FL 33313

081-10-6753 25,000.00 .1100 365 182 1,371.23Joseph or Ethel Alper 739-9869

4740 N.W. 21 Street 1406

Lauderhill , FL 33313

.1100 365 182 1,423.97Albert or 735-7111 092-05-4930 25,961.55

Evelyne Alter

1.1.1 . Sandy Alter , Jack Alter , Roberta Hettnan

4851 N.N, 21 street

Lauderhill , IL 33313

067-38-0184 10,000.00 .1100 365 102 $ 40.49Helen Appel 739-1747

2291 N.W. 48 Terrace

Lauderhill , FL 33313

123-10-4364 75,081.52 1100 365 182 4,110.17Lillian Aner 484-4047

2291 N.N. 48 Terrace

Lauderhill , IL J3313

084-07-4650 .1100 365 1823,893.29 213.94. or Sylvia Ascher 721-4313

6350 N.N. 62 Street

Tamarac , FL 33319
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350 PARK AVE

N.Y. N.Y. 10022Mr. A. Afridi

First American Bank

New York , N.Y.

Dear Afridi Saheb ,

Sub : Castle Investment Group

Fort Lauderdale , Florida

همهفیهمه۵۱

memand

This has reference to our teleconversation of this morning .

The
for handling deposits for the above

group would be as follows :

in

, ( 1 ) First American Bank would have to present contract

teems.. ' in triplicate along the mos-suggested by the above
Gul. , photocopies of which are enclosed .

partecto beremy

( 2 ) these terms . - would have to be photograph igned and

kept in safe custody at our Boca Raton Branch in F16fida .

( 3 ) Each depositor would complete and sign the requisite

forms printed by your office at the time their cheque is handed

over to the BCC representative .

( 4 ) The BCC Representewould hand over to the depositor

the original copy of the specifi forti the second copy of

poShechtton would be forwarded in Ath. to your

office the following day by our Boca Raton office ; the third copy
of the specttt peated for would be retained by our Boca Raton
office as their usert copy .

office Plinto

( 5 ) On receipt.mdf your copies of the provided specifię form ,
Firsi Anerican Bank tot lue in due course (within 10 working days ) .

at comprehensive 21 of the depositors along the lines of the enclosed
copy . This list should be sent to our Boca Raton office for handling

over to the representatives of the Castle Investment Group .

This list would also be utilised for the issuance of the ususal

income tax certifications

(Item I

hich

raft

( 6 ) All deposits would be for a period of 182 daysnas que poes
maturity the BCC representative would have to hand over twoIndividual
cheques representing Temes amounts and accrued interest . The depositoi

would then have the choice of either reinvesting , adding to or not
partiespeting renewing.

( 7 ) BCC Boca Raton will contact your dealer three working days

prior to the date of maturity to obtain a quote on amounts for the

next 182 days .
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wangalla

u Bosn./I to be of muistão

( 8 ) To facilate smooth operation of these transactions First

American Bank , New York should open an account with BCC Boca Raton .

( 9 ) The rates of interest and Investment of funds will be as per

our discussions on telephone .

ner courth sepeturns

jif you have any queries please do not hesitate to contact

benefitro pour two . institutions .

Bebe regards .

A. R. Sakhia

(10) The first matuty & the groupe(ustsmillion ) falls

(
due on April5 1984 ;

wo you want attention

infunalying
kindly requested

there arrayments the resena

printing
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Mr. A. Apnian

Friss Amersion bank .

dear apriss Samba

Rise Chatle Sorvestnih knop.
form handendal

Honda

This has reference to an eleconversation og.

this morning

The modus operandi for handling deponis.
for the above frump would he ao follone!

.(1) Iran amenian bank world are to

pruit mitrach forms in tripli conhe along the

his suggested by the Abune prap photocopies

me inclred .

(2 ) Then krans mould home ti ne protetgregated

protectographed signed and kept in Rape anotroly at
an Boca horlon Brana in Hernida .

( 3 ) lain sepositor world anpline and syn .

the negnisite froms .. pinded by you . ffie as
the me then angre

bce neprimtative

z wyt

i herited to in
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.

kw

( )... The ber tegnendatie woned another land.

1 aun ti the Seponido.. the original copy.g.

printed epeijnd from the hand engggare

printed Speised from moren he famonded wi

siren to your free the folling any by our

Boca horlogprice the mid copy of the paped

finned from norca he nehaned my en boca

in the necond copy :Renon office

honen

Pune
ni due Lommer

(6 ) on neaphs you ropies
- ". of the pinced

Spenned foran
kush ananion South

(millin 10 uning days )

a womprehensive
nian

gtthe depository along the

the enclosed lary. This list shred he

borar henden _gain for handy mer
Araw

repentines son conthe Innectina Group .

This lish nould also the atilised for the

binence
income tax catifenin

unes

nur ñar

2 Eu manal

(6) au deprily noved he for a period ( 11 days.

on matnly the be neprestative nonla home

to hand man tro Indridad Chapen representing

parangal anons and acned Indush . The

depontor honed the home the choice I요 richi

neinnering , addy tor wit participahy.

bu Baar handen na indart your nealer three

working days . min to the close f . matunay.

-
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: . to obhana

1 182 days
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BANK OF CREDIT ANDCOMMERCE INTERNATIONAL

(OVERSEAS) LIMITED

1200 BRICKELL AVENUE MIAMI, FLORIDA P131 U.S.A

PHONE : 305 3740777 TELEX : 2030 CABLES: BANCRECOM



561

lim

( * . :- 1 , spank

e1%8 419
8

Issue Date " '.turity bite Tero Days

Investzent hxount $ So Annual Rate

The under signed agree to participate as participant - te.neficiaries in a group
organized for the sole purpose of investing in savings certiricate ( s ) of

deposit ( s ) under thefollowing conditions :

1 . Each participant- teneficiary's interest in tbe account is to be insured

by the FSLIC ' for the amount of their interest up to 3100 , coc.00

2 . The entire principal amount shall rena in intact until the date of it's

caturity and no individual participant may withdraw any portion of his

( ter ) ( their) Investment until the certificate matures.

3 . ( rane of bank )any attempt at assignment ' Florida , shall not be required to recognize

pledge , or encumbrance of the undersigned's

interest in the Certificate .

4 . The Certificate shall be issued in thename of

CASTLE INVESTIENT GROUP

whose nominees are , and whose names appear below . The nodinees are fully

authorized and empowered to act on the undersigned's behalf , and to bind

them all to the teros and conditions of this account .

The Nominees are :

Joseph Alper , Roland Dorsey , Irving Elishewitz , David Mendes .

5 . ( nane of bank ) is authorized to act upon the written request of all

the nominees .

yl Our name as participant-beneficiary is to be registered in the na.ne of

Nane( print ) . Soc.Sec .

Signature Phone #

Address

Street City State Zip Code

Receipt of this Investaent Ascunt acknowledged ,

( nane of bank )

by Title
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OD
MEMORANDUM

FROM : TO :
Manager

BCCI Miami

Jupe -10 , 1985

Mr. Aaber Yunus

Regional Office
LOCATION : LOCATION :

DATE

REF :

SULECT :
Participations sold to First American Bank .

Enclosed please find a nemo addressed to be from the

Agencies Advances Department which is self explanatory .

Your guidance in this respect will be highly appreciated .

Regards ,

Bassan Parvez

HP / eb

1

1
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OD
)

SOUM

FROM . Advances Department
TO

Mr. Hassan Parvez

LOCATION : LOCATION

Miami Agency

June 6 , 1985

Miami Agency

DATE

REF

SUBJECT
Participations sold to First American Bank

On May 15th the following loans in our IBF books were participated to

Frist American Bank .

Loan No. Amount

14001060 US $ 142,976.00

14000229 377,968.61

14000263 360,331.85

14000218 1,000,991.69

14000296 522,674.75

14001253 242,947.50

14001399 250,000.00

14001388 100,498.31

14001071 698,243.68

14001264 267,398.82

Upon receipt of funds by our Agency which were received at the Federal Reserve

Bank , the following entries were passed .

All the above mentioned loans were paid in IBF and new loans were opened in

Miami as follows :

Assets Liability

BOJ /Participation Sundry Creditor

FirstPmerican Bank

Pariticipation .

The loansare accruing at 10.8758 which represents the rate of interest

being paid by BOJ to BOCI. In turnwehavesoldthese loansat" PrimeRate"

leaving a 7/80 spread for us .

Due to the lack of accounts in ourGeneral Ledger for these purposes , we have

to pass the interest expense payable to P.A.B. manually every month , because

the income ( 10 7/80 ) being accrued in the loans is automatically taken into
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income by the computer . This interest expense account is being shows

under Miscellaneous " interest expense participation .

Given the amount of work involved and the number of manual entries to

be passed every month , the chances for mistakes and misrepresentation

in our statement of affairs increases .

I would appreciate if you can find an easier and more accurate way to handle

these entries .

Regards,

m

Engrácia M. Estalella

Coregracia M.Catania
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709

RX - STW 1208 EDT 06/21/85

MN 21 1983 jem

1427464A FABIY UI

CANALPLACE NLN

UNE 21 , 1983

NEW ORLEANS , LOUISIANA

TO . FIRST MERICAN BANK

FOR THE KINO ATTENTION OF

MR . EJAZ'AFRIDI

PLEASE DISCUSS AND PASS ON THIS MESSAGE TO MR. A. R. SAKHIA .

REQUIRE FIRST AVERICAN BANK TO ADD THEIR CONFIRMATION :

A INI! TO THE LOWIN : STANDBY LETTER OF CREDIT, WHICH IS

TESBY TAPATO TRAVELERS INSURANCE :

3Det
i 189

EAR . THE LETTER

DNT OF INTEREST
1 CREDIRI

THE CONFI

IBM

"IRFANERICAN

IN A FORMOFALETTERTOETOBLED

ACESIONE
EDREDERER 06 CREDIT THAT

DUTOSES NAKEDOT

DUIS IRREVOCABET DET LETTE . OR CREDIT ASFOLLOWSE

N. FAVOR OF
QW.PANY

"UR ACCOUNT OF RE CELI ITED PARTNERSHIP

'TIETEIBERVILLE

BUITETO

NEW ORLEANS LOUISIANA.78138

IP TO THE ABBREBATE AMOUNT OF: 1.8. DOLLARS 3,soe ,100.60

VAILABLE : BY, DRAFTE DIANAT

ATSIGHT

QUROPTION . ON VOLOR ANY OF Yar

I COMPANIED BY THE FOLLOWING DOCUMENTS

1
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www..

IS A DEFAULT UNDER THE ABREEMENT DATED DECEMBER 14, 1984.

THIS CREDIT MAY BE TRANSFERRED BY OUR ENDORSING THE

ORIGINAL CREDIT SUBMITTED WITH YOUR REQUEST FOR TRANSFER .

NLESS OTHERWISE SPECIFICALLYSTATED ,THISCREDIT IS SUBJECT

0. THE UNIFORM CUSTOMS AND PRACTICE FOR DOCUMENTARY CREDITS

1983 REVISION ) , INTERNATIONAL CHAMBER OF COMMERCE PUBLICATION

0. 400 .

RAFTS MUST BE DRAWN AND PRESENTED NO LATER THAN JUNE 30 , 1986 .

ND TEXT .

F YOU. WISH TO DISCUBS THIS MATTER , I AM IN NEW ORLEANS,

HONE : ( Ses ) 524-676 ...

IND. REBARDE .

QBAL ASHRAF

BGAAFADNY UZL- .

TAIT

HEY DISC ,

lapunda time in

RINTER PETERär
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BANK OF CREDITANDCOMMERCE INTERNATIONAL
SOCIETE ANONYME

REPRESENTATIVE OFFICE

1657 K STREET, NW , WISHINGTON , DC 20005

September 3 , 1987

Mr. M. Nasia Khan

Bank of. Credit & Commerce Int'l

P.0. Box 410

52 Mudalige

Mawatha , Fort

Colombo 1 , SRI LANKA

Dear Sir ,

RE : PL - 480 IMPORTS BY SRI LANKA

Ref . your telex dated 2-9-87 and letter dated August 24th , 1987 , First

American Bank on the request of Central Bank of Sri Lanka has quoted

to them their rates for handling the L/C business . Copies of telex

attached . This is for your information .

with regards ,

Hassan Jafree

Lacl;

cc : Mr. 1. 8. Abedi

International Division

BCCI Londoa

LJ :ahk ;

MON 1202 460-6915

hopedia

TELEX 207622 COUR CABLIS BANCAECOM

AKTI SA

NY 0007093

CONFIDENTIAL
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7996495C 21AUGS7 14:01 EST

- FTS

-BREAK

-PREAN

7996495C 21AUG87 14:01 EST

FTS

... / BATCH

/NTF

WOWO5421176 (211 ) :8216 : 0405+

TO : N. A. DHARMABANDU

CHIEF ACCOUNTANT

CENTRAL BANY OF SRILANYA

COLOMBO , SRILANKA

FROM : FAYID SHAWISH

VICE PRESIDENT

FIRST AMERICAN BANK , NA

DATE : AUGUST 21 , 1987

REF : PL-480 TRANSACTIONS , YEAR 1987-1988

THANK YOU FOR YOUR TELEX OF AUGUST 20 , 1987 . FIRST AMERICAN BANK

WILL BE DELIGHTED TO HANDLE YOUR BANKING NEEDS RELATIVE TO THE PL

480 PROGRAM . OUR FEE FOR NEGOTIATING THE PL - 480 LETTERS OF CREDIT

WILL BE 1745 OF 1 % OR A MINIMUM OF $ 100.00 PER PAYMENT . THERE WILL

BE NO CHARGE FOR CONFIRMATION OF THE LETTERS OF CREDIT . WE WOULD

ALSO LOOY , FORWARD TO SOME ACCOUNT RELATIONSHIF TO FACILITATE THE

HANDLING OF PAYMENTS .

ON JULY 29 , 198 WE DELIVERED SIMILAR PROPOSAL TO HIS EXCELLENCY THE

GOVEFNOR OF THE CENTRAL BANK OF SRILANDA IN COLOMBO . WE LOON

FORWARD TO YOUR POSITIVE RESPONSE .

BEST REGARDS ,

KAYID SHAWISH

VICE PRESIDENT

BEST REGARDS , KAYID SHAWISH , VICE PRESIDENT

MMMM

BATCH MESSAGE NUMBER 799649SC

ACCEPTED 1 MESSAGE

EASYL INK

:

: 5

NY
0007094

CONFIDENTIAL
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BANK OF CREDITANDCOMMERCE INTERNATIONAL
SOCIETE ANONYME

REPRESENTATIVE OFFICE

1857 K STWEET, NW . WASHINGTON , DC 20006

July 30 , 1987

Mr. Yousuf Husain Abedi

International Division

Bank of Credit & Commerce Int'i

London

Dear Sir ,

Re : PL 480 Imports by Sri Lanka

Ref your neto dated 17th July , 1987 addressed to Mr. Amjad Awan

regarding above . We contacted the international department of First

American Bank and advised then that they have been registered with

Central bank of Sri Lanks to quote rates for advising and negotiation

of L / Cs under the PL 480 programme,

They are thankful for this opportunity and would keep us advised as

and when they do the business .

with regards ,

Hassan Jafree

MONE: ( 202) 463-6915

PersorprendiLuty

TELEX : 287622 ACOUR CABLES LANCRECOM

AddKCCIHolding on SA NY
0007097

CONF ?
VENTIAL
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7995495C 21 AUGS7 14:01 EST

PTS

-BREAL -

-BREAI

7996495C 21AUG87 14:01 EST

FTS

BATCH

INTE

WIW95421176 (211 ) : 8216 : 0405+

TO : N. A. DHARMABANDU

CHIEF ACCOUNTANT

CENTRAL BANK OF SRILANKA

COLOMBO , SRILANKA

FROM : KAYID SHAWISH

VICE PRESIDENT

FIRST AMERICAN BANK , NA

DATE : AUGUST 21 , 1987

REF : PL-480 TRANSACTIONS , YEAR 1987-1988

THANK YOU FOR YOUR TELEX OF AUGUST 20 , 1987 . FIRST AMERICAN BANK

WILL BE DELIGHTED TO HANDLE YOUR BANK ING NEEDS RELATIVE TO THE PL

480 PROGRAM . OUR FEE FOR NEGOTIATING THE PL -480 LETTERS OF CREDIT

WILL BE 1/45 OF 1 % OR A MINIMUM OF $ 100.00 PER PAYMENT . THERE WILL

BE NO CHARGE FOR CONFIRMATION OF THE LETTERS OF CREDIT . WE WOULD

ALSO LOOK FORWARD TO SOME ACCOUNT RELATIONSHIF TO FACILITATE THE

HANDLING OF PAYMENTS .

1

ON JULY 29 , 198 WE DELIVERED SIMILAR PROPOSAL TO HIS EXCELLENCY THE

GOVERNOR OF THE CENTRAL BANK OF SRILANDA IN COLOMBO . WE LOOK

FORWARD TO YOUR POSITIVE RESPONSE .

BEST REGARDS ,

KAYID SHAWISH

VICE PRESIDENT

BEST REGARDS , KAYID SHAWISH , VICE PRESIDENT

MMMM

BATCH MESSAGE NUMBER 7996495C

ACCEPTED 1 MESSAGE

EASYLINK

NY
0007094

CONFIDENTIAL
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Abdur R. Sakhia

Caribbean Regional Office

May 7 , 1986

esimes wequi
DATE LONDON

REF

SUBJECT MIAMI NATIONAL MANX -

copy to mr. Yunus

Meeting with Messrs . Naqvi, Robert Altaan and Shahid Janil on Friday May 2nd 1986

at Luxembourg

I have brief Information regarding the size of the bank , sallent feature of the

financial statements , investment portfolio , loan losses , sovereign loans , etc.

1.- Bank had assets $ 55,057a , Deposits $ 50,287m , Net Loans of $ 39,360m , Investments

$ 9.68la and Capital $3,596m . However the owners would leave the bank with

• capital of $5 million and were asking $ 6,500m .

2 , - Bank had losies in the investment portfolio of $640m , and requires a loan

loss provision of $ 2,010m ( total Including loss on investment $ 2,650m ) .

The seller is reluctant to Increase the provision beyond $ 1,300m .

3.- Bank has South American sovereign risk of $ 5,830m .

4.- Bank had cease and desist order from 0.c.c. and the Chief Executive Officer

has left . Bank was loosing approximately $ 125,000 a month or $ 1.5 million

1 year

5. • Bank has three operat ing branches and our premises with a license available

for opening . Locations were not the best .

I also emphasized the total absence of management and immediate need to put

management in place as soon as acquisition is complete . Mr. Altman reemphasized

the same point .

Under present market conditions , this was an excellent buy. As no other national

bank of this size was available and premium of 1.3 times was extremely attractive .

Mr. Naqvi informed us the following :

1. • He would arrange for staff on urgent basis .

2.- We should find and recruit personnel also on urgent basis. He should arrange

to interview sonsono at present with a U.S. Bank in Cayaan and also Mr. Dasousa ,

formerly of the Royal Bank of Canada .
.
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Miami National Bank

..1

3.- The purchase would be made by SH . Alfulaij .

4. • He would request Mr. Intiaz Ahoed to visit Miani the soonest .

5.- Mr. Altaan will arrange power of attorney of SH.Alfulaij and also make ale

purchase agreement .

Mr. Naqvi will arrange for certified net worth statement of su . Alfulait for Mr.

Altman to file with acquisition application with the U.S. regulatory authorities .

ཡིན
་

ཅན་ པས་
AR

1
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MINUTES OF THE NEETING OF U.S. COORDINATION COMMITTEE

Beld on April 24 , 1985 10 New York

The following attended :

1 .

2 .

3 .

4 .

5 .

6 .

7 .

8 .

9 .

10 .

0
0
0

U
W
N

Mr. Aijaz Afridi

Mr. Raja Allahdad

Ur . Amjad Awan

Mr. Khusro Karamat Elley

Mr. Tariq Jamil

Mr. Shafiqur Rehman Khan

Mr. Sultan Mohiuddin

Mr. Dilip Munshi

Mr. Hasan Paruey

Mr. Musrat Rizvi

Mr. Louis Saubolle , Ur . S.n. Shafi and Kr . Sani Ahmed could

not attend the meeting because of their other engagements .
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letroduction

It was the consensus of the meeting that the challenge fac

108 the BCC Group 10 the U.S. was a unique one , since they had

hitherto been mostly successful in developing countries . They

were aos embarked on establishing an equally successful busi

ness in tbe most advanced and most competitive country in the
world .

细

1The U.S. Market was described as information driven and

information prode . As such , there would be i need for us to be

uptodate la our knowledge of this market and be fully informed

about customer needs and trends . Tbis would , therefore , require

a very well planned and calculated approach to Marketing .

The time had come for us to be clear as to how this growth

would take place .

Would this be through the acquisition of Banks ?

Should we opeo lots of agencies in the various

stites ?

- Should we contemplate opeoing more Representative

offices and if so , where ?

It was agreed that whatever the problems that were to be

faced and the potential solutions we would arrive at we bad as

good a chance of success is anywhere else because we truly be

lieved BCC was a mission , that our greatest asset were people

and that our success arose out of the faith and dedication with

which these people pursued tbeir mission .

Purpose

The meeting was described 18 very timely one in which we

bad 20 obligation to succeed and where success could only be

achieved 11 we went about the task collectively . It was also

felt that it is through meetings of this nature that informa

tion will flow , assistance will be provided , and tbe collective

view on the U.S. operation will be presented to tbe C.S.O. 80

tbat it may 1851st them in curving out the policies on growth ,

expansion , credits 200 personnel matters .

After discussion it was agreed that the purpose of this

Meeting was :

1 . To inform eacb other of the nature of their

operations

C 0000 : 07
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2 . To demonstrate how we are working together

3 . To make recommendations on how we could do

more business together .

Individual Presentations ;

To update each member of the operations of different units

it was agreed to discuss briefly the size and volume of each lo

cation's business .

Mr. Tariq Jamil presented the following report on NBG :

( As On 31/12/84 )

National Bank of Georgia

Deposits

Assets

Profits

Advances

996 Million

1303 Nillion

10.4 Million

742 Million

Nature of Business

A. Retail and Consumer .

B. Mid-Size Market ( Commercial ) Profitable and

Relationship Oriented .

C. Trustee Business .

D. Bankers to Government Agencies .

E. Small to Mid-Size Corporate Sector .

F. Wholesale banking division established to

address large corporate sector .

To increase the profitability by growth the follow

10g actions have been taken :

A. Expansion obtaining charter .

B. Added more people to marketing .

C. Decentralizing marketing .

D. Expenses control .

He mentioned that consumer business is more profit

able than commercial business .

C 0000106
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BCC Cadde

Mr. Allahdad mentioned that it is difficult to operate

on the same lines as NBG has been doing because of the diffe

ence 10 operational situation and credit policies for BCC

Canada and that of NBG . BCC Canada cannot enter into :

sfer

A. Consumer Loans

B. Commercial Loans

C. Credit Card Operations

He was also not happy with the capability of BCC computer

facilities to meet the needs of the consumer in the local

market place . He mentioned that till 1981 , BCC had oo accept

ability in the local market and the situation has changed

totally now and their CD's have an excellent listing . Their

customer deposits are around $200 million , out of which 55%

are corporate funds and 45% from the retail sector . The loan

portfolio 16 around $90 million . Ar . Tariq Jamil discussed

with him the possibilities of customer CD's for smaller

accounts on the lines of NBG and requested Mr. Raja to explore

the probability in the future . Nr Allahdad mentioned that

the reason of low profitability is lesser thrust in the consu

mer market as compared to more resourceful banks and mainly

depending on corporate sector that offers very thin margios on

the deals and deposits . lo the interest of profitability the

capitalisation costs bave been kept very low that are negating

the efforts to expand .

Ne , York Agency

Hr . Rehman uprised the members of the present situation of

the Agency and the process through which it has passed during the

last one year . Because of its inability to open customer deposit

accounts much could not be done 10 this sector and most of

the time was consumed in setting up the office and systems so

that it could be ready to accommodate all business that has

to come .

In March 1985 , after the passage of the New York State Omni

bus Banking Bill , the Agency has been authorized to accept

all kinds of non - resident /non U.S. citizen deposits of all

denominations . The initial work bas been completed on the

printing of account opening forms , etc ... , and after the con

centrated marketing efforts positive results as expected . On

the business side there has been an increase at 10 accelerited

pace and the take off situation is very near .

C 0000109
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Mr. Sukhir informed that the Miami Agency stands in third

position among the foreign agencies in Miami . The Caribbean

Region has contributed 13.5% to the growth of total deposits
to the Group during 1984 . BCC has all the acceptance of the

local 110encial community . Mr. Sakhiı suggested that they

should bave i joint approach in handling the U.S. business

and that a consolidated and unified presentation should be

made to C.8.0 . to understand our operational problems and that

i coordination team should be formed to collect information

On the movement of the existing clients and the prospective

clients .

Latio Apericed Region

Mr. Musırrat Rizvi informed that their region has gener

ated $200 million of deposits out of which $ 80 million has

been placed to other BCC units . The projected figure for

1985 is $800 million , out of which $ 150 million are expected

to be placed with other offices of BCC during 1985 . Their

operation in Peru and Argentina will start this year and it

is expected that the Latin American Region will give a profit

of $10 million in 1985. He assured that every possible effort

will be done to assist all the centers in their growth .

Sue Princisco

Because of the nature of operations , San Francisco Agency

had maioly been catering to the Chinese businesses .

Mohiuddin recently travelled in the Middle East and was suc

cessful in generating substantial amounts of deposits that has

been placed with the Agency . He was confident that all efforts

will cootinue to increase tbe size and effectiveness of their

office .

Los Angeles

Mr. Wuoshi informed that his market is predominantly the

ethnic community for retail deposits . Like San Francisco , they

have to depend on deposits from Hong Kong , Canada and Niddle

East . He bad poor response from most American companies that

mainly deal with our U.S. Banks and he consequently concentrated

on ipter-bank money market . He vis of the opinion that in the

loterest of profitability the loan portfolio is to be increased .

in order to have an entry in the High Net Worth Individuals

sector , they are planning to open an office in Beverly Hills

very shortly .

COCO
C
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First American Bank of New York

Nr . Elley gave a background of the history of FAB Group ,

especially New York , describing the role of the lavestors

and how the emphasis was on developing New York . He described

that lo addition to providing I range of full services from

New York , the main focus would be on creiting powerful Inter

national Division and very strong Money Market and F.X. Opera

tions , since these are two areas which had not been available

1o the FAB Group . He was glad to report that the Bank in

New York was fully operational and offerred in the loternational

Area , Correspondent Banking Services , Trade Finance and Private

Banking . Additionally , they were doing Domestic Banking through

i network of 44 Branches , which were engaged in all the retail

services from Mortgages to Auto L0208 . A Corporate Division

looked after the Middle Harket and the larger companies , while

the Treasury area was now very active in Money Market and For

eigo Excbange Markets . FABNY was also a member of CHIPS and

SWIFT , 100 had started bandling tbe accounts of a number of BCC

Branches .

Partly is a result of a oumber of acquisitions made in the

previous year , the Bank bad now achieved a size of $800 mil

1100 10 assets 100 bad a capital of $100 mill100 . It was

expected tbat by tbe end of 1985 , Assets would reach $ 1 billion
10 New York .

They were presently facing the following problems :

1 . New York City overheads were bigh and the dilemma

was bow to be 10 profit from year one .

2 . Because of its acquisition programme , the Bank was

currently a combination of 3 Baoks , and a lot

of Management time was being spent to form them

into one Baak .

3 . Sopbisticated automation and systems bad been put

10 place . This initially created teething prob

lems , which were now almost resolved, but they

bad bevertheless taken up considerable time .

They were baviog to work very bard in creating a

Joiut personality of the Senior Management .

4 .

shipgton Representative Office

Mr. Amjad Awan was requested to provide timely information

on domestic and international deals . Mr. Jamil described

Washington as I seat of decision - making on major policies on

trade and basking business . Mr. Awra assured that they are

geuring up to meet the increasing requirements and expecta

tions of assistance of BCC Group .
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Conclusion

The next venue of the meeting was decided to be in Miami

on June 1 , had specific items for the Agende to be advised

to Nr . Spirig Ur Rehman for circulation . Nr . Rehman was

requested to prepare , with the 188istance of Mr. Elley , the

Ninutes of the present meeting .

C 3000 : 12
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Aiarketina Air . Aijaz Afridi opened the discussion on marketing

by referring to the concept of clear perception

and clean instinct and defined clear perception

as , " Capacity for comprehension , building a mental

picture and then trying this to clear instinct -

which is feeling all enveloped by the grand vision

of what BCC shall be " . He said that our major

task in the U.S. should be to build market share .

BCC had been a success in Third World and now

we are embarked on establishing an equally

successful business in the most competitive

country in the world . He requested the members

to work together to overwhelm the U.S. market

and act in a unified manner and be supportive

to each other .

Mr. Tariq Jamil described the U.S. market as

information driven and information prone . There

is a need to update our knowledge of marketing

and be fully informed as to the needs of the

customer . Historically we have not made

calculated approach to the local indigenous

market and have kept depending on the traditional

sources of funds . The banking industry is

undergoing tremendous changes and this is in

the fold of this change that the success rests .

The change always creates opportunities .

Mr. Sakhia advised that we should concentrate

on increasing the customers deposit base . As

our operations are new and we are trying to build

up a bridge between BCC and the prospective

market in South America and Caribbean , it is

imperative that the customer should be introduced

to BCC by every possible effort even if at times

we have to attract them by offering better than

market rate of interest . Once the relationship

are developed the required adjustments in the

composition of such deposits could be made . He

mentioned that our greatest asset are the people.

He suggested that we should set up a coordination

desk at every center so that the information is

passed on to each other on clients and business

whenever there is a movement of these two factors

from one place to another .

CCC20 : 00
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National Bank of Georgia To update each member of the operations of different

units it was agreed to discuss briefly the size and

volume of each location's business . Air . Tariq Jamil

presented the following report on NBG : ( As on
31/12/84 )

Deposits

Assets

Profits

Advances

996 Million

1303 Million

10.4 Million

742 Alillion

Nature of Business

A. Retail and Consumer .

B. Mid-Size Market ( Commercial ) Profitable and

Relationship Oriented .

C. Trustee Business .

D. Bankers to Government Agencies .

E. Small to Alid - Size Corporate Sector .

F. Wholesale banking division established to

address large corporate sector .

To increase the profitability by growth the following

actions have been taken :

A. Expansion - obtaining charter .

B. Added more people to marketing .

C. Decentralizing marketing .

D. Expenses control ,

He mentioned that consumer business is more

profitable than commercial business .

BCC Canada Mr. Allahdad mentioned that it is difficult to operate

on the same lines as NBC has been doing because

of the difference in operational situation and credit

policies for a CC Canada and that of NBC . BCC

Canada cannot enter into :

A. Consumer Loans

8 . Commercial Loans

C. Credit Card Operations

C 0000 : 01
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He was not also happy with the capability of BCC

computer facilities to meet the needs of the consumer

in the local market place . He mentioned that till

1981 , BCC had no acceptability in the local market

and the situation has changed totally now and their

CD's have an excellent listing. Their customer

deposits are around $200 million, out of which 558

are corporate funds and 456 from th : retail sector .

The loan portfolio is around $90 million . Mr. Tariq

Jamil discussed with him the possibilities of customer

CD's for smaller amounts on the lines of NBC and

requested Mr. Raja to explore the probability in

the future . Mr. Allahdad mentioned that the reason

of low profitability is lesser thrust in the consumer

market as compared to more resourceful banks and

mainly depending on corporate sector that offers

very thin margins on the deals and deposits . In

the interest of profitability the capitalisation costs

have been kept very low that are negating the efforts

to expand .

New York Agency Mr. Rehman aprised the members of the present

situation of the Agency and the process through

which it has passed during the last one year .

Because of its inability to open customer deposit

accounts much could not be done in this sector and

most of the time was consumed in setting up the

office and systems so that it could be ready to

accommodate all business that has to come.

In march , 1985 after the passage of New York State

Omnibus Banking Bill the Agency has been authorized

to accept all kinds of non -resident/non U.S. citizen

deposits of all denominations . The initial work has

been completed on the printing of account opening

forms etc ... , and after the concentrated marketing

efforts positive results as expected . On the business

side there has been an increase at an accelerated

pace and the take off situation is very near . The

New York Agency is fully automated and is member

of S.W.1.FT. and associate member of New York

Clearing House . It has the operational capability

to handle all kinds and volume of international

business .

C 3000 : 02
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lliani Alr . Sakhia informed that the Miami Agency stands

in third position among the foreign agencies in

Aliami. The Caribbean Region has contributed

13.5 I to the growth of total deposits to the Group

during 1984. BCC has all the acceptance of the

local financial community . Mr. Saknia sugested

that they should have a joint approach in handling

the U.S. business and that a consolioated and

unified presentation should be made to C.s.o.

to understand our operational problems and that

I coordination team should be formed to collect

information on the movement of the existing clients

and the prospective clients .

Latin American Region Mr. Musarrat Rizvi informed that their region

has generated 200 Million dollars of deposits out

of which 80 Million dollars has been placed in

other BCC units . The projected figure for 1985

is 800 Million dollars out of which 150 Million are

expected to be placed with other offices of BCC

during 1985. Their operation in Peru and Argentina

will start this year and it is expected that the

Latin American Region will give a profit of 10

Million in 1985 . He assured that every possible

effort will be done to assist all the centers in their

growth .

San Francisco Because of the nature of operations San Francisco

Agency had mainly been catering for the Chinese

businesses . Mr. Mohiuddin recently traveled in

the Middle East and was successful in generating

substantial amounts of deposits that has been

placed with the Agency . He was confident that

all efforts will continue to increase the size and

effectiveness of their office .

Los Angeles Mr. Munshi informed that his market is predominantly

the ethnic community for retail deposits . Like

San Francisco they have to depend on deposits

from Hong Kong , Canada and Middle East. He

had poor response from most American companies

that mainly deal with other U.S. Banks and he

consequently concentrated on inter-bank money

marker . He was of the opinion that in the interest

of profitability the loan portfolio is to be increased .

in order to have an entry in High networth

Individuals sector , they are planning to open an

office in Beverlyhills very shortly .

C 0000 : 03



584

SEN 000851

First American Bank

or evi York

Air . Elley gave a background of the history of FAB

Group , expecially New York , describing the role

of the investors and how the emphasis was on

developing New York . He described that in

addition to providing a range of full services from

New York , the main focus would be on creating a

powerful International Division and very strong

Money Market and F.X. Operations , since these

are two areas which had not been available in the

FAB Group . He reported that the Bank in New York

was fully operatoinal and offerred in the International

Area , Correspondent Banking Services , Trade Finance

and Private Banking . Additionally , they were doing

Domestic Banking through a network of 44 Branches,

which were engaged in all the retail services from

Mortgages to Auto Loans . A corporate Division

looked after the Middle Market and the larger

companies , while the Treasury area was now very

active in Money Market and Foreign Exchange

Markets . FABNY is also a member of CHIPS and

SWIFT , and had started handling the accounts of

a number of BCC Branches .

Partly as a result of a number of acquisitions made

in the previous year, the Bank has now achieved
a size of $ 800 million in assets and has a capital of

$ 100 million . It was expected that by the end of

1985 , Assets would reach $ 1 billion in New York .

They were presently facing the following problems :

1 .
New York City overheads were high and

the dilemma was how to be in profit from

year one .

2 . Because of its acquisition programme,

the Bank was currently a combination

of 3 Banks , and a lot of Management time

was being spent to form them into one

Bank .

3 . Sophisticated automation and systems had

been put in place . This initially created

teething problems , which are now almost

resolved , but they had nevertheless taken

up considerable time.

They were having to work very hard in

creating a joint personality of the Senior

Management.

COCCO134
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Washington Representative

Office

To the question of Mr. Jamil on the application of

funds Mr. Elley explained different outlets and also

agreed with Mr. Jamil that he would do a research

on the processing of Cash Letters of Savings and

Loans Associations , Thrifts and Credit Unions that

has been ignored by money center banks .

Mr. Amjad Awan was requested to provide the timely
information on domestic and international deals .

Mr. Jamil described Washington as a seat of decision

making on major policies on trade and banking
business . Mr. Awan assured that they are gearing

up to meet the increasing requirements and expectations

of assistance of BCC Group .

Mr. Elley concluded that in America we are sitting

on 7 Billion dollar assets and this is just the beginning.

There is much to do and inspite of diversity of

operations as different agencies and banks we have

to find a common denominator . The U.S. Team

should play an imporatnt role in identifying the

products in the market ind also to improve the

resources and also set up an overall direction .

Conclusion

Mr. Sakhia expressed that it is a "uniques experience "

the U.S. operations have been started by a team

of younger and energetic individuals . He suggested

that these meetings should be a continuing process

and while we meet next time we should come up with

recommendations and proposals on what we could

do for each other .

It was agreed by consensus that instead of isolated

approaches to C.S.o. to present our problems a

joint approach should be made that would give a

clear prospective on the needs and requirements

in the U.S. market.

The participants unanimously agreed to nominate

Air . Shafiqur Rehman Khan as coordinator of these

meetings. The next venue of the meeting was

decided to be in Miami on June 1 , and specific items

for the Agenda to be advised to Mr. Shafiqur Rehman

for circulation .

CC000 : 05
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MEETING OF AMERICAS CO - ORDINA IINC COMMITTEE

Held on June 2 , 1985 at BCC Caribbean Regional orfice in Miami .

The following attended :

Mr. S.M. Shafi

Mr. A i jaz Afridi

Mr. K.K. Elley

Mr. Bande Hassan

Mr. Amjad Awan

Mr. Shafeeq R. Rehman

Mr. Louis Soubolc

Mr. Sani Ahmad

Mr. Munanwar Hussein

Mr. Hassan Parvez

Mr. Abdur R. Sakhia

Minutes of the previous mecting held on April 24 , 1985 in New

York were reviewed . It was unanimously decided that in futuro

the minutes should distill the spirit and content of the mecting

together with decisions made by consensus . Minutes should not

rellect personalities and produce verbatim discourse .

After some discussions , it was rclt that since the meeting on

April 24 did not have form and structure , we should start afresh

from now . This was especially important since two very senior

colleagues Mr. S.M. Shali and Mr. Soubolc had not been able to

attend April 24 meeting .

However , since the first meeting was a milestone in bringing

about a new process or evolution of BCC in America , and so many

valuable contributions were made , the spirit of that meeting

should always remain as an eternal port . I wo sets of minutes

were adopted .

It was proposed to nominate Mr. Shafi to choir today's meeting

which was unanimously adopted . A proposal to rotate Elie

chairman at every meeting was discussed , but it was felt that

to give form and continuity , there should be o permanerit chairman

and permanent secretary /co -ordinator . Mp Sokhia was proposed as

co - ordinator and secretary to this committee ; this was agreed by

consensus . Mr. Afridi was proposed to be the alternate chairman

preside over the meeting in absence of Mr.S.M. Shi

C3330 : 23
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Meeting of Americas Co - ordinating Committee

June 2 , 1985

Page 2

It was also proposed' that membership should be determined and

only Heads of various locations should attend this meeting

• 8 sanctity would be lost in various substitutes were to allend .

It was relt , however ; that in some cases on alternate should

olso be nominated who will be present in the absence of the

members .

The following list of members were approved :

LOCATION

1. Latin America Region

2. West America Region

3. Caribbean Region

4. New York Agency

5. 8CC Canada

6. Banco Mercantil

7. First American

MEMBER

Mr. 5.M. Shafi

Mr. 1. Soubole

Mr. Abdur Sokhia

Mr. Sharique Rahman

Mr. Raja Allanded

Mr. Ferozedean

Mr. Aizaz Arridil

Mr. K.K. Clicy

Mr. Tarig Jomil

Mr. Sani Ahmad

ALTERNA IE

Mr. Bande Hasan

( to be advised )

Mr. Hassan Parvez

Mr. J. Razzaki

Mr. M. Hussain

No alternate

No alternate

8. Natl . Bk . of Georgia

9. BCCI Washington Ms. Amjad Awan

The name of this committee was agreed to be " Americas

Coordinating Committee " . It was also agreed to send minutes of

the meeting to the President Mr. Agha Hassan Abedi , Mr. Swalen

Naqvi and Mr. Kemal Shooib .

Matters arising from previous meetings were discussed :

1. Co -ordination Desk .

in persuant of the previous decision to set up a co - ordination

desk at eich centre . Function of this desk will be as

follows :

ureas .

1 ) to co - ordinate inter - regional marketing .

2 ) to provide protocol and courtesy to customers from other

3 ) To make referrals of customers and potential clients ,

visiting other locations to these desks .

4 ) lo exchange information on prospects and potential

businesses .

COC0 : 2 :
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Meeting of Americus Co - ordinating Committee
June 2 , 1985
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The following were designated to be the contact officers at

various locations .

AREA CONTACT PERSON LOCATION

Latin America Mr. Akber Bilgrami 1200 Brickell Ave.

Miami , Fl . 33133

Telephone :

lele

West America Mr. Zafar Saleen

Caribbean Mr. Saad Shari

Canada to be advised by Mr. Raja

first American Ms. Mansoor Shari

Natl . Bk . of Georgia To be advised by Me . 1.Jamil

COCCC : 22
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It was proposed and agreed that when each location holds the

marketing conference , all units should be informed and invited

to send participants , as was done by the Caribbean Region and

Latin American Region to bring about great interfusion .

The committec was informed that the next Caribbean Regional

Marketing Conference will be held in Miami , on July 13 1985

and oll were invited to attend and /or nominate participants .

It was also proposed to request A ja Saneb and other

collegues from C.5.0 . to address i Hemisphere -wide Marketing
meeting for 30 to 40 participants from Americas . It was also

proposed that the subject meeting may be held in Maami , subject

to Agha Saheb's convenience .

Mr. S.M , Shafi clarified the presentation given by Mr. Rizvi

in the previous meeting that actual profit contribution by

the LAR would be higher than S 10M but would not reflect

in the books of the units of the Latin America Region

as substantial deposits generated by units in LAR were place

with the units in other Regions .

11. MARKETING .

Mr. Shafi also requested that since various people had dealt

with various countries in South America and had developed

various contacts and relationships , it would be uscrul if

these contacts could be passed on to L.A.R.

Ms. Arridi mentioned that there were two latin orricicrs in

first American Bank who had been successful in Marketing , and

he will request them to prepare a list of their contacts and

send it to Mr. Shofi .

Possibilities of BCC Agencies procuring Mortgage business and
selling it to first American was discussed . In this

connection : preliminary meeting was held in Washington .

Mr. Elley would arrange a meeting in New York with Mr. F.A.

Nyoulz and First American in Washington for Mr. Sakhia and

Mr. Porvez .

C COCC : 23
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A synopsis of Commodity Credit Corporotion business was

discussed . Mr. Suknio requested LA.R. to help marketing in

South American countries . He was informed that similar

marketing efforts are being launched with the help of other

regions .

Mr. Arridi mentioned that he was appreciative of the

Co - operation or the Caribbean region in giving them both

deposits and asset business .

Mr. Sharique Rchman informed the committee that • Cayman

Desk and a home remittance dusk were set up in the New York

agency for providing better service . Mr. S.M. Shari informed

the committee that a new branch is being opened in Grand

Cayman to provide full service . Mr. Sakhia mentioned that

the Bahamas branch in Nassau was in full operation , and all

units con direct business to Nassau .

It is belicved that Central Marketing already has Americas

desk in London and so , persons concerned may be invited to

visit all units in the U.S.A.

III . CREDIT

The group was appreciative of the fact that the process of

credit sanction has been expedited by C.C.C. It was also

relt that since the U.S. wis a new market for BCC and there

were new opportunities and challenges , • study should be made

to find i desirable area of business such as leasing ,

factoring and any other area which they felt was worth

studing . Once this list is compiled , c.9.0 . will be invited

to jointly study the reasibility of BCC going to new areas ,

and provide guidelines to U.S. operations to market these new

opportunities .

COCOC1
24
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GUIDELINES FOR THE PROPOSALS ARE ASFOLLOWS :

1 ) Business should be within overall philosophy of BCC e.g.

short term , securc , profitable ( with reasoneble return ) .

2 ) Units should be able to fund themselves within liquidity

guidelines .

3 ) There should be a system and /or dat 8 - processing capability

within the units to liendlc tie type or business or have the

ability to acquire the capability and there must be a back

up for service and rollow up .

4 ) There should be technical and / or legal know how available to

handle this type of business .

All units were requested to send their studies and /or

recommendations to Miami , as carly as possible .

IV . HUMAN RESOURCES

weIt was felt that as now have an adequate pool or manpower

available within the Americas , we may be able to help each

other to meet emergency or short - term requirements . We may

also be able to meet longer term requirements
by making stars

available for transfer . This, in some cases , may eliminate

the need for work permits , visas and other requirements
.

V. COMPUTERISA LION

It was unanimously relt that our data processing capability

was inadequate and unsuited to the requirements of the United

States and Conada . Each unit from Canada , West Coast , New

York , Lotin America and the Caribbean gave a list of their

problems and difficulties .

C 0000 : 25
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The Centrç in Madison Avenue was not communicating with any
un it in the U.S. , nor was accountable to any unit in U.S.

4 and was directly reporting to or receiving briefs from
London .

It was agreed by consensus that this state of affairs be

brought to the notice of Agha Seneb and his assistance

must be sought . It was also agreco that a list of

requirements of each orca may be compiled and sent to the

President , Mr. Naqui , Mr. Shoaib and Systems and Operation

Division for possible help .

The list of problems and difficulties was long .

into the following categories :

They fell

1 ) Software does not meet the regulatory and statuatory

requirements , and substantial manual book - keeping is

required .

2 ) Some returns are prepared for submission to authoritics

in the case of Canada , but in other locations , no such

facility was available .

3 ) Software was not adequate for Marketing purposes , as we

are unable to offer any service to our customers .

4 ) Computer system was very inefficient ind hos : lot of

duplication of manual /clerical input which is not cost

effective .

5 ) Equipment is very unreliable ; there are many breakdowns ,

and back up service is very poor . The technology is also

very out dated . It is lcast boritting for a progressive

and modern home like BCC to be tied to such out - dated

equipment .

COCC0126
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VI . OTHER MATTERS

It was felt that the number of reports and returns to various

units in c.5.0 . has grown very large , and recommendation

should be made to C.5.0 . ror i review . It was decided that

• list of returns of representative locations will be sent to

London ,

These locations are New York , Los Angeles , Miami and

Kingston , Jamaici .

The next meeting is proposed to be held on Saturday July

20 , 1985 in San Francisco .

The he ing
hoed with a vote of thanks to the chair .

tha

5.11. Shali

Chairman

۔ایل۱-:
A.R. Sakhia

Secretary

C 0000 : 22
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BANK OF CREDIT AND COMMERCE INTERNATIONAL

CM DEMIECIOWL Orria

1800MCELL AVENUE MWML ALORIOA 0131 U.S.A

February 10 , 1986

Mr. Agha Hasan Abedi

President

Bank of Credit & Commerce

Dear Agha Saheb :

Future Plans in the United States

With reference to our brief meeting in London , we are pursuing

bank acquisition with Mr. Altman the two institutions I mentioned

to you in London . As you are aware , the statewide banking in the

state of Florida is achieved either through acquisition in diffirent

counties and subsequent berger or by incorporation of Denovo

Banks in uch county , and merging then subsequently .

The first process is expensive as we have to pay premium for each

acquisition plus all legal and out -of - pocket expenses . The second

process also involves considerable time and expense as the Denovo

Incorporation goes through possible public hearings .

As I suggested to your good self , we may apply for state chartered

agencies of BCC Overseas in Pt . Lauderdale , Orlando and Jacksonville

counties . Because of our relationship with state authorities
we can get approval ourselves within two to three months without

involving any legal cost whatsoever .

When we complete the acquisition of a bank we may then transfer

existing agencies with the exception of the Miami Agency to the

acquired benk with considerable savings of cost and time .

As you are aware, National Bank of Georgia (NBG ) maintains an

agency in Miani which primarily does correspondent banking business

with the Central banks and commercial banks from Central American

countries . They also have some deposit base of non-resident customers .

In view of the forthcoming restructuring of the bank in Georgia ,

it may be useful to merge their Miami operation with BCC Overseas ,

Miai , as this will offer additional dollar deposit and correspondent

banking relationship to BCCI Overseas .

... / 2
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Page 2Mr. Agha Hasan Abedi

President

Bank of Credit & Commerce

BCCI Colombia ( Banco Mercantil) wintains an office ( just a book )

in the Bahamas . U.S. dollar deposits generated from clients by

BCC Colombia are generally placed by them with their own Nassau

Branch . The same dollars are used by them for their U.S. dollar

loans .

It is possible to merge BCC Colombia's Nassau operation with BCC

Overseas (Nassau Branch ) , resulting in an increase of dollar deposit

of BCC Overseas . The profits urned by lending back to BCC Colombia

will remain in U.S. dollars instead of converting it back to Colombian

pesos and free from tax .

As usual I shall be grateful to receive your most enlightened

guidance on the above and shall be post pleased to initiate the

necessary steps for the above .

Sincere regards

Abdur R. Sakhia

cic . Mr. Ameer Siddiki
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Mr. SAKHIA . Very little . In the early eighties , First American

had just come into existence. They were still finding their direc

tion , their business plan , and in our view First American did not

have a marketing culture. They were not well known, they were

not aggressive, they were not efficient. They were managed by law

yers and a geriatric board.

So we were helping them on their feet. Very little was being

done by them for BCCI.

Senator KERRY. I'm going to come back to that a little bit later.

But let me just ask you, did Mr. Afridi and Mr. Elley-I under

stand you have said to the staff that Mr. Afridi and Elley of First

American and Mr. Jamil of National Bank of Georgia all under

stood that First American and National Bank of Georgia were

owned by BCCI. Is that accurate ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. How do you know that?

Mr. SAKHIA . Again , all of this is the evidence, that we are doing

things together. We are bearing the costs, “ we” meaning BCCI is

incurring the costs; First American is getting the business. Not

only that we are giving or introducing business to them, we are

also telling them how to do the business.

These are not arm's-length interbank relationships.

Senator KERRY. Now, Iam confident that Mr. Altman would sit

at this table, or anybody would, and say: Wait a minute, folks, we

were a bank on our own , we did an awful lot of deals that you guys

never knew about in Florida, and we earned plenty of money and

proved to be a profitable bank by virtue of our capacity to make all

these deals, in real estate and a lot of other things.

You're not going to sit there and say that you looked over their

shoulder on everydeal theymade, are you?

Mr. SAKHIA . I didn't, but Mr. Abedi did .

Senator KERRY. Mr. Abedi did?

Mr. SAKHIA. Yes. They reported to Mr. Abedi.
Senator KERRY. Excuse me?

Mr. SAKHIA . They reported to Mr. Abedi about their perform

ance, abouttheir budgets.

Senator KERRY. They don't contest that. They don't deny that .

They say they did indeed report to Mr. Abedi. They reported to Mr.

Abedi because Mr. Abedi was responsible for the shareholders,for

the investors, and they were designated to indeed report to Mr.

Abedi.

Where's the inconsistency ?

Mr. SAKHIA . Sir, I fail to understand, because I have heard both

in the testimony and in the press that it was difficult to communi

cate with the Middle Eastern investors. I fail to understand that,

because the type of the list that has come up front now involves

people who did business in the United States, who came to the

United States.

They were not Bedouins in the desert who were being communi

cated . These were intelligent people who owned banks and busi

nesses. The Abu Dhabi Investment Authority has several billion

dollars investment in this country, and if they can manage those

businesses they did not need a channel via Mr. Abedi to First

American . They could have done it directly.
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So were the Mafuz family and so with Pharaon . So I do not buy

that it was difficult to communicate. They were not some Indians

in the woods or Bedouins in the desert. These were big, prominent

people. They had counsels here, they had investment advisors here,

they had offices here, they had businesses here.

So I don't buy that because of the difficulty of communication

with the Middle East. This doesn't wash with me.

Senator KERRY. Don't big, prominent, wealthy people sometimes

choose an individual to betheir go -between and middle person in

themanagement of their portfolios for a particular investment?

Mr. SAKHIA. Unless, unless they were a silent investor in a small

way. But here is a handful of people owning a major business, and

they have several other businesses.

Senator KERRY. Not banks necessarily.

Mr. Sakhia. Sorry ?

Senator KERRY. Not necessarily banks. Here they were investing

in a bank and they went to a banker who had a big international

bank, who also happened to be a representative of the Third World .

They were comfortable with that and so they said : You be our advi

sor; you know banking. We don't. You do it .

Mr. SAKHIA. How much did Mr. Abedi know about banking in

the United States which Mafuz or Audia or Pharaon did not know ?

He had no banking presence in the United States. He had no busi

ness experience in the United States. He had certain experience in

the Middle East and Pakistan and Africa, but not in the United
States.

What counsel can Mr. Abedi give to go to Mr, Altman which

either the Mafuz family or the Abu Dhabi family or Pharaon

family could not go directly to Altman and Clifford ? Why would

they need an intermediary in that situation?

I can understand, yes, Mr. Pharaon wants to ask me to introduce

him to people in one of the Caribbean countries. I can understand

that. But in the United States, where he has a home, where he has

an office, where he has a counsel, where he has a staff, he could do

whatever he wants and he could have direct communication with

any lawyeror any executive that is managing this enterprise.

Senator KERRY. Well now, isn't it a fact that Mr. Abedi actually

told you that BCCI owned these other two banks ?

Mr. Sakhia. He told all of us that this was one and the same en

terprise.

Senator KERRY. How often did he tell you that?

Mr. SAKHIA. Ongoing. Mr. Abedi used to single me out insome of

the meetings to say that because I was insistent that BCCI should

have a direct presence of BCCI in the United States because we
had a lot of opportunity, we were marketing with our hands tied

behind our back because we were agencies. And he would say:

Well, why don't you do marketing for our other banks, for First

American Bank , for National Bank of Georgia ? Here are two

banks; what do you want?

I'd say : Sir, it makes a difference because we do not control the

transactions , we do not provide the services directly ; we have to go

through other people. And this example that you showed me is an

example of how we were instructing them to provide the service,
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because it was not in our control . It was being done by a different

entity. So we had to spell it out step by step what they should do .

Senator KERRY. Did Mr. Abedi at some time have a discussion

with you about getting business for First American and you were

questioning it, and he said , it's OK?

Mr. SAKHIA . Yes, I would question because we were frustrated at

the response time, turnaround time, service of First American . In

BCC we in terms of business used to give a very good turnaround

time, very good service. First American was in that sense very bu

reaucratic.

And Mr. Abedi would say: Why don't you pass on business? I

would say : First American stinks, First American cannot respond

the way we respond.

So then he brought about the coordination committee to ensure

that things flowed smoothly. In mid -1985 or third quarter 1985 , I

still insisted that we should have a bank in U.S. So in November

1985 these two decisions were made: one, to merge the First Ameri

can and National Bank of Georgia ; and that BCC should have its

own presence .

Senator KERRY. What was Gaith Pharaon's role at BCCI?

Mr. SAKHIA. He was, what we knew them, was one of the largest

shareholders in BCCI, and he was a customer of BCCI. Also we

knew that he was a front man in several deals , including National

Bank of Georgia. There were nonbanking deals, like an oil compa
ny , a cement company , and other business, in which Gaith Pharaon

was a participant.

Senator KERRY.Well now, what do you mean by a "front man ”?

First of all, how did you come to know that he was a front man for

National Bank of Georgia ?

Mr. SAKHIA. Let me, sir, take you to the Middle Eastern way of

doing business . If you want to do a business in any of the Middle

Eastern countries , you need a local sponsor. A foreign company

cannot do business in most of the Middle Eastern countries.

Now , the local sponsor could be an active participant or he could

be only your sponsor. That means he gives you his name, he gives

you his connection, his work permits, but does not participate. He

just takes either a percentage of profit or a flat fee .

This business was turned around in the case of businesses out

side the Middle East. Mr. Pharaon had been a sponsor of one ofthe

insurance companies which was owned by ICIC in Saudi Arabia.

The same thing was turned around in the case of National Bank of

Georgia .

Senator KERRY. Exceptthat he wasn't local.

Mr. SAKHIA. Yes, but the same business, like McDonald's is now

in Russia . This practice was brought to the United States. The

practice that hadvery well succeeded in the Middle East was now

being brought to the United States.

Senator KERRY. To find a front person ?

Mr. SAKHIA . To find a front person .a

Senator KERRY. But what proof do you have that he wasn't in

fact a legitimate shareholder who actually purchased this on his
own ?

Mr. SAKHIA . The example that I gave you of the two brothers

and a father. What I have seen now with various agencies, how the
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merger of First American and Independence Bank took place, was

how the money went into the circle .

Senator KERRY. Well, did you know at the time that he had his

loan pledged completely toBCCI?

Mr. SAKHIA . Not specifically, not until April 1990. We had a

sense of it, but we did not know the specifics.

Senator KERRY. But you personally didn't know it ?

Mr. Sakhia. No, sir.

Senator KERRY. So you personally, who were the head of BCCI in

the United States, doing day to day practical management, didn't

know it?

Mr. SAKHIA. No, sir , because the loans were in Grand Cayman .

Senator KERRY. Then why wouldn't it be perfectly credible that

Mr. Clifford and Mr. Altman wouldn't know it, either ? If you could

be deceived by that, why couldn't they ?

Mr. SAKHIA. wasn't deceived. I knew it. I wasn't aware of the

bookkeeping until I saw the file on the Independence Bank. When I

saw the fileon Independence Bank, I became aware of the specifics.

Senator KERRY. When did you see the file on Independence
Bank?

Mr. SAKHIA. About May 1986.

Senator KERRY. May 1986 you learned what?

Mr. SAKHIA. We were inprocess of acquiring a bank in Florida

and we were going to have Fulaij as our nominee.

Senator KERRY. Fulaij, Mr. Fulaij was going to be the front man ,
the nominee?

Mr. SAKHIA. Was going to be the front man.

Senator KERRY. Didn't you in BCCIhave a nickname for that ?
Didn't somebody call that rent- a -face'' ?

Mr. SAKHIA. No, sir. That was a nickname for the directors of

BCCI.

Senator KERRY. That was a nickname for what?

Mr. SAKHIA. For the directors of BCCI.

Senator KERRY . Oh , for the directors . They were the rent- a - faces ?

Mr. SAKHIA. Yes, sir.

Senator KERRY . What were these , rent-a -body or something ?

Mr. SAKHIA . Rent-a -name, whatever.

Senator KERRY. Rent- a -name.

But basically, Fulaij was simply going to be a setup, a front for

the purchase ?

Mr. Sakhia. Yes, sir, on the same model, on exactly the same
model as Pharaon was.

Senator KERRY. On the same model. How did you know it was on

the same model?

Mr. SAKHIA. Because I was given the file . I had seen the file.

Senator KERRY. You saw the file ?

Mr. Sakhia. Yes.

Senator KERRY. And the file you saw was also shared with attor

neys at that time, wasn't it?

Mr. SAKHIA. Yes .

Senator KERRY. What attorneys was it shared with?

Mr. Sakhia. With Mr. Altman.

Senator KERRY. So he saw a file which similarly at that time

showed this model for front person acquisition?
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Mr. SAKHIA . Yes, sir.

Senator KERRY. Now, what specifically did it show as to Phar
aon ?

Mr. SAKHIA . The power of attorney from Pharaon, his net worth

statement,his loan agreements, the pledge agreements.

Senator KERRY. The pledge agreements, the whole thing ?

Mr. SAKHIA. Yes, the seriesof documents. It was the complete

file.

Senator KERRY. So in 1986 you got the whole picture?

Mr. SAKHIA. Yes, sir .

Senator KERRY. You could see precisely how one loan was sub

scribed to from one institution and then pledged to another ?

Mr. SAKHIA . Yes.

Senator KERRY. Shares of stock as collateral pledged, so that ulti

mately you had this circular ownership situation.

Mr. SAKHIA. In the case of Independence Bank, it was done in

even a little more sophisticated way. The loan was made by a New

York bank. This bank was guaranteed by a French bank. BCCI

guaranteed the French bank . So it was sort of one step

Senator KERRY. But the French bank was a BCCI bank?

Mr. SAKHIA. No, sir. They had a common directorship, BAII.

Senator KERRY. OK, BAII was commondirectorship.

Mr. SAKHIA . It had a common directorship .

But BCCI guaranteed BAII, BAII guaranteed New York bank,

New York bank made the loan . When the loan was not serviced,

BCCI paid the interest. When the loan became due, BCCI paid the

installments.

Senator KERRY. Now , Mr. Fulaij was also an original investor in

First American , wasn't he?

Mr. SAKHIA . Yes, sir.

Senator KERRY. Was he a front man in that transaction, do you

know?

Mr. SAKHIA. Well , I believe so.

Senator KERRY. But you don't know?

Mr. SAKHIA . Well again, I keep going back to a common under

standing inBCC, thatthis is one and the same bank.

Senator KERRY. We'll just take 1 minute here . [Pause. )

I think what we're going to do now—it's just about 1 p.m._is

break for lunch, come back, pick up with the National Bank and

some other items. We may not begin exactly at 2:30 p.m. , but we're

going to try to. We have another committee quorum issue which

I'vegot to attend to . But we'll plan on beginning the hearing again

at 2:30 p.m. this afternoon , and we'll stand in recess until that

time.

[Whereupon, at 12:56 p.m. , the subcommittee was recessed , to re

convene at 2:30 p.m. thesame day. ]

AFTERNOON SESSION

The subcommittee convened , pursuant to notice, at 3:12 p.m. , in

room SH-216, Hart Senate Office Building, Hon . John Kerry

(chairman of the subcommittee ) presiding.

Present: Senators Kerry and Brown.
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Senator KERRY. The hearing will come back to order. My pro

found apologies to all concerned about the delay. Of course, I told

you I did not think it might start until about 2:45 p.m., but the

Senate then scheduled, as it is often wont to do in the middle of a

session like this , a vote, and that took even longer.

The great advantage of having these hearings during recess ,

which not a lot of people like to do, is that we really get alot more

done in continuum . Sometimes that is very important.

Mr. Sakhia, let me remind you that you remain under oath, as

you were swornearlier today.

Mr. SAKHIA. Yes, sir .

Senator KERRY. Would you pull the microphone just a little

closer? I want to makesure that you as audible as possible . I think

some of you may have had a little problem hearing you earlier this

morning

Mr. SAKHIA . Yes.

Senator KERRY. I would like to come back now and fill in a few

gaps as we go along sequentially here. I would like to go back to

the issue of Mr. Pharaon and the purchase of the National Bank of

Georgia.

Mr. SAKHIA. Yes, sir.

Senator KERRY. Did you learn at some point that Mr. Pharaon

had developed serious financial problems?

Mr. SAKHIA. Yes, sir .

Senator KERRY. When did you learn that ?

Mr. SAKHIA . I think in the latter part of 1985, the second half of

1985. It was all over the news that Mr. Pharaon bought his busi

nesses in Saudi Arabia and outside world, had severe liquidity

problems, and there was a standing committee of banks set up to

resolve the problem of the stack of loans.

Senator KERRY. So in 1985 Mr. Pharaon had a number of busi

ness failings orproblems outside of BCCI?
Mr. SAKHIA . Yes, sir .

Senator KERRY. And a bank, a series of banks came together as a

creditor group?

Mr. SAKHIA . Yes, sir .

Senator KERRY. And they were chasing Mr. Pharaon for money,

is that correct?

Mr. SAKHIA . Yes, sir .

Senator KERRY. How significant were those claims, do you know ?

What kind of money was at stake , would you estimate ?

Mr. Sakhia. In hundreds of millions of dollars.

Senator KERRY. So hundreds of millions of dollars of problems for

Mr. Ghaith Pharaon?

Mr. SAKHIA. Yes, sir .

Senator KERRY. Now, did that in some way affect anything with

respect to BCCIand itsrelationship to Mr. Pharaon ?

Mr. SAKHIA. My feeling is that Dr. Pharaon had a shareholding

in BCCI and he had ownership of National Bank of Georgia which

to the outside world was unencumbered , but in fact it was encum

bered to BCCI, or BCCI affiliates like ICIC and so on, within the

one umbrella. So — and later on within a few months

Senator KERRY . Pull the microphone down a little bit, see if that

is better.
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Mr. SAKHIA . Within a few months there was no more sharehold

ing in BCCI. All the shareholding in BCCI had been transferred to

or sold to the Mahfouzfamily.

Senator KERRY. Sold ? I did not understand that .

Mr. SAKHIA . Either sold or transferred . Effectively he no longer

remained a shareholder in BCCI.

Senator KERRY. That was transferred ?

Mr. SAKHIA. According to my knowledge and my understanding.

Senator KERRY. How was it transferred, do you know?

Mr. SAKHIA. Well, again , what I've seen or what I've heard since

1990 is that a loan was given to Mahfouz family to buy the shares

and the loans of Pharaon's were adjusted.

Senator KERRY. So aloan was given by BCCI?

Mr. SAKHIA. Or BCCI affiliates like ICIC .

Senator KERRY. So all the BCCI affiliates chipped in loans?

Mr. SAKHIA. Right, sir .

Senator KERRY . In order to give the money to somebody to buy

out Mr. Pharaon so Dr. Pharaon would no longer have a visible or

attachable , reachable liability ?

Mr. SAKHIA . Yes, sir . Reachable asset.

Senator KERRY. A reachable asset.

Mr. SAKHIA . Which could be attacked by the creditor banks.

Senator KERRY. Are you saying to us that BCCI was afraid that

this front person had accrued outside liabilities

Mr. SAKHIA . Yes, sir.

Senator KERRY. That would then put BCCI's true interest at risk

if theywere able to reach that interest in the name of Pharaon?

Mr.SAKHIA . That's correct.

Senator KERRY. Therefore, you are saying that Mr. Pharaon

went through some transactions to get out from under the poten

tialof BCCI, in fact losing that interest?

Mr. SAKHIA . Right, sir.

Senator KERRY . Is that why National bank of Georgia was sold ?

Mr. SAKHIA. Again , that is my conclusion .

Senator KERRY. That is your conclusion. Well, were you part of

anydiscussions? Did you hear any conversations to that effect ?

Mr. SAKHIA . Not with regard to restructuring of Dr. Pharaon's

portfolio and investment within BCC group, but in general I was

aware that there were meetings in London which I was not party

to , but there were meetings taking place in London to restructure

the holding and the loans and theassets relating to Dr. Pharaon's
business.

Senator KERRY. Who were those meetings between ?

Mr. SAKHIA. Between Mr. Abedi, Mr. Naqvi, a representative of

Mr. Pharaon , the people from Central Credit Division , so they were

restructuring the Pharaon case ,and at the end of 1 year, or within

the period of about 12 months, from a holder in - of National Bank

of Georgia and probably the largest single holder in BCC, he no

longer remained shareholder in BCC and he no longer owned Na

tional Bank of Georgia.

Senator KERRY. Now , you have testified that BCCI made the deci

sion to take over National Bank of Georgia directly rather than

Mr. Clifford or Mr. Altman making the decision , is that accurate ?

Mr. SAKHIA . That's my understanding.
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Senator KERRY. Well, when you say, your understanding, I want

you to be precise. Did you have knowledge of that as a matter
of—

Mr. SAKHIA. Yes, sir , I have.

Senator KERRY. You do have knowledge ? What is your knowl

edge of that?

Mr. SAKHIA. Before, I would make one or two side comments

with your permission.

First of all, none of these documents here or with any other

agency I have given to anybody. They have all been independently

found. I have not given

Senator KERRY. All right. You didn't give these documents to

anybody?

Mr. ŠAKHIA. To anybody.

Senator KERRY. The documents which you've evidence of some of

this were independently supplied or found ?

Mr. SAKHIA. Yes, sir. Second, you reminded me about oath . At

this morning we discussed that some of my testimonies had been

under oath and others had been without oath, but to me both is the

same. Whether I made any agency of the Government under oath

or without oath, I will tell what I know to be true. I just wanted to

make these two points.

Now , coming to National Bank of Georgia, there was a meeting

in Miami in November of 1985.

Senator KERRY. Who arranged that meeting ?

Mr. SAKHIA. I had organized the meeting.

Senator KERRY. You organized the meeting ?

Mr. SAKHIA . I organized the meeting with Mr. Abedi. Mr. Naqvi

came from London .Wehad the conference, which was for BCC , but

during this period of Mr. Abedi's stay there was a meeting between

Mr. Clark Clifford ,Mr. Altman , Mr. Abedi, Mr. Naqvi, Mr. Faruq

Jamil, and I think Mr. Carlson .

Senator KERRY. Mr. Roy Carlson?

Mr. SAKHIA. Mr. Roy Carlson .

Senator KERRY. And this meeting was in an open office ?

Mr. SAKHIA. This was held in a conference room which was a

glass conference room , and I was sitting in the office. I had sent

the invitations and made arrangements for everybody's travel.

Senator KERRY. But you were not actually present during the

meeting ?

Mr. ŠAKHIA. Not during the meeting, but in the evening before

this meeting

Senator KERRY. Before we get to the evening, it is my under

standing that after the meeting Mr. Abedi met, you all met, and
Mr. Abedi told you something.

Mr. Saksia . Yes. He told us two things, No. 1 , that the National

Bank of Georgia would merge with First American, and No. 2 , that

we would have our own bank in Florida, that BCC will have its

own direct presence in Florida. These were two crucial decisions

taken at that meeting.

Senator KERRY. Now , when Mr. Abedi told you that , did Mr.

Abedi say to you that we have instructed them to buy the bank, or

to sell the bank , or instructed, this is the way that - how was that
conveyed to you?
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Mr. SAKHIA. Well, my recollection is that we talked of merger

and not buy and sell . We talked of merger of National Bank of

Georgia with First American Bank.

Senator KERRY . Did you discuss the issue personally yourself

with either Mr. Altman or Mr. Clifford ?

Mr. SAKHIA. No, sir, not the National Bank of Georgia issue . I

have not discussed that with them.

Senator KERRY. It was my understanding that you were at a

dinner the night before with Mr. Naqvi and Mr. Abedi.

Mr. SAKHIA . Yes, sir .

Senator KERRY. Was there a discussion at that dinner meeting?

Mr. SAKHIA. And Mr. Altman. Mr. Abedi briefed Mr. Altman

about the next morning's agenda of their meeting, and again these

were the two subjects. The one was the merger of NBG and First

American , and the second was

Senator KERRY . Well, would it be unusual for Mr. Altman

counsel-I mean, he wears several hats, and that's been an issue

here. Why would it have been unusual for Mr. Altman or Mr. Clif

ford as lawyers, for Mr. Abedi and lawyers for BCCI not to have

been briefed ? That would seem to be a normal course of business .

Mr. SAKHIA. Well, here they are also the chairman and the presi

dent of First American, and they are being told of the decision to

merge the two entities . They are supposed to do all the regulatory

and legal work and paperwork , but essentially the decision is being

made by Mr. Abedi . Also, sir, I have been shown a document of my

report to Mr. Abedi of February 1986 .

Senator KERRY. What document is that? Go ahead. Why don't

you continue ?

Mr. SAKHIA. According to this document, I have had discussions

with Mr. Abedi which part of NBG should we transfer to First

American and which part should be directly taken by BCCI. AC

cording to this document, I have suggested that the Florida offices

of National Bank of Georgia should merge with BCC Florida, as it

was going to be, and the rest should go to First American . So that

is the decision we are making in BCCI, not being made by Mr. Clif

ford or Mr. Altman.

Senator KERRY. This is the document, a letter from you to Mr.

Abedi ?

Mr. SAKHIA. Yes, sir .

Senator KERRY. Dated February 10 , 1986?

Mr. SAKHIA . Yes, sir .

Senator KERRY. And this letter notes that you personally will be

meeting with Mr. Altman in order to pursue this transaction?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Stating, " With reference to our brief meeting in

London we are pursuing bank acquisition with Mr. Altman the two

institutions I mentioned to you in London ."

So you were really briefing him on the completion of his instruc

tions with respect to that , is that correct ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Now, again , why is it not possible that Mr. Abedi

was simply conveying the instructions of the shareholders of the in

vestor group that herepresented ?

50-787 0-92--20
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Mr. SAKHIA. Yes, but earlier you asked me whether the decision

was being made by Clifford or Altman or being made by Mr. Abedi.

What I'm saying is that this decision for First American to merge

with National Bank of Georgia is being made by Mr. Abedi, not by

Mr. Clifford or Altman or board of First American .

Senator KERRY . So it's your testimony that while the regulators

and anybody in the public who might have noticed thought that

First American was just buying a bank in Georgia

Mr. SAKHIA . Yes .

Senator KERRY. In effect BCCI was giving instructions to what it

considered a subsidiary to buy a bank for BCCI, is that your testi

mony?

Mr. SAKHIA . Yes, sir .

Senator KERRY. OK, and you believe that the documents that you

have cited , as well as others, support that?

Mr. SAKHIA . Yes, sir.

Senator KERRY. What other documents would you assert support

that?

Mr. SAKHIA . Sir , I mentioned this morning a very critical docu

ment, which I haven't seen with any authorities here, was a model

file of the transaction of Independence Bank .

Senator KERRY. The model file . That is the file that you testified

to earlier today.

Mr. SAKHIA. Yes, sir .

Senator KERRY. Which had the details of the National Bank of

Georgia buy-out plus the prospective buy -out of the bank in Flori

da.

Mr. SAKHIA. That had the model of Independence Bank in Cali

fornia which was the model which were going to follow in Florida .

Senator KERRY. Now , did you meet with Mr. Altman in Luxem

bourg in May 1986 ?

Mr. Saksia. Yes, sir, I did .

Senator KERRY. Who else was present at that meeting?

Mr. SAKHIA . Mr. Swaleh Naqvi and Mr. Shahid Jamil, and Mr.

Robert Altman, and myself. Wehad discussed about the acquisition

of the Florida bank and we had come to an impasse whether BCC

could buy because of it's financial problems or whether a nominee

should buy . And between February1986 and May 1986, three nomi

nees had been changed. And in that meeting Mr. Naqvi briefed us

that now the nominee would be Mr. Al-Foulaij, and he would send

power of attorney and documents and he mentioned that he would

give one of us the file on which we should base the model on.

Senator KERRY. And the reason that the bank did not go for

those purchases directly again was what?

Mr. SAKHIA . Because BCCI had a major loss in 1985. And with

the financial statement as of December 1985, it was not thought

prudent to go the regulators for approval of BCCI as a foreign

bank-holding company in United States.

Senator KERRY . Now , let me reference another document which

is — I believe you have it there — it is a memorandum from you .

Copy was sent to Mr. Naqvi , and I think it is for the file . And this

was as to the meeting that you held in Luxembourg.
Mr. Sakhia. Yes, sir .
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Senator KERRY. And this memorandum you've looked at it and

you're familiar with it?

Mr. SAKHIA . Yes, sir .

Senator KERRY. This memorandum then is documentation of

what you have just said about that meeting ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. And this memorandum documents the bank's in

structions and the bank's efforts to effect this sale itself rather

than to have this done independently.

Mr. SAKHIA . Yes, sir.

Senator KERRY. And that memo, I believe sets out that Mr.

Altman was going to have the power of attorney for Mr. Al-Foulaij.

Is that correct ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. In order to have the power of attorney , he would

have therefore had to have been conducting the transaction, I take

it.

Mr. SAKHIA. Yes, he was to complete the paperwork .

Senator KERRY. Complete the transaction.

Mr. SAKHIA. Complete the transaction , yes , sir .

Senator KERRY. And since it was being affected on the model

that you have described, that would mean that all of the paper

work that was attendant to the carrying out of that model would

have been in his control or under his purview , is that accurate?
Mr. SAKHIA . Right .

Senator KERRY.Was it, in fact ? Do you know?

Mr. SAKHIA. This was not to reinvent the wheel . We had done all

of the — the similar had already been done vis-a-vis the California

bank . So the power of attorneys, the loan agreements, the manage

ment agreements, the assignments, the collateral, everything was

already existent. All they had to xerox them again, put new names
and get them signed.

Senator KERRY. Now, did you ever go to the offices of Clifford &

Warnke in Washington for any reason?

Mr. SAKHIA. I had been , sir,a few times.

Senator KERRY. A few times .

Mr. SAKHIA. Yes, sir .

Senator KERRY. Do you recall a meeting in June or July 1988?
Mr. SAKHIA . Yes, sir .

Senator KERRY. What was that meeting ?

Mr. SAKHIA . We had gone to brief Mr. Altman, we meaning Mr.

Dildar Rizvi and myself had gone to meet with

Senator KERRY. Who is Mr. Dildar Rizvi?

Mr. SAKHIA. Mr. Dildar Rizvi was the new head of U.S. desk in

the head office . He was in charge of the U.S. operation in the head
office .

Senator KERRY. In the head office, in London .

Mr. SAKHIA. In London . He visited me in New York and then Mr.

Rizvi and myself went to meet Mr. Altman in Washington , in his

office in Washington, to brief him about a decision to convert BCC

agencies in California to full branches, and then from full branches

to a subsidiary in California . At the—we had a long meeting. We

discussed the whole business plan and staffing and capital, every

thing.

-
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At the end of the meeting Mr. Rizvi asked Mr. Altman whether

Mr. Clifford was in the office. He would like to pay his respects to

Clark Clifford . So Mr. Altman found out and we went to Mr. Clif

ford's office for a few minutes. Mr. Dildar Rizvi greeted him and

paid his respects . That was essentially a social or a protocol-type of

meeting with Mr. Clifford. With Mr. Altman was a meeting of sub

stance , with Mr. Clifford was a meeting of courtesies.

Senator KERRY. Was there any discussion of substance with Mr.

Clifford at all?

Mr. SAKHIA. No, we very briefly, 2 minutes, Mr. Rizvi briefed

him that now we were going ahead with our plans in California

and Mr. Clifford, I remember said little jokes, political jokes, other

jokes . And he said, what strikes out in my mind, is Mr. Rizvi, wel

come aboard . We will tell more lies now.

Senator KERRY. We'll tell more lies now . Mr. Clifford said that?

Mr. SAKHIA. To Mr. Dildar Rizvi .

Senator KERRY. That sounds like at I mean, that's sort of — was

that in a joke?

Mr. SAKHIA. Well, I thought to be a joke, but the present context,

it's no more a joke.

Senator KERRY. But it was meant as a joke then?

Mr. SAKHIA. It was meant as a joke then.

Senator KERRY . You are positive of that ? I mean, there is no

question in your mind about, I mean, it just sounds like an improb

able thing for an intelligent lawyer or somebody to say. It just

you know , it iskind of hard to believe. That is all I am suggesting.

Mr. Sakhia. These are the words to the best of my memory. This

is Dildar welcome aboard . We will now tell more lies.

I did not know what was the private joke, what was the context

of that joke.

Senator KERRY. Is there any question in your mind about your

memory with respect to that?

Mr. ŠAKHIA. Not to these words, no .

Senator KERRY. No question .

Mr. SAKHIA. I'm very positive that these are the words which

were said .

Senator KERRY. I am going to — you have identified for staff, and

I just want to put it in the record very quickly. You have identified

a series of documents with respect to the Castle Investment Group,

correct?

Mr. SAKHIA . Yes, sir .

Senator KERRY. And it is your testimony that the Castle Invest

ment Group of Fort Lauderdale was business that was given by you

to First American?

Mr. SAKHIA . Yes, sir .

Senator KERRY . OK. And that document will be made part of the

record . And in addition to that, there is a document dated June 10,

1985 from Hassan Parvez to a Mr. Amber Unis, on BCCI station

ery. And this is regarding participation sold to First American
Bank. Is that accurate?

Mr. Saksia. Yes, sir .

Senator KERRY. Do you have that document there? What was the

meaning of that document, participation sold to First American?

.
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Mr. SAKHIA. Well, we were — we had taken — we had given a loan

to , I believe this relates to Jamaica under the CCC program . We

would get a mandate and then sell part of the loan to other institu

tions. In this case, First American had bought the participation

from us.

Senator KERRY. Well, it says here that the loans are accruing at

10.875 percent, which represents the rate of interest being paid by

Bank of Jamaica to BCCI.

Mr. SAKHIA . Yes, sir .

Senator KERRY. In turn, we have sold these loans at prime rate,

leaving a seven -eights percent of a point spread for us . Is that cor

rect ?

Mr. SAKHIA. Yes, sir .

Senator KERRY. So in other words, you took the business , gave it

to First American .

Mr. SAKHIA . Yes, sir.

Senator KERRY. Kept a spread for BCCI .

Mr. SAKHIA. Yes, sir.

Senator KERRY. Is there anything — that doesn't strike me as un

usual. I mean, do banks not do that all the time, or am I misread

ing this ?

Mr. SAKHIA. No, but the banks — we did send the participation to

other banks as well . So in that sense it's not unusual except that in

the case of other banks there would not be a memorandum like

this. The other banks would buy the participation and then do its

own bookkeeping, do its own transactions, do its receive its own

payments. Here we are doing a lot more work than an arm's -length

correspondent bank.

Senator KERRY. And therefore, the importance of this document

as you present it to us is that this document demonstrates a differ

ent relationship from the norm?

Mr. SAKHIA . Yes, sir.

Senator KERRY. It demonstrates a relationship of BCCI partici

pating in the deal in a way that would not normally occur with an

arm's-length transaction .

Mr. SAKHIA. No, sir. Regarding all the paperwork and detail

work in a syndication market when a major bank syndicates a

loan , then each member of the syndicate does its own accounting,

does its own interest calculation , everything. Here we are doing ev

erything for First American .

Senator KERRY. I see. You are doing everything for them . Was

that what the seven -eighths percent was supposed to cover ?

Mr. SAKHIA. No, that was related by the market. That was dictat

ed by the market because

Senator KERRY. Why was it necessary to take seven -eights per

cent if BCCI owned First American and you just give the whole

thing to them and in the end, recoup.What wasthe purpose?

Mr. SAKHIA. Well, the manager in Miami is also overzealous and

he wants to also show some profit. So the decision had been made

in London of the level, or even at my level we would not have both

ered about it. But this overzealous managers would try to get an

advantage.

Senator KERRY. Grab his piece to be able to show success ?
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Mr. SAKHIA. Yes . Also, one other caveat to that is that to my

memory we had sold the insured portion to First American, where

as to other banks we would sell 100 percent. In this case , to First

American wehad sold only the portion that had been guaranteed

by the U.S. Department of Agriculture. The risk portion still re

mained with BCCI.

Senator KERRY. The risk portion remained with BCCI.

Mr. SAKHIA . Yes, sir .

Senator KERRY. Well that wouldn't be a normal transaction ,

would it ? You wouldn't give away

Mr. SAKHIA. No, we would not . We would send the participation

of the loan as is to other members of the syndicate. But in this case

of First American, because they were not experienced and aware of

these type of transactions , so we gave them insured transaction .

We did the collection , the did the interest calculation, we did all

the booking. We just gave them the part of the business for them

to make money.

Senator KERRY. With respect to Canal Place Limited Partner

ship, and a document dated June 21 , 1985 from BCCI to Mr.

Afreedi at the First American Bank, that states that BCCI requires

First American to add its confirmation to a standby letter of credit

from BCCI Tampa to Travelers Insurance. Is that correct ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. What is the meaning of this document?

Mr. Sakhia . Well, under this — the_our customer was borrowing

some moneys from Travelers Insurance and many other agencies

under the guarantee of BCCI . BCCI not being a U.S. bank , Travel

ers Insurance and City of New Orleans would not accept BCC guar

antee, or BCC's standby letter of credit. So it needed American

bank confirmation .

We asked , almost told , according to this memo First American

what to do. They would come into the position of the confirming

bank. Now as I recall, Travelers Insurance did not have First

American on the approved list , nor did City of New Orleans. So we

went to Travelers Insurance to accept the First American confir
mation.

Senator KERRY. Could First American have refused to do this?

Mr. SAKHIA. It could not. We had told them what to do, and they

would do it.

Senator KERRY. I beg your pardon ?

Mr. SAKHIA. They could not send her to us .

Senator KERRY. Why?

Mr. Sakwia . We told them what to do, and they would do it. And

this document is an evidence of that.

Senator KERRY. This says, To First American Bank, for the kind

attention ofMr. Ijaz Afreedi. Please discuss and pass on this mes

sage to Mr. Sakhia .

Mr. Sakhia. Yes, sir.

Senator KERRY. Require First American Bank to add their confir

mation to the following, standby letter of credit, which is some

thing by the BCCI Tampa to Travelers — which is issued by BCCI,

Tampa, to Travelers Insurance.

Soyou are saying require First American. That was an instruc

tion?
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Mr. SAKHIA . Right.

Senator KERRY. And is it true that if that had not happened

without the bank up guarantee, you would not have been able to

arrange that transaction ?

Mr. SAKHIA . Well, in the end, if my memory serves me right, the

Travelers did not accept First American. So we had to then ar

range it with Bank of America.

Senator KERRY. OK, do you know why they did not accept?

Mr. SAKHIA. Because still it was an unknown, relatively small

bank .

Senator KERRY. With respect to imports, P.L. - that is Public Law

480, Imports by Sri Lanka, there is a document dated September 3 ,

1987 to a Mr. Nassim Khan, of BCCI in Sri Lanka. And this came

from a Mr. Jaffre of BCCI in Washington , that is the Washing
ton

Mr. Saksia. Representative office.

Senator KERRY. That is right .

And this document describes how First American will handle the

banking needs of BCCI, Sri Lanka. Is that accurate?

Mr. SAKHIA. Yes, sir.

Senator KERRY. And this simply says to Mr. Abedi, reference

your memo, dated July 17 , 1987 , addressed to Mr. Amjad Awan, we

contacted the International department of First American Bank,

and advised them that they have been registered with Central

Bank of Sri Lanka to quote rates for advising a negotiation of LC's
under the P.L. 480 program .

Mr. SAKHIA . Yes, sir .

Senator KERRY. Now why could that not have been pursuant to

their instruction, or request?

Mr. SAKHIA. I don't understand your question .

Senator KERRY. When you say—not you, but when Mr. Abedi is
informed

Mr. SAKHIA . This Mr. Abedi is a different Mr. Abedi . He is not

the president of theBank.

Senator KERRY. I beg your pardon ?

Mr. SAKHIA . This Mr. Abedi is a different Mr. Abedi.

Senator KERRY. Correct, Mr. Youssef Hussein Abedi.

Mr. SAKHIA . Youssef Abedi, yes, sir.

Senator KERRY. But when he was informed - he is the Interna

tional Division of BCCI?

Mr. SAKHIA. No, Mr. Youssef Abedi—was he the manager in Sri

Lanka, or was he the International Division?

Senator KERRY. I think International Division .

Mr. SAKHIA . Yeah, at that time he may be an International Divi
sion .

Senator KERRY. This is July 1987 .

Mr. SAKHIA. Yes, sir, Mr. Massi was the manager. You are right.

Senator KERRY. But my question to you is, this merely states, we

contacted the International Department of First American.

Mr. SAKHIA . Yes.

Senator KERRY. And it says that they have been registered with

Central Bank, correct ?

Mr. SAKHIA. Central Bank of Sri Lanka.
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Senator KERRY. And what are you asserting that that docu
ment

Mr. SAKHIA . What I'm saying is that BCCI is making efforts to

register First American, Washington, as an acceptable bank to the

Central Bank of Sri Lanka.

Senator KERRY. Could they not have done that at the request of

First American?

Mr. SAKHIA. No, but First American would have to either go

themselves to Sri Lanka to register themselves. In this case , BOČI

manager in Sri Lanka, and BCCI International Division in London ,

is doing all the effort to register First American with the Central

Bank.

Senator KERRY . Is that unusual?

Mr. Sakhia. It is . You wouldn't do it for the third party. You

would do itfor yourown. But not with somebody else.

Senator KERRY. So what you are suggesting is that they were

doing it for themselves.

Mr. SAKHIA. Well, BCCI was doing it for itself.

Senator KERRY . Through - I understand, all right.

Now, who is Mr. Mohammed Hammoud?

Mr. SAKHIA. Mr. Mohammed Hammoud , to my knowledge, was a

shareholder in BCCI . And I later on found out that he was a share

holder in First American . My memory goes back about 27 or 28

years when I went first time to Beirut. He was a small-time money

changer .

Senator Kerry . He was a money changer in Beirut ?

Mr. SAKHIA. In Beirut.

Senator KERRY . He was Lebanese?

Mr. SAKHIA. He could have been Syrian or Lebanese .

Senator KERRY. And he passed away when ?

Mr. SAKHIA. I believe he died early this year , or late last year.

Senator KERRY. Now, did you ever assist Mr. Hammoud on a real

estate transaction while you were at BCCI?

Mr. SAKHIA . Yes, sir . We did a loan to him from BCC in New

York, which we were told from London to give that loan in the

first instance.

In the second instance, when he had acquired the property and

he wanted to develop a property in Washington, he contacted us to

make a construction loan — which we refused to do because we were

not equipped to handle construction loan .

Senator KERRY . So you did not want to do the transaction .

Mr. SAKHIA. I did not want to do the first transaction . And I

completely refused to do the second transaction .

Senator KERRY . Were you ordered to do the transaction?

Mr. SAKHIA . The first transaction I was ordered to do.

Senator KERRY. Who ordered you to do the first transaction?

Mr. SAKHIA . The Central Credit Division in London.

Senator KERRY. And London ordered you to do what?

Mr. Sakhia. They had decided about the loan . They only asked

us to disburse the loan and to

Senator KERRY . So you made a loan to him for 110 -percent of the

value of the property .

Mr. Sakhia. We ended up doing 110 -percent of the loan .
Senator KERRY. Did that makebusiness sense ?
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Mr. SAKHIA. No sir , that did not.

Senator KERRY. But nevertheless you did it because London told

you to .

Mr. SAKHIA . Yes, sir .

Senator KERRY. Now did Mr.-he came back to you, you said, for

a second loan , correct ?

Mr. SAKHIA . Yes, sir.

Senator KERRY. And he wanted a construction loan at that time?

Mr. SAKHIA . Yes, sir.

Senator KERRY. You said no.

Mr. SAKHIA . Right.

Senator KERRY. Did you receive instructions then, from London ?

Mr. SAKHIA. Well, then London told me, why don't you introduce

him to First American, because the property is in Washington.

First American is present in Washington, and First American is

big real estate loans.

Senator KERRY. And did you introduce him to First American?

Mr. SAKHIA. Either directly, myself, or one of my staff introduced

him to the respective people in the Washington office of First
American.

Senator KERRY. Of First American?

Mr. SAKHIA. Yes, sir.

Senator KERRY. And did First American finance his next transac

tion?

Mr. SAKHIA. I think they financed a letter of credit, for Mr. Ham

moud.

Senator KERRY. Now, did you later learn that Mr. Hammoud was

an owner of First American?

Mr. SAKHIA. I learned after I left BCCI that he was a

Senator KERRY. What did you learn after you left BCCI?

Mr. SAKHIA. That he had bought shares from Mr. Clifford and
Mr. Altman .

Senator KERRY. And when had he done that , prior to

Mr. SAKHIA. I believe it was in 1987 , or 1986, or 1987. But not

much before the loans.

Senator KERRY. Was that prior to these transactions?

Mr. SAKHIA. Yes, sir.

Senator KERRY. So allegedly,Mr. Hammoud was a stockholder in

BCCI, correct - excuse me, in First American?

Mr. SAKHIA. Both . He was a shareholder in both .

Senator KERRY. A shareholder in both?

Mr. SAKHIA . Yes, sir.

Senator KERRY. And from whom did Mr. Hammoud buy his stock

in First American , supposedly ?

Mr. SAKHIA . Supposedly he bought it from Clifford and Altman .

Senator KERRY.And notwithstanding that , London asked you to

introduce him to Clifford and Altman , subsequent to his already

being a shareholder ?

Mr. Saksia. Yes, sir.

Senator KERRY. Why would Hammoud have to go to you to

obtain a loan from First American if he owned shares of the bank

that he had purchased from Mr. Clifford and Mr. Altman?

Mr. Sakhia. I wasn't aware that - now it doesn't make sense to

me that why a shareholder was among the handful of shareholders.
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It's not like a big corporation with hundreds of shareholders. The

handful of shareholders — it directly bought the shares from the

chairman and the president. And he wants me to introduce to the

officers of First American . It didn't make any sense to me.

Senator KERRY. Now I am going to introduce a couple of docu

ments into the public record , which we are not going to go through

now, because of time.

[The information referred to follows:
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NR . INTIAZ AHINED

CENTRAL CREDIT Dive0N

Bee , London

RE: /ب،اب. HA IN INGUD

ععع

WE Have BEEN CONTACTED By MR . HAIMINOUD

REGARDING THE LOAN FACILITY APPROVO BY

per Your TELEX of Dec 4 , 1987 THE

LATEST

Checkout
STUATION As EXPLAINED TO US

Hamovo IS As Fowows :

BY

HR

As PER THE CAN truet , CHURCH 13SALES Tre

REQUIRED UACATE70 THE PREMISES DEPORE Sept. 88 .

THEREFORE TO ENSURE Tits, MR ANY'S IS cureRONTO

OFFERING Q ALTERNATE OPTIONS TO THE secer :

>

I : ne. He thou HAINNOVO PROVIDES THE SELLER

WITH A STAND BY LC for THE BALANCE

of _PURCHASE Price I.E. $ 4.5 MM ENCASITABLE

ONLY UPON THER VACATING THE PREMISES

AGREED AND PROVIDING A FREE CLEAR TITLE .

THE EVENT THS OFFER 15 6 * Accepted

By THE SELLER , MR . HAINous REQUE THE

FOLLOWHNG
FROM Bec .

1 . STANDBY Le # 4. so many

2 . LOAN FOR BUYING ore 0.75 MM

las PARTNERS IN THE DEAL

DC

Oo5582

CUIS.
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Collaterte :

In case The esto of ENCASHMENT

SHALL SIMULTANEOVILY Recred

our LIEN OVER THE PRO Pereny AS ISI MORTGAGEE .

& BLE we

2 .

TO

TO Sewure THE Lond of $ 0.75 MM DEMDING

RECORDING of MORTLAGE Me . HANNOUD OFFERS. iths

PERSONAL GTY мн ASSIGNMENT of the

Chondo THE SALES CONTRACT Bee . WE Have

BEEN INFORMED THAT HE HAS ALREADY PAD

Ф1.00 мм AS DOWNPAYMENT Toutras THE

PURCHASE PRICE TO TRUNG $ 5.5 MM . However ,

ONDER THIS SCENARIOEKER ALTHOUGH, OUR

STANDBY 4/0 Exposure is ADEQUATELY SECURED ,

The LOAN LIABILITY , Case The TRANSACTION

Come TO

DOES NOT ce Consoon I FRUITION , is

ONLY SECURED By GUR RecouRSE TO MR . HAMMOUL

Ante Our RIGHT TO Receive REFUND Fear of

Second DOWN PAYMENT FROM SEURS ENFORCİNG

OF WHICH MAY REQUIRE LENGTHY LEGAL
Y

LEGAL PROCESS .

IN

Are

OPTION I
DC posts

ine HAIud PeruDes Ф4 мм IN

ESCRow AGATHST RECORDING OF FIRST MORTGAGE

RAVOUR . THE Escrow MONEY Howevere

WILL BE AVAILABLE TO THE SELLER Upon

VACATING 74€ CHURCH

IN aue



617

IN

_3

a vetuin anacrew, and even if we were hemel
from regulatory part of www

may not he allen

the windor may like an indipendent escrow open

view Aleve SITUATION Seek

Your APPRENAL a GUIDANCE To ACEEDE mo

€7Ther ? er THE ABOVE REGUESTS Ano Амер

THE TERMS of THE FAGILITY ACCORONGLY .

We

ALSO , ne itinar D . HIS. HANNOUD is Still 007 чем

Ata CH Ex ABOUT THE PERROWING ENTITY ,

Please
Ax76 Titay IN EITHER eAsis

THE DEAL

HAS TO Be count Clased Byd Before JAWZ "

REGARDS

A.R. SAKHA .

DC 005584
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OC
DATE . Deceber 19 , 1988170 PARK AVENUE NEW YORK NY 100 %

FROM : Laila Alizat TO : Mr. Aber Saleem

U.S.R.O

SUBJECT: M.M. Hammoud /Coneressional Place

2

Please refer to your approval for issuance of a Standby LC for $ 380,000

favoring the City of Alexandria . As already advised to Shahbaz lass

week , FABNY advises that FAB 1188loia io villing to issue the Standby

LC @ 11 p.d .; FABNT's charges will be an additional .502 p.a. I have

discussed this wich Mr. Intiaz Ansari of Mr. Baroud ' , office today ,

and he has agreed to an all in rate. of 2.757 ; this would leave us with

1.25 % p.a.

Please provide approval for these charges urently .

Regards ,

faile Alize

16 001 : 1 .
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320 PAK AVENUE NEW YORK NY 10077 DATE

August 16 , 1990

FROM TOCredit Deparunent

New York Agency

Mr. Shahbaz Raheem

USRO Credit Department

SUBJECT: ZURICH CORPORATIONM. M. HAMMOUD

As you we aware, the interest on the loan of $ 10 milion given by First American Bank ro Zurich

Corporation under our SBLC of S10.1 million is not being serviced by Zurich . Accordingly, First

American have debited our account with the following amounts .

DATE AMOUNT

7/2/90

7/25/90

$ 90,416.67

587,500.00

Please advise which account should be debited in order to respond to these entries.

Our account with First American Bank has also been debited with the following amounts :

BORROWER SBLC AMOUNTAMOUNT DEBITED DATE REMARKS

M. M. Hammoud $ 378,061 $ 1,890 41 5/21/90 Commission for

penod 6/5/90 to

12/5/90 First

Anencan Bank

New York

M M. Hammoud $376,081 $ 946.00 6/15/90 DO. FES American

Bank Virginia

Ca: 1 : or Farms $ 150.000 S 750.00 7/1490 Commission for

period 6/7/89 10

6/1/90 First

American Bank

New York

Please advise regarding these amounts also .

Regards ,

Belyshem
Raghu Bahadur

CC : . : . Mohammed Ali

NY

0006030CONFIDENTIAL
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SEN
000567

Copy Tomr. Setarin
Linet 1Rev ! PIIM / 1.08336

264080 BCCMI UR

RCA SEP 23 1213 264080 BCCMI UR

2922 BCCBAR WB

BCCI BARBADOS MSG 3397 23.9.86

TO : MR AR SAKHIA

REGIONAL CREDIT UNIT

MIAMI

PRICE WATERHOUSE- FIVE YEAR LOAN FOR BDS DLRS 400,000

THE MATTER WAS DISCUSSED WITH PRICE WATERHOUSE , AND THEY ARE

CONSIDERING FAVOURABLY OUR REQUEST FOR GIVING US CUSTOMERS ACCOUNT .

HOWEVER , TERMINATING THIER BANK ING RELATIONSHIP WITH THIER EXISTING

BANKER AT THIS POINT IN TIME IS NOT POSSIBLE , AND COULD BE

CONSIDERED IN THE FUTURE .

THEIR US DOLLAR ACCOUNT DOES NOT CARRY SUBSTANTIAL BALANCE , HOWEVER ,

AFTER DISCUSSING THE MATTER WITH THE OTHER PARTNERS , THEY MAY.

CONSIDER THE POSSIBILITY OF OPENING A MONEY MARKET ACCOUNT WITH

MIAMI .

KINDLY THEREFORE CONFIRM APPROVAL OF THE LOAN PROPOSAL POSSIBLY BY

TELEX AS THEY URGENTLY REQUIRE OUR RESPONSE SINCE GIVING THIS LOAN

WILL GIVE US THE START FOR FUTURE BANKING RELATIONSHIP .

REGARDS ,

SHABBAR JAWAID

MANAGER 2640BO BCCMI UR

2522 BCCBAR WB

Time : 12:25 09/23/86 EDT

Connect Time : 189 seconds
j

C 0002149

primere 2

$
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But the first document is a letter, apparently written by you re

garding Mr. Hammoud. And it is written to the Central Credit Di

vision of BCCI, London, regarding a standby letter of credit from

BCCI for $4.5 million . Is that correct?

Mr. SAKHIA. Right sir .

Senator KERRY. And that refers to the property that was being

purchased from a church in Alexandria , VA?

Mr. SAKHIA . Yes, sir.

Senator KERRY. And the other documents refer to standby letters

of credit from First American on that property ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. And other property of Mr. Hammoud. Is that

correct ?

Mr. SAKHIA . Right.

Senator KERRY. Now, what, if anything, do you know about a $ 10

million loan by First American to Zurich Corp., an organization ap

parently controlled by Mr. Hammoud?

Mr. SAKHIA. I'm not aware of that transaction . I've seen the doc

uments, but I'm not aware of that.

Senator KERRY. So you know nothing about that transaction?

Mr. SAKHIA. I don'tknow.

Senator KERRY. In 1986 , you received a memorandum from a Mr.

Abu Nizam , describing UPÍ, United Press International , establish

ing a global account at BCCI, as a result of their agreeing to place

their entire U.S. and head office banking portfolio with First

American Bank. Is that accurate?

Mr. SAKHIA . Yes, sir.

Senator KERRY. And placing its international operations with

BCCI. Is that right?

Mr. SAKHIA . Yes, sir.

SenatorKERRY . So according to this document, dated December

8 , 1986 , Mr. Amjad Awan was to handle the account on behalf of
UPI?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Did that take place?

Mr. SAKHIA. I'm not sure . I think that very early stage of that

acquisition , the gentleman who was buying, sold back his option .

So I do not know how much of the transaction went to BCCI, and

how much did not.

But the understanding was, that as one entity , we will handle

the business of UPI in United States, through First American; and

the rest of the world through BCCI.

Senator KERRY. So you would assert that as another example of

the breadth of this jointness of relationship . Is that accurate ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Now, turning for a moment to Price Waterhouse,

if we can, there are documents which we have been provided re

garding some $ 600,000 in loans of Barbados dollars from BCCI to

Price Waterhouse, in Barbados. Are you familiar with that?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Which branch of Price Waterhouse was responsi

ble for auditing BCCI Grand Cayman's ?

Mr. SAKHIA . The Grand Cayman office of Price Waterhouse was

responsible.
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Senator KERRY. And that is part of Barbados, right?

Mr. Sakhia. No, the - I believe

Senator KERRY. That was handled — Grand Cayman's branch, was

handled by Price Waterhouse , Barbados ?

Mr. SAKHIA . I do not know, sir, the structure of Price Water

house. My impression is that either the Bahamas or Grand

Cayman would be the headquarters, and not Barbados. But I could

be wrong.

Senator KERRY . It is my understanding there is only one Price

Waterhouse branch, in the Caribbean .

Mr. SAKHIA. I have seen two. I have seen Cayman, and the Baha

mas.

Senator KERRY . Cayman?

Mr. SAKHIA. Price Waterhouse, Cayman , and Price Waterhouse,

Bahamas.

Senator KERRY. OK, well we will check on that.

Let me ask you this — the Grand Cayman's BCCI was the branch

where the biggest losses occurred . Is that not true?

Mr. Saksia . Yes, sir .

Senator KERRY. Did Price Waterhouse, Barbados, ever borrow

money from BCCI?

Mr. SAKHIA . Yes, sir , it did .

Senator KERRY. And, I take it do you have the document

there — Price Waterhouse borrowed $597,000?

Mr. SAKHIA. Yes, sir—the amount is, as per the documents.

Senator KERRY. I will enter into the record a memorandum dated

July 2, 1987 to Mr. Hassan at BCCI, Miami, from Mr. Jawaid.

[The information referred to follows:]

.
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AC
BROAD STREET, BRIDGE TOWN . BARBADOS, W.I. DATE July 02 1987

FROM Shabbar Jawaid TO Mr. Bande Hasan

L A CAR

BCCI Miami

SUBJECT PRICE WATERHOUSE

Please find enclosed our proposal for an additional loan

facility of BDS $ 187,000.00 in favour of Messrs . Price

Waterhouse .

A loan of BDS $ 400,000.00 was approved for this firm of

Chartered Accountants in your memo dated 7th October 1986 ,

secured by the personal guarantees of the firm's partners ,

estimated net worth BDS $ 4 million , and repayable over a five

year period in installments of BDS$6,666.67 , plus interest

monthly .

Only BDS $ 232,000.00 of this loan has been drawn down to date

of which the outstanding is now BDS $ 180 , 168.67 . All install

ments and interest have been received according to schedule .

Our customers now estimate that to complete their aquisition

of furniture and office equiptment they will require BDS

$365,000.00 of the amount they have an unutilized facility

of BDS $ 168,000.00 ( 400,000.00-232,000.00 ) and so are in

effect seeking an additional BDS $ 197.000.00 in financing .

This new loan of BDS $ 197,000.00 will be secured by the

personal guarantees of the partners and will be repayable

over a five year period in installments of BDS $ 3,284.00 plus
intorest monthly .

Our branch has benafitod considerably from relations with

this fin through introduction to prospect.ve clients and

they have also become our important agent for travellers '

cheques .

In view of the above and also the fact that they have met

all committments to us in the past we strongly recommend

this proposal as we stand to benefit from continued close

relations with this firm .

We look forward to receiving your approval as soon as possible .

Regards ,

다
2

personal financial statements of partners already on file

with Regional Credit Committee .
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IROAD STREET , ORIDGE TOWN , BARBADOS. W.1.
DATE : July 02 1987

FROM Shabbar Jawaid
TO Mr. Bando Hasan

LACAR

BCCI Miami

SUBJECT
PRICE WATERHOUSE

Please find onclosed our proposal for an additional loan

facility of BDS $ 187,000.00 in favour of Mossrs . Price

Waterhouso .

A loan of BDS $ 400,000.00 was approved for this firm of

Chartered Accountants in your momo datod 7th October 1986 ,

secured by the personal guarantoos of the firm's partners ,

estimated not worth BDSS4 million , and ropayable over a divo

yoar period in installments of BDS $6,666.67 , plus interost

monthly .

Only BDS $ 232,000.00 of this loan has been d . to dato

of which the outstanding is now BDS$180 , 168 .
install.

mants and intorout havo boon rocodvod according schedule .

Our customers now ustimate that to complete their aquisition

of furniture and ottico equiptment they will requir . BDS

$ 365,000.00 of the amount they have an unutilized facility

of BDS $ 168,000.00 ( 400,000.00-232,000.00 ) and so ar . in

offect seeking an additional BDS $ 197,000.00 in financing .

This now loan of BDS $ 197,000.00 will bo socurod by the

personal guarantoor of the partners and will be ropayabl.

' or five year period in installmonts of BDSS3,284.00 plus

terost months

Our branch has bonotitod considerably from rolations with

this firm through introduction to prospective clients and

they have also become our important agent for travellers '

choques .

In viow of the abovo and also the fact that they havo mot

all committments to us in the past we strongly recommend

this proposal as we stand to benefit from continued clos .

rolations with this firm .

We look forw :: to rocoiving your approval as soon as possible .

Regards ,
4

Ban

Il reply that it is not the.

holisy of the bank to

Courider haus beyond 2 year

Lenin

27/0107
• Personal financial ptatements of partners already on tila

with Rogional Credit Committ...
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At som

BANK OF CREDIT AND COMMERCE INTERNATIONAL

(OVERSLAS ) LIMITED

KORDMOONTOWW,WO

ROM BARBADOS MANCH TO HEAD OFFICE

ChaosT UNE REQUEST | SAMCTION coTAL

( Subah in dupllcon

Nome d Party 29 CEPAT2 0USE

Addrew LILLE LICK DI SICHAEL B122123 Account No.01221

(tobol by Iroda )

U Auto Me Dota 2 TIL 1237

Word for the conditioniremowl of the following

here toloves to the store mend party. An up to date

andropent of the mosty les endowed her your ponnal and

record. A review ofthe concerne la ghren overtool.

MIUM OF WANT DELEN VAN

AMOUNT OF UNIT 3055111,100.1 .

LANE OF INTEREST OK

Ito be fitted to by Mood One)

U Sancto . Ma Dato

The following ilmult in sonctioned /renewed sub

now wwwal terms and conditions

MATURE OF WAT

AMOUNT OP UIMIT

LATE OF INTEREST

SECUENY

TY252PANTEEDE 32YES.

ةئنهلنلتالقندقتعتمتنننلللنلب

MARGIN MARGIN

PAYMENT MANGEMENT RER :8.E IN INST ...BENT
REPAYMENT ADLANGOMONT

OF 30553234.00 PLUS INTEREST ONTHLY . TOTAL

25DYSYT 251.5 YEARS

MWIDOT DAR 01.79.38 RENEW IDRIRY DATE

FRONT OP ADVANA 519ANCE PURCHASE OF OTQ CONOITIONS

FURNITURE 40_JFEICE EQUIPMENI .

CONDULANON PLEASE SEE COVERING MEMO

OTHER CONDITIONS OF WWT ANY_

011 نم Authored Store Sanctioning Authority
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VMS OF PARTNERS AND DIRECTOR

ROBERT S , KIRBY

GRAHAM A. KIROY

Anthony 8.AL

ROULD L. WILKINSON

RIVIT OF ACCOUNT

Simoumeurs

QULLluna

PARTICULARS OF ACCOUNTS INCLUDING ALUD ACCOUNT

Nome of MC Dole Opened

TOTAL BUSINESS RECEIVED IN LAST ONE TEAR

Import (LC )
kertoo

Imports ( other ) Exporta

Local Bull

Bule Discounted

-0 -0

PRESENT OUTSTANDING LABILITIES IF ANY

LT

TOD
UN

OD CC LOAN

180 , 168.67

2 June 1987-0 -0 -0

PC
LG

PAD

LAFB IBP LC

-0 -O -0 -0 -O

BUSINESS EXPECTED DURING NEXT 6 MONTHS TEAR

RomittenLocal Millo

Bills Discountedle porte (LO leports ( othen ) Exports

-0 -O
-0

Name of other Reaks and my information avelable regarding dealing credit lines and below with them

( Il credit report obtained from other beatus sanes trae copy with this ) U
J

Ishould be given herNote : If the borrower is group of companies / firms the above inlorme

borot naistened wide the brack
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3 ..

This customer has been with the branch almost since its inception

here in Barbados . The account is run to our entire satisfaction

and we consider them good for $ 10,000.00 .

8 . CARTE SAN SANTAN PRODUCTS LIMITED O / D ADS 200,000

Financial statements of the client as at 31 st March 1988 are

enclosed as well as a personal financial statement of the guarantor .

9 . KISHORE & MAINA LAIHANI T/A MASCOT CORPORATION O/ D BD $ 240,000

Please read the amount of deposit as $ 40,000.00 instead of $ 25,000.00

as mentioned . Financial statements are under preparation and will be

submitted when available .

10. LA PANA LDATED 0/D ED $ 240,000

Financial statements for this customer for 1987 and 1988 are currently

under preparation . These will be submitted when available .

Please find the back of the CLP duly completed .

.1 . SHOP'S PHOTO CENTRE 0/D BDS 80,000

We confirm that the balance on the customer's account as at 12/31/88

was $ 72,224.53, down from $ 94,000.00 as arranged . The current balance

outstanding is $ 70,096.81.

12. 'PIC RATE :OOSE DEMAND LOAN ED $ 597,000

The renewal has been submitted for the full mount approved ( 400,000

and $197,000 ), however, the amount outstanding is currently $ 385,211.42.

The drawdown against the loans approved was as follows (please also

refer our memo dated July 2 , 1987 enciosed ) .

DATE AMOUNT

03/10/86 $215,000.00

31/12/86 $ 17,000.00

30/07/87 $113,183.35

20/08/88 $225,000.00
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10 .

Page Thru

CRT / 3904

ali 189

h Roubalteg 0 / D BD$240,000

Please let us have up to date financial information on this
client . The back of the CLP bas not been completed . Pluso

provide us with the necessary information to properly

complete this form .

11 . Shop's photo contro ltd .

O / D BD $ 80,000

Please let us know present outstandings. The back page of

the CLP has not been completed . Temporary excess over linit

up to BD$94,000 was to be adjusted by 12/31/88 .

12. Price Interhorn Demand Loan BD$597,000

We have record of approving two separate loans as follows :

BD$ 197,000 to be based on a five year repayment prograx with

a balloon payment at the end of second year ( July , 1989 ) .

Loan for BD$400,000 with installments based on a five year

repayment program repayable over two years . This loan

should have been fully repaid by September , 1988 .

Based on above , please explain the nature of the

proposal being presented for BD $ 597,000 . Please submit up

to date financial information on this borrower .

13 .
Anand sotul 1. Pratibhu camil comer

0 / D BD$ 65,000

Loan BD $ 30,000

1

The O/D limit is being requestad to be increased from

BD $55,000 to BD $65,000 . Please let us know consideration

for this request .

The loan of BD$30,000 when approved on February , 1988 was to
be repaid in 20 monthly Installaants of BD $ 1,500 plus

interest . observe from the CLP that the outstanding

under this loan is BD$17 , 159.67 . Please let us know the

ruson for requesting approval for the original llait of

BD$30,000 .

Op to date financial stataants may plase be subaitted .

Wo

14ܫܙܤ . onthe band store

O / D BD $ 150,000

... /
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UC

BROAD STREET . BRIDGE TOWN ,BARBADOS , W.1 . DATE July 02 1987

FROM : Shabbar Jawaid TO : Mr. Bande Hasan

LACAR

BCCI Miami

SUBJECT :_PRICE WATERHOUSE

Please find onclosed our proposal for an additional loan

facility of BDS $ 187,000.00 in favour of Mosors . Price

Waterhouse .

A loan of BDS $ 400,000.00 was approved for this firm of

Chartered Accountants in your demo dated 7th October 1986 ,

secured by the porsonal guarantees of the firm's partners ,

estimated net worth BDS $ 1 million , and repayable over a five

year period in installments of BDS$ 6,666.67 , plus interest

thly.

+

Only BDS $ 232,000.00 of this loan has been drawn down to date

of which tbe outstanding is now BDS$ 180,168.67 . All install

ments and interest have been received according to schedule .

Our customers now estimate that to complete their aquisition

of furnituro and offico • quiptment they will roquir. BDS

$ 365,000.00 of the amount thoy have an unutilized facilicy .

of BDS $ 168,000.00 ( 400,000.00-232,000.00 ) and so aro in

offect seeking an additional BDS $ 197,000.00 in financing.

This new loan of BDS $ 197,000.00 will be secured by the

personal guarantoos of the partners and will be ropayable

over a five yoar period in installments of BDS $ 3,284.00 plus

interest monthly .

Our branch has benofitod considerably from relations with

this firm through introduction to prospective clients and

they have also become our important agent for travellers '

heques .

in view of the above and also the fact that they have met

11 committments to us in the past we strongly recommend

his proposal as vo stand to benefit from continued closo

elations with this firm .

k forward to rocaiving your approval as soon as possible .

gards ,

Personal financial statements of partnors alsoady on fiie

rith Re onal Credit Committee .
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Senator KERRY. And it says , please find — Subject, Price Water

house: Pleasefind enclosed our proposal for an additional loan fa

cility of BDS $187,000 in favor of Messrs. Price Waterhouse.

A loan of BDS $400,000 was approved for this firm of chartered

accountants in your memo dated October 7, 1986, secured by the

personal guarantees of the firm's partners, estimated net worth ,

BDS $4 million.

So here, I take it , what he is saying is these $ 400,000 — let me

read directly from this if I can — this wasto give us the " start" for

future banking relationship between BCCI and Price Waterhouse.

The letter describes Price Waterhouse opening up a money market

account with BCCI in Miami.

Is there a particular reason that BCCI was anxious to obtain

Price Waterhouse accounts ?

Mr. SAKHIA. I think Price Waterhouse was more keen because as

I recall , BCCI in Barbados, had the available credit ceiling from

the Central Bank to make loans . And Price Waterhouse wanted a

local, guaranteed loan .

As a quid pro quo, they would put a U.S. dollar deposit in Miami,

whereas we would lend them Barbados dollars.

So the first transaction of $400,000 Barbados dollars — which is

$200,000 American dollars — was approved during my tenure in

Miami.

Senator KERRY. Now, you have already suggested in your open

ing statement that Price Waterhouse, in your mind, was either

negligent, or incompetent, or corrupt, or all three, or a combination

of any of those three. Is that correct?

Mr. Saksia. Yes , sir.

Senator KERRY. Do you believethat Price Waterhouse adequately

performed their service, as auditors, within the Caribbean and

Latin area ?

Mr. SAKHIA . Well, in the Caribbean branches, other than

Cayman, their — they did the work routinely as auditors would do.

The greatest negligence came in handling the more critical areas

like Grand Cayman, Luxembourg, Panama, Kuwait, Bahrain

these were the centers where the frauds took place. And they have

been very , very, very negligent in that area.

Senator KERRY. Well, now were any questions raised at BCCI

about the practice of loaning money to auditors who were supposed

tobe responsiblefor the certification of the accounts of thebank ?

Mr. SAKHIA. Well, I don't think any discussion as such took

place. Because London was aware of this loan . Because we had in

formed London , even though it was within my power, financially .

But I had still informed London .

Senator KERRY. Did you see any apparent conflict in the auditors

banking with that particular entity , and, in fact, being indebted to

them for a significant sum of money?

Mr. Sakhia.Again, you are asking

Senator KERRY. I am just asking a personal opinion on this one.

Mr. Sakhia. As an average -caliber banker, your question of
ethics — whereas the Price Waterhouse is the conscience-keeper of

an institution. And if they are telling us that something is right,

we think it is right.
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Senator KERRY. Let me just say for the record that staff has re

viewed documents from attorneys for Price Waterhouse, listing all

of their partnerships. And their partnerships show only on in the

Caribbean. So while they might have had more than one office, ap

parently there was onlyone partnership.

Mr. ŠAKHIA. In retrospect, Senator, it wasa conflict of interest

between Price Waterhouse borrowing money from BCCI. Yes, there

is an apparent conflict.

Senator KERRY. Now what was BCCI's relationship with Bank of

America ?

Mr. SAKHIA . Upto 1979 or 1980, Bank of America was 30 -percent

shareholder of BCCI. After the relationship ended, BCCI was the

largest banking customer of Bank of America. And BCCI— Bank of

America was the largest correspondent ofBCCI. So from that point

of view , the largest banking customer of BCCI was First American,

and largest banking customer of Bankof Americawas BCCI.

Senator KERRY. Do you know whether or not Bank of America

had reason to believe that BCCI was involved in money launder

ing ?

Mr. SAKHIA. I don't seehow they would have known.

Senator KERRY. Weren't there some concerns at Bank of Amer

ica, which is why they began to withdraw from their 30-percent

ownership ?

Mr. SAKHIA. No, not for money laundering cases, not to my

knowledge. Because moneylaundering became more of a stigma in

the mid -1980's; whereas this decision to disinvest had taken place

in the late 1970's. They were not happy with the style of manage

ment, and the growth of BCCI. And I think those were more impor

tant reasons than money laundering .

Because if they were concernedabout money laundering, they

would not have been clearing $ 1 billion a day. On an average day,

they could clear $ 1 billion , right through until 1988, 1989 .

Senator KERRY. What was the relationship of the Bank d'Com

merce de Plasmon in France, and BCCI?

Mr. SAKHIA. It was, again, the subsidiary of BCC group. I'm not

awareof how much holding was with which entity . But they were

part of the group.

Senator KERRY. Did BCP launder money for BCCI?

Mr. SAKHIA. With hindsight , I would say yes . I wasn't aware at

the time. But withhindsight

Senator KERRY. But you're aware now, that it did , at least in the
Tampa case, correct ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. And didn't BCP open up a branch in Luxem

bourg , when BCCI already had a branch there?

Mr. SAKHIA. Yes, sir.

Senator KERRY. Did that suggest anything to you?

Mr. SAKHIA. It is really suspicious .

Senator KERRY. Suspicious that what?

Mr. SAKHIA. That why would we need another branch in Luxem

bourg? These two cases, I don't remember whom I discussed with .

But I discussed it with people in London , about the BCP branch in

Luxembourg, and BCCI, Colombia branch in Bahamas, when BCCI,

itself, had a branch in Bahamas.
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So these two cases, I remember discussing, I think in the period

of postindictment between October 1988 and March 1989.

Senator KERRY. Now who is Mr. Alfred Hartman ?

Mr. SAKHIA. He was director of BCCI holding and some of the

BCCI subsidiaries . And I think he was the chairman of BCP .

Senator KERRY. And involved with BNL ?

Mr. SAKHIA. And now I learned that he was director.

Senator KERRY. Banque Nacional de Verone?

Mr. SAKHIA. He was director of Banque Nacional de Verone.

Senator KERRY. And the Inter -Marine Maritime Bank ?

Mr. SAKHIA. Yes, sir .

Senator KERRY. He was a director of each of those ?

Mr. SAKHIA. I understand now, sir.

Senator KERRY. Did he fall under that category of what you were

calling " rent-a -face ” ?

Mr. SAKHIA . He was popularly known as " rent- a -face " .

Senator KERRY. He was popularly known as that ?

Mr. SAKHIA . Mr. Hartman , Mr. Van Noonan , Mr. Twitchen . They

were known as “ rent- a - face ” .

Senator KERRY. Now, I think there will be further testimony re

garding him

Mr. SAKHIA. It was, Senator it was known as RAF. So those

people who are not familiar with the internal joke would think

that they had glorious service with the British Air Force, like a

veteran , in the United States.

So it's a sign of respect. But internally , it meant that they were

rent- a -face.

Senator KERRY. Who is Sergio Da Acosta ?

Mr. SAKHIA. He was originally the Ambassador of Brazil to the

United States.

Senator KERRY. What was his role in BCCI?

Mr. Sakhia. He later on became the chairman of BCC Brazil.

Senator KERRY . Did he receive loans or other payments from

BCCI while he was Ambassador to the United States ?

Mr. SAKHIA . Not to my knowledge, not while he was Ambassa

dor.

I have seen the documents with various agencies, that subse

quent to his leaving the Ambassador position , he got some loans

from BCCI.

Senator KERRY. Now letme ask you something that has been cu

rious to a lot of people . Where were you when BCCI was indicted

for the Tampa drug-money laundering case?

Mr. Sakhia . I was in New York . The day indictment took place, I

was in London . But my posting was in New York.

Senator KERRY. And when the indictment occurred, I gather a

team of lawyers was put together to deal with that?

Mr. SAKHIA. Sir , in the immediate hours there was lawyers in

Florida , in the middle -of-the-night when people were arrested ,

there were lawyers put together by the people who were present
there .

Subsequent to that, Mr. Naqvi had talked to Mr. Altman. And

Mr. Altman , subsequently put together the team of lawyers from

Washington. He made the selection for the bank, both the entities

of the bank and for the individual defendants .
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Senator KERRY. Was there concern about these individual de

fendants perhaps talking about bank activities?

Mr. SAKHIA . According to the BCC culture , everybody was confi

dent that these people, these individuals would not betray the

bank.

Senator KERRY. Would not be what?

Mr. SAKHIA . Would not betray the bank.

Senator KERRY . Would not betray the bank.

Mr. SAKHIA . Yes, sir.

Senator KERRY. Well, did the bank not take some rather extraor

dinary efforts to guarantee that they would not betray the bank?

Mr. SAKHIA. Well, they provided the attorneys and they kept

them on the payroll. But other than that, no .

Senator KERRY. Well, did they not do more than keep them on

the payroll? Did they not provide protection for them, and house

them during the trial, and provide their lawyers ?

Mr. SAKHIA. Well, as I said, they wereprovided with the lawyers

and the pay. But the security was, I think, the request of the court,

or the Justice Department, that they be protected.

The condition of their release on bail was that they would be pro

vided adequate security.

SenatorKERRY. Well, this indictment took place in 1988, correct?

Mr. SAKHIA . Yes, sir.

Senator KERRY. And what month in 1988?

Mr. SAKHIA . October .

Senator KERRY. It was in October.

Mr. SAKHIA . Yes, sir.

Senator KERRY. So in October 1988, there is an indictment .
Mr. SAKHIA. Yes, sir .

Senator KERRY. One year and three months later

Mr. SAKHIA . Yes, sir.

Senator KERRY.-- there is a plea.

Mr. SAKHIA . Right.

Senator KERRY . How , in God's name, did you spend $45 million

on legal fees, for five defendants who pled in a 1-year, 3-month
period of time?

Mr. SAKHIA . I don't understand it either, sir. I had questions on

that. And I was very dissatisfied with the attorneys, both on the

criminal case , as well as on the regulatory case . I had very strong

objections.

And others in BCC had very strong objections. On an ongoing
basis , we debated that.

Senator KERRY. Well, let me — I need to be more accurate there .

There was a split, was there not ? There were, the defendants went

to trial, correct ?

Mr. SAKHIA . Right, sir.

Senator KERRY .The bank, pled.

Mr. SAKHIA . The bank pleaded guilty.

Senator KERRY. So about $21 million was on the bank plea, and

$ 20 or $28 million, I think it was, was on the trial of defendants. Is

that accurate ?

Mr. SAKKIA . I am not aware of this price .

We were told in January 1990, that $35 million had been spent

on this case . Because when we were briefed by Mr. Naqvi, follow
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ing the day of the plea agreement, I was the one who raised objec

tion in London .

Senator KERRY. I might tell you that in — I did not practice law

for that long a period of time— but when I was a prosecutor, I dealt

with a lot of defense attorneys. And then when I was private

sector, I had my own firm for few years. And I have to tell you, I

never heard of anybody, in 1 year's criminal case, on a drug,

money -laundering or any case there, like making $1 million, or $ 2

million-let alone $21 million , or $45 million .

Mr. SAKHIA. It's a surprise to me, also .

Senator KERRY. Well, who paid it? Who paid it out ?

Mr. SAKHIA . All the money was given from BCC group, to Clif

ford & Warnke, who then distributed it to various lawyers. But all
the payments went through Mr. Altman's office.

Senator KERRY. Was there an effort to use political influence to

try to stop the Tampa indictments ?

Mr. SAKHIA . Well, I had discussed with Mr. Naqvi and others,

and I believe a contact was made with Sheikh Zayed of Abu Dhabi.

Senator KERRY. But you are not sure?

Mr. Sakhia . I am more or less sure.

Senator KERRY . You are more or less sure?

Mr. SAKHIA . That the contact was made by Mr. Naqvi, with

Sheikh Zayed.

Senator KERRY. What does "more or less sure' mean?

Mr. SAKHIA. Well, I wasn't at the meeting, and Naqvi did not

specifically say — that I went to - but I knowthat he went to see

Sheikh Zayed several times.

I also knew of discussions with other than Mr. Naqvi, that it is

not possible to use all—the influence is not working. I was also

aware of Mr. Naqvi having lunch with the then -Prime Minister of

Pakistan. And I was aware that a meeting was arranged by Mr.

Awan's father with the Prime Minister of Pakistan .

So once Mr. Naqvi

Senator KERRY. They were specifically trying to use that as a

connection , is that correct ?

Mr. SAKHIA. Yes, both

Senator KERRY. And she turned that down, did she not ? She

said

Mr. SAKHIA. She did not .

Senator KERRY [continuing. ) She was notgoing to help.

Mr. Sakhia. Right, Mr. Naqvi once did tell me, in one of the

lighter moments, that if General Zia was alive , that things may be

different.

Senator KERRY. After the indictments, did BCCI hear from the

Federal Reserve ?

Mr. Saksia. Yes, sir, we had regular meetings. I used to have

regular meetings with the Federal Reserve.

Senator KERRY. And what was the Fed's approach ?

Mr. SAKHIA. Well, the Fed's in the districts was very understand

ing . The Fed board in Washington , was very tough.

Senator KERRY. Did the Fed want to talk to top officers of BCCI?

Mr. SAKHIA. I had arranged a meeting through the counsel - not

through the Altman counsel — but the lawyers that I was using, a

meeting between
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Senator KERRY. Why were you using separate lawyers ?

Mr. SAKHIA . Because that was ourregular lawyers. We used to

use them on a day-to -day business. And we had hired them to help

us in the regulatory matters, and the

Senator KERRY. What lawyers were those ?

Mr. SAKHIA. I was dealing in – from San Francisco — from Los An

geles and Washington, a firm of Morrison & Forrester . And they

had arranged my meeting with the staff of the Board in Washing

ton .

In fact, we had told them that Mr. Naqvi would come to the

meeting.

But under the advice of Mr. Altman , Mr. Naqvi did not come. We

tried to arrange a conference call between the staff of the Board ,

and Mr. Naqvi, to which the staff of the board did not agree that

they would not have a conference call .

Senator KERRY. At that meeting with the Fed Reserve, were you

asked about the relationship between First American and BCCI?

Mr. SAKHIA . Possibly, yes.

I would just go back to the period between October 1988 and Feb

ruary , March 1989. It was a very intense period. Senator, I would

give you an example that you are driving at 80 or 90 miles an

hour, with four tires are blown. And we are trying to hold it to

gether.

So it is — it is quite possible that they asked me. But I don't have

any notes to say that they did or they did not.

Senator KERRY. Now , I want to ask you—it is fair to say, though,

that you did not reveal the link between the two banks at that
time ?

Mr. SAKHIA . No, sir, I did not.

Senator KERRY.You were still working for the bank.
Mr. SAKHIA . Yes, sir.

Senator KERRY. And it has only been subsequent to your depar

ture in1990 that you have revealed those links.

Mr. SAKHIA . Yes, sir.

Senator KERRY. Was it your understanding that there were some

sources at the Fed Reserve who were providing information to at
torneys for the bank ?

Mr. SAKHIA. Well, what had happened, sir, was that every 2

weeks, I used to meet every Fed agency that was concerned with

BCCI — New York,San Francisco, Atlanta — and representative of

the Board in New York.

And I was get what the feeling on the day -to -day basis was. And

I would report to Mr. Naqvi. But as Mr. Naqvi would say, that but

Mr. Altman thinks differently. I would — I would agree with Mr.

Naqvi that sir, I am meeting them on a day-to -day basis, with a

Fed examiner sitting in our offices. I am having a regular meeting

every 2 weeks witha representative of the Board . And what they

are telling me, yes , they are concerned about the compliance. Yes,

they are concerned about the internal controls . But they are will

ing to work with us. They are willing to guide us . And they are

willing to help us.

On the other hand, Mr. Naqvi's feeling was that there was some

monster Federal Reserve which was out to get us. And this infor

mation was going from Altman to Mr. Naqvi. Now before October

>
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1988, to all of us — the Federal Reserve Board in Washington was

out of bounds. We were not allowed to go

Senator KERRY. Not allowed to communicate or deal with

that

Mr. SAKHIA. With them. We were allowed to see the district

banks, but not the Washington Fed .

Senator KERRY. Two months before BCCI was indicted in Tampa ,

the bank was subpoenaed by this committee, correct ?
Mr. SAKHIA. Yes, sir .

Senator KERRY. How did you first come to learn about the sub

poena ?

Mr. SAKHIA . By a telephone call from Mr. Rizvi to me, in San

Francisco, Amjad Away resigning, and the background of Amjad

Awan's resignation .

Senator Kerry. He told you that Amjad Away had resigned from

the bank?

Mr. SAKHIA. Yes, sir.

Senator KERRY. And that was Mr. Rizvi who told you that?

Mr. SAKHIA. Dildar Rizvi , yes, sir.

Senator KERRY. Did he tell you why Amjad Awan had resigned ?

Mr. Saksia. Because he was asked to be transferred to Paris, and

he did not want to go to Paris , because he thought he was under

subpoena, and he could not be absconding from subpoena.

Senator KERRY . So he did not want to run away from the subpoe

na.

>
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Mr. Sakhia. Yes, sir.

Senator KERRY . But he was being transferred to Paris in order to

get him away from the subpoena ?

Mr. Sakhia . Yes, sir .

Senator KERRY . How do you know that?

Mr. SAKHIA. Mr. Awan told me; Mr. Rizvi told me.

Senator KERRY. Two people told you that?

Mr. SAKHIA . At that time— subsequently, Mr. Farouqi and Mr.
Assam Shafi told me that.

Senator KERRY . Did you try to get in touch with Mr. Awan to
talk to him about that?

Mr. SAKHIA. Yes, sir, I got in touch with him from San Francisco ,

and later on he came to see me in New York.

Senator KERRY. What did Awan say to you when he saw you?

Mr. SAKHIA . He said he would not work with BCC lawyers. He

would have his own independent counsel . I made him agree that

both counsels would cooperate with each other, and we will hold

his resignation until the Senate hearings were over.

Senator KERRY . And did he tell you that he was going to Wash

ington to meet with investigators of my staff at that time?

Mr. SAKHIA. Yes, sir, he did .

Senator KERRY . And he was accompanied by a separate, D.C. at
torney, is that correct?

Mr. Sakhia. His own attorney, yes, sir.

Senator KERRY. And he told you he wanted his own attorney be

cause he did not trust the other lawyers or the other people in
volved?

Mr. SAKHIA . Yes, sir .
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Senator KERRY. In the period following the indictment , did you

have a number of meetings with Mr. Naqvi?

Mr. SAKHIA . I used to meet him at least alternate week.

Senator KERRY. And did the issue, subsequent to the indictment ,

of the relationship between BCCI, First American National Bank of

Georgia, did that relationship come up in those meetings subse

quent to the indictment ?

Mr. SAKHIA . The National Bank of Georgia had already ceased to

exist. It had become part of First American.

Senator KERRY. It was now First American .

Mr. SAKHIA. It was now First American .

Senator KERRY. What about the relationship to First American?

Mr. SAKHIA. No, sir, after that we were concerned with putting

our house in order, not in First American.

Senator KERRY. Well, was that not part of putting your house in

order, was there not subsequently an effort to try to make a sale in

order to try to get everything cleared up?

Mr. Sakhia. Well, we had suffered a very major setback , a lot of

customers had withdrawn. A lot of official agencies had withdrawn

the customers from BCCI. Were getting bad press. We were under

regulatory pressure.

So we had to put - all our energy was being spent to damage con

trol. And that's why I was headmade- made the head of market

ing for BCCI, in August 1989, to do that damage control , and recov

er back the lost business, et cetera .

So all our energies within BCC were focused on putting BCC in

order - whereas, the Clifford , Altman group had tried to insulate or

put a fire wall between the two institutions.

Senator KERRY. So you are saying that at the time of the indict

ments, a special effort was made to put a fire wall between the two

institutions ?

Mr. SAKHIA. Yes, sir.

Senator KERRY. What form did that fire wall process take?

Mr. SAKHIA. Well, all the communication which used to be so fre

quent and so open , had ceased to happen. During the first 3 or 4

months of the indictment, when I was still in the United States,

and we had a problem in getting our businessaccepted in the

United States, we were a couple of subsidiaries of First American

I don't recall whether it was Virginia or Tennessee — which refused

to do business with BCCI.

Senator KERRY. And the United Nations pulled its accounts from

BCCI, correct ?

Mr. SAKHIA. Yes.

Senator KERRY. So this was a moment where BCCI began to feel

that things were crumbling a little bit?

Mr. SAKHIA. Well, very soon, in about 1 year's time, we had got a

handle on it. And we had begin to grow again , inthesecond half of
1990.We had suffered withdrawal. We had suffered lack of rela

tionship with many institutions, banks. But in the second half

of

Senator KERRY. Now , when you say you got a handle on it, you

have the plea behind you, is that correct ?

Mr. SAKHIA . No, sir, plea came in January 1990.

Senator KERRY . OK.
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Mr. SAKHIA. But before the plea, we had reestablished relation

ship at least with the business corporations, with many commercial

banks, with many central banks. So we were going to get back that

relationship

But the official agencies, like the United Nations , or the Ex-Im

Bank, et cetera, they would not do still not do business with us.

Senator KERRY. Now , did the effort to contain this also involve

getting documents out of the United States ?

Mr.SAKHIA . As I said, this related into plea indictment, and

after the , your subpoena, in Noriega case . I had heard that some

Noriega papers had moved from Miami to London .

Senator KERRY. After the subpoena ?

Mr. SAKHIA. After the subpoena, but before the indictment.

Senator KERRY. Noriega papers left ?

Mr. SAKHIA. They leftfrom Miami to London .

Senator KERRY. Did you have any control over any of those

papers?

Mr. SAKHIA. No, sir, those were the regional — the Latin America

regional office, in Miami.

Senator KERRY. However, as I think you know, some checks have

turned up — which were General Noriega's — through First Ameri

can?

Mr. SAKHIA. Yes, sir .

Senator KERRY. So how would that have occurred ? You have

General Noriega using First American, also ?

Mr. SAKHIA. No, sir, what I've seen in these documents were the

checks on BCCaccount. BCC representative office maintained an

account with First American . And they had disbursed some ex

penses. And they had made an addition of what these expenses

were for, and they related to General Noriega's visit to the United

States.

But as it could have been with any bank, it did not matter

whether it was a First American or any other corresponding bank.
Senator KERRY. OK.

But those documents were housed , then, in Miami?

Mr. Saksia. The relationship file was with Mr. Amjad Awan in
Miami.

Senator KERRY. Do you know who was — who had custody of those

documents, when Amjad Awan left ?

Mr. Sakhia. They would have fallen under the jurisdiction of Mr.
Assam Shafi, because he was the regional general manager .

Senator KERRY. Of Mr. Shafi.

Mr. SAKHIA. Yes, sir.

Senator KERRY. And this file, was this file transferred to Mr.

Shafi, when Mr. Amjad Awan left the bank ?

Mr. SAKHIA . Atsome time,when Amjad Awan left the bank, and

the bank was subpoenaed, the papers were transferred .

Senator KERRY. OK, did you personally know in 1988 that Amjad

Awan was handling this account for General Noriega ?

Mr. SAKHIA. Yes, sir .

Senator KERRY. Did you personally know that he was the custodi
an of this file in 1988?

Mr. Sakhia. He had the relationship and correspondent file, yes,
sir .
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Senator KERRY. And did you know that when he left the bank ,

he left this file with the bank ?

Mr. SAKHIA. This file should have been in Miami, because Mr.

Amjad Awan, after his meeting in London, never went back to the

office in Miami. He never attended the office in Miami.

Senator KERRY. With respect to the documents that were under

subpoena, the subpoena sought the records of General Noriega's

filein the bank records, correct ?

Mr. SAKHIA . Yes, sir .

Senator KERRY. Those records were in Miami at the time the

subpoena was issued. Is that correct ?

Mr. SAKHIA. Some of them. The accounts - account documents

would be in Panama, account documents would be in London, but

the relationship file was in Miami.

Senator KERRY. And it would have evidenced where other docu

ments were . Is that correct ?

Mr. SAKHIA . Yes, sir.

Senator KERRY. And the account numbers would have been

known in those documents in Miami?

Mr. SAKHIA . Quite possibly.

Senator KERRY. You're not sure?

Mr. SAKHIA. I'm not sure.

Senator KERRY. Do you know who, if anybody, suggested that

those documents would be better off in London than they were in

Miami?

Mr. SAKHIA . I'm not privy to that information . I do not know

first hand who advised them.

Senator KERRY. But you were told specifically, but you do know

specifically about Mr. Awan not wanting to go to Paris that being

told that he would be transferred to keep him away from the sub

poena . Is that accurate ?

Mr. SAKHIA. Yes, sir. Amjad Awan and Assam Shafi both inde

pendently told be that.

Senator KERRY. Personally told you that.

Mr. SAKHIA . Yes, sir.

Senator KERRY. And who was going to transfer — whose idea was

it to transfer him to London ?

Mr. SAKHIA. According to — again , according to these two people ,

there was a meeting in London in which Mr. Naqvi, Mr. Rizvi , Mr.

Altman , Mr. Awan, and Mr. Shaffi were present. And in those

meetings, the decision was taken that Mr. Shafi would stay behind

in London, and Mr. Awan would be transferred to Paris .

Senator KERRY. Did any other people also tell you that he was to

be transferred ?

Mr. SAKHIA. Mr. Dildar Rizvi told me during this telephone con

versation , and Mr. Farouqi told me later on when I was in London .

Senator KERRY. Let me ask you just a couple of large questions

here, if I can . We have been through a lot of detail and a lotof

very dry testimony, obviously , but I think it is important or the

committee to get as factual a sense publicly in the record as we

can . Some ofthe allegations that you make are obviously extraordi

nary and ofhuge weight in this entire episode . Not all of it , I will

say on the face of it is testimony that is automatically admissible

in any court by any sense of theword, and I think we recognize it.
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Those aren't our rules here and we try to keep it as much as we

can to firsthand observation and evidence, but obviously we don't

have the same rules .

You have stated with a certainty, though, with a very strong cer

tainty, that it is your testimony that it is impossible, according to

you, according to the practicesof the bank , according to the rela

tionships that existed , according to the instructions that were

given , according to loans that were made, according to the inter

locking network of those loans, according to the front people that

existed and their relationship to the various parties, according to

conversations that took place in various countries and so forth , you

are saying it is impossible for anything other than an ownership

relationship, a fully controlled relationship to have existed between

BCCI and First American and National Bank of Georgia, beginning

in the early 1980's . Is that accurate ?

Mr. SAKHIA. Yes, sir .

Senator KERRY. Is that completely accurate ? Is there any waffle

or variation or

Mr. Sakhia. No, that is my very strong and positive opinion .

Senator KERRY. Well, more than opinion. I do not just want opin

ion here. Is that something you knew to be a fact by virtue ofthe

practice you carried out asthe head of the BCCI in America ?

Mr. SAKHIA . Well, you have enumerated the whole list of inter

locking relationship, joint business, joint marketing, joint the staff

transfers, hiring of staff, merger of First American and National

Bank of Georgia, renting of space, appointment of chief executives,

the documents now I've seen how the raising of capital and pur

chase prices were circulated . It is nothing but one institution .

Senator KERRY. And it is your testimony that Mr. Abedi, in fact,

personally told you on a number of occasions, we are First Ameri

can, we have First American, First American is part of us.

Mr. SAKHIA. Yes, sir .

Senator KERRY. In various ways he did that . Is that accurate ?

Mr. SAKHIA. Yes, sir. Right .

Senator KERRY. Well tell me, in what ways did he do that. I

mean, what was the language he used ? His language, not mine.

Mr. SAKHIA. Well, again , it's difficult to remember the words, but

any time a question came up or starting BCC's own presence, the

reason we cannot do so much of the business which is out there, he

would say, but we have our own First American. We have National

Bank of Georgia. We have to put the business there. We have to

make them viable .

So on an ongoing basis the staff is together, the business is being

marketed together. You have seen the examples of businesses

which is not arm's -length business . There are several examples

that you have shown me which I've not brought it to you , that

show that we were doing not only marketing but calculation of in

terests, passing of entries, introductions, selling, marketing. What
does this show? That this is one and the same.

Now for regulative offices or legal offices or logistics, there may

be separate corporations, but General Motors has several thousand

corporations, but it's one entity . I may be incorporated differently,

it may be registered differently, it may have different boards, it

may have different management, but its one and the same institu
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tion . In some of our conferences, when we discussed the total assets

of the group, we discussed the total assets including First Ameri

can , National Bank of Georgia , BCCI.

And you have shown me papers, which you have shown it to me

which are discussing the assets of BCCI which includes the total

assets of First American and National Bank of Georgia .

Senator KERRY. How did BCCI come to exude what the head of

the Bank of England has called a culture of criminality. How did

this happen ? You were there . You were a mainstay of this effort in

this country. Everybody's claiming that you know, somebody de

ceived me, theother person deceived me, so forth and so on . Where

did this come from , this culture of criminality?

Mr. SAKHIA . Senator, I am really ticked off at Bank of England.

Bank of England have tried to hide behind some laws and secrecies

and privileges, but Bank of England, next to them ,two blocks away

from Bank of England was headquarters of BCCI spread in five

buildings. 3,000 people worked there. When it suited Bank of Eng

land, Bank of England became the regulator of BCCI. When it

suited them , they said they have nothing to do with us . Bank of

England collected taxes on 3,000 staff payroll. Bank of England

now says they've nothing to do with it.

So if anyone has to be censored , it has to be Bank of England

and Price Waterhouse.

Senator, in all the media and all the testimonies, there's been a

broad brush that all 14,000 people were corrupt and criminals. But

what I saidin my opening statement, that this wasa very small

group of BCC executives, BCC directors, and Middle Eastern front

men. Very small group. The whole institution was not corrupt.
Now at times

Senator KERRY. Can I just stop you there? Very small group.

Mr. SAKHIA . Yes, sir .

Senator KERRY . Why is not plausible, then, I mean there are a

lot of here who wouldreally like to believe Clark Clifford and Bob

Altman, people were deceived, that this did not happen. Why is it

not possiblethat this small group of people kept this and just did

their little deals between themselves , that nobody knew how that

stock had been transacted. That there was not - I mean, they did

not know that the stock had been held . They said we represent

these people. Here he is, a big Middle Easternmoney person , got a

big bank.He saysI represent these people, and there is no showingI

tothe contrary.Why is that not

Mr. SAKHIA. Senator, you have shifted from one question of cul

ture criminality to the First American

Senator KERRY. Butyou are saying it is a small group. It is hard

to believe that a small group spread such a culture of criminality,

and that there was such a culture. I mean, a culture is not exactly

a small group . A culture represents the concept of all through the

banks, throughout it. That is essentially what was — let me just

finish — that is essentially what the banking authorities in England

said, what Lord Premiden said. He said this is pervasive fraud .

And now you have a bank being investigated in Egypt for money

laundering. You have got relatives of Indira Gandhi and the Gand

hi's beinginvestigatedin India for malfeasance. You have got prob

lems in Latin America with presidents of countries who apparently
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had arms deals going on that were surreptitious. We have not even

gotten into the arms deals here . I mean, you have a whole host of

criminal activity , and you are saying this was just a small group of

people.

But you yourself were very worried about what was going to

happen in Colombia. You were worried about the skeletons in the

closet, as you have phrased it yourself that might come out, and

you did not want to fight the indictment because you thought that

would result in the skeletons flowing out. So there is more here

than this small group, unless I am missing something.

Mr. SAKHIA. Yes, Senator, I have told your staff and various

other agencies also that not only the time of Colombia, but in 1986,

I was worried so much that I resigned from the bank. And I told

Mr. Abedi, Mr. Naqvi, and Mr. Ameer Siddiki that this is tragedy

waiting to happen. And BCC offices

Senator KERRY. When did you say to them it is a tragedy waiting

to happen ?

Mr. Sakhia. Because I was concerned about

Senator KERRY . When? When did you say that ?

Mr. SAKHIA. July 1986. I resigned from the bank .

Senator KERRY. 1986.

Mr. SAKHIA . I offered — I tendered my resignation in writing and

I had subsequent several meetings. And I told three of them that

this was tragedy waiting to happen. Some day BCC officers would

be in jail, and I didn't want to be one of them.

After that, after a lot of persuasion, I agreedto stay behind, but

I said I would not stay in Miami because of the link with South

America.

But again , what I'm saying is that probably 14,000people were

criminals. What I am saying is it was few dozens. Not even few

dozens ,maybe 15, 20 , 25 people who are responsible for the crimi

nality . If this was a culture that 3,000 people in London were crimi

nals, what was the Government of England doing about it ? What

was the Bank of England doing about it if there were 3,000 crimi

nals. What has happened today is that 14,000 of BCC staff has been

painted as criminals . They're not getting jobs anywhere. They're

not being employed anywhere. They're not being given apartments

to rent . And they're the big suffering.

And that's why I am here. To say that there was only handful of

people. The senior management, some of the senior management,

theattorneys, the directors, and the Middle Eastern front men . Be

tween them , they did the fraud ofdifferent types .

Mr. SCHNAPP. Senator, perhaps I can interject. I believe what Mr.

Sakhia is stating simply is that there are many people who work

for BCCI, and it is unfair to taint everyone who has ever been em

ployed by that institution or one of its subsidiaries as part of this

culture of criminality. That is one of the reasons Mr. Sakhia is
here.

Senator KERRY. I appreciate that.

Mr. SCHNAPP. It is certainly his testimony that a number of

people wereinvolved in criminal activity.

Senator KERRY. I appreciate that. And I thank Mr. Sakhia , I

have to depart now for another meeting. Senator Brown is going to

close out the hearing and we are going to reconvene. He has some
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questions and then we will close out the hearing. We will recon

vene tomorrow morning at 10 — not with your testimony, but with

Mr. Lance who will be appearing. And I think it probably will only

amount to a morning session tomorrow .

But let me just say to you that you know, I think that basically

you have been very forthcoming. I mean, you are submitting your

self obviously to the threat ofperjury and you have come before

the committee, and you have come voluntarily, and you have an

swered things, I think, to the best of your ability. Needless to say

there are always gaps of different people's perceptions and memory

and firsthand observations and soforth . And yet I think you have

raises a number of theories and help shed some light on what pos

sibly has taken place here.

I want to emphasizepossibly because I do not think the commit

tee feels equipped at this stage to make any conclusions . It would

be inappropriate to . And I have consistently throughout this hear

ing process tried not to draw any conclusions. I think we have only

drawn one, and that was my objection as to who did what, when, or

how . Beyond that, I think the committee has tried to be pretty

careful about that.

We will look forward to explanations coming forward to what

ever you have laid on the table here today, which is plenty. And

obviously, there is a lot of work yet for us to do .

But Iwant to thank you for your contribution to this. I know

your life is in turmoil today. I know that seeing a life's work go

down the drain like this is about as bad as it can get. And I do not

know how to make any of that better except to say to you from the

committee's perspective that I think you are on the right track by

trying to be helpful and trying to lay out to all of us exactly what

happened here. And we are going to have to sift through the vari

ous testimonies and try to draw our own conclusions and make

judgments about what that really is.

So I want to thank you for taking time to be here and appreciate

it.

Mr. SAKHIA. Thank you very much for the opportunity, Senator.

It is up to you to draw the conclusions. I have answered everything

honestly and truthfully, and my understanding of things as I

them. It's up to you and various agencies of this Government, and

various other Governments, to dowhat they can to mitigate this

tragedy.

Senator KERRY. Appreciate it. Senator Brown .

Senator BROWN. Thank you, Mr. Chairman. We just have a few

additional questions. And obviously I want to give youa chance to

add anything that you would like to at the end of this . We have not

talked in depth today about CenTrust and any possible connections

with BCCI. And I wanted to provide an opportunity for you to

share with us any knowledge youmight have inthat area.

Firstof all, let me ask are you familiar with CenTrust ?

Mr. SAKHIA. I'm familiar what organization was, CenTrust was a

savings and loans in Miami. I'd had one or two social meetings

with David Paul . But other than that, I wasn't aware of any link

between BCCI and CenTrust. It did not happen in my time in

Miami.

Senator BROWN . The meetings that you had were with who?
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Mr. SAKHIA . With David Paul, Chairman of CenTrust. But I was

in Miami, head of a foreign bank, and he was an important person .

So we met on some social occasions. But other than that we had

had no business relationship in my time.

Mr. SCHNAPP. Excuse me, Senator, may I talk with my client for

a moment?

Senator BROWN. Sure.

Mr. SCHNAPP. I am finished, Senator.

Mr. SAKHIA. In - during my tenure in Miami there was no rela

tionship between CenTrust and BCCI.

Senator BROWN. Do you know of any ownership interest by Cen

Trust - or by BCCI in CenTrust ?

Mr. SAKHIA. Well , I have been asked many times and I've been

shown documents that Dr. Pharaon owned about 18 percent of Cen

Trust . But I have no knowledge of that.

Senator Brown . I'm sorry. I didn't catch the name as to who

owned?

Mr. SAKHIA. Dr. Pharaon owned 18 percent of CenTrust stock .

I've been shown documents in various agencies .

Senator Brown. But you can't verify that on you own ??

Mr. SAKHIA . I can't verify that . I have no knowledge of that.

Senator BROWN . Were you aware of the purchase of a subordinat

ed diventure, $25 million of subordinated diventures issued by Cen

Trust in May of 1988?

Mr. SAKHIA. I'm not aware of — I wasn't in Miami.

Senator BROWN. This is beyond the period of time that you

a

were

Mr. SAKHIA. In Miami. After I was in Miami.

Senator BROWN. So beyond the rumor you've heard about owner

ship, you don't know of any ownership.

Mr. SAKHIA. No, sir .

Senator BROWN. With regard to the purchase of subordinated di

ventures and their redemption, you don't know anything ?

Mr. SAKHIA . I have no knowledge of those.

Senator BROWN . I appreciate that. I am going to enter here at

this point in the record a phone log from David Paul. This was pre

vented to the Senate Judiciary Subcommittee on antitrust monopo

lies and business rights . It is a record of David Paul's calls and dis

cussions. This is February 13 , 1985. And I will enter that here in

the record with unanimous consent.

[The information referred to follows:)
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DLP TELEPHONE MESSAGES PAGE 1 WEDNESDAY, FEB, 13, 1985

9:30

Mrs.Poul

Mitch Perkeil

Please call .
(212) 962-3300

9:30

Mrs.Paul

Robert Paul

Please call ,
(412) 456-4453

9:45 Sue Cochren
(213) 205-5000

Drexei

Can you help her get a mortgage.

She wants to buy c condo in Orlando

for her brother to live in.

$ 53,900; 95% financing , 5 % down, fixed rate .

Nick Bayard
(212 ) 214-2301

Please call .

9:50

11:00 Gene

Lovitz Electric

He is at your house . Please call.

11:50 Al Tetl

Wayne Brown has agreed to stay.

Ext. 5434

You need to talk with Vince Dunne

ro, Mickwee. Some issues need to be

resolved this week , IMPORTANT.

12:40 Abdur Sokhia

(305) 374-0777 ext. 314
General Manager

Bank of Credit and Commerce

Would like to arrange a meeting withyou .

He will be out of town until Friday, Feb. 22 .

Feb. 22 or the week after would be good for him

If it is convenient for you .

2:23 Mike Klimek
(312) 736-3136

Please call.

3:00

3:30

Sheldon Guron
(305) 374-2800

Please call today , Will be out of town Thurs and Fri.

Sylvon Schflor
(214) 480-6432

Droxel

Please call.

3:30 Tom Myers

Please call him at home tonight.
(309 ) 255-3886 -home

Provided by
senate Judicary subCommittee on

SEN2951

Anrit pust, Monopolisesand Business Rights
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Jumurs U 1986
LEHNT POSSAGES • PAGE TO

11:30 1.2. TEDDY BLITSTEIN

I have net up meeting at 12:00 MOON

with reddy and his brother Peter

on Thursday Will you take the time

to mene ytrh that

1:00
376-0777

ABDUR SACI

Bank of Gredit and Commerce

vould 11kw you to call hi

today .

1:00 p.a. ANDT KOSVYCH AND SDION DWEIT
( 212 ) 480-5614

Bur fer noods the $ 6,006.00 for

the propellers.

1:15 p.s. ANGEL CORTIMU

Would like to speak with you .

2:00 piso ROBERT PAUL

4:40 p . RON BOOK

Returned your all

347-4716

4:25 PM PATRICK OCORTIR - GRLATA MIAMI

CLADER OF COMERCE

Luncheon cancelled Friday

6 :00M VIC POSNER

SENO447
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TELEPHONE MESSAGES DLP TEURSDAY, APRIL 17 , 1986

9:50AM DICK KRIGHT

will be here in ollici April 24 , until 2PM ;

plane leaves at 3PM , we have made hotel
reservations for him for April 23 evening ,

Remember that day you also have Joe Pontördero

and Ralph Milo coming in

9 : SSM SAM ADLER

Will call back lata:

10:00 AM

10:00 AM

10:19

BEN BENJAMIN

To set up a luncheon with his daughter and you

( she is an atty.li set up for 4-30 at 12:30 PM

ALAN MERKUR

Set up a meeting for 4-21 with Weitzer

group , and would like you to attend

DAVID HEDLEY - DREXEL
217-480-3333

Are proceeding with a study of a specific
candidate for your

GRACE AJEL - PRILHARMONIC OF FLA .
945-5180

follow - up on letter they sent you

ABDUR SAXHIA'S OFFICE
374-0777X303

TO reschedule lunch that was sched , for

4-24

10:18 AM

10 : 3SAM

10 : 36MM CLITT MEYER • IBM ( also , Board of freedom ) 849-9208

Ro your request for data processing

study for Contrust

10:48 AM SN ADLR

Will call again

11:00 AM STEVE PECK
212-909-1850

11100AM JIM DAL

11:15 PETER MCGRATE SOUND COMPONENTS

Called about piece of equipment fron boat •

Don Anderson le taking care of it this

attornoon - asked about check - I told him I could

probably send $10,000 today - okay ?

LARRY GRLEN - REDISCOVER MIAMI JCACE
538-0090

Re letter he mailed to you on 4/10 ; we

received 4/11

12:20 PM

SENOS 35
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TELEFONE MESSAGTE • lase 2

Time Name i mwa

1986

Monday - Sept. 2nd

Tolophone /

*

1:15 pollo

d
i
l
a

MANINY KODINA

de bought your house
on Star Island

would like to have

you over for dinner .

( Should I set it up? )

pus
ona

l

1:30 ponthe

1.

JIX CORONA

Rai initial

C. Brower deal --

asked to be transtored

tertinya

1:45 pon . Lily MR . SAKHIA'S OPTICE

Bank of Credit & Comm .

would like to invite you

to i Black - tio eftair

honoring Oscar de la Renta

Collection at the Mayfair

House on Friday , Sept. 26

7:30 p.m. (Would you like

to attend? )

1:50 pour LANK METER

Thuri . Bopt . 4

Israel Philharmonic

will be performing

at the Theater o:

Performing Arts and

would like the Tower

to be 11t in Blue and

White .

3:40 p.m. Stephanie DAN GOOD'S

OFFICE

RO Dinner W / M / M Good

and X / X Arthur Imperator

in New York on Sept. 10

nout at Mr. Good'i apt .

and go to dlaner from

there . ( Is set tentatively

on your schedul.

thii date and time alright

w / you ? )

0

856-2626

217-524-7893

372-0911

976-5700

212-296-4327

SENO764
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1986

TELEPHONE NABAGCS Pero 3

(
Monday - Sept. 22nd

Nang ! Hem Solophong

1:35 p.B.
617-864-5770 shealy per

DUP

2:30 p ... 445-9895 NO

ROBERT MOLL

Arthur D. Little

Re : Joint venture

of i to large Ste's

SARA LYONS

Florida Historical

Society .

would iike to meet

w /you to discuss their

Now project book on

the history of Plorida .

( Would you like to meet

w / than ? )

3:00 Din .
OK

3110 p.a. 374-0777

ext , 303

OK

MARVIN ROSEN'S OFFICE

Mr. Rosen and Mr. Ross

will be here at 4 p.m.

today .

Lily ABDUR SAKIIA'S OFFICE

B.c.c.l.

Mr. Saknia would ilke to

set up a lunch w / you and

ME . Akhtar Anis from

B.C.C.I. London Ollico

on Oct. 3 at 12:30 pon.

( I have put it tontitively

on your schedule - CONFLICT

W / Europe w/tho Barbars

PM advise . )

GEORGE GOLDBERGB

of the Grace Commission

invostigating waste

and inefficioncy in the
Federal Government .

will be in Miani on

Oct. 8. 9. 10 and would

like to meet you .

( CONFLICT You wanted

to take Oct. 8 ott and

You will be in Pebble

Beach on the 9 i 20 .

Please advise . )

3:15 pod. 202-628-6428 NO

SEN0804
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Senator BROWN. I might say I do note here his discussion with

you at 12:40 on February 13, 1985. The note is, “Would like to ar

range a meeting with you. He will be out of town till February 22."

There are several other notes here . Do you recall conversations at

this time? Would you like to look at the phone log ?

Mr. SAKHIA. Sir, I remember there was a financing, there was a

loan CenTrust was going to make to the purchaser of some LPG

business , Liquified Petroleum Gas businessfrom Texaco. A custom

er of CenTrust was going to buy, and CenTrust was going to make

a loan . David Paul wanted us to participate in thatloan. And we

had had some telephone discussions in respect to that loan to the

customer of CenTrust. But nothing happened in that transaction .

Senator Brown. During this period of time that you were aware

of did you all do business with

Mr. SAKHIA. CenTrust, not till February 1987. While I was there

wedid not do any business with CenTrust.

Senator BROWN. Let me ask if there's anything that you would

like to add at this point for purposes of the record.

Mr. SAKHIA. Well, I said it in the opening statement and I said it

subsequently, that I feel very concerned for the thousands of

former employees of BCCI. And they have suffered a lot. And any

agency that would do something to mitigate their problems, and if

any fines are imposed on these people who are involved, there

should be some help given to the BCC staff in this country and

elsewhere . And that ismy request to you, sir.

Senator BROWN . I take it , it is your feeling that the overwhelm

ing majority of BCCI employees were not aware ?

Mr. ŠAKHIA . Yes, sir .

Senator Brown. Of the criminal activity ?

Mr. SAKHIA . No, sir .

Senator Brown . Do you feel they should have been ?

Mr. SAKHIA. Well an employee is hired to do a part of the busi

ness . And they are doing their part honestly and diligently. They

are managingwhat they are asked to manage. It was only a hand

ful of top people in London and the directors of the bank and the

front men of the bank who are involved in various conspiracies of

owning First American, an officer of a bank in Africa orin Europe

or in Middle East, he's not involved in this . He's servicing his cli

ents. He's providing good service . He's putting in 70 to 90hours a

week. He's working under extreme conditions. He's not party to

any fraud . He's not party to money laundry. He's not party to own

ership in California .

And yet, these are the people who have suffered . The rich Middle

Eastern middle men who have collected fees and dividends and bo

nuses are enjoying part of this fraud.

Senator Brown. A couple of questions to close out . Many corpo

rations have pretty strictcodes of conduct that deal with not only

ethics but compliance with the law , not only the letter of the law,

but the spirit of the law. Did BCCÍ have such a code of conduct?

Mr. Sakhia . No, sir. That was a problem . The code ofconduct we

had some general notifications and circulars, but we did not have

what a major bank would have, a compliance division . And we had

tried to do it on our own in the field . I had tried to institutionalize

that while I was in Florida and when I went to New York. And
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that's where I ran into problem in Florida because we were trying

to introduce internal controls and compliance.

The - subsequent to that, when BCČI was indicted , I wanted to

hire an external agency to do the work whereas London decided

that it will be done in house , the compliance procedures and com

pliance manuals. Because I had signed agreement with State of

Florida, State of California, and State of New York to put the com

pliance procedures, I was the signatory to those . Well, that's why I

wanted to hire external agencies which are experts. But Bank de

cided to do this internally.

And January or February 1989, I went in a huff to London to

extend this compliance beyond the U.S. to the other offices of

BCCI, like Panama and Colombia, and that time I was told by two

Siddikis, Ameer Siddiki and Saleem Siddiqui that United States

does not control the world. And I told them

Senator BROWN . Others have made that observation , too .

Mr. SAKHIA . This was my reply to them . I said , Mr. Siddiki , the

big Government changes in Panama, and if there's a pro -American

Government in Panama, everybody from BCC will end up in jail .

These were my words. After that Mr. Naqvi said would you like to

move to London . I said thank God, yes.

Although in my personal life it was the worst time, I moved to

London in March of 1989. In the same month my wife had a cancer

operation . But still I went to London. I left my 14 -year-old son , and
I left for London . Because I saw that this was a big tragedy that

was going to happen. I consulted the partner of Mr. Schnapp, Mr.

Lumni,whom Iknew. I said what shall I do? Shall I leave the

bank? He said if you left the bank at this stage, you will become

immediatetarget. And then nobody will pay your legal fees and

nobody will support you. So it's better that you go to London until

this case is concluded. And you can leave at thattime.

And I left in April of 1990 at the conclusion of this case.

Senator BROWN. You have extensive experience in the banking

industry, not only inside the United States but around the world .

Mr. SAKHIA . Yes, sir.

Senator BROWN. You occupied a key position with BCCI. What

sort of laws should we look at that would have been helpful to stop

this tragedy from happening? What kind of requirements would

have spotted this and made it impossible ?

Mr. SAKHIA . I'm not a legislative expert or legal expert, so my

opinion would be from a common man's perspective. That the con

trols in the bank and the auditing of thebank should be tightened

much morethan they are not in many countries. There are hardly

any regulations on the practices of institutions.

Senator BROWN . You mean internationally or inside the U.S.?

Mr. SAKHIA . Both in United States and internationally. The sav

ings and loans tragedy is because of similar situation . No regula

tion , no accountability, no audits, or the auditors are not held ac

countable or responsible. Although this is a free market, and I sub

scribe to the form of free market, but free market to pay interest

whatever you want and then have all of that deposit insured by

FDIC . So the bank take money at whatever cost , make losses, and

yet, the Government and the taxpayers subscribe to the misman

agement.
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The management has to be made criminally responsible not just

be fired. The auditors should be held criminally responsible. The

auditing of the bank and the financial institution should become

more organized. I've seen audits by the regulators in several coun

tries , in Canada, in United States, in other countries. And the - I

don't want to be misunderstood, but most of that stuff is very un

derpaid and untrained . Whereas the staffof the commercial insti

tutions is highly trained , highly paid , highly organized. Any time

auditors would come, the examiners willcome from various agen

cies, their first intent would be get a job in the organization their

auditing. They're underpaid, they're not trained, they're not looked

after. They come to a commercial institution where there are ex

quisite dining rooms, cars , privileges, beautiful offices . They are

working under stress. They're underpaid, they are overworked.

They are not trained .

Now this part has to becorrected, particularly in United States

because now I'm here in United States and if a separate agency

was to be found — a commercial firms were to be given this work,

and then this would be charged back to the institution which are

being audited. But they're dealing in public trust and they are

being insure by taxpayer's money.

Senator Brown. You're feeling that some of the illegal activities

might have turned up if the auditors had been more thorough ,

better trained , more conscientious?

Mr. SAKHIA . Again, in my view, if something was illegal, and ac

quisition of BCCĪ of the First American, Independence, National

Bank of Georgia , at least the auditors of the bank knew that be

cause they were auditing it. They knew the loans were made to

CCH. They knew the loans were made to Pharaon. They knew the

loans were made to others . Did not the question , did they not know

that it was illegal? I can't understand where you, Mr. Chairman

come from , vis -a -vis Clifford and Altman, that they might not have

known, I can see your point of view. But I cannot see thepoint of

view of the auditors of the bank because auditors had the books in

front of them . They knew what the loan was for, what the collater

al was, what the loan agreements were. The loans were not being

serviced . For years they knew this.

Senator BROWN. You're saying all of it was there ?

Mr. SAKHIA. All of it was in the books. It was in the record and

they were privy to those records . The American lawyers may take

the plea that they were not , but there's no way the auditorswould

have not known .

Senator BROWN. With regard to the dodge that went along in

terms of ownership with the practice of having nominees take own

ership of the stock when in reality BCCI was the owner. Any

thoughts come to your mind as to how that can be spotted ? What

sort of arrangements would be helpful. I mean that is a case where

obviously what they did was illegal under U.S. laws . And yet it

lasted for many, many years, never spotted. Any thoughts on what

kind of requirements would get at that?

Mr. Sakhia. I would be at a loss to recommend. I can understand

the predicament of the Federal Reserve and similar agencies be

cause they were consistently lied to. And I would very much be at

a loss to recommend how they can tighten up any of this
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Senator BROWN. Would some coordination, international coordi

nation between countries with regard to bank regulation be helpful

here ?

Mr. SAKHIA . I believe there is a Basel Concordat of the Central

Bank, and I read in the papers recently that a representative of

the Federal Reserve is the chairman of that group of regulators.

But again , there are so many national interests and so many politi

cal interests at each other. Now , BCCI to everyone was an illegit

imate child so everyone has cooperated in the small degree they've

cooperated in case of BCCI. But in other tragedies like Banco Am

brosiana and others, Banco Nationale di Lavoro, and so on, these

even this sort of a group has not been successful because there are

national interests of various agencies.

Senator BROWN. BCCI obviously was able to not only acquire sig

nificant banks with a minimum amount of capital or equity, but

appears that they then used their control over those banks to ac

quire ownership in other banks.

Mr. SAKHIA . Yes, sir .

Senator BROWN. This ability to pyramid appears to give someone

with almost no equity and ability – what was this , $ 19 billion in

assets at the time theempire was put together?

Mr. SAKHIA . BCCI?

Senator BROWN . Yes.

Mr. SAKHIA. BCCI group was $24 billion .

Senator BROWN. Say it again .

Mr. SAKHIA . $24 billion .

Senator BROWN . $24 billion .

Mr. SAKHIA. The equity was about $ 1.5 billion .

Senator BROWN. And when you say equity of $ 1.5 billion , you are

referring to the equity of allthe institutions combined?

Mr. SAKHIA . No, sir. BCCI, according to BCCI financial state

ment, it had share capital or the capital fund of close to $ 1.5 bil

lion .

Senator Brown. If the institutions were not terribly successful fi

nancially, how do they achieve that kind of equity ?

Mr. SAKHIA. But BCCI in commercial business was very success

ful. It's profit was very high. It's return on equity and return on

assets was very good . BCCI on the commercial side was an ex

tremely successful organization worldwide .

Senator BROWN. How much of that, of the profit, can you give us

an estimate as to how much of it might have been obtained legally

and how much of it was obtained illegally?

Mr. SAKHIA. Sir, money is so fungible that you cannot identify

how , what happened because there are not specific transactions .

You raise deposits which you may invest in U.S. Government secu

rities, and you may see that there's an earning on securities .

Whereas the source of funds may have been drug money. So it's

very difficult to identify how - which portion came from where. But

in case of BCC, such a large proportion of its business was interna

tional business and foreign exchange operation and service orient

ed that a very large percentage of its business came from providing

good service and needed service.

I am at a loss to understand why they would indulge in activity .

But once you are caught into this web of ownership, cross owner
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ship, insider loans, to extricate that, they had to go on covering

again and again and again . But on the commercial side, it was a

very successful bank .

Senator Brown . We appreciate your testimony and your coming

in . Thank you .

Mr. SAKHIA. Thank you.

Mr. SCHNAPP. Thank you .

[Whereupon, at 5:13 p.m., the subcommittee adjourned, to recon

vene at 10:08 a.m. , October 23, 1991. )
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NARCOTICS AND FOREIGN POLICY

IMPLICATIONS OF THE BCCI AFFAIR

WEDNESDAY, OCTOBER 23, 1991

U.S. SENATE,

SUBCOMMITTEE ON TERRORISM , NARCOTICS, AND

INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.

The subcommittee met, pursuant to notice , at 10:08 a.m. , in room

SH-216, Hart Senate Office Building, Hon. John Kerry (chairman

of the subcommittee ) presiding .

Present: Senators Pell , Kerry, Brown, and Pressler .

Senator KERRY. This hearing of the Subcommittee on Terrorism ,

Narcotics and International Operations will come to order.

Senator KERRY. Mr. Lance, we welcome you this morning. Thank

you for taking the time to come here.

I want to recognize that you have decided to come here voluntar

ily. There was no subpoena. You have cooperated with this commit

tee and willingly, and, in fact, have volunteered to do so. We are

appreciative foryour help and assistance over the course of these

last weeks.

I might alsoadd that you have not been particularly public on

the subject of BCCI. I think this is the first time that you've really

talked in a significant way publicly about it . And so , again, we are

appreciative for that. I do know that you have spent some time

with the Federal authorities, Federal Reserve and others, the SEC,

and I appreciate , given that fact, that you've been willing to come

here.

This appearance of yours today is important to the committee for

a number of different reasons.

It was you who gave BCCI, through the purchase process that

took place with the National Bank of Georgia through which Mr.

Pharaon and BCCI gained their first real foothold , as they viewed

it, in this country .

Second, you introduced BCCI to what would become its flagship

bank , Financial General Bankshares of Washington , Maryland, and

Virginia, which was later renamed First American .

In addition to that, you introduced Mr. Clark Clifford to BCCI

and to First American, thereby setting in motion a relationship

which is now obviously the subject of considerable controversy.

It was also you who introduced Mr. Abedi to former President

Carter.

( 1 )
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I think it's going to be helpful to the committee to understand all

of these relationships and to hear from you precisely what you

knew at the time and what you understood to be the facts at the

time and what you understandto be them now .

In addition to that, you had many meetings with a number of

central players in this scandal, ranging from Aga Hasan Abedi, the

founderofBCCI, to SheikhZayed of Abu Dhabi, a principal owner

of BCCI, and with other high level BCCI officials.

It's our sense that you have a significant amount of information

regarding the foreignpolicy aspects of the BCCI affair and some in

formation regarding BCCI's relationship with U.S. intelligence.

I might commentthat you said to usprivately in discussions that

you never had difficulty getting publicity herein Washington, and

we can appreciate that it is notwith great pleasure that you return

to Washington as a witness in this situation . I just want to express

my gratitude to you for being willing to do so .

Before I make any further comments, let me turn to my col

league, Senator Brown, to see if he has any opening comments.

Senator BROWN. Mr. Chairman, I simply want to add my thanks

to the witness also. The fact is that this is an area that the Con

gress needs to do some work in . Our ultimate objective is to find

areas where statutes, where new legislation , can be helpful in con

trolling foreign influence and developing standards in which coun

tries can cooperate to control the abuse of the banking process . I

know our witness has not only a great deal to say about the topics

we've outlined , but my hope is before the hearing is over, he will

share with us any ideas he may have with regard to future legisla

tion that will be helpful in addressing what really is an interna

tional marketplace problem .

Senator KERRY. If I could pick up on that, I want to take advan

tage ofthe moment just to refocus some people on what the com

mittee is doing and why it's doing this and where we began. I'll be
very brief.

This entire investigation grew out of early allegations regarding

a confusion between foreign policy goals and interests of the

United States and intelligence goals or other kinds of efforts that

sometimes collided with each other.

We wanted to look at the degree to which narcotics trafficking

and other criminal activity might be infiltrating the legitimate in

terest area of U.S. policy. That specifically started with the Contras

and allegations that they were involved with drug running and gun

smuggling, and laws were being broken in Florida.

What we learned as we got into it was that it just got bigger and

bigger and bigger. There was this extraordinary network out there

of private arms dealers, of private profiteers of one kind or an

other, either on visas or on black market or something out of

Panama and these countries.

What was particularly disturbing was the degree to which they

seemed to have a capacity to influence decisions by governments

and government officials. Our Government's severed alliance with

General Noriega obviously became the paramount example of that

kind of confusion as senior policymakers sought to help protect

Noriega while he was smuggling narcotics into the U.S. because he
supported the Reagan administration Contra program .

1
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Recently, 10 percent of the Miami Police Department was fired

or forced to resign because it had become involved in narcotics traf

ficking and in actually selling narcotics, not just hiding evidence

and so forth . Many other countries have similar problems with

drug related corruption today. Because of the huge funds involved ,

the lawlessness and the power that attach themselves to these

kinds of illegal activities have the ability to subvert democracy

itself.

Recently, I had a meeting with narcotics people and others in

Italy who talked about the degree to which the entire southern por

tion of Italy was threatened by organized crime . It seems to me

that this goes to theheart of the BCCI problem . When banks can

be taken over illegally, or when foreign interests have the ability

to be able to gain a foothold and, by buying influence and peddling

influence you have at least begun a process of chipping away at

your system .

The clear question here is why, when so much was known and

when so many people seem to have a sense that these illegal activi

ties were going on, things didn't happen to stop it . What got in the

way of the larger interests of our society ? Why was it that law en

forcement orothers didn't take steps ? Were there larger interests
at stake here ?

I don't know the answers to all those questions, but that's a large

part of what we are trying to get at .

Clearly, for the average person in the street, who is worried

about a system of government that seems to have several different

standards in applying its laws, this is also an important lesson :

whether or not it means truly that those who have access to the

lawyers and the power are going to have a different standard ap

plied to them , while the average citizen , is the person who pays the

full measure of the laws in this country . That is supposed to be, I

believe, a significant part of what this country of ours is about, ap

plying our laws fairlyand evenly .

Mr. Lance, if you would stand, I would like to swear you, please.

Do you swearto tell the truth , the whole truth, and nothing but

thetruth, so help you God ?

Mr. LANCE. I do.

Senator KERRY. Would you state your full name and, if you

would, please, if you'd like to give an opening statement, I'd appre

ciate it.

TESTIMONY OF THOMAS BERTRAM LANCE, FORMER DIRECTOR

OF THE OFFICE OF MANAGEMENT AND BUDGET

Mr. LANCE . My name is Thomas Bertram Lance, Sr. I live in Cal

houn , GA .

Senator Kerry, Senator Brown, I would like to be able to say that

I am delightedto be here this morning. I have had this occasion

before, and sometimes it was fun and sometimes it was not. I am

privileged to be here this morning. I think that any time that any

citizen of this country has the opportunity to appear before the

Senate or the House or any other governmental agency that is

seeking the truth , that it's a privilege. And I feel that way very

strongly about my presence here this morning, that it's a privilege.
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I am here to tell you what I know that may be helpful to you as

you seek the truth , and I appreciate what both of you gentlemen

had to say,

I don'thave a prepared statement because, frankly, I have been

traveling for the last 2 or 3 days, and I did not have a chance ,after

fairly short notice about my appearance here. What I would like to

do, if it meets with your approval, is to simply maybe narrate some

of the events that took place in my relationship with Mr. Abedi

and BCCI and the other people that have been involved. Obviously ,

I will allow you to interruptme at any point that I raise a question

or anything else.

But I thought that it might be more helpful in that regard than

simply reading a prepared statement.

Senator KERRY. I appreciate that.

Mr. LANCE. Plus the fact that it will keep the press on their toes

and that's always a good thing to do, when they don't have some

thing that they can read therein regard to the situation .

Senator KERRY. Well, they know you know how to keep them on

their toes.

Mr. LANCE . I don't know about that. Sometimes I wonder .

Senator KERRY. I'd appreciate it if you'd begin by giving us just a

brief sort of resume anda little bit ofyour background.

Mr. LANCE. All right, sir. I'd be delighted todo that.

I am a native Georgian. I had a high privilege in Georgia, sery

ing as the director, and ultimately commissioner, of the Depart

ment of Transportation while Governor Carter was Governor. I, at

the same time, had the opportunity to run for Governor of Georgia

in 1974. I got beat in a close election . It probably would have suited

me better if it had been more definitive because you wonder who

voted for you and who didn't.

After that, I went to the National Bank of Georgia . I had been

chairman of the Calhoun First National Bank prior to that. I went

to the National Bank of Georgia in 1975 as the president and chief

operating officer.

In 1976, I was active in the Presidential campaign of Jimmy

Carter and subsequently came to Washington to serve as Director

of the Office of Management and Budget.

In 1977, I subsequently resigned, in September 1977, and went

back to Georgia , and at that point in time began to try to make a

living doing various and sundry things, mostly in the consulting

area because of other circumstances . I will get into some parts of

that experience as we move along.

Basically, that's what I have done since 1977. I still live in Cal

houn, GA, and have maintained an interest in the political process

in this country as well as elsewhere around the world .

Is that sufficient background?

Senator KERRY. That is sufficient. Thank you.

Mr. LANCE . Now, what I thought would be the most appropriate

thing for me this morning and perhaps save you and Senator

Brown and others as much time as possible would sort of be to just

merely narrate what happened in regard to my meeting Mr. Abedi,

what I recall as having taken place with regard to that, and then I

have some thoughts, as we develop questions back and forth , that
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may be incumbent for me to respond to as it raises questions in

your mind

I was Director of OMB from January 20 , 1977 , until September

21 , 1977. I had some difficult times to go through during that

period of time of allegations, innuendo, and charges that allof the

other things that sometimes people in public life go through.

I finally came to a point in time when I made a decision, and it

was my own decision , that, in order for President Carter to move

ahead in dealing with the problems of the country and the rest of

the world that he felt an obligation to deal with, that it would be

better for him to be free of Bert Lance and answering questions all

the time about this, that, or the other as it related to me. So I sub

mitted my resignation in September 1977, after 3 days of Senate

hearings that are well noted in the public record .

Along in early October 1977 , I had a call from a friend of mine in

Georgia, a formerState senator by the name of Eugene Holly, who

said that he had developed a relationship with a gentleman by the

name of Aga Abedi, who had abank in London named BCCI,which

stood for Bank of Credit and Commerce International ; and that he

had had some conversations with Mr. Abedi about me and what

ever few abilities I might have and things of that nature; and that

he thought it would be worthwhile if I had occasion to meet Mr.

Abedi and discuss with him what his interest might or may not

have been in regard to the United States, in regard to investments,

in regarding to banking generally , and so on.

I was not an unknown banker at that point in time, I might add,

because of the circumstances that I had been through .

Early in October, I met in New York at the Waldorf Astoria . I

met Senator Holly. I met a gentleman named Mr. Abedi, a gentle

man named Mr. Naqvi. I believe that those were the only four

people that were involved at that point in time.

Basically, Mr. Abedi said to me: I am building a bank headquar

tered in London that has a deep and abiding interest in the prob

lems of health , hunger, economic development, things primarily in

the Third World, problems that we all are familiar with and prob

lems that we all want to see resolved in one form or another.

I shared that concern, especially about economic development,

because I had come from a poor section of Georgia , where I saw

what the utilization of resources in a bank could reallymean to the

people in that community through job creation . And, I might add,

we need it very badly today, in my judgment, when I look at the

economic circumstances that are taking place in our Nation .

So I felt that I knew something abouteconomic development, job

creation , with utilization of assets and resources.

That was the kind of conversation that I had with Mr. Abedi at

that point in time.

Mr. Abedi's comments to me, without trying to be specific be

cause it's been such a long period of time, happened to be that

look , I'm tryingto build this global institution . Obviously I have an

interest in the United States. My rejoinder to him was that obvi

ously you cannot be a global bank, an international bank, without

some sort of presence in the United States. This is the most power

ful, rich nation in the world and this is certainly something that

you ought to look at.
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It was that sort of conversation that we had initially.

Now, after that, after that initial conversation , which was fairly

general in its totality , basically philosophical in nature, I came

back and said look, before I go any further, I have just resigned

from OMB in order to not cause any further problems for the

President of the United States. I am not about toget involved in a

situation whereby the relationships that I establish after having re

signed would create any problem of embarrassment, concern , or

anything else for the President of the United States.

I was very keenly aware of that problem . And, because of my re

lationship with the President, I felt very, very strongly about that.

And so , I said not only to myself but to my family and the

friends that I had who were knowledgeable about what I was talk

ing about doing at that point in time: Look , I have to do due dili

gence about Mr. Abedi and BCCI. He was not reluctant for that to

be done. He had brought some annual reports, as I recall, about

BCCI, at that first meeting that he gave to me.

I went to see Mr. Clifford, who had represented me since the

Labor Day weekend of 1977, and I said : Mr. Clifford, I have made

the acquaintance of Mr. Abedi. His bank is BCCI. He has some in

terest in talking to me about future relationships, whether that is

in regard to being merely a consultant or being actively involved in

one of his operations somewhere, that sort of conversation. But

before I do that, it is absolutely imperative and incumbent upon

me to make sure that we know what kind of people that I am get

ting involved with if, in fact, I do get involved .

I asked Mr. Clifford , because of his knowledge and expertise and

things in not only here but around the world , to do his due dili

gence on my behalf, as my attorney, and that I would , likewise, do

mine.

I want to make that very, very clear to both of you , and the com

mittee, and the country as a whole, because it's very important.

I have had a situation in the press where I constantly get tan

gled up with regard to BCCI, and it's been very harmful to me, per

sonally and in a business sense. I wantto make sure that every

body understands what I did initially with regard to that situation .

I feel very strongly about that being important because of the

circumstances that subsequently have developed in regard to BCCI

and the fraud and scandal that obviously hastaken place.

I did the checking that I could . Again , as I said, I was not an

unknown banker atthat point intime orunknown in the country.

I had easy access to having telephone calls returned and that sort

of thing.

I asked people that I thought would have some knowledge of

BCCI and Mr. Abediwhatthey thought. Were they people of char

acter and integrity ? Was the banking institution itself one of char

acter and integrity ?

I knew that I still had a good way to go in regard to the process

winding its way ultimately to some conclusion , and, therefore, that,

too, was important to me, not only as it was important in the con

cerns that I had about President Carter.

Every instance of report that I either got or from what Mr. Clif

ford told me came back that Mr. Abedi was a man of integrity and

character, that BCCI was a new kid on the block , so to speak , in

1

1

1

1
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regard to trying to make inroads into the banking community if

London,in Europe, and so on, but that they were people of integri
ty and character.

So , subsequently, having received that assurance , as I recall at

that point in time there were two senior executives from the Bank

of America who were on the board of directors of BCCI. They spoke

highly of the institution, of what role it wanted to play, and so on .

So, we moved on to take the next step, and that was the conver

sation .

I think that that took place in London — again , to both of you—in

a conversation with Mr. Abedi and Mr. Naqvi. Let me say at the

outset, so that in case I should misspeak or something, generally ,

when there was anymeeting with Mr. Abedi, except on some rare

occasions, Mr. Naqvi was generally present. So I sometimes may

leave him out of the conversation . But, generally , on most occa

sions he was present.

Now, at that particular point, it was talked about, about Mr.

Abedi's interest in the United States as it relates to banks.

Senator KERRY. This is at what point now?

Mr. LANCE. This was in October, still , or early November 1977. I

expect that it was in late October, to try to give you a definitive

date.

I think this is important to begin to put what you're seeking into

some context of where they were at that point in time .

Mr. Abedi said, as I said , and the way I generally describe it is

that, in effect, he wore three hats at that point in time .

He said that he was the founder and managing director, for lack

of a proper term , of BCCI. He represented certain investors who

were people of significant wealth , primarily Arab investors out of

the Middle East; and then he had his own interest in a personal

matter; that obviously there was an interest in the United States;

that BCCI, if, as I said , were to be a global institution , then obvi

ously I felt very strongly that it had to have a presence in the

United States. I did not know any of the details of regulatory su

pervision or so forth and so on of BCCI, other than the fact that I

guess I had been told that it was chartered or headquartered in

Luxembourg, or under their regulation , what have you; that there

was an interest in BCCI acquiring a position in U.S. banking, there

was an interest in individual investors acquiring a position in U.S.

banking, as well as other type investments .

I had several conversations from that point on about what made

the most sense . My advice to Mr. Abedi at that point in time was

very clear and precise, as I recall , that you need to get acquainted,

you need to go through the regulatory process in theUnited States;

that, obviously, despite my difficulty sometimes in dealing with

them , that I thought it to be the best process in the world; that

banks who were regulated in the United States offered their de

positors safety; that it was the kind of climate that was appropriate

and proper, and that was what they ought to do.

There was never any comment, as I recall,by Mr. Abedi, about

any previous effort to take a position in any U.S. bank. He did tell

me that it was obvious at that point in time that the Bank of Com

merce in New York City was available for purchase.
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Well, I happened to know enough about Financial General be

cause when I was at the National Bank of Georgia , they were

owned by Financial General. I and other directors of the bank had

bought control of the National Bank of Georgia from Financial

General. So I was aware of the banks that they had because I'd

met most of those people and had some familiarity with it.

During the course of all those conversations, it became clear that

Mr. Abedi was interested in the United States; that he had this

particular interest in the Bank of Commerce.

Now there were other stockholdersin Financial General at that

point in time that I happened to have an awareness of who had, I

don't think had been very happy about their investment. They

were looking for purchasers. General Olmstead, who had been the

guiding force, for lack of a better term , with regard to Financial

General, had found himself, I think, having to make a basic deci

sion as to whether hewas going to divest of Financial General or

the international bank because of a Fed order. And so I knew

about all that.

During the course of the conversations that were held , it soon

became very obvious to me, Mr. Chairman, that if there was an in

terest in the United States, that it made more sense to talk about

acquiring Financial General than it did just of acquiring the Bank

of Commerce in New York; that the purchase price, as I recall

and please don't hold me tothis because it's been a long time— was

somewhere between $25 million and $ 30 million for the Bank of

Commerce, which primarily was in New York City, and may have

had branches in other parts of the State. But you couldhave ac

quired the whole of Financial General, which enjoyed a very

uniqueposition in American banking at that point in time in the

sense that it was one of the two or three, maybe four, multistate

holding companies that were in existence in the United States.

And so, from an economic standpoint, from a practical stand

point, it made more sense to me to talkabout the acquisition of Fi

nancial General instead of the acquisition of the Bank of Com

merce.

2

5

Senator KERRY. So you really flagged Financial Generalforhim ?

Mr. LANCE. That ismy total andcomplete impression , Mr. Chair

man. I have seen statements that said somebody else had men

tioned Financial General and so on. I do not know anything about
that.

I never had any conversations that related to any aspect of that.

Everything that I saw related to the fact that Mr. Abedi was famil

iar with the Bank of Commerce .

Now, I subsequently have found

Senator KERRY. I'm sorry. Let me just interrupt me there if I

may because I don't want to come back to it later.

There's a letter from Kamal Adham to the Federal Reserve

dated April 10, 1991. That states that a man named Hasan Yassin

advised Adham that Financial General Bankshares would be a

good investment, and he turned to Abedi to evaluate it.

Is that account correct in your view ?

Mr. LANCE. In my view , that is not something that I knew any

thing about.
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Senator KERRY. So the first conversations that you remember

Mr. Abedi having were with you?

Mr. LANCE. That's correct.

Senator KERRY. And you brought it to his attention ?

Mr. LANCE . I brought it to his attention because I was familiar

with Financial General. I think that it was an awfully good fran

chise then. Obviously, it's a good franchise now , as far as I'm con

cerned , in the sense of the banking business. And it made sense for

him to look at that, instead of just the Bank of Commerce.

I never heard anything about any prior conversation about Fi

nancial General, Mr. Chairman. So I'm not saying that's not accu

rate. I just simply don't know about that . But I never had any con

versations with Mr. Abedi or anybody else that there had been any

prior interest.

Senator KERRY. Did you ever know Hasan Yassin ?

Mr. LANCE. No, sir, I do not .

The other thing that I subsequently have learned , I think basi

cally through your committee hearings, is the fact that at some

point in time there was an interest in a Chelsea bank.

Senator KERRY. Correct.

Mr. LANCE. I knew nothing about that. And so , anything that I

would say would be merely hearsay and what I've read . I know

nothing about that situation .

Senator KERRY. Let me just clarify that since you've raised it.

So whatever due diligence was done by Messrs. Clifford and

Altman or by yourself did not turn up that, at the time, BCCI had

been refused a license to take over the Chelsea Bank?

Mr. LANCE. Absolutely not . There was never any comment about

that until your hearings.

SenatorKERRY. And you never learned that the New York regu

lators, in fact, believed that the would -be purchaser for the Chelsea

Bank, a so -called Mr. Gokal, was possibly a front man for BCCI?

Mr. LANCE. No, sir. I did not know that.

Senator KERRY. So at the time this due diligence was done, the

due diligence did not turn up that the New York bank regulators

had refused BCCI access because BCCI was deemed to be trying to

make a purchase through a front person ?

Mr. LANCE. I had no knowledge of that . And, subsequent to that ,

as, again , as I said through I think your hearings

Senator KERRY. Does that suggest anything to you with respect

to the due diligence ?

Mr. LANCE.No, I don't think so , because I subsequently have

read_and I don't know whether this is accurate or not, and I'm

sure that you have the answer — that actually there had been no

application by BCCI as it related to the Chelsea Bank, that that

was done in the name of someone else. Whether that was a direct,

straightforward or a nominee transaction , obviously I have no

knowledge of. But what I had been told was that BCČI never filed

a

any sort of

Senator KERRY. Formally ?

Mr. LANCE ( continuing ]. Formally; and, therefore, there was

never any response about any difficulty that they had had with the

Fed or anybody else .
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Senator KERRY. So that might, in fact, work the other way and

say something more about the quality of their deception , perhaps.

Mr. LANCE .Well, it possibly could, from that standpoint, if they

were, in fact, engaged in deception at that pointin time.

I'm not sure that I am yet ready to reach that conclusion . Be

cause of what my knowledge has been about Mr. Abedi and BCCI, I

will withhold judgment on that for at least a while in regard to
that.

But in regard to any prior knowledge about Financial General,

Mr. Abedi never told me of any interest in that regard whatsoever

prior to my mentioning Financial General. That came about after

there had been comments about the Bank of Commerce.

Senator KERRY. In your conversation with him , did he appear to

react in a way that indicated to you this was the first time he was

hearing about it?

Mr. LANCE. That was my impression .

I did not think at that point in time, and I have seen nothing

that I have recalled or read or anything of that type since then

that would cause me to give you a different answer in that regard .

That was my impression.

I told him again and made it very clear to him that, if you're

going to have a presence, if you're going to be a world bank, if

you're going to be a global institution , then , obviously, you have to

have a presence in the United States. That's not against the law .

That's to be welcomed. That speaks well for both parties, and so on.

My advice to him always was that, you know , you need to go

ahead and go through the process of getting regulatory approval

for whatever you do and make sure that you do it in direct fashion.

Now, again , I don't want either one of you to think that I am

alluding to the fact that I thought there was some deception in

saying that. I just learned a long time ago that what you can't do

directly you can't do indirectly; and you'd better not get caught up

in that.

So my approach I think is fairly open about my saying that you

can doit directly and whatever you do, you make sureyou do it

properly. I've tried to do that, and, despite the controversy and

other things that have arisen sometimes about me, I think it's very

clear that I've done that.

The situation was such that that began to move along. At the

same time and I don't now how much you want me to delve into

the question of NBG at this particular time because , obviously,

that was much more important to me than the acquisition of Fi

nancial General because I had put myself in a position where it

became important for that bank to be sold and I was looking for

buyers. There had already been buyers that had looked at it. Obvi

ously, every time anybody looked at it , they got an article in the

presssomewhere or on television that they were looking at it. They

suddenly lost interest.

It's amazing howthat happens sometimes.

Senator KERRY. Well, I think we would like to hear this. We are

going to ask you some questions about the NBG purchase. So if you

want to deal with it now, you can, if it sequentially fits. Otherwise,

we'll come back to it.

!

!

1
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Mr. LANCE. Well, basically, basically they were occurring at the

same time, “ they" being the interest that was shown in Financial

General and the sale of NBG by me.

Now , again , to put it into proper perspective, Mr. Clifford and

Bob Altman represented me atthat point in time as a result of the

Senate hearings in September 1977. They were very aware of what

I was trying to do and were very helpful to me in trying to do that.

The circumstance involving NBG was discussed with Mr. Abedi

when I said to him: Look, you have these investors that you have

said that you represent, who want to be involved in U.Š. invest

ments, and so on . Now what about the National Bank of Georgia ?

Again , it's in a fine community, it's in a growing area, it's had the

opportunity to grow and develop. But there's a lot of potential

there in Georgia and the southeast, in the Sun Belt .

And he said: Well, I have an investor who, by the name of

Ghaith Pharaon, whohas acquired banks in the United States pre

viously. He acquired Commonwealth Bank in Detroit, I believe is

the proper name, and the Main Bank in Houston , as I recall, and

he is interested in the acquisition of another banking facility in the

United States.

Senator KERRY. Mr. Abedi said this to you?

Mr. LANCE. Mr. Abedi said this. And he said it appears to me

that that would make a lot of sense .

So that moved along basically on the same sort of track that the

interest in Financial General moved along .

Now , I think that it's important for me to try to separate the two

from your standpoint, simply so that we can begin to try to ferret

out all of these different relationships.

Pharaon, as far as I knew at that point in time, was not an in

vestor in Financial General or a potential investor, depending on

the time that we were talking about.

Senator KERRY. How did you know that ?

Mr. LANCE. Because, as acquisition of Financial General stock

was being made, those investors were identified, as I recall , and,

basically, they were people other than Ghaith Pharaon . And, of

course, I wanted to make sure, as I said earlier, I had a commit

ment and obligation to the shareholders of the National Bank of

Georgia , and I wanted to make sure that an offer was made to

them in regard to the whole situation because of the circumstances

previously, to my hearings and all the things that had transpired

that we don't need to go into this morning.

So, it was very clear that there were two groups of investors

there that Mr. Abedi said that he was representing. One happened

to be the investors that subsequently endedup as the individual

shareholders in Financial General, and Ghaith Pharaon , who

ended up as the sole investor in the National Bank of Georgia.

Now , I may not have made it as clear as I ought to, but all of

this was happening in a relatively short period of time because of

the circumstances.

You had investors in Financial General that had to make some

sort ofdecision fairly quickly about what they were going to do

about the price of their stock, whether they were going to keep it,

whether they were going to dispose of it, or whateverthe circum

stances might be in thatregard .
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You had the situation involving me. I was only a 12 -percent

shareholder in the National BankofGeorgia. But constantly it was

referred to as “ Bert Lance's bank,” andso forth and so on, and

“ Bert Lance sold his bank to Ghaith Pharaon ,” and it's always my

picture that's in the paper with Ghaith , and all this, that, and the

other. I was only a small shareholder who had a concern, a com

mitment, and an obligation to the other shareholders because I had

been responsible for many of them being investors in the National

Bank of Georgia .

So I was concerned about that first and foremost. Financial Gen

eral could wait, as far as I was concerned, until I was able to do

something about that.

But allof this was happening very, very quickly. And during No

vember and December 1977, it pretty well took place in the broad

beginning of purchase of Financial General on the one hand and,

obviously, the acquisition of the National Bank of Georgia on the

other.

There were two different, I hate to use the word " groups,” when

ever you talk about things in a banking matter because the SEC

and other folks get all excited whenever they hear something about

a " group" and all this. But there were two different entities, is

what I'm trying to say to you, that were involved . I guess I was

central to both of them. Mr. Abedi was central to both of them. Mr.

Clifford and Bob Altman were central to both of them . And, in fact,

Mr. Clifford and Bob Altman represented me in a legal sense.

Senator KERRY . Now, they represented you; they also represent

ed BCCI?

Mr. LANCE. I don't think so at that particular time, Mr. Chair

man. I think that came later.

Senator KERRY. OK. Fair enough.

Mr. LANCE. We'll talk about that and try to keep it in some sort
of chronological order .

But by, let me try to put a timeframe on it because it may be

helpful, again , to your committee as you look at other things.

I recall that there was a meetingin Atlanta over Thanksgiving

weekend in 1977, whereby there was basic discussion and negotia

tion about the purchase of NBG. But there also was negotiation

not “ negotiation , ” as such , but conversation about the purchase of

Financial General. The people who were involved in that area ,

from the standpoint of BCCI, would have been Mr. Abedi, a gentle

man named Mr. Sami - and I'm sure you've heard about him in

this committee — andMr. Naqvi, again, and perhaps a gentleman

named Dildar Rizvi. Those were the gentlemen that were there in
regard to BCCI .

Pretty basically, after discussions with Mr. Abedi about the Na

tional Bank of Georgia, I turned over those negotiations to Bob

Altman to deal with Pharaon's attorney, a gentleman by the name

of Frank Van Court, who is a member of the Vincent & Elkins law

firm in Houston. They pretty well handled that part of the negotia

tions and things of that type.

I don't think that I ever met Ghaith Pharaon until some time in

January 1978. I , again , have only seen him, to my recollection, on

two occasions, and both of those took place at a night and the next

day when we had a press conference in Atlanta , announcing the
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purchase of National Bank of Georgia by Ghaith Pharaon. That

has been the limit of my knowledge andinvolvement on a direct

basis with Mr. Pharaon .

Senator KERRY. Let me just ask you, if I could interrupt you

again there, up until that time, all the negotiations and discussions

with respect to the purchase of National Bank of Georgia, your

sale , waswith Mr. Abedi?

Mr. LANCE . That's correct.

Senator KERRY. You never met Ghaith Pharaon until the night

of the closing ?

Mr. LANCE. No, sir. It was the night, or the day before. It was not

the closing because , obviously, he had to get approval before

we

Senator KERRY. The day before you announced the wrap -up of

the deal?

Mr. LANCE . That's correct.

Senator KERRY. And prior to that , all negotiations, to your

knowledge, that were conducted by Mr. Altman on your behalf
were with Mr. Abedi ?

Mr. LANCE . No, sir, with Mr. Van Court

Senator KERRY. Mr. Van Court.

Mr. LANCE ( continuing ). Who was Mr. Pharaon's attorney from

Houston and has been involved in one of his domestic U.S. corpora

tions, as I understand .

But, basically, those were the sequence of events as it related to

NBG .

Now , it took quite some time, obviously, because I felt, again,

very strongly about the shareholders of the National Bank of Geor

gia, and that I was not going to sell my stock to Mr. Pharaon

unless all the shareholders of the bank had the same opportunity.

So, basically,he ended up making a tender offer for 60 percent of

the stock, which would give him control ; and, obviously , he had to

have approval of the Comptroller of the Currency because of

change of ownership, and that sort of thing, all of which went

through its own process.

Now , again , just so that the record is clear, I had no involvement

with the National Bank of Georgia at that point in time except as

a shareholder. I was not involved in the management in any form

or fashion , and had not been since I left to come to Washington . So,

therefore, the negotiations were handled by Bob Altman. My stock

was still being handled by my trustee that had been set up when I

came to Washington because of the short timeframe and so on . He

was involved in those negotiations. I don't know a lot of the details

that were involved in that. I was out trying to get my life put back

together after the experience that I had had.

So that was taking place at the same time that the interest in

Financial General was taking place .

As I said — can you hear me all right?

Senator KERRY. Yes, that's fine.

Mr. LANCE . The basic timeframe indicator , I think, that would be

important to your committee would be sometime around that

Thanksgiving weekend, that things at Financial General probably

moved fairly quickly after that. By January and February and

March 1978, again , we had been subjected to SEC litigation , we had
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been subjected to private litigation, “we” being all the people who

were involved in that processBCCI, Mr. Abedi, the group of other

shareholders of Financial General that I mentioned , headed by Mr.

Middendorf, as I recall, and so on. Mr. Middendorf was not part of

the group that was involved in our situation, but he was a part of

the other group that brought the litigation .

And so, everything was encapsulated in a very , very brief period

of time, from that standpoint.

I can continue to try to give you a chronological view now of

what began to happen after that or if you have any questions.

Senator KERRY. Well, let me ask a few questions there, if I can.

After you sold the National Bank of Georgia, did you have any

further involvement at all with NBG ?

Mr. LANCE . No, sir .

Senator KERRY. That ended right then and there ?

Mr. LANCE. That ended . Right.

Senator KERRY. And Mr. Pharaon paid you $20 a share ?

Mr. LANCE. Well, it took place in two different sales, Mr. Chair

man, as I recall. I think the first one was $ 20 a share. Then the

second one, I think, was $14 a share. So it averaged out to some

thing like $18 a share.

Senator KERRY. Do you know how that value was arrived at by

Pharaon ?

Mr. LANCE. No, I do not.

I think, basically, what it amounted to, as a percentage of book

value, at that point in time was somewhere around 80 percent of

book value. Again, I got excoriated in the press from time to time

that this was some bailout situation. That's some bailout: he paid

$20 million and got $220 million . That doesn't sound like a bailout

to me where I come from . But those were the circumstances, as I

recall them.

Senator KERRY. I suppose the issue was raised because at the

time the stock was selling for something like $10 a share.

Mr. LANCE. But, generally, there had been no real market in it

because the influx of a buy or sell order would , you know , create a

severe imbalance because no shareholders were selling and there

weren't any buying that I knew anything about.

Historically , in Georgia - I can't speak around the rest of the

country - but bank stocks generally have sold for 2 or 244 times

book value. Obviously, that must have been

Senator KERRY. I don't want to dwell on that. I simply wanted to

know how Mr. Pharaon actually arrived at that price .

But you became a consultant after that, though, to BCCI, is that

correct ?

Mr. LANCE. That's correct.

Senator KERRY. What was the nature of your consultancy ?

Mr. LANCE. Basically, to talk about investments in the United

States and to talk about, as I said earlier, about economic develop

ment around the world as it related to utilization of assets and re

sources from a bank, what could you do to create jobs in the Third

World countries , and so on, that Mr. Abedi had an overriding inter

est in . Part of that interest led to my introducing him to President

Carter, which we will get to in the course of time.
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Senator KERRY. What was your understanding at that point in

time, Mr. Lance, of the role of BCCI's entity in the Grand Cay

mans, ICIC ?

Mr. LANCE.I knew very little about ICIC. The comments that

were made to me by Mr.Abedi related to that. It was , to give you

an example, it was more like a commercial finance operation would

be in the United States, that it was that sort of operation , as op

posed to being any sort of banking operation , and that that would

be an entitythat perhaps would be involved in making loans and

commercial development in Third World countries.

I never was totally familiar with the structure of that.

Senator KERRY. But you, in fact, were paid by ICIC ? Is that

right?

Mr. LANCE. I think it turned out that way, Senator. I think that

was actually it.

Senator KERRY. Did you understand ICIC to be a bank ?

Mr. LANCE. No, I did not think it was a bank. I thought it was, as

I said , to best compare it to something that we would be familiar

with , I would say that itwas a commercial finance operation .

Senator KERRY. And that is what you would describe the nature

and function of ICIC , as you understood it at that point in time?

Mr. LANCE . As I understood it. That's correct .

SenatorKERRY. Did you have any further understanding of what

it was at that time, or is that it?

Mr. LANCE. No, sir.

Senator KERRY. Just a finance entity?

Mr. LANCE .That's correct, and that was a very brief conversa
tion , as I recall.

Senator KERRY. And you base that understanding on that conver

sation ?

Mr. LANCE. That's correct.

Senator KERRY . And that conversation was with Mr. Abedi ?

Mr. LANCE. That's correct. I have not had any further conversa

tions with anybody that I recall about ICIC . So I really don't know

very much about it.

Senator KERRY. So the transaction with NBG takes place. And,

to the best of your knowledge, your testimony is that Ghaith Phar

aon at that time was perceived by you as being the legitimate pur
chaser ?

Mr. LANCE. That is absolutely correct . And my impression has

been , throughout, that that was the case. And I think if you should

have occasion to ask other shareholders in the National Bank of

Georgia, or the lawyers who were involved in the transaction, ev

erybody would tell you the same thing. That was the impression,

that was the knowledge, that was theobvious— I didn't see all the

documents, as I recall, obviously. But the ones that I saw all relat

ed to the fact that Dr. Pharaon was, in fact, the purchaser.

Senator KERRY. Now , that was the impression that people re

ceived , correct ?

Mr. LANCE . That is correct .

Senator KERRY. Yesterday, Mr. Sakhia - did you ever meet Mr.
Sakhia ?

Mr. LANCE . I do not know him .

Senator KERRY . You don't know who he is ?
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was

Mr. LANCE. No, sir, I do not.

Senator KERRY. Mr. Sakhia , who worked in BCCI for some 13

years and was head of the American division , told this committee

that within the bank, within the group of particularly Pakistanis,

but within the group of people who were the managers of the bank ,

there was a common understanding that Mr. Pharaon was a front
person for BCCI and for Mr. Abedi.

Mr. LANCE. Do you want me to

Senator KERRY. What would your comment be tothat?

Mr. LANCE. My comment would be that everything that I saw

was to the contrary of that; that Dr. Pharaon was acting on his

own behalf. He was portrayed, my impression of him was that he

a businessman who had other investments in the United

States, he'd owned other banks in the United States, that he had

this interest in the banking business in the United States, and that

he was a person who obviously comes across as being in charge of

whatever he's doing, and makes decisions, and that sort of thing.

And that was my impression .

Senator KERRY. That is the impression, I suppose, that he was

supposed to give, is it not ? I mean, if, indeed , he were what Mr.

Sakhia has purported that he was, that's what hewas supposed to

leave you with , the impression that he was exactly that. Correct?

Mr. LANCE. Yes, sir. I would think that would be the case , that if

you were trying to perpetrate a deceit or something of that type,

then , obviously, that's what you would get.

But I never saw — I hope that sometimes I'm a fairly keen observ
er. doubt that I am , in retrospect, about a lot of things that

found myself involved in . But i, at least, try to listento what

people say and draw some conclusion about that. Again , if I

thought otherwise, I would not hesitate for a minute to tell both of

you gentlemen what I thought about that.

My impression was that it was a Pharaon transaction, that he

was not acting on behalf of anybody, that he marched to his own

orders, he knew what he wanted to do, and that, obviously, he had

a relationship with BCCI.

I think at some point in time, this is where you get into this land

of you're going to have to ultimately find the truth. And I hope

and pray thatyou do find the truth about the whole situation be

cause I've been mystified, as I'm sure other people have been mys

tified, about this whole developing scandal, problems, and what

have you. And that is that, at that point in time, again , you had a

situation where you could not eliminate BCCI from any involve

ment because you had Mr. Abedi there.

Dr. Pharaon, as I understood I didn't know this first-hand - I

think the way Mr. Abedi had characterized him to me early on was

that he was a significant shareholder in BCCI. I don't know that. I

subsequently have read that perhaps he was the largest. I don't

know that. Mr. Abedi did not characterize him as the largest. I

think he just said that he was a significant shareholder.

So BCČI was never any secret to anybody. They were out there

all the time in regard to the whole of the circumstances. And,

therefore, you can come back and, in the light of retrospect, obvi

ously make certain conclusions that would be difficult to refute .

I can only tell you what my impression was at the time.

I
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Senator KERRY. But that's very important and that's exactly

what we're asking for here. We are trying to find the truth and

we're trying to find out what happened and how this could have

happened.

Mr. LANCE. Absolutely .

Senator KERRY . Obviously, I mean you've just used a word that

Clark Clifford used , “mystified.” I think it is helpful to understand

what the picture was that people had at the time and then how

that picture changed as you went along.

Obviously, one of the interesting questions here is what did you

know and when did you know it

Mr. LANCE . Absolutely.

Senator KERRY [continuing ]. That awful question that keeps

emerging in Washington .

It seems to me that there is considerable evidence and I'm not

drawing conclusions at all at this point - but considerable evidence

at the early stage a group of Americans could easily have believed

that this Middle Easterninvestor group, or whatever entity it was

acting under Abedi, was coming in with a lot of money and legiti

mate interests. It was petro -dollar time, as we all remember.

Mr. LANCE. That's correct.

Senator KERRY. There were a lot of bucks around. There was a

lot of opportunity. And people sought to take advantage of it.

I find it very interestingwhen an insider in the bank and docu

ments sort of contradict the face of what created the mystery to

you andto Mr. Clifford and others. And then you begin to go down

the road and say well maybe something began to change some
where.

That's sort of, I think, the larger question here. In my own mind,

I have reservations that anybody got into this thing knowingthe

full story about BCCI from the outset. But we need to go further,

obviously, to understand it.

Mr. LANCE. Well, certainly I think that you are at the point of

the critical questions that need to be asked ,and, hopefully , there is

an answer there somewhere that is the truth .

Senator KERRY. Well, I know that you have some more to shed

on that as we go along here chronologically. So I don't want to in

terrupt you.

Mr. LANCE. And, as I said, I wanted to try to put both of them

into proper context for both of you, though, so that you would un

derstand that all of these things were taking place at a very encap

sulated period of time.

Now , obviously, the process slows down in regard to the acquisi

tion of Financial General. The process involving the acquisition of

NBG movedahead and went itsown way, and that is another story

that obviously you will get back to in some form or fashion .

The Financial General transaction began to slow down for obvi

ous reasons. There were lawsuits that were instigated. I guess the

way the Government would refer to them is a private litigation

versus a governmental litigation. The SEC got involved in the con

troversy .

There was a consent order signed by myself and other people

who were involved in regard to the 13(d ) situation , as I recall.
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Again, it's been a long time. Basically, that continued a period of

time, for a period of time.

There was private litigation that was brought against the pro

posed takeover, if that's a proper word, and so on that obviously

also was happening during that period of time.

So most of 1978, again, to try to put it in some proper timeframe

foryou I know that you get so many dates and places and peopleI

and everything that sometimes it's hard to keep it in an orderly

fashion - most of 1978 was spent during, trying to put out a brush

fire here, trying to end litigation there, and that sort of thing. If I

am making myself clear to you, I'm just trying to give yousome

feel of what was taking place.

There were meetings with, again , when I say the " shareholders,"

that was my impression, that were the shareholders of Financial

General, whereby I , Mr. Clifford, Bob Altman met with Mr. Abedi

and Mr. Naqvi and Kamal Adham, to be specific, in regard to his

investment.

Senator KERRY. Did you meet with any of the other investors?

Mr. LANCE. Yes, sir . Ultimately, I had a visit with Sheikh Zayed,

who was one of the investors, as I recall.

I recall a meeting with Mr. Darwaish , who was involved in man

aging the Abu Dhabi Investment Trust, or something of that

nature. I don't think that's actually the proper term . But he, obvi

ously , was an investment manager for Sheikh Zayed .

I recall the conversation about Faisal Foulaig , who, at thatpoint

in time , was chairman of the Kuwaiti Airlines. I do not recall that

I ever met him . I do not believe that I did .

And, frankly, I did not meet any of the other shareholders,

unless I may have, just by chance, met one of Sheikh Zayed's sons

and I didn't really realize who it might be. I think he only has 60

or 70, and having 4 boys, I have a hard enough time keeping up

with them. So, when you get into that number,I just sort of wasn't

sure.

Senator KERRY. But you met, you are certain , with the two prin

cipal shareholders-to -be in the purchase of Financial General?

Mr. LANCE. Yes, sir. I think that's a proper descriptive term .

I really believe that Kamal Adham and Sheikh Zayed were the

principal shareholders. I think that , obviously, there were these

other two or three shareholders whom I did not know . But I think

they were the principal shareholders. And I got the impression

from the conversations that I had with Kamal Adham , in the pres

ence of, again , the people that I mentioned earlier - Mr. Clifford,

Bob Altman , Mr. Abedi, and Mr. Naqvi - that he was perceived as

being certainly one of the principal shareholders and would sort of

lead the other shareholders and so on .

Now, again , to try to put things in perspective for you , as you

grapple with the complexity of this and this is a complex issue. I

mean, there are a lotof people, there's a lot of culture differences,

there are world differences and things of that type that I certainly

don't have to tell two distinguished Senators ofthe United States

about. But all these things were there and it was complex.

Now, again, I told Mr. Abedi in very direct terms that you have

said - and, again, I don't want there to be any inflection when I say

" you have said " about there was any deceit or anything of that

1
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type; what I say is what I say — but I'm trying to characterize the

conversation that I had with him along this line which, again , I

thinkis important to you . I said that you have said that these indi

vidual shareholders are people of wealth; that they are from the

Middle East, primarily Arab investors.

Now, whenever you start talking about investment in a U.S. fi

nancial institution , and certainly one that bears some degree of

uniqueness in the sense that it is a multistate holding company

which, at that point in time, were rare in that regard, that you're

going to have certain problems of perception , as well as reality, to

overcome with regard to the way that the press in the United

States covers this transaction with regard to whatever role the reg

ulators have to play, and so on .

I think that'simportant from your standpoint, to be able to come

up with some way of dealing with that in the most direct fashion. I

said I can only tell you what I would do in those sorts of circum

stances .

You have told me that these are passive investors who have

access to large sums of money, who have no interest in managing

or operatingany sort ofinstitution in the United States. They are

not going to be on the board, they are not going to serve in any

sort of management capacity. If that is thecase - and I have no

reason to think that that's not the case — then what I would suggest

to you is that you take an outstanding American citizen who has

no blemish in regard to anything in a public sense, and you take

the stock that these individual investors are going to own, and then

you put that together in some sort of trust and give that trustee

irrevocable voting rights about that stock , and you will have taken

a major step indealing with some of the perception problems that

you may have about individual investors.

Now ,obviously, again , my comments about BCCI, if BCCI is in

volved , you must go through the regulatory process, you must

make sure that there's no question about anything that comes

along. That was my advice to him then; that would bemy advice to

him now ; and I expect that if my advice had been totally followed

in that regard, perhaps we wouldn't be here today talking about

some of these things.

Senator KERRY.On the issue of Sheikh Zayed, you went over

there to meet with Sheikh Zayed, correct ?

Mr. LANCE . I did .

Senator KERRY. And you sought topersuade him to become in

volved in the purchase of Financial General Bankshares, correct ?

Mr. LANCE. No, I don't think that's a fair characterization . I

think that he

Senator KERRY. Did you suggest that he put up two of his sons as
investors ?

Mr. LANCE. No, sir. That was already done. That decision , as I

recall, had already basically been made.

Senator KERRY.This is in 1978?

Mr. LANCE. I think it must have been in 1978, Mr. Chairman .

That's what I would recall just off the top of my head in regard to

the visit with him , because, as it turned out

Senator KERRY. Did Abedi suggest you go visit with him?

Mr. LANCE. He did , and he was present.
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Senator KERRY. During the meeting ?

Mr. LANCE. We went to a bustard hunting location in Pakistan ,

which was outside of Lahore. I notice that Peter Truell had a story

about bustard hunting in regard to BCCI in the Wall Street Jour

nal this morning, andthat was the area where Sheikh Zayed spent

his time . It wasduring the particulartime of the year. So it may

have been , I would guess that was in February or March 1978, as I

recall that particular time .

But he had already made the decision about the investment, as

far as I knew, in regard to Financial General, and that his sons

were involved .

Senator KERRY. After you made that trip, did you come back and

meet with Clark Clifford and Bob Altman to report to them on

that?

Mr. LANCE. I'm sure that I did . I don't recall a specific meeting

in regard to give them any report about that. As I said , Mr. Clif

ford and Bob and I had met with Kamal Adham and Mr. Darwaish ,

and I believe those were the only two in London . So I'm sure that I

told Mr. Clifford and Bob of that meeting with Sheikh Zayed.

Sheikh Zayed, and again , in your interest, the interest of this

committee, I think it might be well if I gave you some sense of the

flavor of that meeting asit related to things other than the circum

stances of a banking investment .

Senator Kerry. I was just about to ask you that. I was going to

take advantage of the fact that we slid on to Sheikh Zayed now to

try to follow down that course of inquiry. So I would appreciate it

ifyou would share with us the sense of those discussions because I

think they are helpful in shedding some light on his involvement

here .

Mr. LANCE. Let me try to describe Sheikh Zayed for the two of

you. He wasan interesting man at that point in time when I met

him . Not only did he not speak English , I don't think he under

stood the first word of English . That's one of the few people that

I've ever run into that didn't understand anything that I was

saying.

I know I talk funny. But it was obvious that he didn't have the

slightest idea of what I was saying. He did respond to a smile, and

I decided that might be the best way to communicate, particularly

with all those folks running around with those falcons and every

thing else. Those falcons were a little bit more effective than the

falcons I had been familiar with in Atlanta . So I didn't want to

take advantage of too much of the situation .

But he was able to talk very definitively through an interpreter

about his concerns of the treatment that he was receiving from the

U.S. Government. That related to the fact that he had not had a

good relationship with the U.S. Ambassador, and I don't recall who

it was at that point in time, but that he was being treated in a

manner that really wasn'tbefitting the strategic importance or the

fiscal importance of the UAE and things of that nature. Basically, I

would have imagined , Mr. Chairman, that we spent most of our

time talking about that sort of thing, rather than actually talking

about Financial General. That was not a big blip on his radar

screen at that point in time, I don't think. It subsequently has
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gotten rather major, I imagine. But it, at that point in time, was

not very big.

But there was obviously a concern about the relationship of the

United States to UAE, what was going to happen in the future,

was there going to be this kind of concern shown to him and to his

country as was shown to other Arab nations and things of that

type.

He was not, as I said, a sophisticated man and being able to talk

about global implications. My big experience had been with Dr.

Brzezinski, as you know , and hewas no Brzezinski in regard to

talking about what he wanted to talk about. But he had obviously

a concern .

Senator KERRY. Well, did he express to you pretty directly that

he felt the United States discriminated against the Arab communi

ty in the Middle East ?

Mr. LANCE . Well, not - basically two things that he talked about.

One was obviously the call for even -handed treatment, which you

have heard before. But he was basically, I would think, equally as

concerned about discrimination as it related to the UAE vis -a -vis

other Arab countries, and that they were obviouslyreceiving more

attention and more concern than perhaps the UAE was. And this

was a matter of concern to him .

Senator KERRY. Was this bank marketed to him somewhat by

Mr. Abedi, as well as by you, as a means of getting a more equal

playing field, that this would be advantageous.

Mr. LANCE. Excuse me. I didn't meanto interrupt.

I cannot really answer that because I do not know what conver

sations that Mr. Abedi and Sheikh Zayed may have had about Fi
nancial General.

Senator KERRY. Did he not express that to you in some wayin

talking about leveling the playing field and gaining some influ
ence ?

Mr. LANCE. No, not really. And when we start talking about Mr.

Abedi and so on specifically, I'll try to cover that part of his per

sonality and what have you and the way that he responded to

things , which may be of interest to you.

I think that there's one thing that is very important to be said at

this juncture in the relationship that I saw with regard to Mr.

Abedi and Sheikh Zayed and what that meant to an outside observ

er who obviously was not well versed in the ways of the Middle

East and what have you . But I could understand what was being

said because I had had the same experience as a country banker in

Georgia , whereby you take somebody and you risk the assets of the

bank by loaning them $5,000 to start a carpet mill , and then you

read in the paper, you know, some years later that they sold it for

$10 million or $15 million . You obviously have an appreciation and

a respect thatgrows from that person toward you if all other

things are equal.

That was the relationship that I sensed between Sheikh Zayed

and Mr. Abedi, that he was Mr. Abedi, who had, in effect, for lack

of a better term , been kind and attentive to Sheikh Zayed when he

was still wandering around in the desert and he had all his assets

in his tent somewhere; and that it was not easy at that point in

time; that the relationship with Mr. Abedi — and I think this is im
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portant to you as you search for the truth , to understand that that

relationship went back a long way — and itwent back before Sheikh

Zayed became " the richest man in the world ” at that point in time,

with an income of some $4 billion or $5 billion, as the press report

ed ; that there had been a relationship that had developed that Mr.

Abedi had helped Sheikh Zayed when he had no real power or in

fluence or he was not the rules of the country. As I understand, his

brother perhaps was . I don't know all the history that I ought to

know about that.

But there was a unique relationship that related to the fact that

Sheikh Zayed had absolute and total trust and confidence in Mr.

Abedi, that whatever Mr. Abedi said or suggested was something

that Sheikh Zayed would look on with favor; that Mr. Abedi had,

in effect, built the house where we were outside of Lahore without

any guidance or direction from Sheikh Zayed, and it was that sort
of relationship.

It was very , very unique.

Now if you want me to, I can contrast that relationship for you

in thehope of being enlightening about what I'm trying to say to

you. That was different than the relationship that Mr. Abedi had,

that I saw , with Kamal Adham , for example, or that I saw with

Ghaith Pharaon. And if you want me to I don't want to get far

afield in trying to talk about relationships and so forth and so on.

If it's helpful to you, I'll try to tell you what that difference was.

Senator KERRY. Well , I think it might be helpfulif you could do

it in succinct fashion . I think it would shed some light on it.

Mr. LANCE. Well, it was just a difference in the relationship.

Kamal Adham, it appeared to me that he had respect and confi

dence in Mr. Abedi, and that he would listen to whathe had to say,

and so on; that Mr. Abedi had respect in a relationship with Kamal

Adham .

I never sensed that with regard to Ghaith Pharaon. That was an

entirely different relationship. I guess that's one of the reasons

that I remain convinced that Pharaon was acting on his own behalf

whenever he first acquired the National Bank of Georgia; that

there was a difference in that relationship between him; there was

a difference in the relationship between Kamal Adham and Mr.

Abedi and Sheikh Zayed and Mr. Abedi.

Senator KERRY. Now, did you come to believe or have a sense

from those conversations that there was a link between the signing

of the Camp David accords and the decision to try to purchase Fi

nancial General Bankshares ?

Mr. LANCE. That's an awfully searching question .

Senator KERRY. I thought you had expressed some views with re

spect to that .

Mr. LANCE. Well, I think that the views that I had expressed

about that related to the role that Kamal Adham might have

played in regard to the Camp David accords and what have you ;

that there was an opportunity there for Kamal Adham to have

done the kind of work that he did with regard to Sadat's visit to

Jerusalem and that sort of thing, and subsequently playing a role

in regard to satisfying some of the Arab countries with regard to

the action that Sadat had taken , both in going to Jerusalem and

also in the Camp David accords.

a
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To tie the two together, no, sir . I don't believe that I have ex

pressed that.

Senator KERRY. What about Adham's role within the intelligence

community ?

Mr. LANCE. The thing that I recall being told about Kamal

Adham's role in the Saudi intelligence community was the fact

that he had been, in fact, the headof the Saudi intelligence activi

ties,and that he was well known in that regard, and that part of

his "worth ," again , for lack of a better term , was to be able to play

a significant role in regard to the relationship Arab -to-Arab that

was taking place in regard to what else was happening.

But it was very clear that Iwastold, as the other people were

told — the " other people” being Mr. Clifford and then Bob Altman

that Kamal Adham was the Saudi intelligence chief. I never veri

fied that on my own , obviously.

Senator KERRY. Now , after you left government, apparently you

traveled to Pakistan on a diplomatic passport?

Mr. LANCE. There was a brief period of time that I had a diplo

matic passport still. But thatwas a relatively short period of time,

as I recall. My subsequent friend, Mr. Safire, had a lot to write

about it. You know , I remember the title of that column. It was

“ X00065," and that was the number of that passport. And that

happened to be my height. I'm glad they didn't put my weight on

there.But I recall that it was my height that was issued to me

when I was Director of OMB.

But that was a relatively short period of time . I don't know that

I even traveled on that passport, Mr. Chairman. I may have.

Senator KERRY. The reason I ask it is because there have been

all kinds of insinuations, innuendo, and allegations about intelli

gence. Here you've got Kamal Adham and this or that. I'm just

trying to sort out who was doing what for whom under what guise.

Were you traveling in any official capacity for the U.S. Govern

ment then ?

Mr. LANCE. No, I was not. And I'm sorry if I misunderstood you .

Senator KERRY. Now in the deposition taken of you by lawyers

for the Middendorfgroup when the suit was taking place on Finan

cial General Bankshares and the takeover, Mr. Altman was repre

senting you at that time. During the questioning on the trip you

took to Pakistan to meet with Mr. Abedi, Mr. Altman objected to

your having to answera question, and the question was what was

the primary purpose of your meetings with Mr. Abedi in Pakistan.

Is it inappropriate that at this point in time, since that is now

some 12 years or so ago , to ask you what the purpose of the trip

was and why Mr. Altman would have objected to your answering

that question ?

Mr. LANCE. No, sir. I really, it's not inappropriate for you to ask

me. I don't know that I have any better answer than I would have

had at that point in time. So why don't you ask the question the

way that you want to .

Senator KERRY. Well, I think they have. Why did you go to Paki

stan ? What was the purpose ?

Mr. LANCE. Well, now, I made more than one trip to Pakistan .

Senator KERRY. But in March , in February and March 1978 , you

went there to meet with Mr. Abedi.
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Mr. LANCE. That's correct, and Sheikh Zayed.

Senator KERRY. And that was the meeting that occurred ?

Mr. LANCE. Yes, because that was, again , as I said , bustard hunt

ing season , as I recall , in Pakistan, and Sheikh Zayed was in resi

dence there. But there was no foreign policy implication or any

thing involved in regard to the trip. I really don't know why Mr.

Altman would have objected to that at that point in time.

Senator KERRY. All right.

The reason I'm sort of wondering and I'm trying to get at this is

there was a memo sent to Mr. Abedi by Mr. Sami, whom you've

mentioned, regarding the January 30, 1978. This was prior to the

visits . But what this was regarding was the whole situation regard

ing the takeover effort of Financial General Bankshares. He did a

summary: “ The situation of acquisition of Financial General Bank

shares is as follows: " Paragraphs 1 , 2 , 3 , 4, 5, and so forth , through

paragraph 14 , and then signed Abdus Sami.

Paragraph 11 of that memo, which I think you now have in front

of you, says : " In view of the possibility of this contest and also for

presentation of the holding company application to Fed, our

friend ” —and it's our understanding from sources that “ our friend”

refers to you— “ advised us that we may retain Mr. Clifford as chief

counsel, the preparatory functions being handled by Mr. Metzger's
firm .

“ Accordingly, I met Mr. Clark Clifford and explained to him our

strategy and our goal . He was happy to know the details and has

blessed the acquisition .”

Then, in the next paragraph, No. 12 , "In the next few days we

would start putting together material for a tender offer. To keep

individual ownership to below 5 percent, we have to distribute the

ownership to four persons of substance. We have already given the

names of Sheikh Kamal Adham and Mr. Fulaij. We want two other

names immediately.

[The information referred to follows:)
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THE SITUATION OF ACQUISITION OF FGB IS AS FOLLOWS 1

1 . BY TODAY WE WOULD HAVE ACQUIRED OR CONTRACTED TO ACQU YRS ABOUT

17 1/2 (SEVENTEEN' AND ONE HALF ) PER CENT SHARES, THIS INCLUDES

SHARES: OF GEN . OMSTEAD'S FAMILY ABOUT 4.5 PERCENT .

AVERAGE COST. FOR 113 1/2 PERCENT SHARES AS ABOUT 12.73 OF

THE GOS SHARES IS 15.
e
m
a

2. BESIDES MR .' JACK . STEPHENS AND MR . METZGER HAVE ABOUT PERCENT

SHARES, : WHICH WE CAN BUY NOW OR LATER . IN ANY EVENT THERE WILL

GO WITH US . FOR THIS PURPOSE THE STEPHENS GROUP 15MOWEROKEN

UP , THE MEMBERS. HAVING EITHER SOLD THE SHARES OR BEING

NON COMMITTED .

3. THIS BRINGS OUR ACTUAL STRENGTH TODAY TO ABOUT 23/24 PERCENT ,

.4. MR . CASEY : HAS A BLOCK OF 8.6 PERCENT ABOUT SALE OF WHICH

HE IS STILL. UNDECIDED , OF THIS HE HAS GIVEN A CONTINUING

PROXY OF SUBSTANT PAL NUMBER OF SHARES TO MR MIDDENDORF .

OUR FREIND HADA TALK WITH HIM AND CAME BACK WITH A FEELING

THAT MR CASEY WILL NOT 60 TO THE OTHER SIDE . HOWEVER

THIS BEING CRITICALLY IMPORTANT TO US, I HAVE REQUESTED OUR

FRIEND , TO CONFIRM IT IN OUR FAVOUR BY A PROXY OR

OPTION TO PURCHASE AT A PRICE .

5. THE CONTESTING ·GROUP OF SAUL AND MIDDENDORF AND FRIENDS

HAVE CLOSE TO 17.3 PERCENT , BESIDES THEY HAVE MANAGEMENT

CONTROL , AS OF NOW THEY ARE IN A CONTESTING MOOD AND HENCE
CASEY'S IMPORTANCE FOR US.

4787
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IF THIS MEETING IS FRUITFUL OUR FRIEND WOULD IMMEDIATELY

THEREAFTER TALK TO MIDDENDORF INFORMING HIM OF OUR STRENGTH

DESAND ALSO OURIDESIRE THAT THEY GO ALONG WITH US EITHER

BY SALE OF SHARES: TOUS OR ALTERNATIVELY COOPERATE IN OUR

DESIRE TO MAKE A PUBLIC TENDER AND THE ANTECEDENT. ARRANGEMENTS
11

FOR PASSING ON CONTROL TO US .

8.
IF MIDDENDORF AND SAUL AGREE TO SELL ( AND THIS MAY BE AT

A PRICE ) WE NEED NOT GO FOR TENDER OFFER AND ACQUIRE

MAJOR I TY. BY BUYING SOME MORE SHARES FROM THE MARKET .

9 . IF ON THE OTHER HAND SAUL AND MIDDENDORF DO NOT SEY AND ALSO

DO NOT GO WITH US THEY WOULD CONTEST ANY POSSIBLE TENDEN

OFFER OR OUR ATTEMPT TO TAKE OVER MANAGEMENT CONTROL

THIS THEY CAN DO BY CONTESTING THE DESIRABILITY OF

ACQUISITION BY FORE IGNERS FROM THE POINT OF VIEW INANCIAL

AND OR MANAGERIAL ABILITY AND OR LOCAL SENTIMENT HOST

PASSING ON CONTROL TO A FOREIGN GROUP .
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ERST STEPTHIS WOULD BE APPARENT IF AND WHEN THEY TAKE

BY GOING THROUGH APPOINTMENT OF NEW DIRECTORS IN THEIR

MEETING OF FEB . 23RD NOTWITHSTANDING OUR NOTICE THAT THIS

BE POSTPONED . NO DOUBT OUR ATTORNIES WILL ATTEND THE MEETING

AND ASSERT ' OUR RIGHTS AS APPROPRIATE
O

11. IN VIEW OF THE POSSIBILITY OF THIS CONTEST AND ALSO FOR

PRESENTATION OF THE HOLDING COMPANY APPLICATION TO FED

OUR FRIEND ADV I SED THAT WE MAY RETAIN MR CLIFFORD AS CHIEF

COUNSEL, THE PREPARATORY FUNCTIONS BEING HANDLED BY MR

METZGER'S FIRMM ;

ACCORDINGLY! | MET MR CLARK CLIFFORD AND EXPLAINED TO HIM OUR

STRATEGY AND OUR GOAL . HE WAS HAPPY TO KNOW THE DETAILS

AND HAS BLESSED THE ACQUISITION ,

1

12. IN THE NEXT FEW DAYS WE WOULDSTART PUTTING TOGETHER MATERIAL :

FOR A TENDER OFFER .
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" yor ! Now I URMESIRE :TO KEEP INDIVIDUAL OWNERSHIP TO BELOWI5 PERCENT:JWE HAVE TO

DISTRIBUTE THE OWNERSHIP TO . 4 PERSONS OF SUBSTANCE , WE HAVE

ALREADY GIVEN THE NAMES'OF SHEIKH KAMAL ADHAM AND MR
US!!

FULANG . WANT TWO OTHER NAMES IMMEDIATELY. UNDER

SECURITIESI'AND EXCHANGE'REGULATIONS WE ARE ALSO OBLIGED TO

REPORT TOICOMMISSION AS WELL AS FINANCIAL GENERAL DETAILS

OF PURCHASERS. WE REQUIRE · THEIR BIODATA AND POWERS OF ATTORNEY

FROM THEM . WE MUST HAVE THIS EARLY THIS WEEK TO AVOID

POSSIBLE LIABILITY ON MR METZGER AND PURCHASERS. WE HAVE TO

BE CAREFUL THAT OUR NAME DOES NOT APPEAR AS FINANCIERTO

MOST OF THEM FOR THIS ACQUISITION , THE NECESSITY OF SLIKA

THIS RETURN! HAS ARISEN ON ACCOUNT OF CONCENTRATION OF

5 PERCENT IN THE HANDS OF METZGER , HIS KNOWLEDGE ANDS OUR
INTENTION TO ACQUIRE CONTROL .

.

14. I AM SORRY THE TIME. SCHEDULE IS TIGHT AND MAYENEL YOUR

VISIT OR OTHERWISE CONTACTING SHEIKH. KAMAL AND ME FENIG.

AND A FEW OTHERS. : ;

I AM AWARE IT WOULD BE
INCONVENIENT TO RUSH YOU BUT COULD THIS BE

DONE DUR

573 : 3/5 3/4 DAYS AS THE MATTER IS OF SOME CONSEQUENCE TO US
IN WASHINGTON ,

REGARDS

ABDUS SAMI

. CORRECTION 3 PLEASE READ FOR THE LAST TWO BOTTOM LINÉS AS... .

W !!!

DONE DURING THE NEXT 3/4 DAYS AS THE MATTER IS OF SOME CONSEQUENCE

TO US IN WASHINGTON...

REGARDS

BANCRECOM LONDON
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Senator KERRY. Now, that seems to comport with the notion that

the effort was then to try to get Sheikh Zayed to put up two sons

or to get two other people to join into this. Is that fair ? Is that the

meaning of this ?

Mr. LANCE. That's not my understanding of what actually took

place .

Now, obviously, I have seen this document in recent days be

cause of other people that have asked me about it, and I havemade

the same response to them that I'm getting ready to make to you.

It was my understanding that before I went to Pakistan at that

period of time, that Sheikh Zayed was already one of the investors.
I don't know, Mr. Sami and I never had a conversation along these

lines .

Senator KERRY. Well, that may well be. The question obviously

here is that there is a statement that Mr. Clifford has blessed the

acquisition in a form that appears to be one to purposefully avoid

the 5 -percent problem and find a lot of people to spread around lessa

than 5 percent, so that you actually wind up with a group, as you

have referred to it , that is trying to make a purchaseat less than,

and wind up with a greater percentage.

Mr. LANCE. And I understand that, as I'm sure that you do.

But let me hasten to say to you that I think that the record at

some point in time will show that the intent always was that there

would be some sort of total offer for Financial General . And so , the

20 percent in my mind - and, again , I'm only talking about what

mystate of mind was at that point in time — that really was imma

terial , because you were going to cross that level anyway if you

went ahead and made some sort of tender offer or some sort of

total purchase of Financial General, which was always my under

standing that ultimately they would do.

This was in the very early stages, and I guess that - well, I

shouldn't guess , but if you want me to I will - I would guess that

Mr. Sami's concern was that he didn't want to have happen what

ultimately happened fairly quickly in regard to being accused of

hostile takeover and having a group that exceeded 20 percent, and

so forth and so on , because of purchases that were being made at

that point in time, as I recall.

Now , I was not involved , Mr. Chairman, in regard to the actual

purchase of the shares except with several conversations that took

place, some of which I think are referred to in that document

about Mr. Casey, for example, who was a major shareholder of Fi

nancial General and a big, big shareholder of the class A shares, as

I recall. I had a relationship stemming out of the NBG relationship

with General Olmstead, so I had conversations with him about that

instance, and so on .

But, basically , I think that you will find that all of the acquisi

tions of shareswere basically handled by Mr. Sami, and he was the

man who was responsible. I was not involved in that.

Senator KERRY. We now been joined by the chairman and Sena

tor Pressler.

Mr. LANCE. Senator Pressler, Mr. Chairman .

Senator KERRY. We've gone chronologically so far. I think it's

been helpful to do that. But at this point I want to ascertain
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whether the chairman or Senator Pressler have any opening state

ment they want to make or any questions up until this point.

Mr. Chairman ?

The CHAIRMAN . I have no opening statement at this point. But I

appreciate your having these hearings and moving them along. I

don't have any questions.

I am quite happy to see Mr. Lance and we wish you all well .

Senator KERRY. Senator Pressler, I'm going to let Senator Brown

question first, but if you want to make a statement, that's fine.

Senator PRESSLER. OK.

I'm not a member of this subcommittee, but I'm here just to fill

in some blanks in my own mind. I commend the chairman and

ranking member for their work and the witness for his openness . I

will have some questions or I will submit them for the record.

Senator KERRY . Well, let me turn to Senator Brown for questions

at this point.

Senator BROWN. Thank you, Mr. Chairman.

Mr. Lance, you had served here in Washington before I came to

town. My recollection of those years was that you were battling

with some outrageous deficits of $20 billion , $30 billion , $40 billion.

Mr. LANCE. That's correct, sir.

Senator BROWN. At the time, I thought that was irresponsible.

Mr. LANCE. I understand.

Senator BROWN . Since then, the standards seem to have been re

vised somewhat. But time does seem to put things in perspective.

Mr. LANCE. It depends on whether you're pitching or catching, I

guess , Senator. At that point in time, we were trying to do both .

Senator BROWN. Well, more so here than out in the real world.

I have followed you with some interest for many years and I add

my appreciation to your coming today.

If you wouldn't mind — I know this is pretty basic - but you could

help us put this in perspective, or at least help me put it in per

spective. Looking just atthe piece of this puzzle with regard tothe

National Bank of Georgia, if I understand it, part of the concern

here is a pattern of buying banking interests in nominees' names,

rather than disclosing BCCI's interest.

With regard to the National Bank of Georgia , I take it, in look

ing back at it, though you didn't know it at the time, that part of

the problem here was that the purchaser was really a nominee for

BCCI?

Mr. LANCE . No, sir. I hope I haven't given that impression

Senator BROWN. No. I'm trying to nail down

Mr. LANCE ( continuing ). That I thought that at any time even up

until now .

What I tried to say was that I can understand with subsequent

events where you may reach that conclusion , other people may

reach that conclusion , and that , in fact, may be the truth . And I

know again that that's what we're all seeking to find out because

I'd like to know the truth .

But everything that I saw take place and everything that I was

told related to the fact at that point in time that Dr. Pharaon was

acting on his own behalf and not acting on behalf of BCCI.

50-820 O. 92 -- 2
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See, where I have difficulty, Senator Brown, is the fact that I

would have not hesitated to have BCCI try to get Fed approval. I

mean, I don't understand that part of the whole thing.

Was there something there that they couldn't get approval

about? Or what were the circumstances? Dr. Pharaon wanted to ac

quire NBG. He was able to acquire it. He had to get change of own

ership control and all of the other regulatory things. But I never

saw any reason if it had been, in fact, BCCI in transaction, why

they would not have done it directly , because there was no secret

about BCCI out there . BCCI was a part of those lawsuits. BCCI was

noted in the press. Every time they mentioned me, they mentioned

BCCI , I think, at that point in time . So there was no secret about

it .

For that reason , I guess I assumed at that point in time and I

assume to this time that these were people who knew what they

were doing, ostensibly, from the standpoint of making an invest

ment.

Senator KERRY. If you would just yield for a moment

Senator BROWN. Sure.

Senator KERRY[continuing) . Didn't the Bank of America's 30-per

cent ownership make that impossible ? I mean, it was impossible for

BCCI to do it directly.

Mr. LANCE. That may be correct, Mr. Chairman . I expect that it

probably is .

Senator KERRY. I mean, that's the answer to your question .

Mr. LANCE. It may be. I expect that that does answer the ques
tion

But it was also my understanding at some point in time along in

there that Bank of America was divesting themselves of the invest

ment.

Senator Brown. Well, these are pretty basic questions.

Mr. LANCE. I didn't mean to take that long to try to respond.

Senator Brown. No, no . I assume Dr. Pharaon financed his pur

chase of the stock . I realize this is a number of years ago, but do

you recall, did BCCI finance this purchase?

Mr. LANCE. It's my understanding, Senator Brown, from docu

ments that I saw in the last week or so, that in the proxy state

ment there was the declaration that BCCI had, in fact, financed

part of the purchase price. I don't remember what the amount was.

As I said, I was not in a management position at NBG . So I really

didn't see those documents. I didn't have any role in having them

prepared oranything of that type. But I saw a copy of the proxy

statement. I'm not sure I'd ever even seen it before. But I was

handed one a couple of weeks ago and they pointed that out to me.

That's in there . So that's a matter of public record that was there.

So the answer to your question is yes, I think that's correct.

Senator BROWN. My recollection is that, this time, during this

period there was, and I suspect still continues, a limitation on the

amount, on the percent of a stock transaction, a banking stock

transaction , that's financible. In other words, this is not something

you can loan 100 percent on. At this point or period of time, it

would have been something in the neighborhood of 50 percent
that's financible.
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I assume that applies only if it's a publicly traded stock. But the

National Bank of Georgia was publicly traded at that time.

Mr. LANCE. It was. Yes, the National Bank of Georgia was public
ly traded .

I would not think, for example — and, again , haven't thought

about this in a long time— but I do not think, for example, that

BCCI would be subject to whatever the U.S. regulations might be,

if any, as a percentage of the stock value that they would loan.

Do you understand what I'm trying to say ?

Senator BROWN. Yes.

Mr. LANCE . That BCCI, being a foreign entity , that they wouldn't

be bound by margin requirements in the United States and what
have you .

Senator BROWN. I was trying to figure out why this method of

operation , going through nominees rather than purchasing direct

ly, and the chairman has obviously indicated the potential problem

with the Bank of America. But even over and above that, would

being registered as an owner of U.S. banks have an implication

with regard to review of BCCIitself? Is that a possible reason here?

Mr. LANCE . Well , yes , sir. I think that , obviously , if BCCI had

been the entity that had gone the approval route for ownership,

then obviously they would be subjected to the regulatory require

ments that would be imposed on other holding companies, and

what have you. And that may well be a reason if that exists.

As I said , I think the chairman did have the proper response as

to why BCCI probably didn't do it at that point in time, because of

the Bank of America ownership, that they would be precluded from
it.

But my idea about it always was look , you know, go to the regu

lators, and if you get approval , OK. If you don't, you know, OK .

But that was obviously not the decision that was there . And, as I

say , again , we're talking in nuances from the standpoint of the dif

ferent hats that Mr. Abedi wore that I understood , that he had this

hat that I described, and another hat and another hat . And so,

always I guess the bottomline of it is that there was a relationship

withBCCI that the regulators had full knowledge about . They only

had to read the newspaper in orderto find that out, that here was

a commonality of stock ownership. You had Mr. Pharaon, who was

purchasing NBG , but he also was a shareholder in BCCI. That's a

relationship . His investment adviser, for lack of a better term ,

again , wasMr. Abedi, who was the founder and managing director

of BCCI. So you had all of these recurring relationships that were
there.

If I had been the regulators and had been the other folks in

volved, I would have questioned what was the BCCI relationship

just as a matter of course . As things went ahead , I guess at some

point in time that was questioned by certain regulators.

Senator BROWN . One of the things we'll be looking at later this

week is the background knowledgethat Mr. Altmanand Mr. Clif

ford may have had with regard to BCCI and their activities.

I introduce the question that way because, if I understand it ,

they acted as your counsel through part of this.

But I wanted to try to get a handle on what information they

would have had through your experiences. If I understand what's
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been said here today, you indicated that they were involved in get

ting some background on the principals here and that they were

involved in the whole process you went through with regard to the

13(d) situation with the SEC .

Mr. LANCE . That's correct.

Senator KERRY. Any otherinvolvement?

Mr. LANCE. Well, yes. I did not bring into the chronology how all

that took place. If I have your permission, this might be a good

time for me to try to do that, to put it into proper perspective,

again , from a chronological standpoint.

As I said, Mr. Clifford had taken on the chore of representing me

on Labor Day weekend in 1977, when I was subjected to real at

tacks in the press by certain Senators and what have you . And so ,

he had agreed to represent me as things progressed from that point

on.That did progress fairly rapidly.

When I went to him after that, in October, about Mr. Abedi and

BCCI, obviously it made sense to me, again from my own personal

viewpoint, that, ultimately, that I thought that Mr. Clifford ought

to be Mr. Abedi's counsel in regard towhat he was doing. I had,

and have, great respect for Mr. Clifford, and it made sense that he

had knowledge because of his representation of me. He had done

the due diligence that he reported back to me on from the stand

point of BCCI and Mr. Abedi .

So, somewhere along the way, Ibrought Mr. Abedi to Mr. Clif

ford's office and introduced Mr. Abedi to Mr. Clifford and to Bob

Altman. Mr. Clifford then, as now , was very precise in everything

that he did, and his manners andactions, and so forth and so on .

He's not changed any from my observation of him at the House

Banking hearings. He was veryprecise in talking to Mr. Abedi and

saying to him: Look, I think that what you're talking about makes

sensehere in the United States, that sort of relationship.

Now, I have to tell you that my impression and that's all that it

was because of just my knowledge at that point in time — is differ

ent than what Mr. Sami has inthis cable or telex or whatever it

was, where hesays that he's reached agreement with Mr. Clifford

torepresent BCCI.

I thought that that had taken place really in a little bit different

manner, in effect; that I said to Mr. Abedi: Look, it's my recom

mendation that you retain Mr. Clifford as your counsel, again ,

wearing these different hats that were there. I don't know where it

was actually said as BCCI or in relationship to your representing

individual investors, that sort of thing. But that was my recom

mendation.

I really thought that that took place sooner than this, just from

your standpoint. I don't know that that's material or it makes any

difference. But that's the way it all came about, because I felt

strongly , would be a pretty good term — that Mr. Abedi needed

the guidance and direction ofsomebody like Mr. Clifford .

Senator BROWN. Any other contacts that you're aware of be

tween BCCI and the events that led to the acquisition of First

American or what turned out to be First American ?

Mr. LANCE. Let me, if you will, maybe move on just a little bit

past the litigation area and so on and sort of bring again back to

you what had happened to Bert Lance in the process of timeframe
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considerations and that sort of thing, which I , again , think will

raise questions or maybe answer some that you already have

thought about.

In 1978, as I said , basically, that was putting out fires, litigation ,

depositions, all the things that make lawyers happy, and so forth

and so on. During that period of time, there were other actions

taken that I am aware of that I can simply just tell you in passing,

so that you'll know what my recollection is .

I ultimately was a " Humphrey-Hawkins Act for lawyers" in my

own legal problems. I had more than I knew what to do with . This

situation in 1978 sort of became a Humphrey-Hawkins Act for at

torneys in New York and Washington , and what have you, because

Mr. Clifford and Bob decided that, with the SEC action and so on,

that the whole group needed — again, I use that word in the context

in which I have tried to explain to you - needed professional coun

sel that knew something about securities and all this, that, and the

other .

That was when the Wachtel, Lipton lawfirm was retained, and

Marty Lipton became the lawyer who was involved in overseeing

the depositions and so on.

It again made sense to me that, if you're going to do things in

the United States, that you need to try to get people who are

knowledgeable, who know what they're doing ,and know how the

process takes place in this country. And so, ultimately, Kidder Pea

body was retained as an investment banking consultant in regard

to this . I know that you're aware of that.

So that sort of thing was going on at the same time .

During that period of time, there were visits back and forth to

London . I cannot tell you how many times , but there were several

visits that were back and forth in talking about the litigation and

what was happening, and trying to keep Kamal Adham and people

who were the shareholders informed . As I said , I didn't know any

of them.

Well, basically, that carries you through 1978, I guess, from the

standpoint of the calendar year itself. All the time that that was

going on, I had my own difficulties that were very well-known in

the press that were taking place . I was the subject of many investi

gations that had started as a result of my testimony to the Senate

and what have you in September 1977 .

There were grand jury investigations going on in Atlanta, and so

on. So I had to start thinking about what was going to happen to

me inthat regard .

Basically, to again just - I'm not proud of it by any means — but

to give you again the chronological aspects of what was taking

place, I was indicted on May 23, 1979, as Irecall, and I will not be

like some of the press folks have been . I was also acquitted on

April 30, 1981 , after a 16-week trial, which was the longest crimi

nal trial in the history of the northern district of Georgia .

Sometimes the acquittal part seems to get lost in the process

when they write about me, and I do not think that's appropriate or

proper. So I have a built-in sensitivity to have to make sure that

that's thoroughly understood , that I was acquitted, after having

gone through that process.
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But, beginning in , well, I guess from a personal standpoint I

knew all the time that what ultimately would take place was what

did take place. I thought that ultimately I would be indicted and

that I would face trial and that ultimately I would be exonerated

and acquitted.

But you can imagine that, from that standpoint on, beginning in

late 1978 and early 1979, there were tremendous leaks coming out

of the grand jury in Atlanta about what was going on . It was sort

of like every day there was a story: well, the indictments will come

down tomorrow ; if not tomorrow , next week — and that sort of

thing .

So, basically, in all of 1979, I was out of the picture as it related

to BCCI, as it related to Financial General, and so on. Those things

went on that related to the acquisition of the stock . Senator, I'm

really not qualified to testify to you about all those things because

those were not firsthand knowledge to me. I had my hands full. So

I was trying to take care of that matter first and foremost. And

that was what I did.

Now , subsequent to the indictment and the trial and the acquit

tal, after the acquittal, then it was obvious that, as I recall, from

keeping up with the press coverage and what have you , that the

acquisition of Financial General was going forward. I wanted to at

least have some resolution of whether or not I was going to be in

volved any further in anything relating to Financial General or

just what the case might be.

And so, I guess that, again , you have the records, and I won't try

to quote a definite timeframe situation, but I think it obviously was

some time in 1980, when the application that is in question - in

question , being what facts were disclosed — was filed by Mr. Clifford

and Mr. Altman.

Is that correct, that it was in 1980? [Senator Kerry nods affirma

tively . )

The truth of the matter is that , at that period of time and I

think that decision had already been reached by basically Mr. Clif

ford, Mr. Altman, and I'm sure by Mr. Abedi at their behest — that

“ Bert Lance was too controversial to be involved in the situation

any further," and I would bring down the wrath of the regulators

and all the powers that be because of any involvement and so on.

So, from that point in time, basically mid-1980, I really played no

further role in regard to Financial General, BCCI, and what have

you . That became a situation that, because of that feeling, because

of that circumstance, that I was not involved.

So my actual participation, I guess, actually stopped in 1979. For

lack of a better time, I'd say midyear or something of that type.

Now, my relationship with Mr. Abedi, from the standpoint of

personal relationships, moved forward from that point on . And,

while I was not involved in any form or fashion as it related to Fi

nancial General, National Bank of Georgia , or BCCI, as a banking

entity, I did continue to have conversations and visits with Mr.

Abedi. If you'd like for me to pick up in a chronological situation

from that point on, I think perhaps I can do it, if that's what you
want me to do.
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Senator KERRY. But I think not at this moment, unless Senator

Brown wants to do that. I'd rather come back to some specific

areas.

Mr. LANCE. OK . But basically, that took place in 1980 , after my

trial and acquittal in Atlanta, that I was too controversial to be in

volved . So I had no role .

I might add, just as a freebie, I was never contacted or asked any

questions about anything before the Federal Reserve.

Senator BROWN. What did it cost you to prove your innocence?

You certainly don't have to answer that question .

Mr. LANCE. Oh, no, no, sir . I'd be glad to. It's hard to tell . Specifi

cally, $ 1,226,000 for just the legal fees. That doesn't mention 3

years of sterility of being able to do anything and impotence in

regard to being able to do anything except worry about your own

hide in that regard .

So it was a costly experience. The Government spent, as best I

could tell, some $7 million or $8 million . That was a large amount

of money at that point in time, because it's been several years ago,

as you said , when deficits were only $25 billion or $28 billion . So

we can see the difference .

Senator BROWN. Those were the irresponsible deficits.

Mr. LANCE. That's correct.

Senator BROWN. The responsible ones are now .

Mr. LANCE . I understand. (General laughter . ]

Senator Brown. Well, you might havebeen better off if you were

guilty .

Mr. LANCE. Well, that's an interesting comment. Would you

allow me the privilege of commenting on that since you raised it?
I've often had those feelings because there's something wrong in

our country, Senator, that relates to people who win in that proc

ess , win being acquittal.

The system itself is skewed so that innocence becomes an aberra

tion . You're not here to talk about the justice system and so on ; I'd

like to have that opportunity some time , at some point in the
future.

You see, what happens in our system , if you're guilty, then you

get rehabilitated, and everything is great. You know, you make a

sudden comeback and so on.

When you get acquitted , then , you know, the system messed up

and so you're always suspect. I feel very strongly about this sub

ject, thatthere is something we talk about in this country. We've

had a public debate about the death sentence. But there's also a

living sentence that is involved . I happen to not be complaining

about it. I simply say to you , as a matter of fact, that I've been

under the living sentence for the last 14 years. I have great respect

and admiration for Senator Danforth . He sat on my committee in

September 1977 , and he was tremendously fair to me, and I appre

ciate that and treasure that . But I noticed with great interest the

other day during the confirmation hearings for Justice Thomas

that he said it had been 103 days of trauma, tribulation , and things

for Justice Thomas. You really ought to try 14 years, and you'll get

a little bit different perspective.

That's what I've been subjected to.

Senator BROWN . Thank you .
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Senator KERRY. Thank you very much . Senator Pressler.

Senator PRESSLER. Let me just ask a couple of questions on mat

ters that I have been following.

These are not unfriendly questions just things about which I am

curious

Mr. LANCE. I understand.

Senator PRESSLER [ continuing ]. And if you've already covered

them, please say so .

Now you were a consultant, as I understand it, to ICIC, which

was BCCI's affiliate in the Grand Caymans. How much did they

payyou and for what services ?

Mr. LANCE. Senator, let me respond to you in regard to this, and

I don't want you to misunderstand my reluctance to respond to

that question.

I recently was subjected to an SEC deposition in regard to this

whole situation, and it appeared to me thatthe purpose of that

process was nothing but harassment of me. They wanted to spend

all their time talking about that. All that is a matter of public

record that was covered in regard to all the depositions and every

thing else. Most of it, the information , is also a part of the overt

acts of my indictment.

I have to tell you, honestly, that sort of got away with me when

ever they kept talking about that. And so, I'm in the position ,

strangely , of having said to them I'm not going to talk about that

because I don't think that's appropriate. So it's not appropriate for

me to come along and then talk to you about it when I refused ,

because of the circumstances, to talk to them about it . I want you

to understand where I'm coming from about that.

All of that is a matter of the public record .

Senator PRESSLER. OK.

Senator KERRY. Let me just say, Senator Pressler, that I had

agreed with Mr. Lance that I really didn't think it was necessary

for this committee to go back through the very process he has just

alluded to

Senator PRESSLER. OK, fine.

Senator KERRY [continuing). In the context of his answer to Sena

tor Brown's question. I think it isn't really what the committee is
interested in .

Senator PRESSLER. OK.

Now, in Mr. Clifford's book , he notes that , after you left the Gov

ernment and returned to Georgia, for a time flew Mr. Altman to

Atlanta once a week to counsel you. For what period of time did

Mr. Altman continue to provide counsel to you, and during this

period on how many occasions did you discuss BCCI with Mr.
Altman?

Mr. LANCE. Let me try to respond to those several questions.

I don't recall that he actually came every week to Georgia. We

talked on the telephone a lot, Senator Pressler, during that period

of time, obviously because they still represented me in regard to all

the different things that were happening to me. And so ,I had nu

merous conversations with Mr. Altman.

Now, at a certain point in time, they felt like that I ought to

retain other counsel with regard to the criminal charges that I per

haps was facing, and so forth and so on. Obviously I did that. I re

.



37

tained Nick Chivlis, in Atlanta, to be my counsel there, and also

had a Washington counsel that was recommended by Mr. Altman

that you probably have run into during the course of these hear

ings, Hank Shulte, who has been a former assistant U.S. attorney

here in Washington .

But was not say that, I'm not questioning what Mr. Clifford

writes, you understand. I just don't recall Bob Altman coming to

see me every week because there wasn't a whole lot to talk about.

But, when I met with Bob Altman , we obviously talked about Fi

nancial General and things of that nature.

Senator PRESSLER . OK.

Mr. Chairman , I may have some more questions for the record.

Senator KERRY. Thank you very much, Senator Pressler.

Let me try, if we can, to focus again on sort of BCCI and the rela

tionships that it had and some of the things that you learned .

One of the questions that keeps arising is the relationship that

BCCI apparently had with the intelligence community, intelligence

sources, and so forth . It's my understanding that you-well let me
ask it this way.

Did Mr. Abedi ever discuss with you the Central Intelligence

Agency ?

Mr. LANCE. Yes, he did, Mr. Chairman. That's an important part,

I think , that ultimately will relate to this whole circumstance of

what you're looking at and what the ultimate conclusion may well

be.

Senator KERRY. When did you first hear of any intelligence link

to BCCI through Mr. Abedi?

Mr. LANCE. It was in 1983, I believe , in the fall, about this time

of the year. I had—let me go back just 1 minute, if you don't mind,

just simply from the standpoint of giving you the whole of the cir

cumstance.

Senator KERRY. That's fine.

Mr. LANCE. There has been much made about the fact that I in

troduced Mr. Abedi to President Carter. That took place in August

1982.

I did that for two basic reasons . One was at that point in time,

Mr. Abedi had a young daughter who probably was 8 or 9 years

old — if that's a reasonable guess. He always had said that he

wanted to have the opportunity to have a picture made with her

and him and Mrs. Abedi and President andMrs. Carter. That was

one reason for the visit.

The other reason was that, at that point in time, President

Carter was seeking funding to build his library, and he was travel

ing all over the United States, as well as the world, in order to ac

complish that. I felt that Mr. Abedi would be possibly a benefactor

of the Carter Library, which he turned out to be. I thought that, in

addition to that, that he and President Carter had a commonality

of interest in regard to what President Carter wanted to do with

the rest of his life, and that was to deal with the circumstances of

hunger and health around the world, predominantly in the African

countries, and that Mr. Abedi had banking institutions there and

could be helpful.

That was the beginning of that relationship .
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I went with Mr. Abedi and Mrs. Abedi and the daughter to

Plaines in August 1982, as I recall. We went, we landed in Albany.

This was, I guess, my only trip on the famous BCCI airplane at

that point in time .

We drove to Plaines and went to President Carter's house. There

was an immediate relationship that developed between the two of

them. You could sense it as they talked to each other there in the

living room of the Carter residence. That was where that relation

ship began .

As a result of that , Mr. Abedi did , in fact, make a contribution to

the Carter Library, and, frankly, I'm not sure what the amount

was. I've heard different amounts. Whether it was $500,000 or

$ 800,000, I really don't know. But there was that contribution

made without any fanfare, without any blowing up about it, or any

thing of that .

President Carter then moved on to the idea of conflict resolution

in regard to the Carter Center that he established in conjunction

with Emory University. He and President Ford had a symposium , I

believe in October 1983, at Emory University campus-- the library

was not built at that point in time — and it was the beginning, as I

said , of the conflict resolution idea that President Carter Ithink

has been very successful in regard to. He invited people from the

Middle East and so on to come and have a program and symposium

and debate and things of that type on behalf of him and President

Ford .

Mr. Abedi came to that meeting. During the course of that meet

ing was the first time that Mr. Abedi ever talked to me about intel

ligence activities of the United States.

Now , let me say to you as a prelude to that that it was very obvi

ous in the meetings that I had had with Mr. Abedi previously that

he was extremely well versed in what was going on around the

world; that he had relationships with world leaders; that he obvi

ously had access to intelligence activities that were taking place in

regard to the Middle East and what have you. I assume that that

either came from Kamal Adham or perhaps Ghaith Pharaon ,

which I was not sure of what intelligence relationships he might

have. But he obviously had access to them. He spoke in world
terms and so on.

We went to the Carter Symposium and it was the beginning, I

think, of worthwhile activities. As I recall, it was the first thing

that President Ford and President Carter had done. When we left,

I drove Mr. Abedi back to the hotel in Atlanta. I think he was stay

ing at the Ritz Carlton in Buckhead. It's a 15- or 25 -minute drive

from Emory University over to the Ritz Carlton .

During the course of that trip, Mr. Abedi said to me, he said I

want to talk to you about something and I want to tell you some

thing that at some point in time may have great importance.

I had always listened to Mr. Abedi whenever he prefaced any

thing by that sort of remark. And I said well, this would be a good

time for you to tell me what it is that you want to tell me about.

And he said well,this is very, very important and you need tobe

aware of it. He did not explain why I needed to be aware of it. He

simply said that he wanted me to be aware of it and not to forget

it .
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What he said was, and I basically am paraphrasing him now, he

said : From the precise moment that Ronald Reaganwassworn in

as President of the United States, I have been on the CIA Watch

List. And myevery movement, my every act, whatever I do, per

sonally as well as through BCCI, is noted, watched, observed , under

surveillance of the Central Intelligence Agency.

He expressed concern , as anybody would, I think, under that sort

of circumstance. I could I guess relate to some of that concern be

cause I know what it's like to be the focus of that sort of interest

and investigation and what have you.

He mentioned that he had been not harassed - at that point in

time it was not a good word. It might be different today in the cir

cumstances that we face. But he had been harassed at points of

entry here in the United States whenever he tried to enter, things

of that type; and that this was a matter of grave concern and he

wanted me to know about it.

I guess I showed my lack of sophistication and ignorance in

regard, to respond to him because I said : Well, why, Mr. Abedi?

Theobvious question is that you say that this has happened. Why

would you be subjected to this sort of surveillance and interest by

the CIA beginning at a certain point in time?

And he said something that was very interesting, Mr. Chairman.

He said : You have to understand that I fall into the category of

being a Third World liberal; that I'm concerned about problems of

hunger, social concerns, housing, medicine, that sort of concern in

the Third World. AndI, in my own way, have tried to do some

thing about that; and I have a concern that is well known, and I

deal and I'm involved with people around the world who philo

sophically also would be described as liberal Third Worlders .

And he says: I would think that that's in total opposition to what

this administration - being the Reagan administration — would be

interested in , and that I'm some sort of threat around the world

because of my activities, and because of the growth and develop

ment of my bank, and because of what my concerns are .

I thought that was a plausible explanation and a reasonable ex

planation, and that pretty well was the end of that conversation . I

filed that away in my mind because it was really what he wanted

me to do.

I've thought about that incident an awful lot , especially as you've

had these hearings as it relates to what has taken place in regard

to all these accusations and facts and so on about BCCI and Mr.

Abedi. I think that played a major role at some point in time in the

history of that relationship.

I have my own thoughts about that. It's not fact, but it's my own

thoughts. And if you want me to tell you what they are

Senator KERRY. I'd like you to share your own thoughts. You've

admitted it isn't a matter of factual certainty. But you are a

thoughtful fellow . You've been around government. You know how

these things work and I'd like to hear your thoughts onit.

Also, I just want to ask you as a preface to that, did there come a

time when you perceived that Abedi's attitude and concern about

the CIA had significantly changed ?

Mr. LANCE . Yes, sir, totally and completely.

Senator KERRY. Would you pick up there.
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Mr. LANCE. That was a fairly obvious thing, as best I could deter

mine. This was determined in meetings that I would have with Mr.

Abedi from time to time. This was not on a regular basis or any.

thing of that type .

He had exhibited and evidenced concern, not fear in the normal

sense of the word "fear, " but he had certainly shown concern about

this being on the Watch List." Those are his words. I have no inti

mate knowledge of the way that they do things and so on. So I

don't know whether that's proper. But that's what he thought.

And so, therefore , there was this great concern . There was an

uncertainty about BCCI at that point in time.

Subsequently, beginning in 1984, I would say, I sensed a change

in Mr. Abedi, that he no longer had any concerns about visits to

the United States, that he showed no concern about his ability to

start banks, if that's the proper term , in countries around the

world, whereby at some point in time in the past he had talked to

me about the difficulty in banks being formed vis-a -vis mainland

China, for example, whereby, subsequently in 1977, I guess, he

opened the first bank owned by a foreign interest in mainland
China. All of a sudden that disappeared. There were no longer con

versations about that.

Senator KERRY. You say " all of a sudden ." About what period of

time?

Mr. LANCE. I would say beginning in 1984 and then subsequently ;

that he had an assurance, he hada sense about it. We never dis

cussed the CIA again , and I'm convinced , from my own personal

knowledge of Mr. Abedi, that if that were still a problem to him ,

Mr. Chairman, he would have articulated that to me, because he

and I did talk about that sort of thing, and we did talk about that

sort of concern .

I know that if he still had those concerns, at some point in time

he would have articulated it and said something about it.

Senator KERRY. And he never did articulate again a similar con

cern to you?

Mr. LANCE. No, sir, he did not.

Senator KERRY. On the contrary, he exhibited a kind of confi

dence and almost impermeability to any kind of intrusion by CIA

or anything else ?

Mr. LANCE. And no limitation about any visits to this country or

anything of that type.

Šenator KERRY. Whereas previously, he was very nervous about

traveling here, isn't that accurate ?

Mr. LANCE. He was nervous about traveling here and he, in

effect, as I said, "harassed” is not probably the proper word, but as

you well know , there are ways to make people feel welcome or un

welcome. It was very clear to me that, at that point in time, in his

entry to this country, he was not made to feel welcome. He was put

intoholding roomsfrom time to time, that sort of thing that he

actually talked about. I don't know whether he was ever searched

or anything of that type. I didn't pry .

Senator KERRY. But he never again had occasion to complain to

you that that had happened ?

Mr. LANCE. No, sir. He never mentioned the subject again in any

form or fashion .
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Senator KERRY. Have you ever met Abdur Sakhia?

Mr. LANCE. No, sir, I have not .

Senator KERRY. You've never had a conversation with him by

phone or otherwise ?

Mr. LANCE. I've never had any conversation with him to my

knowledge.

Senator KERRY. Did you hear his testimony yesterday?

Mr. LANCE . I did not. No, sir.

Senator KERRY. Well, the record should show at this point that,

yesterday, Abdur Sakhia, on his own, made precisely the same ob

servations that you have and heard the same conversation from

Mr. Abedi, to the effect that he told Abdur Sakhia and other mem

bers of the bank that he was concerned about the CIA, concerned

about the capacity to travel, and that he was on the Watch List,

and that just about at the same time you have described, that

cloud seemed to be lifted and he displayed an optimism and so

forth .

So your observations are confirmed , in fact, by somebody who

worked with him for 13 years and was a member ofthe bank.

Let me ask you, now . You said you wanted to make some person

al observations or conclusions .

Mr. LANCE . The personal observation that I drew in my own

mind as a result of those conversations and let me hasten to add,

I've never had that conversation with anybody connected with

BCCI. I've never said to anybody who wasan officer or any involve

ment with BCCI that here is what Mr. Abedi told me. He told me

that in confidence, as far as I was concerned . He said : I'm telling

you this because I think you ought to know it. So I've never had

any conversation with anybody about that particular element of

what happened.

I don't recall that I have ever even had a conversation with Mr.

Clifford or Bob Altman about that in regard to what Mr. Abedi

said. As I said , this is not fact. This is my supposition , and I think

it's something that your committee has the power, and I hope the

ability, to reach out and make some conclusatory finding about the

circumstance, because I think it's important to all of us, as Ameri

cans, to know exactly what takes place.

I understand the need for covert activities, and I appreciate that ,

and I respect the fact that intelligence is awfully important. But at

some point in time, I think the record ought to be made very clear

as to what the roleof our intelligence agencies really are .

I think at some point in time — and if I had to pinpoint a time, I

would say in 1984 — I think there was obviously an overt effort by

our intelligence agency to , for lack of a better term , to coopt Mr.

Abedi and BCCI and, in effect, turn them into the bank of the CIA.

I have no facts about that It is a conclusion that I have reached

because of things that I have had happen to me, that I know about

circumstances and so on.

Senator KERRY. I want you to share one of those instances, what

happened to you.

Mr. LANCE. All right, sir.

The circumstance of why I say that I have reached that conclu

sion is that at a certain point in time in 1981, as I recall - it may

have been late 1980, but I think it was more in 1981 - I had differ
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1ent visitors in Calhoun, GA. Calhoun is a wonderful place, but not

a whole lot of folks want to have to make thattrip just for the fun

of it because it's 70 miles north of Atlanta and so forth and so on ,

and it's not in a major marketplace that people visit and so on . So

I've been highly complimented from time to time to have people

come to see me in Calhoun .

But during 1981, I had what I characterized as people who had

some sort of intelligence background visit with me. This was some

thing that was obviously interesting to talk about and to hear

about and so forth and so on. There was very little I could do about

it.

There was one gentleman who I think is very well known to

those who deal in intelligence matters, by the name of Mr. Specter,

who came to Calhoun and told me about various and sundry things

that had been happening to him , and so forth and so on. He obvi

ously, I guess, just felt a kinship with somebody who had experi

enced some trauma and trial and what have you.

But during the course of that event, there was a gentleman who

came from London . I do not remember his name. I could not prob

ably identify him to you today if he were in this room . He ostensi

bly was there for the purpose of saying that he knew that I repre

sented people from time to time who had the capacity to make in

vestments; that he had a hotel in London thatwas for sale; and

that there was a good opportunity, a classic opportunity , and what

have you ; that he would appreciate any response that I might be

able to bring forward from anybody in that regard .

And he said during the course of that conversation that sooner

or later I ought to meet a certain individual who was a world class

businessman, and that he felt sure that our paths would cross at

some point in time in the future.

I noted again what he said and moved on about my business in

that regard . He left, and I subsequently never heard from him , and

I have, to my knowledge, not seen him since then .

The time came and went. That introduction to President Carter

took place in 1982, in August. But in January, as I recall, in 1982,

we had a Young Presidents Organization meeting in Hawaii that

was unique in the fact that theYPO group happens to be a group

of shakers and movers and doers, and vigorous, youthful execu

tives, and so on . They, at their universities, like to put together

people who cause things to happen .

And so, Peter Ueberroth andChris Hemeter or people that I had

known in YPO when I was a member - I don't fall into that catego

ry I just described to you, Mr. Chairman, but the others do — Chris

Hemeter called me and said would you talk to President Carter

about coming to the YPO University. We're going to have Presi

dent Ford, and this will be a great opportunity for former political

rivals to get together and talk about the process, and so forth and

so on .

There were a lot of other people that were there. Bob Strauss

was there. After him, you don't need anybody else , I guess, in that

regard. Dr. Teller was there, Davy Jones was there, Larry Silber

man was there.

Senator KERRY . So it was a big and well-attended event.
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Mr. LANCE. It was a big , political grouping, I guess. Really, I

guess you might say that it was President Carter's coming out

party, again, for lack of a better term , after the election of1980.

During 1981 , as you recall, he didn't get out an awful lot , and so

on.

So this was important, I thought, for a lot of different reasons .

This was a program that he did appear, and that took place .

During the time that I was there, on Maui , I had a call from the

gentleman that I had been told that I might meet some time. He

said: I am at the Kapalua Bay Golf Club and would like the oppor

tunity to visit with you and so on. Therefore, I've got a car and

driver, and I'll send somebody over to pick you up and we will have

a chance to visit, and so on. I said that would be fine because it

was the name that I had been given previously by the visitor .

Senator KERRY. Let's get back . Now you had this mysterious

visit. I want to try to clarify this.

You'd had a mysterious visit in Georgia twice, correct?

Mr. LANCE . I had more than that , but those are two that just

came to mind .

Senator KERRY. You had a number of visits. These were folks

that you immediately sort of pegged as being intelligence types,

correct ?

Mr. LANCE. That's correct .

Senator KERRY. One of them gave you the name of a guy that

you really ought to meet on some occasion ?

Mr. LANCE. That's correct.

Senator KERRY. And nothing happened for 1/2 years.

Mr. LANCE. That was basically --well, it was not that long . It was

probably in 1981. So it was 6 or 8 months.

Senator KERRY. Lo and behold , you turn up at this Young Presi

dents meeting. President Carter is there ; President Ford; and this

fellow , by the name of Bruce Rappaport appears. Is that correct?

Mr. LANCE. That's correct .

Senator KERRY. And you knew that was the person that you had

originally been told about by this mysterious person who came to

see you.

Mr. LANCE . That's correct.

Senator KERRY. OK. Then what happens?

Mr. LANCE. Then I went and met with him and we talked about

a lot of different things . He obviously was and is a world class busi

nessman . We developed a friendship at thatpoint in time. He obvi

ously likes to play golf; I like to play golf. We played golf at differ

ent places .

He made it very clear to me that he had a very close and defini

tive relationship with Mr. Casey, the Director of the CIA; that they

went back a long way; that they had numerous contacts, and what

have you ; and that this was animportant relationship to him, and

so forth and so on . That basically was the type, circumstance, that
was there.

Idrew my own conclusions after all of the other things happened

with regard to what Mr. Abedi told me, with regard to what I per

ceived to be a change in his attitude , again for not having a better

term to describe it;that, because of the relationship that Mr. Rap

paport had with Mr. Casey, that there was an interest in what my
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relationship might be with Mr. Abedi on the one hand and what

my relationshipwas with President Carter on the other; that there

were numerous opportunities given in the course of conversation;

that if, in fact, I was in the company of anybody who mentioned

Mr. Casey, that if anybody in the Carter administration or Carter

circle of friendships would knowanything about the hostage prob

lem or anything else, that more than likely I might be one of those;

that the perception was, whether that's real or not, that I was close

to President Carter, that we had a friendship that transcended my

being a part of his administration and causing him some grief and
turmoil in the process.

I guess that the common application ofmy own thought process,

Mr. Chairman , that I put to that was that, if I had any information

or if President Carter had any information, that I would make

some reactive statement whenever Mr. Casey's name was men

tioned, and so on; that that would be something that would be nat

ural, and I would say well, you know , I'm delighted that you have a

relationship with Mr. Casey, but I don't happen to think much of

the situation about this, that, or the other.

That really was the — there was never any definitive circum

stance there.

Senator KERRY. But you sensed at the time, you told us you

sensed at the time that this was a defined, purposeful, intentional

effort to try to elicit from you some kind of information and also to

sort of send you a signal. Is that not accurate ?

Mr. LANCE. That'smy - yes, sir. That was my feeling.

Senator KERRY. You felt that back then ?

Mr. LANCE. That was my impression . I don't know about the

sending of a signal. The sending of a signal may have been, you

know, on the other hand, that if I had certain information or

knowledge,then I would certainly, probably articulate it.

Senator KERRY. Just in terms of sort of the circumstances that

we're dealing with here, and as you said, this is very complex. It is

very, you know , it's supposition at the time, and there are only sort

of little threads that seem to connect and come together. But

they're fairly significant when you put the pieces together.

Mr. Rappaport owns the Inter-Maritime Bank in New York - cor

rect - and did then?

Mr. LANCE. In Geneva, I believe, Mr. Chairman .

Senator KERRY. Well, there is a New York

Mr. LANCE. Actually, my understanding was that the Bank of

New York subsequently acquired an interest in the Inter -Maritime

Bank in Geneva. If they have an office in New York, I'm not famil

iar with that.

Senator KERRY. And Mr. Alfred Hartman is a director of BCCI

and head of BCP, which is a BCCI subsidiary, and also serves on

the board of Rappaport's bank.

Mr. LANCE. I read that in a Wall Street Journal article by Mr.

Truel. I don't have individual knowledge of that relationship.

Senator KERRY. But, without knowing of those links, without

even knowing that somebody who was a very significant friend of

Bill Casey's had a link to BCCI through interdirectorships and so

forth, without knowing any of that, you, on your own, and without

knowing that Mr. Sakhia had these feelings, without knowing that
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there was a $10 million payment to Khashoggi, without knowing

that there were CIA bank accounts, as now acknowledged in docu

ments and so forth , without knowing any of that, you, on your own,

drew the conclusion that this relationship had changed, and the

conclusion you drew was that there had actually been a coopting,

an overt outreach to Abedi, that he was comfortable, he knew the

CIA wasn't going to bug him , that he could kind of move his oper

ations with a certain sense of confidence. Is that accurate ?

Mr. LANCE. That is totally and completely accurate , Mr. Chair

man . That is my view and that's the conclusion that I reached as a

result of my own experiences.

Senator KERRY. Now let me go back. We're going to wrap up

here fairly soon and only will have to do a morning session here.

Let me ask you about a link of that. A Mr. Irvani, an Iranian

businessman , was one of the original shareholders, was he not? Do

you know who he is ?

Mr. LANCE. No, sir, I don't believe I do.

Senator KERRY. You don't know him?

Mr. LANCE. Do you have any further description of him?

Senator KERRY. Well, when you were involved in the original Fi

nancial General Bankshares takeover effort, you were leading that

effort. This is back in 1977-78 .

Mr. LANCE . Yes, sir. I would say that's a fair characterization .

Senator KERRY. It's my understanding that Mr. Irvani, who is an

Iranian businessman , was one of the original shareholders in that

original Financial General Bankshares takeover effort. You don't

recall him as being such?

Mr. LANCE. No, sir, I do not. I don't recall ever even hearing his

name.

Senator KERRY. It is our information that he knew Mr. Abedi

very well and that he, in fact, had a consulting firm in Washing

ton, together with Mr. Richard Helms, ex of theCIA.

You weren't aware of that?

Mr. LANCE. No, sir. That's new information to me.

Senator KERRY. The questions are asked for a very obvious

reason . There's no secret here. The question is did this bank some

how gain an immunity or an impunity for its actions, its capacity

to beable to act with impunity? Was there a reason that, after the

CIA sent memos to agencies of the U.S. Government indicating

that it had knowledgethis bank was illegally owned, and indicat

ing — or illegally owned First American as far back as the early

1980's and knowing that Senator Paula Hawkins had information

about money laundering as early as 1984, somebody had to have in

formedher of that. It was raised with General Zia in Pakistan , and

the FBI wason notice because somebody said there wasn't an in

vestigation. I mean , all of this raises the significant question ,

again, of why this all went on .

When you see the $10 million to Khashoggi, and you see the fact

that the CIA had accounts there , the question just leaps up at you

once again : did other interests of some individuals or agencies get

in the way of other interests of U.S. policy being furthered ? That is

at the core of my comments at the opening of this hearing of what

this committee began to look at and it's the core of the questions

about this bank that are still on the table here .
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We don't know. I don't have the answer whether or not there

was this relationship . We'll hopefully learn more about it .

But there are certainly some key indications that something was

going on there . Would you agree with that?

Mr. LANCE. I agree totally and completely, Mr. Chairman . And I

would add, further, that, as you said that I used the term “mysti

fied . ” I think that the people who knew Mr. Abedi at the point in

time that we were talking about earlier, in the early 1970's, are

truly mystified by what has developed as a result of this.

Now , it may be that BCCI is, from the outset, a criminal organi

zation , something that is bad , something that is wrong, and all of

that. I don't know that . I don't have the knowledge that relates to

all that.

But I can only tell you that I , in my own thought process, think

that the questions that you have raised and the comments that you

have raised are questions that ought to be answered . Whatever the

answers are, then that's the way that it will be.

But I think that it's proper, I think it's appropriate, I think that

you and your committee are doing not only this country a service ,

but you're rendering a broader service about activities around the

world of a global nature that relate to financial institutions, the

confidence in financial institutions that is so critical, and things of

that nature that become all important.

So I hope that you will find the answers. I think that, obviously,

it ought to be awfully easy to disprove what role and what involve

mentthe CIA may have actually had with regard to BCCI.

Senator KERRY. Well , the CIA admits it had a role. They have

publicly so stated . Mr. Kerr has agreed to be here Friday morning

to explain to us more openly what someof that is.I might add that

we had a telephone conversation yesterday, and he has suggested

that there are certain areas that may, for traditional reasons, have

to be conducted in closed session . We have certainly agreed that

that may be true. But the committee is going to try to make some

judgments after that about whether or not tradition is getting in

the way of truth seeking or not . We'll find out .

Let me ask you a couple of other questions.

Mr. Rappaport — he appeared in your life. He was fairly persist

ent, was he not, in pursuing you for a while?a

Mr. LANCE. That would be a fair characterization .

Senator KERRY. Describe it. What do you mean by that?

Mr. LANCE. Well , in the sense that he had gold tournaments in

Europe that I was invited to, and we had occasion to visit when he

was in this country and play golf.

Senator KERRY . He would call you?

Mr. LANCE. Primarily. I've called him . It's not a question of who

called who, necessarily . I mean , we had a friendship relationship

and that still exists , as far as I'm concerned .

Senator KERRY. And was it your sense , Mr. Lance, that he was

trying to elicit from you whether or not you had information or

Mr. Carter had information, or friends around Mr. Carter were

concerned about or were pursuing the issue of the " October Sur

prise?' '

Mr. LANCE. That's my impression , Mr. Chairman, that that was a

critical element that related to the whole of the circumstances , and
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that if anybody knew that happened to be close to President

Carter, that perhaps I would know . Again, the irony of things con

tinue to come back into full focus, and you realize that irony some

times becomes a predictor of what will happen. And there's no

question in my mind that Mr. Abedi had an international reputa

tion for knowing circumstances in Iran, that he was well versed in

what was taking place there. And, interestingly enough, the one

subject that he and I never discussed, which I always have found to

be very, very interesting as I try to filter things out in my own

mind, is the fact that we never had a discussion about the hostage

issue, the hostage situation in Iran . We never had any conversation
about that.

I have been tempted to ask President Carter if he and Mr. Abedi

ever had any conversation about it. I have resisted that temptation

up until this point. But I have always found that very interesting.

But, again , you had the singular event of Bert Lance, who hada

relationship with President Carter, who had a relationship with

Mr. Abedi, being out there in full view and noted well in the press,
and so forth and so on.

I think obviously - I may be totally and completely wrong, and it

wouldn't be the first timethat I've been wrong; I fall into that cat

egory quite frequently, unfortunately — but it's something that has

concerned me. It's something that happened, in my judgment, to

Mr. Abedi, and it mayexplain some of the things that have hap

pened in regard to BCCI.

Now, let me hasten to say to you and to the public at large that

none of that is license for illegal , criminal activities here or any

where else in the world. I think that, whatever they have done

that's of a criminal nature and bad things taking place, that cer

tainly they need to be punished to the fullest extent possible. And

I've got no problem about that.

I'm not here, Senator, as you well know, to defend BCCI. I'm

here to tell you the truth , as I know it. I've told you the truth, as I

know it. I may have left out things inadvertently. But I stand

ready any time that I can assist this committee withregard to your

seeking out the truth totell you what Iknow. I will separate the

two. I will tell you what I know and I will tell you what I speculate

about, and there may be a vast difference between the two.

Senator KERRY. Let me ask you another question .

President Carter traveled a number of times with Mr. Abedi,

didn't he?

Mr. LANCE . Yes, he did .

Senator KERRY. And he traveled a number of times on Mr.

Abedi's plane, or whatever, to China, to Africa. Am I correct ?

Mr. LANCE. Russia . In fact, he made a trip around the world that

I recall, simply because I'm proud of what the process was. In 1977 ,

Mr. Chairman , President Carter made a trip, in effect around the

world, because hewent to China. That was when Mr. Abedi opened

his bank there. Then they ended up, they went back through

Russia and ended up in Newcastle, England.

Senator KERRY. These span what years? These were sort of from

when?

Mr. LANCE. This was a specific trip in 1977, because it was the

10th anniversary of the Friendship Force, which is an organization
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that started in Georgia , when President Carter was Governor, by

Wayne Smith.

Senator KERRY. Well, you introduced , you didn't introduce Presi

dent Carter till 1982, to Mr. Abedi.

Mr. LANCE. No, I said 1987. Did I misspeak ?

Senator KERRY . 1987?

Mr. LANCE. If I said 1977, I'm sorry; 1987 .

Senator KERRY. So the trips from 1982 through the 1980's, cor

rect?

Mr. LANCE. That's correct.

Senator KERRY . The reason I ask that is that I'm a little baffled .

It's my understanding, I mean , we all know President Carter is a

very thoughtful, intelligent, and disciplined person , and it's my un

derstanding that he has always debriefed the President, the Secre

tary of State, and perhaps other people on each of the trips that he

made.

Mr. LANCE. That's correct. That's my understanding.

Senator KERRY. And on each trip he would make, I gather he

wrote a long memo to President Reagan, he wrote a memo to Sec

retary of State Shultz, and it's my understanding this continues

with President Bush and with Baker, even more warmly, perhaps.

Mr. LANCE. I think that's a very warm relationship , and justifi

ably so, I think .

Senator KERRY. It's just curious to me that you have a former

President of the United States briefing these high officials about

these dealings with Mr. Abedi, but nobody turns around and says

to Mr. Carter what the CIA knew , what the Government knew ,

what everybody else in the agencies had known from the early

1980's, that BCCI illegally owned a bank in America and that it

was involved in money laundering, and so forth.

I mean , it seems like they kind of left the President, the former

President, out there when they knew he was dealing with this
fellow .

Mr. LANCE. I don't understand that, Mr. Chairman . I have the

same feeling that you do . I think it's almost incumbent upon an

agency of the U.S. Government that has access to intelligence in

formation when obviously the recipient of that information would

be a former President of the United States who knows all our se

crets, about everything else, that he would not be advised .

Obviously , I'm sure that the CIA or anybody else would not want

to be in a position of telling a former President who his friends

ought to be . But I think that just common courtesy would go to the

fact that you would say: Mr. President, you can have whatever

friends you want, but I'm telling you that, you know , these are bad

guys that you're dealing with. And, again , President Carter, in

regard to the entire relationship with BCCI, has made no secret of

that .

There have been members of the press that have traveled with

him on the BCCIairplane. There always was somebody, always was

somebody from BCCI present. And you would think that, some

where along the way , somebody would have picked up the phone

and said look .

I mean , it appears to me, the thing that I don't understand — I'll

take it one step further - you would think that CIA would say
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something to the Secret Service. President Carter still has Secret

Service protection. And if he's running around with folks described

as “ rogues, thugs, crooks, criminals," and all the other descriptions

that have beenput forward about BCCI, you would think that the

Secret Service would have an interest in knowing that also , since

they are there for the purpose of protection.

So I don't understand that, and I think that's a legitimate ques

tion to be asked .

I have asked the question of President Carter in regard to what

he had been told about the circumstance of the drug laundering

charge in Tampa. He told me, as it appeared in the press, that Mr.

Naqvi told him that it was an isolated incident involving a few offi

cers of BCCI and that the Justice Department had assured them

" them ” being BCCI — that there were no other charges or no other

cases or investigations pending against them at that particular

point in time. And he traveled on that information .

Mr. Carter, as I think all of us would agree, is not the kind of

fellow that just goes out looking for trouble . And to keep on in a

relationshipwithsomebody who was perceived , or , in fact, criminal

and what have you , he's not that kind of man, and he doesn't have

that sort of thought process.

Senator KERRY. Well, I don't think anybody in the country ques

tions that. I think it seems to me that there was, obviously , a
very

legitimate reason for the introduction back in 1982 and a very le

gitimate reason for the President to try to further the noble goals

that he has been pursuing in his post-Presidency.

I want to try tobring this to a close.

Mr. LANCE. Sure.

Senator KERRY. There are a couple of areas that I want to go

back to, if I can , for 1 minute, unless you had something you

wanted to say here.

Mr. LANCE. All I was going to say in that regard is that, while

there has been criticismof President Carter and the relationship

with BCCI and Global 2000, there have been very, very effective

things realized as a result of that relationship in health and

hunger problems in the Third World countries, particularly in

Africa. I just think that that ought to be acknowledged.

Senator KERRY. Well, I understand that.

I happen to be particularly sensitive to criticisms for associations

one has with people that you know nothing about at the time that

you are associating with them.

Mr. LANCE . I understand.

Senator KERRY. You learn something later and it can be embar

rassing.

Mr. LANCE. That's a political risk that everybody carries .

Senator KERRY . Let me just ask you, have any investigators from

the Government interviewed you now with respect to your experi

ences with BCCI ?

Mr. LANCE . Yes, sir.

Senator KERRY. The first interview you had was with Bob Mor

genthau's office ?

Mr. LANCE . That's correct. That was

Senator KERRY. In 19
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Mr. LANCE (continuing] . That was a little bit more than an inter

view, Mr. Chairman . That was an appearance before the grand

jury.

Senator KERRY. I understand.

Mr. LANCE. So I guess that might fall into a little bit different

category . You are a former prosecutor.

Senator KERRY. I was being euphemistic; you were very direct.

That's 1990, correct ?

Mr. LANCE. In September 1990.

Senator KERRY. What about the Justice Department?

Mr. LANCE. Yes,Ihad a visit from the Justice Department.

Senator KERRY. When did they interview you ?

Mr. LANCE. I believe that it was the first Saturday in September.

I'll tell you, I went through this process of explaining to Senator

Percy about flying to a Universityof Georgia football game, and so

I sometimes couch things in football references. But it was the day

of the Georgia -LSU game, whatever day that was. I wanted to try

to get through at least to listen to it on the radio.

Senator KERRY. So, the important thing is, putting it in a football

context, the New York District Attorney interviewed you in the

football season of 1990, and the Justice Department got to you in

the next year's football season ?

Mr. LANCE. That's correct. It was that period of time. That was

the first Saturday in September 1991 .

Senator KERRY . OK. When you left as the lead person in the

takeover of Financial General Bankshares, you were replaced by

whom?

Mr. LANCE. That's a good question. I think the proper answer to
it would be Mr. Clifford and Mr. Altman .

Senator KERRY. How did you feel about your departure ? Were

you somewhat upset?

Mr. LANCE. That's hard to characterize. As I said earlier, I felt

like the , despite the fact that -

Senator KERRY. We don't even need that. Let me not ask you to

characterize that . It's not critical to this. But let me ask you, did

you come to have a sense with respect to the relationship that you

saw emerging in terms of the hats that Mr. Clifford and Altman

were wearing ?Did you sense a concern about that?

Mr. LANCE. My concern was twofold, in regard to — just because I

cared about them , I cared about what was happening ultimately

with Mr. Abedi and BCCI, and that was a personal concern , not a

business concern—that sooner or later the problem of being coun

sel and then becoming management would just come back to be

somewhat of a problem. I never expressed that to Bob Altman or

Mr. Clifford . It was not my business . That was my personal con

cern, that that would be a problem, and the only time that I

thought that a basic mistake was made, if you want me to discuss

that just for 1 minute , in regard to the whole situation there, was,

as I recall , a lawsuit filed because there was failure to disclose the

names of the investors in Financial General, at that time, I guess

First American, and I thought that was a real mistake.

I give the press of this country a lot of credit. Sometimes I'm crit

icalbecause I think that that doesn't hurt anything. But I also give

them a lot of credit in being able to find out answers to questions
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and so on . And when there was a decision made not to disclose the

names of the investors inFirst American , I thought that was a pri

mary mistake because I thought, first and foremost, it would

happen ; and, second , it was creating a sense , it was creating a prob

lemout there that didn't need to be created .

So those are basically the only two circumstances that I had feel

ings about.

Senator KERRY. Did you or anyone suggest to Mr. Clifford and

Altman at any time or did you know whether or not they had

reason to believe that therewerenominee purchasers or sharehold

ers with respect to the BCCIinvolvement in First American?

Mr. LANCE. No, sir. I've never had that conversation with any of

them. And, as I say , the problem that is out there in regard to that

is that BCCI was always present. I mean , I think that you have to

cross that level at some point in time, and I don't think Mr. Clif

ford , from what I have seen and heard—and I don't want to be put

ting words into his mouth or anything - but I haven't seen him

deny the fact that BCCI was there . What he says is that he, in

effect, ran First American and made the decisions without BCCI di

rection or involvement. That's a question that obviously other

people have to answer. I don't have an answer to that.

Senator KERRY. Mr. Lance, trying to sum this up a little bit ,

what is this you've now caught up with a lot of the documents

that have been public, a lot of the stories that have been written.

You've got a pretty good sense of this thing because you've watched

it evolve. You've been around it since the beginning .

What does it mean to you? What should it mean to us , and what

is this all about, so to speak ?

Mr. LANCE. I think it means, first and foremost, that we do have

safeguards thatarebuilt in in our own system that sometimes fall

into conflict with other cultures , other countries, and things of that

type. And I think at some point in time we have to understand

some of that.

Our system is the best, and, while it can always be improved, I

think openness, candor, coverage by thepress, the absolute guaran

tees that we enjoy make a big, big difference. I think, therefore,

that, as a result , we ought to be wary of institutions that can devel

op without single regulators being able to overlook them as it re

lates to the confidence of depositors or investors. I think that's aw

fully important.

I happen to believe in the regulatory process,again , even though

sometimes that appears to be a contradiction of terms. But I think

that we need to learn from that, that confidence in the banking

system , not only of this country but around the world, is a very,

very fragile commodity, and that it's imperative that we protect

that confidence through whatever means necessary; and theability

that we have here to ultimately find the truth about BCCI and let

the truth stand on its own will serve as a model in the future .

I'm sure that there will be legislative changes that you perhaps

will initiate. You have fought alonely battle,as best I can tell, in

regard to standing out, saying that these things are necessary to be

looked at, to be resolved, to be answered.

So I think that there are regulatory changesthat needto be

made. I think that the regulators, in regard to BCCI specifically,
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that they could have found out at the point in time, in 1981 , what

ever involvement BCCI had with First American, if that's the situ

ation that we're particularly focusing on .

It would appear to me that that would have been doable. So I

think that , by virtue of what chronology and timetables and efforts

that you develop out of this committee, that in the future maybe

that'll happen, and we'll be able to have a system that is able to

enjoy confidence on the behalf of depositors and people around the
world.

Senator KERRY. May I take your introduction of that to add to

that something that really concerns me as we look at this.

It's not something that the committee has talked about a lot or

I've talked about a lot. But this BCCI event underscores a transi

tion that has taken place in the marketplace that public policy is

way behind. International, regulatory and financial services over

sight is way behind , dangerously behind.

Now that we truly are what everybody loves to mouth, an inter

national marketplace, we need to think about a whole different set

of rules about how that marketplace is going to work. This under

scores that , that when you have the different cultural infusion, et

cetera, if you don't have an ability to have oversight or manage,

you are subject to whatever local rules or local culture wantsto

apply to that process. So it is that we still allow the Cayman Is

lands, Panama - notwithstanding the invasion, there is more

money laundering today in Panama than there was before Noriega .

And there are some 21 or 22 locations around the world that the

State Department puts on a list every year saying these are big

time movers of money. But nothinghappens— nothing happens.

The reality is that we've got $ 1.3 trillion a day - a day - moving

through the two clearing systems of this country, the CHIPS and

the Fed Wire. And nobody knows where that money's coming from ,

basically. Nobody knows the point of origin , who it belongs to , or

what it is .

As long as you've got these huge sums of money moving the way

they are, with all kinds of cardboard cutouts as fronts for a lot of

the place of origin of that kind of money, you have a huge problem

in terms of tax accountability, money laundering and law enforce

ment accountability, white collar crime, capital flight, all kinds of

problems . It's a huge market, which is why all these banks were

struggling to get it, because in float alone, there is huge profit.

Mr. LANCE. No question.

Senator KERRY. So the question is really whether people are

going to be serious. The Basel Convention has adopted this glorious

notion that the principle of banking that is most critical is to know

your customer. The reality is there are just too many institutions

out there that make a practice of not knowing their customer and

even of hiding their customers.

We hold our banks in the United States to an extraordinary

standard of openness and accountability. And yet, even a U.S. bank

is permitted to open a branch offshore, and instantaneously avoid

the very rules that we apply by their being onshore. So the ques

tion is whether we're going to work inthe international market
place while we still have some economic leverage left to exert to
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try to guarantee that we're playing on a field where law enforce

ment agencies and others can really get at this .

If you can't, I'll tell you , asa former prosecutor, it's impossible to

put together a case adequately, as we're even seeing in the course

of this,that allows you to prove it without expending extraordinary

sums of money.

Now with supercomputers, the software programs that are avail

able, a lot of this can be done today. The fact is the resources

haven't been applied and there is very little thinking going on to

try to arrive at how this can be done with minimal intrusion, maxi

mum flexibility to the marketplace, but also maximum accountabil

ity to the system .

I must say to you I think that that is really one of the other

pieces that sort ofleapsout in terms of system and accountability,

which needs to be looked at as a consequence of this.

Then there are all the other aspects of it, such as foreign policy,

CIA , intelligence, law enforcement, narco -trafficking, terrorism

trafficking, arms trafficking, all the other pieces which are so

much a part of BCCI.

Mr. LANCE. If I can comment on that, Mr. Chairman , I think

that what you say is eminently correct. I happen to believe that

good comes out of all things ultimately, and I think that one of the

good things that will come out of this effort that you and others

are making is that there will be a long, hard look at how you

bridge these differences and how you insure the confidence and

safety and so on .

I can't help but recall, I remember that Hugh McCullough , who

was the first Controller of the Currency, I sort of wish I'd known

him when I was having my travails with that office. He said some

thing that I never have forgotten. He said to never deal with a

crook in the hopes that you can outsmart him .

So, the crooks are going to be there and we're going to have to

make sure that they are dealt with at the earliest possible moment,

and so on, but that you don't bring down a system in just trying to

deal with them , and then let all the other things happen that

sometimes happen. I think that's one of the things that will come

out of what you're doing in this regard .

I mightsay I don't know whatthe truth is about BCCI. I have

the thoughts that I've expressed to you . I don't know what the

truth is about Mr. Abedi. I have the thoughts that I have expressed

to you and to your staff.

I hope that , ultimately, that truth will out, that we will all have

a better understanding of what went wrong , of what happened, of

the decisions that basic individuals made, right or wrong, and how

it all comes about; because I think, ultimately, then, the system of

finance around the world will be stronger, and be better, and will

have much more confidence in it. And so, I think that's what

you're doing, and I appreciate it .

As I said , let me, if I might have one just personal comment that

I would like to be able to make one more time in the sense of

where I am , I have told you what I know about circumstances. I

will at any time that I can tell you anything else if a question is

raised , I will attempt to do that in every forthright manner that

I'm possessed of.
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And as I said at the outset, it is a privilege for me to be before

your committee. I feel strongly aboutthat. I have been critical at

times when criticism was, I thought, appropriate. But this is a

system that works, and the Senate of the United States works, and

the House works, and the Government works ultimately, and these

are things that are important.

We all have our shortcomings and all of us fail the perfect test in

regard to being just that. But I think it's important for you to have

the ability to find out the truth .

In saying my last words on that subject, my son, Beverly, hap

pened to come up with me here today.He wasn't sure that I was

able to defend myself in this situation up here. But he said : Now

one thing you make sure. He said : Every time I pick up the news

paper and every time I've heard the radio in the last 2 or 3 days,

they have said that you're going to testify before Senator Kerry's

committee and that the bottomline is that Bert Lance denies any

wrong-doing.

I haven't denied anything because I haven't been charged with

any wrong -doing in this regard whatsoever, and I've been subjected

to a lot of innuendo and things of that type that I don't think

really are appropriate in our country.

Senator KERRY. Let me make it very clear for anybody who is lis

tening in your State or who has heard those previous notions that

somehow you had to deny something. This committee didn't bring

you here to ask you to deny anything, nor did it bring you here

with a view that somehow you had something to deny.

We asked you to come here because we wanted to shed light on

what happened. I hope nobody will characterize this as a sort of

somehow your having passed some test or having had to be put on

the grill in some way. I don't think this morning has transpired

that way. It's not meant to be that.

Mr. LANCE. No, sir .

Senator KERRY. And I might add it's not meant to be that tomor

row with Mr. Clifford and Mr. Altman, either, or with any of the

other people here. This is an effort — this isn't a courtroom — it's an

effort to try to understand this. We have purposely not even pro

ceeded in a way that tries to “ make the case ” one way or the

other. We're trying to really put people on the record and get some

answers .

Mr. LANCE. I appreciate the courtesy that has been extended to

me.

Senator KERRY. Well, I very much appreciate your doing this. I

wish you well and we appreciate your coming.

Tomorrow , we will commence at 9 o'clock in the morning, and

we are in recess until that time .

Mr. LANCE. Thank you.

[Whereupon, at 1:06 p.m., the committee adjourned, to recon

vened at 9 a.m., October 24, 1991.)
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The subcommittee met , pursuant to notice, at 9:02 a.m. , in room

SH - 216, Hart Senate Office Building, Hon. John F. Kerry (chair

man of the subcommittee) presiding.

Present: Senators Kerry ,Simon , Brown, and Jeffords.

Senator KERRY. The hearing will come to order, please.

Good morning. Today the Subcommittee on Terrorism , Narcotics ,

and International Operations is going to hear testimony from Mr.

Clark Clifford and Mr. Robert Altman, the former chairman of

First American Bank shares, and formerly attorneys for the Bank

of Credit and Commerce International.

Their testimony constitutes the eighth day of hearings of this

subcommittee into the BCCI affair . And obviously, their role is a

critical one in terms of trying to understand precisely what has

taken place in the course of the last 12 years or so .

Their actions have already become the subject of widespread in

vestigation, of Federal and local law enforcement, as well as Feder

al regulators, and other committees of the U.S. Congress, as well as

this committee.

Both gentlemen have previously testified before the House Bank

ing Committee concerning some of the matters under the jurisdic

tion of this.committee.

Our intent today is not to try to repeat every single part of the

testimony before the House, or all of the questions raise there

though inevitably there will be some repetition .

But we hope to try to broaden and to deepen the inquiry, and to

cover a fair amount of ground that may not have previously been

reviewed in public.

I would like to emphasize, on behalf of this committee — and I

have tried to do this throughout the process that neither the

chairman , nor the committee, nor, I think members of the commit

tee, have drawn conclusions or made statements that are concluso

ry, with the exception, perhaps, of one item — and that was the

question of productionofdocuments before the committee.

But as to who did what, when, or how, or who knew what, when,

or how , or who knew what, when, or how , I must tell you I do not

(55 )
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think that we know enough yet. And that is precisely the purpose

of this hearing.

I will say that I was somewhat surprised, even dumbfounded, on

occasion, to listen to my colleagues in the House, many of whom I

issued a verdict before they had heard any of the evidence.

I want to emphasize also that I do notview this forum as a per

fect evidence gatheringforum . It is complicated. The inquiry does

not allow us the kind of time, nor does the nature ofthe legislative

and congressional process allow us the kind of inquiry that really

is necessary , I think, ultimately, in allowing people todraw the ul

timate conclusions here, using the words guilt and innocence to the

degree that they enter into this.

What we are trying to do here isdraw conclusions, based on facts

that we can ascertain ; and to ask some tough questions. And I

think the committee is not going to pretend that there are not

tough questions there. I think both of you have acknowledged that,

and you understand that. And you have stated that you are well

prepared to answer those questions, and to come before us volun

tarily, without subpoena - as you did before the House in an

effort to do that. And we respect that, andwe appreciate that.

There are many questions, obviously: How did a drug-corrupted ,

foreign bank manage to pull off whatever it did pull off? How

many people did they take in as victims along the way ? Why did

BCCI want First American ? What warning signs were present from

early moments that might have drawn greater attention to BCCI?

And were they ignored by anybody? DidBCCI and the Middle East

front men who worked with BCCI have any foreign policy agenda,

or any political agenda in purchasing a bank in Washington ? Did

the U.S. Government have any political, or policy agenda itself, or

was it carrying out some sort ofcovert, or subvert effort with indi

viduals ? What were the responsibilities of those who worked for

this bank, ranging from attorneys to accountants to officers, as

they learned of facts that suggested that something was wrong ?

What were the responsibilitiesof accountants and lawyers to this

committee , and to others, once a probe began, and once there was

evidence of at least some people's wrong -doing ?

In previous days of hearings, witnesses involved with BCCI such

as Mr. Masour Rahman, who was the chief financial officer for

BCCI, and Mr. Abdur Sakhia, the former head of BCCI for the

United States both characterized themselves as victims; deceived

byothers, rather than aspartners in the deception.
In previous testimony, Mr. Clifford and Mr. Altman have similar

ly described themselves in forceful terms, as victims of the crimi

nality of others.

As I said earlier, our job here is to try to open a window on this

affair. And I will insistthat the committee do so ina way that is

not recriminatory or in some way berating or ugly. I do not think

that is the way we want to work, and that is not the way that we

do work.

So let it be said, because I think it was said in the House, and I

think all of us feel it, that it is not a comfortable, or happy occa

sion to have this kind of investigation . And I know that neither of

the witnesses who have had distinguished careers, and who have

been upstanding members of this community and who have made
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major contributions, that neither of them are happy to be here, ob

viously - or comfortable with this situation .

But we are here. We have responsibilities. And the purpose of

this is to try to shed light on this affair.

So I appreciate your willingness to be here, gentlemen . I know

you have been through more depositions and meetings and presen

tations on this in the past month than you care to recite. And I

hope today'shearing can be an important contribution to the proc

ess of truth - finding.

I would like to just make one comment, and that is that I picked

up today's paper, after hearing yesterday of this event. And I must

say that it upsets me. It concerns me. And thatis the question of a

33 -year-old White House aide who has now left the White House

without prior legal experience of a significant kind, suddenly find

ing himself hired , as a former aide to John Sununu, to represent

one of the principal litigants in this affair, Mr. Kamal Adham.

And apparently, hehas gotten a fairly significant contract, to the

tune of some $ 600,000 for 2 years, to assist Mr. Adham in his ef

forts to deal with this matter.

I, personally, just from my own legal experience, must ask what

someone without prior criminal experience, or major experience,

who was prohibited from making contacts because of his recent em

ployment, offers for that kind of money. And I think it is that kind

of that kind of link that raises so many questions in people's

minds about Washington; about how this process works. And it just

casts a cloak of suspicion over all of us, over the entire process.

And I think theaverage American is sitting there saying what the

hell is going on in theNation's capital, with all this money passing

back and forth ?

I think it may raise morequestions, as much of this does, than it

gives answers. But so beit. Senator Brown.

Senator BROWN.Thank you , Mr. Chairman .

Mr. Chairman , thankstoyour leadership , the web of secrecy that

surrounded BCCÍ is slowly being removed . We are beginning to see

apattern of an international effort, which has involved many nota

ble, well-thought-of people in this country, as well as people around

the world .

Today we have witnesses that I think can provide some crucial

information to us in this effort - witnesses who have not only been

shareholders, but have been counsels to BCCI, and, indeed , officers

of First American .

So I think the testimony today will bring to light, and bring out

in the open a pattern of activityby BCCI, which will help us under

stand not only the method ofoperation, but how , indeed, they were

able to achieve the remarkable results that BCCI did in accumulat

ing the worldwide banking network.

So I think today's testimony will be crucial for us, not only in
understanding the method of operation for BCCI, but I hope it will

be helpful in understanding how we can formulate statutes that

will protect this Nation in the future from an international bank

ing organization that is bent on financing and promoting criminal

activities.

Senator KERRY. Thank you very much, Senator Brown.



58

Gentlemen, by prior agreement with your counsel, the commit

tee - we normally have 10 -minute openings. But I understand that

a significant amount of information has appeared publicly in

recent weeks, since your last testimony. And you, understandably ,

have a sense that there is much you would like to answer to .

So by prior agreement, we areaffording you 45 minutes to be di

vided, as you wish. And we look forward to hearing your opening
statement.

I presume, Mr. Clifford, that you will lead off. Am I wrong ?

TESTIMONY OF HON. CLARK M. CLIFFORD; ACCOMPANIED BY

ROBERT BENNETT, ESQ., COUNSEL

Mr. CLIFFORD. No, that's correct, Senator.

Senator KERRY. Can you pull the mike, for me a little bit closer?

I think you'll find it — let me ask , I think, photographers, we had

agreed, if you could, if you could move to the side so that it will not

be distracting to the witness during his opening testimony.

I am forgetting my duty . Could you rise so I can swear you in ,

please ? Would you raise your right hands ? (Witnesses do so .]

Do you swear to tell the truth , the whole truth , and nothing but

the truth, so help you, God ?

Mr. CLIFFORD. I do.

Mr. ALTMAN. I do .

Mr. CLIFFORD. I listened with care, Senator, for your opening

comments. And I thank you. We welcome the opportunity to be

here today, and to present our side of the story.

Over the course of the past 9 months, the other side of the story,

in great detail, has been presented day after day after day.

Our side has pretty well gotten lost in the shuffle. I had wished a

time that we might have a newspaper so that we could publish

what we know about the matter . But we don't happen to have that

privilege. So we have to depend upon opportunities of this kind to

get our story before the authorities, andhopefully before the Amer

ican people.

From the day the Feds started their inquiry, we have cooperated

with the Government. We got in touch with the Fed at once , after

they began in January, with their uncovering of the facts.

We appeared for long depositions under oath before Federal

counsel. Then next, we testified at length before the U.S. grand

jury here. In all the years that I've practiced law , that's the first

time I'd ever had that privilege.

And then we went to New York, and again , were questioned in

long days of grueling interrogation by the staff of Mr. Morgenthau.

Then, perhaps one ofour next opportunities was to appear before

the members of the House Banking Committee. And during the

course of that day's hearing, I would estimate that we were asked

questions by each of the 50 members of that committee.

We welcome this opportunity here today. This gives us a chance

for you to know our involvement, and to ask us all of the questions
that you wish.

The reason that we have chosen the policy of using every oppor

tunity to present our case, is — to state it simply - our consciences

are clear. It is very clear to me - I go back over the details of our
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involvement. We have not violated any law . We have not been

guilty of any impropriety. And so we make ourselves available at

every opportunity so that others may know as clearly as we, of our

participation .

As you might suppose, I have given a great deal of thought, this

last 9 months, as to how I could permit myself to become involved

in this controversy, with a group of persons from far -off lands . And

in the process of my statement today, and in answering questions , I

would hope that might reveal itself as to how I became acquainted

with a situation which has been a new experience for me, after all

these years of the practice.

If you are to understand what took place , from our standpoint,

then I must tell you the story. I will do it briefly . But it's a very

personal story. And I think that's one of the reasons that our par

ticipation has not been , perhaps, understood clearly , is that it has

been such a personal experience for me.

Here, is quickly the story.

I met Mr. Abedi first in December 1977. I had been practicing

law in Washington since I left the Truman administration in 1950.

He was brought in by a former client of ours, Bert Lance. It was to

be merely a social visit, and it was. He said that Mr. Abedi was a

foreign banker; he had come to know him ; that they had become

friends; and he had a high regard for Mr. Abedi . And he wanted

me to meet him.

I foundMr. Abedi to be a man of considerable charm; a man of

slight build and stature; a very attractive manner; spoke perfect

English – nothing of the promoter type about the man at all . One

of the main subjectswe discussed in that brief social meeting was

the aim that he had for his bank, of providing the Third World

with banking services which they had not ever had before. And

that that had helped so in retarding the progress of Third World

countries.

I found him to be pleasant and a man of importance. Thereafter,

I'd hear from time to time that the little reports would sift in that

Mr. Abdei and BCCI were in the process of acquiring stock in a

company called Financial General Bank Shares. That's a bank

holdingcompany, centered in Washington . I had not heard of them

before.

But we were told later by another principal character in our

story , Sheikh Kamgal Adham, that he had first heard about Finan

cial General from the public relations man in the Saudi Arabian

Embassy. There had been a number of articles talking about Fi

nancial General, and how it was breaking up into cliques of share

holders; and how it was going through a very difficult time .

The man in the Saudi Arabian Embassy looked into it in some

more detail, and concluded that it might be an attractive acquisi

tion. Apparently, that was one of his functions in the Saudi Arabi

an Embassy, topass information of that kind back to Saudi Arabia .

Kamgal Adhamwas a recognized, highly regarded businessman

in SaudiArabia. Kamgal Adham then said , after getting that infor

mation, he passed it on to Mr. Abedi. Mr. Abediserved as invest

ment adviser to Kamgal Adham, and to a number of important and

very wealth Arabs.The fact is, they had produced the funds that

permitted Mr. Abedi to start his bank . For he had a very close rela

a
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tionship with them, and maintained that during the course of the

years.

When Financial General learned that some Arabs were acquiring

stock in Financial General bank shares, they became concerned

about it. They looked into it, and at that time, they found that four

Arabs — good morning, Senator — had purchased each, about 4.5 per

cent of the stock , staying under the 5 -percent limit . But it gave

them a holding, among the four of them, of around 18 percent.

The owners of Financial General went to the authorities, and the

SEC and said , we want you to look into this. These Arabs may con

stitute a group, and perhaps they should have filed .

Also , Financial General had a very efficient and effective New

York law firm who brought a suit at once, in the district court in

Washington , to prevent a possible takeover of their company by

these Arab individuals. It was at that time that we were retained,

our law firm — Clifford & Warnke- retained by Mr. Abedi, by the

four Arabs, by BCCI, by Mr. Lance — anybody who was sued at that

time, all came in together and retained our law firm . We went

through 342 years of the most strenuous litigation in that case. We
also brought in an expert firm in the takeover field , Wachtell,

Lipton of New York.

During that 3/2 years, I got to know Mr. Abedi well, and I got to

know Kamgal Adham well. A litigation of that kind is like being in

a war. There is a series of battles — some of them you win, some of

them you lose .

And you get to see men under stress, and under the different

contingencies that follow that kind of litigation . I must say my

regard for Mr. Abedi increased during that period of time. He evi

denced a sense of fairness. He evidenced a wiseness about banking

matters and all , that were really quite impressive.

During that time, gradually, fortune began to favor our side . And

we got stronger, and the other side weakened . And after a while. I

received a phone call from one of the principal figures in Financial

General—a man you all may have known - Armand Hammer. He

lived in California . I had known him from the Johnson administra

tion . And he said Clarke, why don't we declare an armistice. He

said , this war goes on interminably. And I'll come along and we'll

sit down and talk this matter out.

And he did, and brought some directors over. And a day and a

half, about, we sat in the office, talked it out from different ar

rangements. And then we agreed upon a disposition of it. We

agreed upon a very fair price. And our investors and clients pur

chased 100 percent of the stock of Financial General, and paid cash

for it .

Then we entered into a length period in going through the regu

latory process. The purchase of the bank holding company had to

be approved by the Fed, and by the regulatory agency in the States

in which Financial General operated. We went through that regu

latory procedure. The Fed , here in town, felt that the importance

of the case warranted a hearing. So four of our clients came over

from the Middle East and testified - representatives of the various

States were there; representatives of the controller general. It was

a good , long hearing that aired every detail of the matter.

lae



61

As we were proceedingon in that regard, I became conscious of

the fact that Kamgal Adham , whom we saw a great deal of-al

though he lived inSaudi Arabia, he spent a great deal of time in

London. And we had developed a process of going to London at

rather regular intervals during the litigation , meaning maybe

every 3 or 4 months, something of that kind - keeping them very

wellinformed ; decisions had to be made, and so forth .

We continued on with that , because they indicated that they

wanted Mr. Altman and me to continue to occupy an important

place in the operation of Financial General .

Finally, it came to a climax . And at a meeting in London, with

Kamgal Adham and Mr. Abedi, they said they had discussed the

matter with the investors — that's what we called the sharehold

ers — and they wanted me to become chairman of the board .

And they said why, they'd gotten to know us ; they'd come to

have implicit confidence in us. They were a great many thousands

of miles away from this property that they owned. And they would

feel comfortable if I would take over that position .

I asked a number of questions — would I be at the beckon call of

the investors ? By that time, instead of 4 , they were 14. And they

said not at all. And I said , will some investor call and say he wants

us to make a loan to the ABC Company? And he said not at all .

This is nothing more than a simple, financial investment on their

part.

I said how do we get in touch with these 14 investors who have

really become our clients, as owners ? And they said , we've talked

that out with them. And Mr. Abedi would be designated as the con

tact between us and the investors, along with Kamagl Adham .

Kamagl Adham would refer to himself as the informal chairman of

the investors.

That made sense to us. Itwould certainly make it more conven

ient to keep in touch with the investors, instead of having to do it

with all of them. I agreed to do it. Now, why did I agree to do it? I

was 75 at the time. There was nothing particularly interesting

going on in the firm at the time. And this was a challenge to me.

This was a company that had a real potential that was not being
realized

I had done work for banks over the years, off and on . And it was

a challenge to me. It was another mountain to climb . And after sat

isfying myself that the arrangement was understood , I agreed to

take it — only on the distinct and unequivocal understanding that

as chairman, I would have total responsibility, and I would have

total authority. I had learned that lesson in Government. The road

to disaster is to take a job in which you have a high degree of re

sponsibility, but you don't have adequate, or commensurate author

ity to go with it. They said that was agreeable to them.

The deal was made. I came back and started, at once, getting to

gether the board of directors. I assembled the group of the most
distinguished men that I could find. One of them was former Sena

tor Stuart Symington , who had served with great distinction for 24

years in the Senate, now retired . He was my oldest, maybe my best
friend. And I invited him to come in . He was delighted to do so. He

was made vice chairman .
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We agreed upon compensation with the board. I said that until

we had proved ourselves , that I wished that to be very modest. And

we wouldn't bother with that . We'd get to that when the right time

came. And my salary was set at $50,000 a year, and Symington's

was set at $20,000 a year.

We brought in other top -flight men - General Gavin, who had

had a wonderful war record , a former Ambassador to France, and

at the time serving as president of Arthur D. Little , investment ad

visory firm .

We brought in Elwood Quesada, who, together with David Rocke

feller had made a great success of the L'Enfant Plaza Development.

He had held three different positions in the Eisenhower adminis

tration - other men of that caliber.

I learned that - here's a great asset in the United States, that

really was not being taken advantage of. Here were men who had

had very successful careers, had gotten into their seventies , didn't

have very much to do, and this really was a great and exciting op

portunity to them . And we went to work.

I'm happy to say that our effort was an unqualified success.

When we took over the company, its assets were $2.2 billion . By

the end of 1988, for instance, the assets had grown to $11.5 billion .

The deposits rose from under $2 billion , to approximately $10 bil

lion-very significant at showing the confidence of the public and

the bank.

Earnings — we doubled, in the first 4 years, and then in the next

2 years we doubled the earnings again. We were really beginning
to roll .

Now, this was no ivory tower experience for us . This was a

hands-on occupation . I took it as my first obligation - I then owned

12 small banks. I went to every bank. I got to know the boards and

the officers, key employees. We made an analysis of each bank. We

had an audit made of each bank. Some of them were undercapita

lized .

And then we began to plan about strengthening these banks. We

brought in new personnel — the fact is, that over the years, we've

brought in a new CEO for every one of our banks. A number of

those banks we consolidated . Others we sold off - they didn't fit our

plan . We bought some excellent acquisitions — 33 branches of Bank

ers Trust in New York, that gave us a splendid deposit base there .

We bought a number of branches in Virginia , when two firms

merged and had to divest themselves. But interestingly enough ,

most of the - most of the growth came from within .

Now, after 4 years of this, then we got to a point where we knew

we were over the hump. And I thought the time had come for Mr.

Altman and me to participate in the results of this very deter

mined effort that we had made, that was proving to be so success

ful.

I took it up with the directors of the top-holding companies,

CCAH. They said that they thought that was a great idea. We took

it up with Abedi, and Kamal Adham . And theysaid we could par

ticipate easily in the next stock offering to shareholders — if all of

the stock was not subscribed to by then , under the bylaws we could

subscribe to stock . We did that in 1986, and became shareholders.

1
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I'm watching my time, Mr. Chairman, so some parts of it, I must

move over quickly.

I wish now to turn to the results of our efforts. In an effort to

give the committee a quick sketch of the manner in which we con

ducted the banks, over a period of 9 years, here were certain stand

ards that we set, and here is the result: One, there were no finan

cial improprieties; two, no fraudulent lending practices; three , no

account manipulations; four, no money laundering; five, no improp

er payments to BCCI; six , no lavish , executive purposes; seven, no

lack of regulatory supervision — we maintained the closest relation

ship with the Fed , and it was a most pleasant relationship; eighth,

in the 9 years, no U.S. taxpayer bailout, no bank had to be taken

over; andninth — but not last by any manner of means no share

holder of First American has ever lost onepenny.

Have we been deceived by what we've learned later? If all that

we read about, this poisonous, constant stream of misconduct, if

that is a true statement of what this bank did, then we have been

grossly deceived. We never saw that. We never sensed that.

I don't suppose it's much comfort to us, but during this 9 years

that we did not know what was going on, the fact is that we

learned from reports , neither did the Bank of England, who had

the right to examine them at regular intervals. The Bank of Eng

land apparently was deceived. A matter, most curious, we read

their own auditors, Price Waterhouse , apparently were deceived.

I read some place authoritatively, that for the years 1987 , 1988,

and 1989, PriceWaterhouse had given to BCCI that very intriguing

British expression: " the accountsare fair and accurate . '

A former Prime Minister of Great Britain served BCCI for a sub

stantial period of time . Apparently, they had developed a relation

ship with former President Jimmy Carter. How could it have been

known to me ? The past explanation was offered by somebody who

has been into it very deeply, is there were really two banks: One

was the outer bank, and that's the one that we saw. And that's the

one that we dealt with . And that's the one in whom we developed

confidence through these 9 years.

The other was an inside bank that was unknown . We never saw

it, we never sensed it . I've thought about it so many times. Did we

miss any signs ? Should we have sensed it? I would give anything if

we had, and it would have saved us, really, from this — this dread

ful, painful year that we've been through .

But as I near the end of my time, I want to say when it all comes

down, and I keep reading that Clifford knew, somebody says — then

they say, well how do you know he knew? Oh, well, we don't know

it, but he just had to know . A witness recently said he just couldn't

have run First American for 9 years and not know. I've heard it

over and over again . I speak up, all of you with your experience

know how difficult it is to disprove a negative . Somebody says you

knew , how do you prove that you didn't know? We've done our best

in that regard , but it is a difficult process.

But here, I think is the final point: apparently that BCCI cor

rupted everything it touched . That's what we read about. It cor

rupted banks, it corrupted government — we read ; thousands of

people, depositors have lost; and we begin to get some notion from
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the constant outpouring of news, of the manner in which it was

able to corrupt so many different areas in the world.

The question is, did it corrupt First American ? And that's really

of great moment to us, and of great moment, of course , to this com

mittee that has made such a deep and exhaustive investigation into

it.

Did it corrupt First American ? Not in any way. Do I ask youto

take my word for that? I do. My word has been important here for

a great many years in Washington. And I ask you to take it. Be

cause I know that they did not corrupt First American in any way.

But I also , in addition to that, ask you to take the word of the

Federal Reserve. You've heard Virgil Mattingly, the general coun

sel , testify — he has said they discovered through the years, no fi

nancial improprieties existing within First American. William

Taylor, whom we regard as the chief enforcement officer, testified

at no time were they ever able to find any improper payment to

BCCI or any improper financial relationship with BCCI.

Recently, Mr. Robert P. Black, the president of theFederal Re

serve Bank of Richmond, which has jurisdiction over First Ameri

can and all the banks in this area, testified . I think I can end on no

better note than just some selected sentences from Mr. Black's tes

timony when he testified under oath before the House.

Each of these is significant. Each of these is significant to the

committee. First quote: " Examination and inspection record be

tween 1982 and late 1988 is clear . Neither the reports of our First

American inspections, nor any of the reports of examination pre

pared by other Federal and State regulators, contained comments

or criticismsregarding involvement of influence by, or improper

payments to BCCI. ”

The second: When new disclosures involving BCCI occurred in

1991 , an indepth inspection of the First American organization was

initiated. A total of 52 examiners from all 12 Federal Reserve dis

tricts, with an average experience level of 8 years, expended in

excess of 7 manyears on this examination . And what did they

find ?—I'm getting near the end - quote, “ And in delving into these

records, we have found no evidence of influence and control, or any
indications that he banks were involved in any attempt on the part

of covert owners to influence others . This investigation is ongoing,

but preliminary findings have disclosed no abuse of the banks, or

significant exposure on the part of First American to BCCI."

And then this is his final sentence. “ Simply put, no connection

between the bank's lending practices and their unauthorized own

ership by BCCI has been uncovered .

Under the arrangement that we've had with the chairman , I

would take the majority of the time. Mr. Altman will present some

portions of it that will fill out the mosaic, and he will limit himself

to 10 minutes.

Senator KERRY. Thank you very much, Mr. Clifford . Mr. Altman .

19

TESTIMONY OF MR. ROBERT A. ALTMAN

Mr. ALTMAN . Mr. Chairman , Senator Brown, members of the

committee, Senator Simon, Senator Jeffords, good morning.
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I'm pleased to appear here this morning to assist the committee

in this inquiry into the matter involving BCCI and First American .

I am particularly appreciative of thechairman's reports at the

outset of the hearing this morning, regrading the balanced and re

served approach that this committee is adopting in this inquiry .

And after offering these brief remarks, I look forward to present

ing factual information , in response to the questions that you have .

I also hope that I would have the opportunity during the course of

the day to correct some misinformation, and some unfounded spec

ulation which has been introduced into the record of these proceed

ings .

Many people wonder how Mr. Clifford and I came to find ourself

in the midst of this controversy. And we hope to be able to shed

some light on that question today. I think perhapswe can begin to

examine that question by looking at the historical context of this

case .

There is an unfortunate tendency to view the events of the past

through the distorting prism of sensational reports about BCCI

that appear today. And to understand our dealings with BCCI, one

must evaluate past events , and our conduct in view of the knowl

edge and circumstances of BCCI that were then prevailing.

As Mr. Clifford has described, our law firm began representing

BCCI in 1978. At that time I was a young lawyer in the firm . Our

firm was actually quite selective in terms of the clients that we

would agree to represent . And BCCI appeared to me to be an ap

propriate even an attractive client for our firm .

In 1978, and thereafter through the 1980's, BCCI appeared to be

a successful, growing, international bank. It was managed by pro

fessional, conservative bankers from Pakistan , after Pakistan na

tionalized the banking industry . It was a company that we under

stood to be owned by some of the wealthiest people in the world .

These were respected businessmen, and leading political figures

from the Middle East. It was a company that was regulated by the

Luxembourg Monetary Institute, and by the Bank of England, in

London , where BCCI had its world headquarters.

The Bank of America owned a 30 -percent interest in BCCI, and

participated in BCCI's management through representation on its

board . And Bank of America was, of course, at that time the larg

est and some would say , the most respected bank in the United

States at that time.

We also understood that BCCI enjoyed important banking rela

tionships with a number of major U.S. banks. These would include

Security Pacific, First Chicago, American Express, Bank of New

York, and, of course, Bank of America. And these highly reputable

financial institutions in the United States also extended very large

credit lines to BCCI.

And throughout this period, throughout the decade of the eight

ies, BCCI expanded its operations to more than 70 countries around

the world. And in each instance, BCCI was able to obtain the li

censes and approvals from the governmental authorities where it

opened new banking operations. And to us, this signified BCCI's re

spectability, and itsacceptance worldwide.

2
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During the 1980's , BCCI also had known , close relationships with

leading_world figures, people of unquestioned integrity — such as

former President Carterand Prime Minister Callahan .

BCCI is now portrayed in the media as an evil, corrupt organiza

tion . But I can say to you , our impression, throughout the period

we were representing BCCI was distinctly different. And Ithink

that our impression of BCCI was accurately described recently by a

man named John Heimann, who was former controller of the cur

rency . He was former New York State Superintendent of Banks.

Andhe wrote in the Wall Street Journal recently. I quote:“When I

look back at its origins, I am struck by how respectable BCCI ap

peared then. Among other things, Bank of America was a major

shareholder ; regulators in many nations— including Britain

opened their doorsto what looked like a uniquely dynamic, welled
back, Third World bank ."

We had an equally favorable impression of the Middle Eastern

investors who we also represented in connection with the acquisi

tion of First American. These investors appeared to be reputable

people, of prestige andstanding. Included in the group were the

ruling family of Abu Dhabi, and persons and entities associated

with them ; there were also involved in this group rulers from two

of the other emirates in the United Arab Emirates. There were

leading businessmen from the Middle East, such as a Mr. Fulaij,

who came from one of the leading families in Kuwait; former chair

man of Kuwait Airways. Mr. Clifford mentioned Kamal Adham , he

was a leading businessman from Saudi Arabia, and enjoyed a first

rate reputation. And we have attached to our prepared statement

that has been submitted to the committee, some of the letters of

reference that were submitted on behalf of these people, letters

from some of the largest international companies and banks with
which they dealt .

We, in short, were pleased to represent these people. Now , atten

tion has been devoted to representations that Mr. Clifford and I

made to bank regulators in connection with the acquisition of First

American . The fact is — it's not much mentioned — but there were

three, prominent law firms, all of us working closely together, all

of us dealing directly with the clients. We allbelieved the informa

tion that we were presenting to regulators was accurate.

And here we had unusual confidence in the information being

presented, because there were independent investigations of the

proposed owners of First American by governmental authorities,

investigations in which we did not participate.

Andthe extent of those investigation was wide-ranging, and,

indeed, in light of the high -profile nature of this acquisition , it may

well have been unprecedented. The Federal Reserve, in its testimo

ny recently, has detailed the extent of those investigations. They

were also the subject of hearings back in 1982. I will quote a couple

of sentences from the hearing record . This was before Mr. Rosen

thal's committee, testimony by Mr. Wallich, then member of the

Federal Reserve Board.

“ Question , Mr. Rosenthal : Mr. Wallich, can you tell us just a

little bit how you checked to verify the backgrounds, the character,

the integrity, the financial resources of the individuals? Mr. Wal
lich: The board worked very hard at this, because as my testimony
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says, this is a crucial matter. We used all the resources of the U.S.

Government - not only those of the Federal Reserve Board . And we

developed information from a very broad informational source. We

also, of course, obtained bank statements. We obtained financial

statements of the individuals . And these were certified. So we did

what I think is humanly possible to develop detailed information

on these individuals ."

This investigation of the representations that had been made by

these Middle East investors has also been described in a letter that

was written by the banking superintendent of New York State, in

a letter that was submitted to Mr. Rosenthal—again, I think a

couple of sentences will give you the feel of it .

He writes, after detailing the extensive nature of the investiga

tion that they conducted, he says : All the information we received

indicated that the investors were prestigious and reputable people.

None of the regulatory agencies involved found anything derogato

ry about any of the investors, nor did the former top management

of Financial General, who fought the takeover for almost 3 years .

And he says our investigation was thorough, and explored all avail

able sources of information .

It does make — be ironic that we had available to us, in this

transaction , much more information than a lawyer normally has in

a commercial transaction . Here we had sworn testimony from the

key individuals. We had extensive background information. We

had certified financial statements, bank references, personal busi

ness references. And then we had these extensive investigations

and cross -checks by the U.S. Government, and by the State regula

tory authorities. And all of the information that was gathered sup

ported the representations that were being made.

Let me conclude - we do not know what the truth is as to the al

legations that have been leveled regarding certain of the First

American shareholders serving as nominees for BCCI. The owner

ship issue is very confused. It's in dispute . Documents from BCCI

which relate to this issue are suspect, according to Price Water

house - BCCI's auditors .

From our standpoint, we never had any reason to distinguish be

tween shareholders, or to assume that some of the shareholders

were legitimate , and other shareholders or nominees — all of them

appeared to be of the same category.

Now I think the committee will understand that no corporate

management can know what a shareholder does with his stock

after it is purchased . However, during the initial regulatory pro

ceedings, we made commitments to regulators that First American

would be operated honestly and properly under the control of Mr.

Clifford and the board of directors. And whatever the facts are that

are developed , relating to the ultimate ownership of the stock of

First American, I state to this committee without equivocation ,

that we kept that fundamental promise to regulators.

Thank you.

[ The prepared statements of Mr. Altman and Mr. Clifford follow :]

PREPARED STATEMENTS OF CLARK M. CLIFFORD AND ROBERT A. ALTMAN

Chairman Kerry, Senator Brown, members of the committee: We are pleased to

appear today before the Subcommittee on Terrorism , Narcotics, and International
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Operations of the SenateForeign Relations Committee and welcome the opportunity

to discuss in thispublic forum the facts, circumstances, andallegations surrounding

First American Bankshares and the Bank of Credit and Commerce International

(“ 'BCCI ').

We submit this testimony as our joint statement. Our testimony necessarily con

cerns events going back many years and reflects our respective recollections ofthese

matters.

We are, of course , aware of the dely reported allegations that BCCI has engaged

in systematic fraudulent practices worldwide, and arefamiliar with the charge that

BCCI may secretly have acquired a substantial stock interest in First American. We

urge care in reviewing these complex allegations, and caution in reaching judg

ments about these events.

We note the natural tendency to view the events of yesterday in the light of

charges or information available only today. We shall attempt to present the facts

and circumstances as they were known to us at the time the events were occurring,

sothat a fair and objective review of the issues is possible.

We previously appeared on September 11 , 1991, before the House Banking Com

mittee. Subsequent to that appearance, representatives of the Federal Reserve have

appeared before the House Banking Committee and presented the results of regula

tory audits which answer certain fundamental questions that have been raised

about First American and our management of that Company. We believe that testi

mony is significant and shall attempt to highlight salient portions of it today.

We alsoare generally aware of hearings involving the BCCI matter before this

Subcommittee earlier this year. We welcome the opportunity to correct those parts

of the record that we believe are in error. Through our testimony, we shall provide

the Subcommittee the facts concerning our conduct and our legal representation of

BCCI, so that no misinformation or error remains. We appreciate the chance to

appear in this public hearing, and setthe record straight.

We are comfortable in the knowledge that this Subcommittee and the American

people can hear from us directly, and reach their own conclusions. We intend to be

candid and direct. We submit that when we conclude our testimony, the following

fundamental conclusions will be inescapable:

1. Honest Operation. First American — the banking organization we headed for

over 9 years — was operated honestly and ethically. Whatever may have happened at

BCCI— and those exact facts are far from clear - the record establishes, and compre

hensive audits confirm , that at First American under our leadership there were:

• No financial improprieties

• No fraudulent lending practices

No account manipulations

No money laundering

• No improper payments to BCCI

• No transactions which benefited BCCI at the expense of First American

• No lavish executive perquisites

• No lack of regulatory supervision

• No U.S. taxpayer bailout

• No depositors that ever lost a cent

It has, after all , been the banking operations of First American for which we have

been responsible all these years, and we welcome an examination of our record. This

decade of honest , reputable banking at First American refutes any allegation that

the activities of First American were controlled by an allegedly corrupt foreign in
stitution .

2. American Management and Control. First American has been managed and

controlled by prominent American Boards of Directors and experienced American

bankers in keeping with express commitments that were made to bank regulators.

Together with final responsibility for the Company, the ultimate management au

thority at First American was reposed by the shareholders in Clark Clifford as

Chairman. At no time did First American receive instructions or directives from

BCCI regarding First American's business decisions. At no time did BCCI control

First American's operations. The evidence is conclusive that the two companies had

different — and incompatible_operating policies and procedures, strategic concepts,

bank support functions, staffing and administrative programs, customer bases, and

controlsand systems. The two organizations did not share a common corporate phi

losophy or culture .

3. Regulatory Audits. The Federal Reserve's inquiry into the issues concerning

BCCI and First American has involved intensive, wide-ranging audits of the entire

First American organization. This inspection was conducted by the Federal Reserve,

the FDIC, and state regulators in a coordinated effort. The findings of that inspec
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tion confirm the mostfundamental assertions we have made during the current in

vestigation - at First American there was no “ involvement of, influence by, or im

proper payments to BCCI.” These audits have established that we ran First Ameri

can and we ran it honestly.

4. Financial Record. The administration of First American during our tenure was

successful. Under our direction, a scattered group of local banks in various markets

was transformed into a major, dynamic financial institution . The Company's assets

increased dramatically, from approximately $2.2 billion to over $ 11 billion . This

growth was accompanied by similar increases in deposits that relied upon stable

core deposits, not " purchased” money. During this same period , profits quadrupled .

Last year, with the precipitous decline in real estate values and the resulting need

to build loan reserves, First American for the first time reported an operating loss

(as did many banks in the region ). Despite that setback, First American remains a

uniquely valuable franchise with an excellent future. It employs over 6,000 Ameri

cans and offers first rate banking services.

5. Ownership. At no time, prior to the recent disclosure of allegations, did we

become aware of any secret ownership of First American stock by BCCI. Despite the

review of reams of First American and BCCI documents by investigators, including

BCCI's so -called " secret” files, no evidence has been found that establishes that we

knew BCCI illegally owned any First American stock, or that we knowingly misled

regulators. To the contrary, there is a large volume of documents correspondence,

proxies, share transfer deeds, letters of waiver and acceptance, offering memoranda

and Board minutes — which clearly show that we operated in the belief that First

American was owned by Middle Eastern Investors.

6. Bona Fide Shareholders. The assertion that BCCI owns a large block of First

American stock remains an allegation , not a factual determination. A number of

the shareholders are not challenged as being nominees. Certain other shareholders,

said to be nominees, have strongly denied the allegation . As of this time, the only

conclusion that can be reached is that the true ownership of First American is un

clear. (See Attachment A ) . It is , of course , impossible for the management of any
corporationto know what secret arrangements shareholder could have made with

his stock. For our part, however, there was never any reason to distinguish one

shareholder from another, or suspect that any of the shareholders were not bona

fide investors.

7. Shareholder Representations. Whatever the truth is relating to BCCI's secret

ownership of First American stock — and that picture remains murky - we and other

counsel made every reasonable effort to ensure that the representations made to

bank regulators in 1980-81 in connection with the proposed acquisition of First

American were accurate . Three prominent law firms worked actively together

during the regulatory process, and everyone involved at each of these firms believed

the information being presented was correct.

8. Regulatory Proceedings. Descriptions of the 1981 Federal Reserve proceedings,

which have suggested that regulatory approvals were largely based on some general

assurances given to the agency by Clark Clifford , are refuted by the factual record.

The 1981 federal regulatory approvals were based on the merits of that application,

as reflected in a voluminous administrative record . Moreover, as Federal Reserve

officials have repeatedly testified there were extensive, independent investigations

inquiries in which we were not involved — where various federal agencies assisted

the federal and state bank regulators.2 Information thus was obtained from the

State Department, the Commerce Department, the FBI, the CIA and the Middle

East specialists of several leading New York banks— which confirmed information

in the application and presented no proper basis for objecting to the proposed acqui

sition .

As Alan R. Cohen, Acting Superintendent of the State of New York Banking De

partment, wrote to the late Representative Benjamin Rosenthal, then Chairman of

the Subcommittee on Commerce, Consumer and Monetary Affairs of the House

Committee on Government Operations: “ From none of the foregoing sources of in

formation did we ever receive any derogatory information about any of the inves

tors. On the contrary, all the information we received indicated that the investors

1 Written Testimony of Robert P. Black, President, Federal Reserve Bank of Richmond, Before

the Committee on Banking, Finance and Urban Affairs, U.S. House of Representatives ( Sept. 13 ,

1991), at 5.

2 See, e.g., Hearings on the Role of the Federal Reserve in Regulating BCCI Before the Bank

ing, Finance and Urban Affairs Committee, U.S. House of Representatives (Sept. 13, 1991) (here

inafter “ Sept. 13, 1991 House Banking Hearing ') ( Statementof Virgil Mattingly, General Coun

sel, Federal Reserve System ) (Legislate Transcript pp. 67-68, 96 ).

2
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were prestigious and reputable people ." (Letter from Alan R. Cohen to Rep. Benja

min Rosenthal, dated October 12, 1982, appended hereto as Attachment B ) (empha

sis added ) . This view was echoed by Henry C. Wallich, then a Member of the Feder

al Reserve Board of Governors, during his September 1982 testimony before Chair

man Rosenthal's Subcommittee, in which he described the investigation conducted

by the Federal Reserve to verify the character, integrity, and financial resources of

the investors. A copy of Mr. Wallich's testimony is appended hereto as Attachment

C. In short , after prolonged and exacting scrutiny , the regulators reached the same

conclusion that we did — that the investors were reputable, wealthy individuals who

were buying the stock as personal investments .

9. Legal Representation. During those periods in which we represented BCCI, we

provided services and advice which BCCIwas entitled to receive. At no time did our

law firm take any improper action to obstruct or impede any lawful investigation of

BCCI.

We believe these points are compelling. With this brief introduction, we shall now

present the history of our involvement with First American and then address cer

tain of the basic issues that have been raised .

BACKGROUND

Our initial involvement with BCCI dates back to late 1977 , when we were intro

duced to Mr. Agha Hasan Abedi, the president and founder of BCCI. Mr. T. Bertram

Lance, former Director of the Office of Management and Budget, had been asked by

Mr. Abedi to serve as a consultant on investment opportunities in the United

States . During subsequent meetings with Mr. Abedi in early 1978, we learned that

BCCI served as the banker and investment advisor to a number of wealthy Middle

Eastern rulers and businessmen . Without our involvement or advice, four of these

investors hadpurchased stock in an American bank holding company called Finan

cial General Bankshares ( “ FGB” ), the predecessor to First American , without filing

certain disclosures with the Securities and Exchange Commission (“ SEC ” ). The SEC

investigated these transactions, and the management of FGB, concerned that these

purchases foreshadowed a possible corporate takeover effort, filed suit against the

Arab investors, BCCI, Mr. Abedi and others. We were retained to represent Bert

Lance, Agha Hasan Abedi, BCCI, SheikhMohammed bin Zaied al Nahyan, Sheikh

Sultan bin Zaied al Nahyan , Faisal al Fulaij, and Abdullah Darwaish, certain of

these defendants . The highly regarded New York law firm of Wachtell, Lipton ,

Rosen & Katz also was retained, at our suggestion , and served as co -counsel

throughout these proceedings for the next 4 years.

It must be remembered that the credentials of BCCI and its founder, Mr. Abedi,

at that time, were favorable, and even impressive. When we first came to know Mr.

Abedi, information available to us suggested that BCCI was a legitimate financial

institution which was associated with people and entities of high standing and

repute. Based on our initial meetings, we personally found Mr. Abedi to be digni

fied, modest, intelligent and credible .

BCCI , the institution Mr. Abedi founded in 1972, likewise enjoyed respectability .

It was notable that Bank of America was a partner in BCCI, owning 30 percent of

its shares.3 The other investors in BCCI included “ some of the most respected

names in the Middle East and representatives of most of the ruling families.” 4

BCCI's annual audited financial statements indicated that BCCI's banking oper
ations were sound and proper.

BCCI maintained correspondent banking relationships and lines of credit with a

number of major domestic and foreign banks, including Security Pacific, American

Express, Bank of New York, National Westminster Bank and Bank of America.

Throughout the 1980's, it is reported that Bank of America handled over $ 1 billion

daily in clearings for BCCI.5 BCCI also developed relationships with leading invest

ment banking firms. For example, in 1983 BCCI issued $50 million in floating rate

notes that were underwritten by such major investment brokerage houses and

banks as Merrill Lynch, First Chicago Limited, Prudential-Bache Securities,

: When Bank of America sold its BCCI shares, it issued a press release to deny reports that its

divestiture relatedto concerns about BCCI or its management practices. Bank of AmericaPress

Release, Sept. 1 , 1978 .

* BCCI's Rise Based on Unique Management Style, Washington Star, Oct. 22, 1978, at A-15.
5 See Gilt by Association , Time (Oct. 7, 1991 ).
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Lehman Brothers, and Kidder Peabody. These facts demonstrated credibility and

stability in the financial world .

Many regulatory authorities granted approval to BCCI to conduct operations

within their jurisdictions during the 1980's. Thus, BCCI purchased banks and

opened banking operations all over the world, including its licensed banking agen

cies in the United States in New York , Florida, and California. By way of illustra

tion, Mr. Gerald Lewis , the Comptroller of Florida, wrote to Mr. Abedi in late 1985,

urging BCCI to establish its U.S. banking operations in his state because Florida

was the “most commercially attractive and viable state to locate and expand [his]

bank's U.S. activities .” A copy of this letter is appended hereto as Attachment D.

Many public and private entities, including the United Nations, UNICEF , and the

central banks of Peru, Nigeria, Zimbabwe, Bangladesh, and Kenya , kept substantial

funds on deposit with BCCI.8 While we have no personal knowledge, we understand

from recent reports that our own Central Intelligence Agency had substantial rela

tionships with BCCI.

As former Comptroller of the Currency and New York State Superintendent of

Banks, John Heimann, wrote in a recent article in the Wall Street Journal: “When I

look back at its origins, I am struck by how respectable BCCI appeared then. Among

other things, Bank of America was a major shareholder. Regulators in many na

tions, including Britain,opened their doors to what looked like a uniquely dynamic,
well -backed Third World bank ." 9

The FGB Litigation

As noted above, our law firm was retained in February 1978 to represent Lance,

the Arab investors identified above, BCCI and Mr. Abedi in legal proceedings that

arose in connection with the purchase of approximately 18 percent of the stock of

FGB. In an effort to resolve the SEC case and protect the financial interests of the

investors, a tender offer to acquire control of FGB was recommended by New York

counsel. The documents settling the SEC proceeding expresslyprovided for a tender

offer by the investors and/or ICIC, a corporate shareholder of BCCI.

When we agreed to assist in pursuing this acquisition, we understood that there

was no legal prohibition against foreign ownership of an American banking institu

tion. Indeed, a view was expressed by thoughtful U.S. policy -makers that the pur

chase of crude oil by the United States had resulted in the transfer of billions of

dollars annually to the Middle East, and that it would benefit the American econo

my to have some of that money returned to the United States in the form of capital

investments.

The SEC proceedings were resolved in March 1978, but the litigation with FGB

management, which sought to prevent the acquisition, continued until the summer

of 1980 — making this one of the longest corporate takeover struggles in history . The

extensive litigation with FGB was intense, and exhaustive discovery was conducted

of the investors,BCCI and others. Sheikh Adham , Messrs. Fulaij and Darwaish , as

well as Mr. Abedi and other BCCI officers, testified under oath in depositions. In all

this extensive testimony, there was no evidence that established the investors were

acting for BCCI.

The takeover contest contributed substantially to our understanding and belief

that the investors were seeking to acquire FGB shares in their own right. During

the ensuing depositions, the investors, Mr. Abedi, and other BCCI officials testified

under oath in the presence of counsel. None of us had any reason to question the

veracity of their sworn statements. In particular, their sworn testimony established

that: (i) the investors were purchasing FGB shares for their own interest, because

they valued the stability of investments in the United States; ( ii ) BCCI did not con

trol, vote, or have the power to dispose of the sharespurchased by the investors; ( iii )

BCCI would not finance the purchase of sharesin the tender offer; (iv ) BCCI's role

with respect to the investors' purchase of FGB shares was that of commercial

banker and investment advisor; and (v) the investors intended their investment to

be managed by American professionals.

6 Prospectus, U.S. $ 50,000,000 Guaranteed Floating Rate Notes due 1990 , unconditionally and

irrevocably guaranteed as to payment of principal and interest by BCCI Holdings (Luxembourg)
S.A. ( Nov. 22, 1983 ).

7We were aware that there was regulatory concern about BCCI's corporate structure ; BCCI

lacked a single consolidated regulatory authority which would serve as its lender of last resort.

These concerns, however, did not relate to questions about fraudulent practices or illegalities at

BCCI.

8 See BCCI: The Inside Story, TheIndependent, July 14, 1991 , at 2 .

. Don't Overregulate After BCCI, Wall Street Journal, Sept. 12, 1991 , at A-18 .
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Nothing in the course of this litigation-neither the investors' actions nor their

words — indicated in any way that they were nominees for BCCI, as is now alleged .

During the course of the takeover litigation, they travelled to the United States to

testify under oath and defend their investment. They were also willing to make ex

tensive personal disclosures to regulatory authorities.

In July 1980 an agreement was signed with the management of FGB settling the

litigation and providing for the acquisition of FGB by the Middle Eastern investors,

subject to regulatory approvals.

REGULATORY PROCEEDINGS

Before the tender offer for First American could be consummated, various federal

and state bank regulatory authorities had to approve the transaction . A lengthy

written application was filed with the Federal Reserve Board setting forth all rele

vant facts relatingtothe transaction. This application was prepared collectively by

lawyers at Wachtell, Lipton, Rosen & Katz; Clifford & Warnke; and Kutak, Rock &

Huie. Each of these law firms had direct contact with BCCI and the Arab investors

regarding the representations being made.

Further, the regulatory approval process followed heated, high profilelitigation

and took place in an atmosphere of bitter opposition, particularly in New York City,

where one of FGB's principal banks was located. Theinvestors' applications for reg

ulatory approval of the tender offer therefore received intense scrutiny.

The Federal Reserve Board took the unusual step of convening an on -the- record

hearing in April 1981 , at which federal andstate regulators had an opportunity to

question some of the investors, who made themselves available for this purpose. 10

At that hearing, four of the investors appeared and affirmed that they - not BCCI—

owned and controlled their FGB shares. The investors also made clear that they in

tended to participate in the tender offer for their own accounts, and that they in

tended to leave the management of the Company to an American Board of Direc

tors. Assurances were also given by the investors during the regulatory approval

process that BCCI had not and would not finance the acquisition of FGBsharesin

the upcoming tender offer, or otherwise participate as an investor in the tender
offer.

The bona fides of the investors throughout this process seemed evident to us. The

initial group of investors had been expanded to 14 persons and entities of stature in

the Middle East. Their number included members of the ruling families of the

United Arab Emirates and their wholly -owned investment companies. One of the in

vestors, the Abu Dhabi Investment Authority, was a wholly-owned governmental

entity, responsible for investing the assets of the Emirate of Abu Dhabi . Charged

with investing the resources ofone of the richest countries in the world, it hardly

could have appeared more substantial, and the logic of its interest in investing in a

U.S. financial institution which promised long -term growth and stability seemed
plain

Sheikh Kamal Adham, the " informal chairman ” or leader of the shareholder

group and reportedly a close associate of Anwar Sadat of Egypt - similarly was

considered a leading citizen of Saudi Arabia. During those proceedings,we received

references from major corporations which attested to Sheikh Adham's character, in

tegrity, and financial resources. Similar references were provided for other inves

tors. As examples, several such letters of reference are appended hereto as Attach
ment E.

One personal observation about these people also seems relevant. Along with

Sheikh Adham , Sheikh Zaied bin Sultan al Nahyan , the ruler of Abu Dhabi, had

helped Mr. Abedi start BCCI. These gentlemen were among Mr. Abedi's most impor

tant clients. In our experience, Mr. Abedi was always exceedingly deferential in the

presence of any of the investors. It seemed plain to us that Mr. Abedi was an agent

of the investors, not their principal .

Martin Lipton of the law firm of Wachtell , Lipton , Rosen & Katz had a similar

reaction : " Mr. Adham talked to Mr. Abedi in a manner which clearly indicated to

me that Mr. Abedi was Mr. Adham's agent, not his principal; Mr. Abedi, for his

part, was entirely deferential to Mr. Adham ." 11 No one questioned that Mr. Abedi

10 See Transcript of Meeting before the Board of Governors of the Federal Reserve System,

regarding applications of Credit and Commerce American Holdings and Credit and Commerce

American Investment, to acquire Financial General Bankshares, Inc. (April 23, 1981 ) (herein

after “ April 23, 1981 Federal Reserve Transcript ').

11 Affidavit of Martin Lipton ( Aug. 9 , 1991 ) (hereinafter “Lipton Affidavit” ), 10.
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served the investors, not the reverse. Again in Mr. Lipton's words, “ no person who

observed the interaction between them would have believed that Mr. Adham was a

'front' or 'nominee' for Mr. Abedi or BCCI.” 12

The investors provided certified financial statements and other information ,

which documented their ability to purchase the Company . The regulators did not

rely solely upon these materials, but rather made independent inquiries into the in

vestors' financial resources and integrity that certainly were far-reaching in scope.

In his 1982 testimony before the Subcommittee on Commerce , Consumer and Mone

tary Affairs of the House Committee on Government Operations, Henry C. Wallich

of the Federal Reserve described the scope of the Board's investigation :

The Board worked very hard at this because this is a crucial matter.

We used all the resources of the U.S. Government, not only those of the Federal

Reserve Board, and we developed information from a very broad informational

source .

We also, of course , obtained bank statements . We obtained the financial state

ments of the individuals, and these were certified by local accountants who in

turn were certified by familiar named accountants of the Big Eight.

tee. 13

( W ] e used all sources that were at our disposal. I think a very unusual

effort was put into this because of the importance of getting a clear picture .

After putting it all together and getting the cross -checks, we arrived at the con

clusion that these (investors) were satisfactory.

(Attachment C, p. 56-57 ). William Taylor, Staff Director, Division of Banking Super

vision and Regulation, and Virgil Mattingly, General Counsel of the Federal Re
serve, have repeatedly reaffirmed the extentof the Board's own investigatory efforts

during testimony before both this Subcommittee and the House Banking Commit

The magnitude of this regulatory review also is well described in a letter written

by Alan R. Cohen , Acting Superintendent of the State of New York Banking De

partment, to the late Congressman Benjamin Rosenthal, dated October 12, 1982, ap

pended hereto as Attachment B. AsMr. Cohen wrote,the regulatory applications by

Credit and Commerce American Holdings (“ CCAH ” ) and Credit and Commerce

American Investment (" CCAI" ), First American's parent companies, " received more

scrutiny from more regulatory agencies than any other in recent memory.” He went

on to say that

[o ]ver a period of 4 years, the application was scrutinized by the Federal Re

serve Board, the Comptroller of the Currency , the Securities and Exchange

Commission , and the bankingauthorities of the states of Maryland, Virginia

and Tennessee as well as New York.

12 Id .

13 In their written testimony to the House Banking Committee, submitted in connection with

their Sept. 13 , 1991 appearance, Mr. Mattingly, William Taylor and E. Gerald Corrigan of the
Federal Reserve stated :

The Board did not rely solely on these representations that the investors were acting for

themselves. The Board requested detailed information from the investors regarding their finan

cial resources and affiliations, including financial statements prepared by accounting firms,

some of which were affiliated with the largest accounting firms in the world. Financial state

ments were submitted , and, in the case of the largest shareholders, a statement about the source

of funds to be used to make the acquisition was required. The Board also obtained letters from

the largest investor's banks confirming balances and containing references. All these materials

indicatedthat the investors were persons of considerable means and that the purchases were to

be made from their own personal resources.

To further verify that the representations being made were accurate, the Board conducted

background checks on the shareholders, soliciting information from the Central Intelligence

Agency ,the Departments of State and Commerce, and a foreign bank supervisor. The Board also

obtained information from the SEC regarding the original acquisition and two CCAH sharehold

None of the agencies performing background checks — the CIA and State and Commerce De

partments — reported any adverse information on the investors, and the Departments of State

and Commerce reported that the investors were persons of substance. Neither the Board nor

any other regulator received any evidence from other sources that the representations made to

them were false .

Written Testimony of J. Virgil Mattingly, Jr., General Counsel, and William Taylor, Staff Di

rector, Division of Banking Supervisionand Regulation, Board of Governors of the Federal Re

serve System , and E. Gerald Corrigan , President, Reserve Bank of New York , before the Com

mittee on Banking, Finance and Urban Affairs, U.S. House of Representatives (Sept. 13 , 1991 ) at

23-24.

ers .
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Mr. Cohen advised Congressman Rosenthal that the " vast investigative resources

of the federal government” were brought to bear upon the investorsand their appli

cation . According to Mr. Cohen, information about the investors was obtained , inter

alia, from the State Department and the Department of Commerce .

Finally , the regulators " utilized the resources of multinational banks in New

York City, in particular Morgan Guaranty Trust Company, Manufacturers Hanover

Trust Company, Irving Trust Company and Citibank ," as additional sources of infor

mation . As Mr. Cohen stated :

Middle East specialists at these banks knew the major investors, were able to

confirm the accuracy of much of the information * (the regulators) ha [d ] re

ceived , and were able to supply * additional information as well .

As the New York Banking Department informed Congress, “ [ f]rom none of the fore

going sources of information did we ever receive any derogatory information about

any of the investors ."

In short, the regulatory proceedings were thorough and extensive. Any suggestion

that regulators approved this transaction on the basis of general assurances from

counselis completely refuted by the record.

We believed, as did our co -counsel from other firms and the many regulators who

carefully had scrutinized the matter, that the investors were substantial persons
whodesired a passive investment in a valuable American banking franchise not

BCCI nominees. As co -counsel Mr. Lipton has stated:

During the course of Wachtell Lipton's service as counsel, I saw no evidence

suggesting that BCCI or Mr. Abedi was a principal in the transactions, much

less that Mr. Adham or the other Investors were “ nominees " or " fronts" for

BCCI or Mr. Abedi. To the contrary, it appeared that BCCI and Mr. Abedi were

the advisors they held themselves out to be. By the same token , in all my deal

ings with Messrs. Clifford and Altman, I saw nothing which led me to believe

that either of them knew or suspected, or had any reason to know or suspect,

that BCCI or Mr. Abedi was a principal. 14

For nearly 9 years following the takeover, nothingoccurred to disabuse us of our

basic belief about the Middle Eastern owners of this Company.

le

MANAGEMENT AND CONTROL OF FIRST AMERICAN

1

.

3

After the acquisition was approved by the Federal Reserve and the relevant state

authorities, the tender offer for FGB which later was renamed First American

was consummated in April 1982.

Mr. Clifford had been asked by the shareholders to consider serving as Chairman

of the Company following the acquisition. At the time of the acquisition, Mr. Clif

ford was 75 years old,and had had a long and successful career in government and

the private practice of law. The invitation to become Chairman was appealing. The

investors, who had remained steadfast through the years of difficult litigation , clear

ly required assistance as passive investors in the Company. Equally important, how

ever, was the challenge posed to try to realize the potential of this banking compa

ny .

Before accepting the offer, however, a fundamental agreement was made with the

shareholders on the issue of authority . The express understanding was reached that

Mr. Clifford would have complete authority for the management and direction of the
Company and complete responsibility as Chairman for its operations. This agree

ment never was violated .

Against this background, Clark Clifford joined the Boards of CCAH , CCAI, and

First American Corporation in 1981, and became Chairman of the Board ofFirst

American Bankshares in April 1982. Former Senator Stuart Symington was elected

Vice Chairman of First American Bankshares, a Managing Director of its parent

holding companies, and a director of the subsidiary New York bank. Robert Altman

became President of First American Corporation and a director of various First

American holdingcompanies and subsidiary banks. A group of distinguished Ameri

cans— including, for example, James Gavin , a retired General of the U.S. Army,
who had served as U.S. Ambassador to France and Chairman of Arthur D. Little;

and Elwood Quesada, a retired Air Force General who had served as Administrator

of the Federal Aviation Administration and Special Assistant to President Eisen

hower-were invited to and became members ofthe Board .

A professional banking staff was employed to conduct the day-to -day banking

business of the Company. We, together with the Board of Directors,thereafter estab

lished the broad policies, strategic directions, financial objectives, and operating phi

1

14 Lipton Affidavit, | 4 .

1
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losophy of First American . The law firm of Clifford & Warnke was retained, at the

express request of the shareholders, to serve as general counsel to First American .

The investors committed themselves to having 60 percent of their shares voted by

Senator Symington for the first 5 years. This dramatized the transfer of control

from the shareholders to the American directors. Thereafter, the shareholders

signed proxies for annual meetings which generally affirmed the recommendations

of the American Board of Directors .

During the 9 year period when we headed First American , the Company pros

pered and grew . It was transformed from a small , lackluster group of banks into the

largest banking organization in Washington , DC. A retail banking franchise was

created that remains unique_and quite valuable. In August of this year, we re

signed our positions with First American Bankshares and its related entities .

Management's Dealings With BCCI

Considerable attention has been given to our contacts with BCCI in the years fol

lowing the acquisition of First American . It is only today's hypersensitivity to BCCI

that makes these contacts appear controversial. Overthe past decade, we met with

officials of BCCI several times a year in London . We also had meetings in the

United States. These meetings were not unusual, nor were they in contravention of

understandings we had with bank regulators.

During the regulatory proceedings, the regulators repeatedly were told , orally and

in writing, thatBCCI had existing banking and other relationships with the share

holders and had provided , and would continue to provide, certain services to the

CCAH investors in connection with their CCAH investments. Specifically, the regu

lators were advised that certain of the First American investors were also share

holders in BCCI; that the investors used BCCI as their commercial and investment

bank; that BCCI had provided and would continue to provide “ advisory and other

services” to the shareholders with respect to their CCAH investments; and that

BCCI served as a communications link with the investors (given the logistical prob

lems in communicating with these foreign shareholders).15 It therefore was under

stood by the regulators that there were substantial ties between BCCI and these in

vestors. Indeed , the regulators expressly were informed that BCCI “ would continue

to look after and provide advice to the Investors with respect to their investments,"

including their investment in First American . 16 This was consistent with the roles

played by BCCI during the years of the takeover litigation .

Following the acquisition, we continued to interact with BCCI and the investors

as we had done previously . Sheikh Adham , as the leader of the shareholders, and

Mr. Abedi, as an advisor to the shareholders, continued to meet with us on a regu

lar basis over the years to hear reports on the shareholders' investment in First

American . We did not resist or seek to avoid these contacts with BCCI . We under

stood that the First American shareholders were important clientsand customers of

BCCI and that, as the investment advisor to these shareholders, BCCI wanted the

shareholders' investment in First American to be successful.

The various activities known to us that BCCI undertook for the shareholders after

the acquisition were consistent with representations to bank regulators and seemed

entirely unexceptional . In connection with annual meetings, proxies were sent to

the shareholders through BCCI and were signed by the shareholders and returned

through BCCI. A sample of these signed proxies is appended hereto as Attachment

F. Letters of acceptance or waiver for share subscriptions in connection with our

efforts to raise capital from time to time were sent to the shareholders through

BCCI, and were received back signed by the shareholders, occasionally retyped on
the shareholders' letterhead .

In connection with the Company's efforts to raise additional capital through

rights offerings, we increasingly were asked by the shareholders to provide offering

memoranda which would explain the need for additional capital. In this regard, we

were informed by BCCI that the shareholders demanded more formal communica

tion from management before they would commit substantial additional monies to

First American's operations. Such demands for information, of course, were entirely

consistent with our understanding that the shareholders had each made a personal

investment in the Company. In response to these requests, in 1986 we prepared and

distributed to the shareholders a lengthy profile of CCAH , which described the

15 See generally April 23, 1981 Federal Reserve Transcript; Application to the Board of Gover

nors of the Federal Reserve System for prior approval of action to become a bank holding com
pany (Oct. 3, 1980 ).

10 Letter from Robert A. Altman to Lloyd M. Bostian , Jr. , Vice President, Federal Reserve

Bank of Richmond (Nov. 24 , 1978 ) (copy to William W. Wiles, Federal Reserve Board ).
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unique opportunity for investment presented by purchasing shares in First Ameri

can's parent company. Offering memoranda were prepared and distributed to each

shareholder in connection with the rights offerings held in 1987 and 1989. (See, e.g.,

Attachment G ). These memoranda were intended to permit a shareholder to be in

formed fully about the investment decisions being presented.

As a result of these and other communications, it was our understandingthat the

shareholders of record were the owners of theCompany. We believed that BCCI was

in touch with the shareholders, and was keeping them informed about the status of

their investments, as had been contemplated. BCCI, in its communications with us

and others, certainly conveyed the impression that it was acting as a link withvery

real shareholders, consistently referring to " the investors,” “ the shareholders, " and

their views. ( See, for example, Attachment H ).

BCCI performed the same communications function with respect to all the share

holders , including Sheikh Zaied and others, against whom noallegation of nominee

status has been lodged. We certainly had no suspicion that BCCI might have been

treating certain shareholders differently from others. We ask , how were we orthe

Federal Reserve to distinguish a real shareholder from a nominee shareholder

under these circumstances ?

Of course , nothing in the books, records, or operating history of First American

indicated that BCCI controlled any ofthe stock of the Company. No stock was ever

issued to BCCI by CCAH or registered in its name or for its beneficial interest. No

notice of foreclosure on Company stock has ever been received from BCCI. During

the nearly 10 years of alleged foreign ownership of First American, BCCI never at

tended any Annual Meeting of shareholders or voted on any corporate matter, in

cluding the election of directors. Those votes were cast by the registered sharehold

ers. BČCI never attempted to exercise any rights of an owner or controlat any time.

In sum, all indications were that the investors were real and that they received

information relating to CCAH through BCCI in its capacity as investment advisor

and communications link - roles which had been disclosed to the Federal Reserve

from the outset. After the acquisition of First American, as before, the conduct of

the investors and of BCCI was consistent with our understanding that the investors

had acquired First American independently of BCCI 17 and were the real owners of

their shares.

Absence ofBCCI Control

We wish it to be plain on the public record that — whatever the facts are relating

to secret control by BCCI over any First American stock - BCCI did not control the

management decisions or actual operations of First American . 18

As the recent Price Waterhouse report to the Bank of England states:

[BCCI's ) former management have represented to us that the arrangements

[between BCCI and First American ) were in the form of a "merchant banking”

transaction, in that it always acted as a " sleeping partner," at no time using

any voting rights or exercising any controlling influence over the management of

First American. 19

This point has been reaffirmed by the Federal Reserve in numerous audits of the

Company. Robert P. Black, President of the Federal Reserve Bank of Richmond,

stated in his recent written testimony to the House Banking Committee:

)

1 ? As late as April 1990, BCCI's internal auditors reported to senior BCCI management that

their review of BCCI's files and papers, and interviews, had revealed that

In 1982 , when CCAH acquired First AmericanBank shares via two intermediate bank holding

companies set upfor this purpose ( CCAI and FAC ), the acquisition was wholly funded by the

shareholders of CCAH from their own resources plus a U.S. $50 million syndicated bank term

loan which wasobtained by (FAC) First American Corporation.

Hearing on Narcotics and Foreign Policy Implications of the BCCI Affair Before the Subcom

mittee on Terrorism , Narcotics and International Operations of the Committee on Foreign Rela

tions, U.S. Senate (Aug. 8, 1991 ), Exh . 6 , p . 13, | 1.00 (emphasis added and omitted ).

18 As Virgil Mattingly , the General Counsel of the Federal Reserve, recently testified before

the Senate Subcommittee on Terrorism , Narcotics and International Operations, there is a legal

distinction between control over bank stock and control over the day-to-day management of a

bank. See Hearing on Narcotics and Foreign Policy Implications of the BCCIAffair Before the

Subcommittee on Terrorism , Narcotics and International Operations of the Committee on For

eign Relations, U.S. Senate (Aug. 1 , 1991 ) (afternoon session ) (Statement of Virgil Mattingly,

General Counsel, Federal Reserve System ) (Transcript p. 46) . Even if, as has been alleged, BČČI

acquired a secret ownership interest in the stock of FirstAmerican's parent company, that stock

ownership cannot be equated with actual control over First American's management and oper
ations .

19 Price Waterhouse Audit Report on BCCI under Section 41 of the Banking Act 1987 , submit

ted to the Bank of England (June 22, 1991) at p. 25, | 6.4 (emphasis added ).
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[ T ]he Reserve Bank's inspections found compliance with the conditions and

commitments of the original application and no violations of the law. The exam
iners were well aware ofthe concerns about the investors and the

possible involvement of BCCI ... The examination and inspection record be

tween 1982 and late 1988 is clear. Neither the reports of our First American

inspections nor any of the reports of examination prepared by other regu

lators contained comments or criticisms regarding involvement of, influence by,

or improper payments to BCCI. 20

Moreover, when this current controversy arose in 1991 , and the Federal Reserve

initiated its investigation of BCCI, a comprehensive, coordinated and simultaneous

examination of First American and its subsidiary banks was undertaken. In this

regard , the Federal Reserve recently explained that “ a total of 52 examiners from

all 12 Federal Reserve Districts with an average experience level of approximately 8

years have expended in excess of 7 man years on this examination .” 21 During this

intensive audit, the Federal Reserve “ found no evidence of influence and control or

any indications that the [First American )banks were involvedin any attempt on the

partof covert owners to influence others." 22 At no time during the past 9 years did

BCCI control the management decisions of First American .

New York Operations

Some have focused on First American's efforts to establish a bank in New York

City and have questioned BCCI's role in the hiring almost 10 years ago of certain

officers of the original management group of that bank. The fact is that BCCI has

not in any way controlled First AmericanBank of New York (“FABNY " ), much less

the First American organization . These events now being questioned cannot be

viewed in isolation , and are related to unique circumstances in New York during

the 1982-83 time period. It is noteworthy that during the last 9 years new CEOs

have been selected at each of theFirst American banks . These selections were not

made or controlled by BCCI. Similarly, many senior officers in the First American

organization , including officers vested with broad management responsibilities, have

been hired over the past 9 years. Again, BCCI did not make or control these hiring

decisions of First American. Indeed,BCCI had a prior employment relationship with

only four of the more than 6,000 individuals employed by First American over the

last decade.

In connection with the 1981-82 regulatory proceedings to acquire two New York

banks owned by FGB, an application was submitted to theNew York State Banking

Board . Due to strong opposition , the investors agreed to divest the New York City

bank following the tender offer. TheMiddle Eastern investors, in effect, were forced

to create a new bank in New York City — an unforeseen development.

As a result, an entire management group to operate the New York bank had to be

identified and hired. Mr. Abedi, as investment advisor to the shareholders, was con

sulted about bankers whom he might know or recommend for employment by the

new First American Bank of New York . This assistance was particularly welcome as

FABNY was to have an international banking capability, and Mr. Abedi's back

ground was devoted to international banking. At no time, however, did Mr. Abedi

make decisions concerningthe selection, hiring, or dismissal of officers. Final au

thority — as made clear by Board minutes - rested with Mr. Clifford and the FABNY

Board .

The first CEO of FABNY--a candidate recommended to Mr. Clifford by Mr.

Abedi — was a senior officer with Bank of America. He appeared well qualified for

the position , and after due consideration was appointed as CEO of FABNY by its

Board of Directors. As a result of operating differences that arose subsequently be

tween this individual and Mr. Clifford and the FABNY Board , he was replaced after

only 2 years. Another banker, William Duncan , who had been with Chemical Bank

formany years, was identified by an executive search firm and was hired by the

FABNYBoard. The lack of BCCI control over FABNY is made clear by Mr. Duncan ,

who has been the CEO of FABNY for approximately the past 6 years :

Since I joined FABNY, I have not seen any indication that BCCI, or any of its

officers or directors, has executed any form of control over the management, op

20 Written Testimony of Robert P. Black, President, Federal Reserve Bank of Richmond,

Before the Committee on Banking, Finance and Urban Affairs, U.S. House of Representatives

(Sept. 13 , 1991) at 5.

21 Id . at 7.

22 Sept. 13, 1991 House Banking Hearing (Statement of Robert P. Black, President, Federal
Reserve Bank of Richmond) (Legislate Transcript p . 28 ).
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erations or policies of FABNY. I have never been given a directive by any BCCI

official or sought their advice on any issue.

Since becoming CEO, I have exercised broad authority in running FABNY . In

consultation with FABNY's Board of Directors, I have been the person who has

made thekey decisions with respect to the management, operations and policies
of FABNY.23

The National Bank of Georgia

In connection with allegations of BCCI control , other questions have been raised

about First American's acquisition of the National Bank of Georgia ( “NBG ” ) in

1987. An objective review of the transaction not only reveals that BCCI did not con

trol First American's actions, but indeed demonstrates the complete independence

of First American's management from BCCI.

The acquisition of NBG was a reflection of First American's consistent corporate

strategy of expansion since 1982. In 1985–86 , with the arrival of regional banking

through interstate compacts, First American, a Virginia corporation , looked to

expand outside its primary market areas into the southeast region. As we were con

sidering expansion possibilities, we learned that the owner of NBG , Ghaith Phar .

aon, was in financial difficulty and might be willing to sell the bank .

NBG , one of the last ajor in endent banks in Atlanta, was a particularly at

tractive acquisition prospect. In a conversation with Mr. Abedi, whom we knew to

be an associate of Mr. Pharaon, weexpressed First American's interest in purchas

ing the bank if it were to be sold . When we received word of Mr. Pharaon's willing

ness to sell the bank, the deal was actively pursued by First American with the as

sistance of outside regulatory counsel. In December 1986, based solely on its judg

ment of First American's best interests, the CCAH Board approvedthe proposed ac

quisition of NBG. BCCI did not influence these deliberations, nor did it control the

Company's decision to acquire NBG. First American , not BCCI, initiated the NBG

acquisition.

The price paid by First American was reasonable and determined free of control

by BCCI . First American's financial staff had determined privately that a price in

the range of that ultimately paid by First American - a net of approximately $210

million , or 2.25 times book value — was reasonable. (Such multiplesof book were not

uncommon for bank acquisitions during that period .) Furthermore, the North Caro

lina National Bank (“NCNB”) also was aggressively pursuing the acquisition of

NBG at the sametime .NCNB submitted a bid (consisting of NCNB stock ) valued at

approximately $210 million . Mr. Pharaon, who reportedly considered the NCNB

offer carefully, decided ultimately to sell NBG to First American, as we were

making a competitive bid for cash .

It is also noteworthy that the funds used by the Company for the purchase of

NBG came largely from our shareholders, not First American's capital. The net

result of the transaction is that, while First American paid cash in the transaction,

it acquired NBG - a valuable asset— without having to draw significantly upon its

own existing financial resources for the purchase. The purchase was in the best in

terests of First American .

We are, of course, aware of allegations concerning BCCI's relationship with Mr.

Pharaon and his alleged nominee arrangements relating to NBG. We do not know

what those facts are, but we submit that - whatever the truth of those charges the

actions of First American after acquiring NBG are completely at odds with the

theory that BCCI controlled First American.

Our analysis of NBG revealed that it had adopted or practiced many of BCCI's

banking concepts when it was owned by Mr. Pharaon. After the NBG acquisition

was consummated, First American implemented fundamental changes in the bank's

management and operations. Senior officers at NBG whohad been close to BCCI

and Mr. Pharaon were replaced. A new Chief Executive Officer was appointed to

run the Georgia operation . NBG's strategic banking focus was shifted from interna

tional banking to the traditional retail banking concepts characteristic of First

American . First American dispensed with the NBG logo that strongly resembled the

unique BCCI logo, and eliminated various operating elements — such as an open

seating plan for officers — reminiscent of BCCI.First American also ceased the distri

bution of BCCI literature at the bank, which had occurred during Mr. Pharaon's

ownership. These and other changes implemented by First American are at odds

with claims that BCCI controlled First American's operations.

23 Affidavit of William Duncan (Aug. 9 , 1991), 11 10, 11 .
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No Financial Improprieties

There is no basis for any suggestion that First American may have been used by

BCCI for money laundering. While no large financial institution can give absolute

assurances that its facilities are not misused by others, both internal and external

audits have confirmed that BCCI did not launder money at First American . In the

spring of 1990 , the First American internal audit group performed a 6 month analy

sis of BCCI's dealings with the Company. That audit found no instances of money

laundering, nor did it find any First American account relationships with Manual

Noriega. Additionally, when the allegations surfaced about BCCI and First Ameri

can early this year, intensive audits of the First American banks were conducted by

federal and state regulators; to our knowledge no money laundering violations were

uncovered .

We note that the Justice Department listing of 173 U.S. banks having accounts of

the Medellin cartel in 1990 did not include First American . We also think it perti

nent to note that the FDIC recently completed an intensive compliance audit and

concluded that First American's money laundering control procedures were “ state

of the art" and a “model” for other commercial banks to emulate. We are gratified

by these conclusions.

It is appropriate to observe that in recent testimony before the Subcommittee on

Consumer and Regulatory Affairs ofthe Senate Committee on Banking, Housing

and Urban Affairs , Virgil Mattingly, General Counsel of the Federal Reserve, noted

that “ [b ]oth federal and state examinations indicated no irregularities in any deal

ings between BCCI and First American .

A Record of Independence at First American

A review of First American's operating history plainly demonstrates that BCCI

did not operate or control First American. Senior staff of the Federal Reserve com

mented on this subject in an earlier appearance before the Congress, when it was

noted that “ [Virginia Commissioner of Financial Institutions Sidney ) Bailey has re

cently reported that the state (of Virginia) has no criticism whatsoever of the man

agement of (First American Bank of Virginia ), and no evidence of attempts by

Middle Eastern investors to influence, in any way, the policy of that bank . " 25 As a

Board representative also noted during that same congressional hearing:

(Ojur first reaction * to look carefully at the U.S. entities here

and see what kind of (BCCI) involvement there was and was any of it detrimen

tal to the banks here. And over the years we have not had one single report of
such an instance.26

Certain of the current directors of First American Bankshares recently testified

before the House Banking Committee and stated flatly that First American's banks

" are not in any way controlled by BCCI.” 27 We believe that the CEOs and members

of the boards of the First American subsidiary banks also would make clear that

BCCI had no role in establishing the strategic focus of First American banks, no

role in creating or developing their investment or lending policies, and no participa

tion in credit decisions. BCCI did not control First American's decision to acquire

the minority stock of subsidiary banks, nor was it involved in other major transac

tions and expenditures by First American, such as the sale or merger of bank sub

sidiaries. BCCI had no influence in the creation and development of new FAB sub

sidiaries such as Metro Corp., which was established to manage the majority of

First American's assets_nor did it play any role in the development and consolida

tion of FAB's human resources policies. These and myriad other activities are a val

uable measureof the First American banks' activities, and hence of the independent

operations of First American .

was

24 Hearing on the Bank of Credit and Commerce International and S. 1019 Before the Sub

committee on Commerce and Regulatory Affairs of the Committee on Banking, Housing and

Urban Affairs, U.S. Senate (May 23, 1991 ) (hereinafter “May 23, 1991 Senate Hearing ') (State

ment of Virgil Mattingly, General Counsel, Federal Reserve System ) (Transcript p. 99 ).

25 Id . (Statement of Virgil Mattingly, General Counsel, Federal Reserve System ) ( Transcript p.

98 ).

26 Id . (Statement of William Taylor, Staff Director, Division of Banking Supervision and Regu

lation , Federal ReserveSystem ) (Transcript p. 140 ).

27 Hearings Before the Committee on Banking, Finance and Urban Affairs, U.S. House of

Representatives (Sept. 27, 1991) (Statement of Charles McC . Mathias, Jr. , Director, First Ameri

can Bankshares) (Legislate Transcript p. 15) .
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OUR INVESTMENTS IN FIRST AMERICAN STOCK

Public attention has been directed to our investments in the stock of First Ameri

can , with special focus upon the financial arrangements for the transactions. We

are pleased to explain our investments and place them in their proper context.

Following the acquisition of First American in 1982, we devoted enormous time

and resources to the bank's management. Strategic concepts were adopted , financial

objectives and controls were establish and anew spirit was created within the

Company. In the ensuing 4 years , from 1982 to 1985, the assets of First American
increased more than three -fold , from $2.3 billion to $7.2 billion . 28

The amount paid us by the Company was relatively modest. Mr. Clifford , as

Chairman , requested, andwas paid, $50,000 a year - a modest amount compared to

the substantial annual compensation paid to the top officials of major banks.29 Mr.

Altman , who served as President of First AmericanCorporation and as a director of

several First American banks, receivedno payments other than the usual director's

fees. (As a separate matter, Clifford & Warnke, as general counsel to the Company,

received fees for the legal services it rendered . Legal fees would have been earned

without regard to the management positions we assumed at First American .)

Nor were we given the valuable perquisites that are normally provided senior offi

cers of large corporations. We received no financial bonuses, incentive compensa

tion, or profit sharing . We were not participants in the Company's thrift or pension

plans. In 1987 , at the age of 81 , Mr. Clifford was provided use of a company car and

driver. Mr. Altman received no car or driver.

If First American prospered under ourleadership,we hoped to have the opportu

nity to invest in stock and thereby participate with the shareholders in the econom

ic benefits we were creating . In effect, we chose to take our financial rewards as

managers by making an investment in stock . This reflected our confidence in the

future of the Company. In 1985, in the light of 4 years of sustained economic growth

experienced by First American under our control, we discussed with Sheikh Adham

the possibility of acquiring stock in the Company. We also discussed it with Mr.

Abedi, as the advisor to the shareholders. We learned that the shareholders favored

our investment in the Company.

We contacted our New York counsel, Wachtell, Lipton, Rosen & Katz, to obtain

legal advice on the transaction . The attorneys consulted were experts in matters of

corporate finance and in the structuring of stock purchase transactions. In addition,

they had acted as co -counsel in the litigation andbank regulatory proceedings lead

ing up to the acquisition of FGB in 1982 and were fully aware of, and directly in

volved in , the representations made to the Federal Reserve during those regulatory

proceedings.

We did not obtain an outright grant of stock, nor were we awarded stock options.

Rather, in the spring of 1986 , an effort was going forward to raise additional capital

for the Company through the procedure of issuing additional shares of stock . Each

shareholder could purchase his pro rata interest in CCAH in those rights offerings.

In conformance with established corporate practice, the shares were to be offered at

book value. We had learned that certain ofthe shares in the offering might remain

unsubscribed , and that we could purchase such shares at the same price — book

value- as was paid by the other shareholders.

We determined to acquire shares on this basis, and, after considering alternatives,

sought to finance this investment through bank loans, if possible. Wachtell, Lipton,

Rosen & Katz advised us that any financing should be arranged on a non -recourse

basis in view of the lack of liquidity of the shares of this closely heldcompany

Counsel were particularly concerned that Mr. Clifford, who wasthen 81 , should

obtain financing on a non-recourse basis so that his heirs would not possibly be left

with a substantial debt financing of an illiquid asset.

The first institution we approached for financing was Banque Arabe et Internatio

nale d'Investissement (“ BAII” ) in Paris, the consortium bank that acted as the lead

lender in the syndicate that had lent $50 million in connection with the acquisition

of FGB in 1982. BAII was interested in making the loan and prepared draft docu

mentation . When problems arose in the negotiation of terms by our counsel, howev

er, efforts commenced to explore with BCCI financing for the contemplated stock

28 Assets increased 41 percent and deposits increased by 39 percent during 1983. In 1984,

assets grew by 26.7 percent and deposits increased by 32.7 percent. In 1985, assets increased by

20 percent and deposits increased by 21 percent.

29 It is noted , for example, that the top officers of the other two major regional bank holding

companies in Washington are reported to earn an annual salary of almost $1 million, plus bene

fits and perquisites.
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purchase. BCCI, too, was familiar with the stock being offered as collateral and the

market for the shares.

BCCI agreed to provide the financing on the non -recourse basis recommended by

our counsel.30 We executed promissory notes to BCCI for our respective loan

amounts of $ 9,960,920 and $ 4,979,352, together with related instruments. The bor

rowing was secured by a pledge of the acquired shares. (To be clear, the non-re

course feature of the debt meant that in the event of a loan default, BCCI would

look only to the pledged security which had been agreed uponas collateral). We re

tained voting rights in the pledged shares . Thus, as Wachtell, Lipton , Rosen & Katz

had originally advised, the structure of the financing satisfied our financial objec

tives while accommodatingthelender's need to be adequately secured.

Neither the loans provided by BCCI nor the pledging of the stock violated any

commitments to the Federal Reserve made in connection with the 1981 regulatory

proceedings. This conclusion has been confirmed both by the New York attorneys

advising us, as well as in the testimony by representatives of the Federal Reserve.

As explained by Mr. Taylor of the Federal Reserve, " [ t ]here was no commitment not

to borrow from BCCI. There was no commitment not to borrow from BCCI secured

by the stock of CCAH , **" 31 Stated differently by E. Gerald Corrigan, President

of the Federal Reserve Bank ofNew York, " [t]he mere presence of loans secured by

CCAH stock * * * in and of itself was no violation of law and was not a violation of

the Board's 1981 agreement.

As noted earlier , our investment in CCAH stock was known to and encouraged by

the shareholders. In addition, ourintended purchase of stock was duly disclosed to

and authorized by the Board of CCAH , the parent company of First American . In

advance of the 1986 rights offering, Mr. Clifford personally informed Managing Di

rectors Symington and Quesada that we intended to acquire stock in the corpora

tion . TheCCAH Board was informedof and consented to these purchases in writing.

We also disclosed the acquisition of this stock to the Federal Reserve Board, by

filing the annual reports required by the Federal Reserve for this purpose.

In 1987, the CCAH Board authorized another offering of new rights shares to

raise additional capital for continued growth and expansion . As shareholders, we

participated in this rights offering by purchasing our proportionate allotment of

shares. As in the previous rights offering, BCCI agreed to finance this purchase of

the shares, but only upon thecondition that we discharge the accrued interest upon

our prior loans, which had not yet come due. We agreed to this condition and paid

the accrued interest - together over $1 million .

In February 1988, Mr. Clifford wrote to BCCI to inquire whether a buyer could be

found who was interested in purchasing some portion of our holdings. We wished to

take advantage of the strongmarket for bank stocks that then existed. BCCI's rela

tionship withMiddle Eastern clients, who seemed the most likely candidates for a

placement of these non -public shares, made BCCI the logical recipient of our in

quiry. This also was consistent with the provisions of the loan agreements executed

in 1986 and 1987 .

In March 1988, BCCI advised that it had found a purchaser, subsequently dis

closed to be an existing CCAH shareholder, Mohammad Hammoud, who was a

Middle Eastern businessman of substantial means. Mr. Hammoud was said to be

prepared to buy 4,800 shares.33 If we agreed ,this represented a sale of approximate

ly 60 percent of our stock holdings . We decided to authorize the sale, and with the

proceeds we extinguished our outstanding indebtedness to BCCI in its entirety.

We do not know whether Mr. Hammoud financed his purchase, though we under

stood he was a person of considerable wealth. We have been advised by accountants

for BCCI that BCCI has no lien against those shares which were purchased in Mr.

Hammoud's personal name. We note that Mr. Hammoud was not listed bythe Fed

eral Reserve in July of this year as one who had served as a nominee of BCCI.

a

30 We believed at the time, and continue to believe that BCCI wanted us to become investors

in First American because we had substantially increased the value of the shareholders' - its

clients ' - investment in First American .

31 Sept. 13, 1991 House Banking Hearing (Statement of William Taylor, Staff Director, Divi

sion of Banking Supervision and Regulation, Federal Reserve System ) (Legislate Transcript p.

46).

32 Id . ( Statement of E. Gerald Corrigan , President, Federal Reserve Bank of New York) (Legis

late Transcript p. 57) (emphasis added).

33 It is apparent that Mr. Hammoud had developed serious interest in First American, and

purchased shares at each opportunity in 1986, 1987 , 1988 and 1989. By purchasing our shares, he

could purchase additional shares in subsequent rights offerings at book value and " average

down " his cost.
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It erroneously has been reported in these proceedings that we earneda $33 mil

lion profit on this transaction , and that in March 1988 we sold our CCAH shares to

BCCI. As noted, the stock was sold to the late Mohammad Hammoud, not to BCCI.

Further, the net cash (after tax) we earned through this sale amounted to $ 2.7 mil

lion for Mr. Clifford and $1.35 million for Mr. Altman . ( See Attachment I). The as

sertion that we "made " $33 million on this investment is incorrect. The stock we

continue to hold is of uncertain value, with no present market at all. Indeed , our

subsequent investments in the stock probably represent losses.

In summary, our investment in the stock of the Company was undertaken with

the encouragement of shareholders , with the unanimous consent of the managing
directors of CCAH, and with the advice of counsel as to the structure of the transac

tion. We purchased an extremely small percentage of the outstanding CCAH stock
(2 percent and 1 percent respectively) at the same price as was paid by all other

purchasers in the rights offering. In 1988, we sold aportion of our stock, at which

time our outstanding BCCI loans were fully repaid with interest. Our purchases
were timely reported each year to the Federal Reserve.

The financing, purchase, and sale of this stock were completely legal and proper.

Unlike the alleged sham loans to nominees, our borrowings were real obligations,

fully documented, and were repaid over 3 years ago. These transactions did not con

travene any representations made tofederal and state regulators. Our participation

in the rights offering benefited CCAH by providing capital necessary to permit con
tinued growth.

In 1989, we again purchased our pro rata allotment of stock in a rights offering by

CCAH . No BCCI loans were used to finance those purchases. In late 1990, when the

Company again needed capital for support during the economic downturn , we in

vested in debentures that were issued for this purpose. No BCCI loans were used for

that investment.

CLIFFORD & WARNKE REPRESENTATION OF BCCI

Clifford & Warnke has provided certain legal services to BCCI beginning in 1978

and concluding in 1990. We represented BCCI in the litigation and the related pro

ceedings arising from the original acquisition of shares in Financial General bythe

investors. When that matter was concluded , we were asked , from time to time, to

render legal services to BCCI on various corporate issues.

It should be noted that Clifford & Warnke was not designated as BCCI's primary

legal representative inthe United States. Rather, BCCI used many prominent firms

in the United States. BCCI had significant legal representation by major firms in

Florida, San Francisco , New York, and Washington, DC.

Attention has been given to our legal representation of BCCI after an indictment

was returned against BCCI for money laundering in Tampa, FL. We were contacted

by BCCI's London office and asked to recommendlaw firms to represent BCCI and

its officers. Together with BCCI's Florida counsel, Holland & Knight, the largest law

firm in that state, we provided the names of various defense attorneys, who were

retained . We thereafter were asked to monitor the case for BCCI, consult with

senior management, and assist with administrative functions, including the han

dling of a fund to pay legal bills.

Clifford & Warnke's legal services for First American and, separately , for BCCI

were neither improper nor unusual. There were no ethical violations in these repre

sentations. Feespaid to the firm were consistent in amount with our normal billing

practices.

a

RESPONSE TO " SECRET OWNERSHIP " ALLEGATIONS

In 1989 and 1990, we heard that BCCI might have acquired a secret ownership

interest in First American. Certain press accounts during the period raised similar

charges. While we believed these reports were wholly unfounded, we made inquiries

to determine whether there was substance to the allegations.

In this regard, in connection with the Tampa criminal case against BCCI, an un

dercover conversation had been taped in which an individual, Amjad Awan , suggest

ed that BCCI might own First American through nominees. We became aware of

that evidence, secured a copy of the transcript, and reviewed it . In recent months,

certain reports have quoted from the transcript and have made it appear that the

individual had made conclusive assertions about BCCI's ownership ofFirst Ameri

can. The actual transcript is considerably less revealing or definite. Omitted from

these recent reports is the following excerpt from the transcript, which places the
comments in their proper context:
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I have [a] totally different, uh, uh, assessment of the situation . And it might

be farfetched , it might sound stupid , but my assessment is, that we own a bank

in Washington . I may have mentioned it to you before.34

The transcript of the undercover conversation clearly suggested that the individual

was offering only personal speculation . We nonetheless asked BCCI counsel of
record in that case to inquire of the individual and his separate counsel as to the

basis for his statements. We were informed that the contention was, as it appeared,

just a guess and the individual disclaimed any factual support for the assertion he
had made. 35

We, together with the defense team of former federal prosecutors representing

BCCI, pursued the subject several times in conversations with top management of

BCCI. We received repeated assurances that these rumors and allegations were en

tirely untrue. We and the other attorneys found those denials to be credible.

As a separate measure, however, counsel later made a private inquiry of Price

Waterhouse to determine if BCCI's files contained information which would support

allegations of BCCI's ownership of First American ,or its financingof the 1982 ac

quisition of FGB . We were informed that Price Waterhouse had been concerned

about the issue, but that no documents had been found in BCCI's files that would

substantiate the claim .

We also talked directly with some of the CCAH shareholders about these allega

tions. For example, at a meeting in July 1990 with Sheikh Kamal Adham and El

Sayed Jawhary in London, we were emphatically advised that the allegations of

BCCI ownership were untrue. Weagain found these statements to be credible.

In this regard, questions have been raised about our responses to federal regula

tors' inquiries when allegations arose during 1989-90 about BCCI's relationship with

the First American investors. The record establishes that we informed the Federal

Reserve of information we obtained — although preliminary and uncorroborated

that might relate to those allegations.

In 1989, questions arose about First American's relationship with BCCI . During

the course of the Federal Reserve's review of First American's application to retain

the Bank of Escambia, each First American bank CEO provided the Federal Reserve

with information about its dealings with BCCI. In addition, in the Fall of 1989 , in

response to continuing regulatoryconcerns about BCCI , counsel suggested to senior

Federal Reserve officials that they meet directly with the BCCI management in

London and raise any issues they wished to discuss.

In early January 1990 and at other times that year, we informed Federal Reserve

representatives — both orally and in writing — of reports we had received regarding

large loans by BCCI to the First American shareholders secured by CCAH stock . We

did not havedocuments or concrete information regarding these matters, but none

theless provided the Federal Reserve with the unconfirmed reports and rumors we

had heard . We note that we did not believe any such loans to be improper or to

constitute nominee arrangements betweenBCCI and the shareholders.

In view of continuing allegations of BCCI ownership of First American in 1991 , we

attempted to contact all CCAH shareholders to advise them of the allegations and to

request an opportunity to discuss the charges directly with each . This led to addi

tional meetings and discussions with various shareholders. Those with whom we

have talked — representing a majority of the stock — denied the charge that BCCI

owned or controlled their shares.

Recent reports from England now allege that BCCI was in reality two banks: the

seemingly respectable public institution with which we and others dealt ; and a

secret bank -within -a -bank that only a handful of BCCI officials had any idea existed .

Indeed , the former Chief Financial Officer of BCCI has testified that at the time he

was unaware of the fraudulent banking practices now said to have been engaged in

by BCCI.36 It is this secret internal bank that is said to be central to BCCI's hidden

34 United States v . Awan, et. al, No. 88-330 -Cr - T - 13( B ) (M.D. Fla. ) , Exh . 508 - B , p. 13 (Tran

script of tape recording made Sept. 9 , 1988) .

35 We note that senior staff of the Federal Reserve recently has testified before the House

Banking Committee that their investigators also interviewedMr. Awan who had no first hand

knowledge in support of this allegation. See Sept. 13, 1991 House Banking Committee Hearing

(Statement of J. Virgil Mattingly , General Counsel, Federal Reserve) (Legislate Transcript pp.
22-23 ).

38 Hearings on Narcotics and Foreign Policy Implications of the BCCI Affair Before theSub

committee on Terrorism , Narcotics and International Operations, Committee onForeign Rela

tions, U.S. Senate (Aug. 8, 1991) (Statement of Masihur Rahman ) ( Transcript pp. 20, 96-97 ).
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ownership of stock in First American . If the allegations about BCCI's secret owner

ship interest of stock in First American prove to be true, then we shall be counted

among the many persons whom BCCI deceived .

It is, however, important to note that the allegations relating to secret ownership

of CCAH stock by BCCI are, at this point, unresolved . Certain of the CCAH share

holders, including for example, Sheikh Zaied of Abu Dhabi, President of the United

Arab Emirates, apparently are not challenged by the Federal Reserve as being bona

fide owners. Others alleged to be BCCI nominees have denied the charges ( See At

tachment A hereto ) .

It must be recalled that the allegations concerning CCAH stock apparently are

based almost exclusively on BCCI's internal books and records documents which

are said by Price Waterhouse, BCCI's auditors, to be incomplete, ambiguous, and of

questionable authenticity. It is therefore appropriate that caution be exercised

before all the allegations areequated with factual determinations.

Like others outside of BCCI's management group ,we simply do not know the true

facts about BCCI . We are among many people who dealt with BCCI in good faith for

years and are mystified and embarrassed by the reports we read about widespread

fraudulent activity. President Carter, who engaged in charitable endeavors support

ed by Mr. Abedi and BCCI, has stated:

I have obviously been shocked and disturbed at what has been revealed in the

last few months . * [A]ll of these revelations have certainly been an amazing

thing to us, and we're very shocked and grieved and disturbed by it.

車

We didn't know the facts . I don't know how much of the fact was known by

anybody in this country. All the time I was dealing with the bank, we were one

of the recipients of their interest in improving the lot of people in the third

world . That's all I know about them.37

Similarly , former British Prime Minister Lord Callaghan , who had been on re

tainer with BCCI , recently was quoted as saying of Mr. Abedi:

I don't believe he (Abedi]was an evil man . * I felt he was genuinely con

cerned, that he had ideals. I found him a man I would honor. A year ago I

would have had no hesitation of saying that Mr. Abedi acted out of altruism .
Maybe I was a sucker . 38

Other prominent figures, including the Secretary General of the United Nations

and our former Ambassador to theU.N. , Andrew Young, appear similarly surprised
and distressed .

Some question how — as persons who dealt regularly with BCCI for years — we

could be unaware of the alleged fraud. We have, of course, carefully searched our

memories for any missed indication that a fraud was being perpetrated, but no signs

of misconduct are readily apparent to us . And one must recognize the practical im

possibility of a corporation's management knowing whatany shareholder does with

his stock once purchased - particularly when the shareholders are located in the

Middle East. As the General Counsel of the Federal Reserve Board has recently ob

served , “ [ f ]raud is hard for anyone to detect, especially when the transactions are

deliberately structured to conceal true relationships, and when the relevant infor

mation is outside the (United States).” 39

Many persons and entities who, unlike us, had powerful investigative resources,

direct access to BCCI's books and records, and a duty to oversee BCCI's operations,

apparently now say they were deceived , including the Bank of England, the Direc

torate of the Luxembourg Monetary Institute and the Grand Cayman Inspector of

Banks and Trust Companies.BCCI allegedly misled its best customers and strongest

supporters in the Middle East, including Sheikh Zaied bin Sultan al Nahyan.

We look forward to the completion of the current investigations and the ultimate

resolution of these disturbing allegations.

CONCLUSION

In 1981 , representations were made to regulators during the application process

that we,together with a distinguished Board of Directors, would assume responsibil

ity for First American and ensure it was operated properly. We have faithfully hon

37 Nightline: Jimmy Carter's Relationship with BCCI (ABC television broadcast, Aug. 8, 1991)
(Show # 2664) at 2-3 .

38 BCCI Adept at Courting the Powerful and Rich, Washington Post, Aug. 7 , 1991, at A- 1 .

39 May23, 1991 Senate Hearing (Statement of Virgil Mattingly, General Counsel, Federal Re
serve System ) (Legislate Transcript p. 102) .
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ored that obligation . We know that First American was honestly and capably run

throughout the tenure of our management, that it prospered under our leadership ,

and that our own conduct was entirely proper. No depositor at First American has

ever lost any money. No investor or bond holder has been cheated. No customer has

been defrauded. Management has not lived royally using federally insured deposits.

There have been no " sweetheart" loan abuses by insiders at First American . First

American banks were not engaged in money laundering. BCCI never secured any

improper financial favors or advantages from First American . U.S. taxpayers have

not had to bail out the Company.

We are proud of our accomplishments atFirst American , and secure in the knowl

edge that whatever concealed interest BCCI may have held inthe Company's stock,

any such interest never translated into actual control over First American's oper
ations.

We will continue to cooperate fully with all official inquiries into this matter, and

appreciate the opportunity the Committee has afforded us to set forth on the public

record the facts about First American .

Senator KERRY. Thank you very much, Mr. Altman.

Senator Jeffords has joined us. I do not know, Senator, if you

have any opening comments.

Senator JEFFORDS. I have just a brief opening statement, Mr.

Chairman , that I'd like to make it part of the record .

I do have one question that I would like to ask if I could do that

at this time? I have to leave to go to the markup of the higher edu

cation bill.

Senator KERRY. That is fine, sure .

Senator JEFFORDS. Mr. Clifford , you have given us a very excel

lent statement of your position on what happened. And you are a

very impressive gentleman . I note that you indicated that a

number of people, as well as yourself, seem to have been deceived

here, including the Bank of England. Mr. Altman mentioned the

Bank of America, Price Waterhouse -- all apparently were deceived

by the activities that went on. In my mind , the task before this

committee is to try to see what we can do to prevent such activities

from occurring in the future, so that individuals or banks will not

be deceived .

It would certainly be very helpful to me if you and Mr. Altman

could let us know based on your experience, what kind of national

or international structure, organization or regulation needs to be

set up to prevent the occurrence of such events in the future ?

Mr. CLIFFORD. I have read the pending legislation , Senator,

Senate bill 1019. And I think it is excellent.

I have also read a written memorandum by Virgil Mattingly, the

General Counsel of the Fed , in which he comments in the legisla

tion , and indicates the portions of it that he considers to be so fa

vorable from their standpoint.

I was especially struck by a comment by Mr. Mattingly that he

says that the Fed is considering the possibility of setting up what

he called a special investigative unit, to investigate situations

brought about by the experience with BCCI, so that people would

not be misled, as you have suggested; so that there would be a

forum of international cooperation between the nations of the

world ; so that there must be certain basic information that we

must receive in this country before we permitted a foreign bank to

do business .

I commend the legislation . I particularly recommend the ap

proach of Mr. Mattingly. And I venture to say I deeply regret, Sen
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ator, that that wasn't the law when we became involved here . It

would have saved us the most painful period of our lives .

Senator JEFFORDS. Mr. Altman, do you have a comment ?

Mr. ALTMAN . I would supplement what Mr. Clifford says by ob

serving that there are now reports and we don't know the accura

cy of them — that indicate that some of the branches of the Federal

Government had information about BCCI that , for whatever

reason — was not disseminated to other branches of the Govern

ment, such as the Federal Reserve .

I think it might be a profitable exercise if there could be some

attention given for mechanisms being set up so that when this kind

of information comes to the attention of the authorities , it would

be shared in a meaningful way with regulators, and others who

need to have it in order to perform theirjobs, and discharge their

responsibilities.

Again, it would have been very important to us. It would have

saved us a great deal, if this kind of information could have been

brought to our attention years ago.

Senator JEFFORDS. Thank you, Mr. Chairman. Iwant to again

commend you and the Senator from Colorado, Mr. Brown, for your

work in this area. There's been a tremendous contribution to our

Nation.

Senator KERRY. Thank you very much, Senator Jeffords, appreci
ate it. Thank you.

Gentlemen , let me try now to begin a process of inquiry that I

hope will put in front of you some of thedoubts, and sort of ques

tions that people have, as they look at the panoply of documents

and assertions that have come forward .

I do so understanding that the record may obviously not be com

plete. We do not have all the documents. So you may have a docu

ment that suddenly appears, and it says , aha, this is indicative of

this. And there are 20 documents that indicate something else . And

that is the question . Are there documents that indicate something

else, and where are we here?

There are a number of areas that I want to try to compartmen

talize , if I can . And we will try to divide it up, as we go along here.

But one of the benefits will be we are not squeezed into sort of a

5 -minute craziness here. And I think we can have a dialog, hopeful

ly .

One of the things that troubles a lot of people, as they look at

this case — and there are many things that trouble us, and I think

you know thatis this question of what you should have known, or

what you knew in the early stage ?

Now, Mr. Clifford, in your testimony, you essentially spoke as

the chairman of the bank. And you spoke from the bank perspec

tive . But you also wore other hats. And that is part of the compli

cation here, the hat you wore as an attorney for BCCI; the hat you

wore as the attorney for the bank that you were president of.

And I am not sure that you really spoke to us today from either

of those vantage points, in a sense, though they are always con

fused , and there is a mutuality.

The question initially arises about the due diligence of the effort

to learn about Mr. Abedi and the bank itself. And I believe that

you have said , previously, that you talked to Government person
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nel, and made some kind of inquiry — or some— you read an article

in the Economist or something.

Is that the extent ofthe inquiry into who these people were, and

what the nature of BCCI was back in - during the initial takeover

of Financial General bank shares? Either gentleman who wants to

answer it

Mr. CLIFFORD. I'll start, and we'll see if Mr. Altman has anything

to add.

You do refer to an article in the Economist a highly reputable

British publication, which had an extremely commendatory article

about Mr. Abedi and BCCI. We also had the advantage of being

able to talk to Bank of America. Bank of America was in with

BCCI from the very beginning. It was organized in 1972. Bank of

America was anxious to have a presence in the Middle East. It's

very difficult to break in alone. And here was operation which al

ready had established contacts in the Midle East. So Bank of

America came in from the very beginning, and took a 30 -percent

interest in BCCI.

They had, by the time they got to us , in-let's see 1978 — why

they'd been in the picture for 6 years. Their opinion of BCCI was a

commendatory one. They had felt that their operation was a suc

cess . And I believe the reason that over a period of time— they

withdrew from the relationship was , they did not need BCCI any

more. They established their own contacts by that time, over the 6

years in the Middle East.

Senator KERRY. Well, did they not have some problems with

BCCI? Did Bank of America not come to have some problems

which actually came out in the course of the depositions regarding

the takeover ?

Mr. CLIFFORD. It is my understanding of that , Senator, that some

questions were raised by Financial General at the time, about First

American's attitude excuse me about Bank of America's atti

tude . And Bank of America answered those questions publicly ,

with two public releases in which they stated that they had not

hadany difficulty with their experience with BCCI.

Mr. ALTMAN . I might just supplement that point, Mr. Chairman .

I have here a press release from Bank of America. It's dated Janu

ary 30 , 1978. This is around the time that our representation com

menced. And Bank of America was responding - oh, I'll just give

you a couple of quotes.

Senator KERRY. What was the date, again, on that?

Mr. ALTMAN . January 30, 1978. And I'd be glad to make it a part

of the record.

Newspaper articles have appeared, recently, suggesting that

Bank of America is contemplating divesting its shareholding in

BCCI. These reports have appeared following a recent reduction in

Bank of America's holding in BCCI, following a rights issue in
which Bank of America did not participate.

Bank of America is currently increasing its direct presence in

the Middle East, and to have increased its capital commitment in a

bank in which Bank of America had less than a majority holding,

or management control, would be inconsistent with current Bank

of America strategy.
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They go on to say, Bank of America intends to retain a share

holding in BCCI for the foreseeable future, and the close coopera

tion that has developed between the two banks will be maintained .

And they acknowledge that over the next several years they will be

selling their stake.

They also issued a press release in September 1978 in response to

that matter that you have referenced relating to the litigation, in

which they felt it necessary to correct misunderstandings, or inac

curate reports that had appeared in the newspaper about their atti

tude concerning BCCI.

Senator KERRY. What is the gist of that piece ?

Mr. ALTMAN. I will quote you, again , a couple of relevant sen

tences.

Bank of America feels that in order to dispel any misunderstanding, it is neces

sary to address the Financial Times report which appeared in yesterday's edition of

the newspaper. The specific points referred to in that article, attributed to Mr.

Douglas Krause, a lawyer actingfor financial bank share, appear to be taken from

Bank of America credit review files. They describe the files and say that these are

analytical , conservative, and closely controlled. It is Bank of America's present opin

ion that BCCI's loan reserve has been established in accordance with prudent, risk

management practices. Bank of America has maintained representation on the

boardof BCCI since the inception of its relationship.

Then it goes on-it refers back to the earlier press release:

Thursday's report suggests that the matters contained in Mr. Kraus' statements

contributed to the Bank of America's decision to reduce and eventually sell its BCCI

shareholdings. As Bank of America has heretofore publicly announced, its reasons

for that action are related solely to changes in market conditions, particularly in

the Middle East, which make it appropriate for both institutions — the bank and

BCCI — to discontinue the relationship.

And I would also note - although I am reluctant to cite news arti

cles, in terms of accuracy — but I would also note that Time Maga

zine ran an article on October 7, 1991 , in which they indicated that

Bank of America, throughout the 1980's continued to have a very

close relationship with BCCI, handling - according to this article

$ 1.3 billion a day of BCCI money.

Senator KERRY. I think that one of the things that has intrigued

people, is the degree to which Bank of America may, in fact, have

uncovered some problems, and then pulled back , and then kind of

sloshed it over. And then , indeed, had competed as intensely as

every other bank in the countrydid for the cash transactions. And

there is obviously a significant flow of money from BCCI through

Bank of America.

So, what I am getting at, is that there are many who said, well,

they kind of washed their hands of some of their problems at the

time, but were not willing to wash their hands of the profits at the

time. And so they continued to flow .

Now, that is outside of your scope. But that is the picture that I

think many have drawn from that. I am not referencing the news

articles, themselves. But in the documents that were filed in the

course of that takeover, Bank of America documents, themselves,

asserted that BCCI or its subsidiaries or affiliates, hadmade sub

stantial loans to three or four of the Middle Eastern defendants in

that suit — these are the people you were representing - among

them, was Mr. Fulaij. Andthere was an assertion that he had re
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ceived a $ 5 million loan from a BCCI subsidiary, in order to pur

chase his shares of Financial General bank shares.

Now , that assertion was made in 1978 and was part of the suit in

which you were involved as attorneys. Evidence now documents

that not only did he receive $5 million in loans, but Price Water

house shows that by 1986 he had $61 million; and by 1989 he had

$113 million .

So, in fact, the very assertion that was made in your suit, in

which you were involved in 1978, is now proven to be the very case

not only with him , but with others. And as the flag is sort of waved

saying,you know , should that have not set off some kind of in

quiry , since you were involved in that suit, and there are other evi

dencesof the Bank of England refusing to grant a full banking li

cense. The bank had been the longest delayed bank in England to

receive a full license. And it did not receive the full license because

there were concerns about the rate of growth, the manner inwhich

it was growing, its sources, and the nature of its investors. None of

that came to your attention , I take it?

Mr. ALTMAN . No, Senator - some of this did come to our atten

tion , but I'd like to see if I couldn't clarify it for the record .

First , you referenced the loan to Mr. Fulaij. There was a loan to

Mr. Fulaij. The loan was made by an affiliate, or subsidiary of

BCCI in Kuwait - I think it's called KIFCO — and that loan , we

knew about at the time. It was disclosed to the Federal Reserve at

the time. He testified about that loan, at some length , in deposition

testimony. So this was no secret.

And generally, it was well-known that these shareholders had ex

tensive banking relationships with BCCI. That was also known. In

fact, most of them , I suppose,own stock in BCCI, or at least certain

of them owned stock in BCCI. So the relationship with BCCI, and

in particular, the loan to Mr. Fulaij was a fact that we knew at the

time.

I would only suggest that there be — there be some caution exer

cised in reaching conclusions about the extent of Mr. Fulaij's loans

today. Because we have seen reports — again , I don't know if they

are accurate that one of our other original shareholders, the ruler

of Dubai, was reported to have $ 121 million in loans. It was on the

front page of the Wall Street Journal and reported widely. And

subsequently , he issued a statement. And it may even have been

retracted by Price Waterhouse — he issued a statement that he had

not borrowed any of that money from BCCI.

So there's a great deal of question about the records at BCCI.

Perhaps Mr. Fulaij does have those large borrowings. I don't know

what the answer is. And I don't know if he does, what they would

relate to .

But the original borrowings from BCCI by Mr. Fulaij, were dis

closed to the regulatory authorities, and didn't seem to be a par

ticularly controversial item .

Senator KERRY. Well, that raises another set of questions, which

I was going to get into later. But I mean, throughout this process ,

it appears as though Price Waterhouse gets failing grades. I mean

you are just asserting that or you have to be cautious , because

you do not know if Price Waterhouse's certified figures are , in fact,

accurate. Is that correct ?
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Mr. ALTMAN . That is correct. And I believe it is Price Water

house, itself, which has said that they have based those on records,

and now they question the validity or authenticity of the records.

Sa

Senator KERRY . And indeed , there is a pattern , it seems to me,

through this of Price Waterhouse's variousentities having provided

information as Mr. Sakhia said , that was either negligent to the

nth degree, or conceivably, purposely altered. And we do not know
the answer to that .

But that a lot of what has happened here, was based on certifica

tions made by Price Waterhouse that are clearly, now , way off

base. And you would accept that?

Mr. ALTMAN . I do not know whether Price Waterhouse was negli

gent, because I'm not familiar what happened in their audits; what

they weretold; and what their requirements are that they're sup

posed to follow in certifying statements. But it would certainly

raise serious questions that they have certified financial state

ments, year after year, and now there is a report that all of those

statementsare, in fact, woefully erroneous .

Senator KERRY. Were you aware of the relationship with Price

Waterhouse, Cayman Islands, and BCCI?

Mr. ALTMAN . Are you talking about the recently reported loan?

Senator KERRY. The loan of $600,000.

Mr. ALTMAN . The first I heard about it was a result of this com

mittee's efforts .

Senator KERRY. Is that an appropriate banking practice, for a

bank to be lending significant sums to its auditing entity ?

Mr. ALTMAN. I would say, when I read it, it struck me as unusu

al. I don't know if it is done. I don't know what the practice is. But

I think that it seemed to be curious.

Mr. CLIFFORD. The reason I thought it was unusual, Senator, is

that I never heard it happening before, ever .

Senator KERRY. Thank you.

Let me ask you now, in the early inquiry you made, there was a

very fine article on you, Mr. Altman, that appeared in the business

section of the Washington Post. And in it, you were quoted as

saying, with respect toyour early inquiry, that you checked with

some of the most this is a quote, and again, I cannot attest to the

accuracy—but it checked with some of the most senior Government

officials to find out whether this would be in conflict with U.S.

policy, or whether it would be contrary to the economic interests of

the United States — which was a sensitive subject in 1978, with oil

supplies in the Middle East.

But, quote “ Altman's and Clifford's contacts gave them a green

light . We were not only advised that it would not be inconsistent

with U.S. interests, but we were encouraged to take this on, as

being quite valuable to the United States, were we able to do it ."

Can you share with the committee who gave you that advice, and

who you checked with as senior Government officials ?

Mr. CLIFFORD . Perhaps I did it , to some extent. It's 13 years ago . I

knew people in the State Department, because they were there,
and I had worked with them.And I checked in the State Depart

ment. I have a recollection of checking in the Commerce Depart

ment. And from one source that I checked — I did not go to the Cab
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inet members, these would be staff people — but at one source that I

checked, they indicated that the United States was sending, at the

time, $70 to $80 billion a year for the purchase of crude from the

Middle East. And as far as our Government was concerned, it

would be their preference that as much of that money flow back to

the United States as possible. It did us no good if it went to West

Germany or Switzerland or Great Britain .

So that there was no objection leveled at the time, to effort by

this group of Middle Easterners to acquire an American bank .

Senator KERRY. Well, was the_excuse me, Mr. Altman, did you
want to add?

Mr. ALTMAN . I do recall a conversation we had with Arthur

Burns, also of the Federal Reserve. He was not , then, the Chair

man of the Federal Reserve, who expressed a similar opinion . And

I also recall that Senator Symington, at the time, had had some

conversation with Government officials, and he was very much

taken with this notion of recycling petrodollars, as a result of his

discussions.

Senator KERRY. You do not consider staff to be senior Govern

ment officials, with all apologies to staff behind me.

Senator BROWN. I do, Mr. Chairman. I do not know about them .

[Laughter. ]

Senator KERRY. I should not have my back turned to them, now.
Senator BROWN. I feel comfortable.

Senator KERRY. Do you recall beyond that, did you check with

the CIA at all ?

Mr. ALTMAN . I did not.

Senator KERRY. Was there any run through Justice Department ?

Mr. CLIFFORD . No, and I think the reason that I didn't was be

cause information had come, as we were dealing—my recollection

is — with the Fed, that the Fed, in its investigation was checking

the CIA , and checking the Justice Department, and checking other

departments of Government.

Mr. ALTMAN . Yeah, we did hear that in connection with the ac

quisition proceedings, that the Fed had talked to some of these

Government agencies. But we didn't we weren't privy to that in

formation .

Senator KERRY. The reason I ask that, is that in the House, Mr.

Clifford, I believe you said that I learned from others, that our in

telligence operations had a very high opinion of him — referring to

Kamal Adham . They felt he had cooperated exceedingly well with

the United States. And I wondered where this feedback from intel

ligence on Kamal Adham had come from ?

Mr. CLIFFORD. I do not have a specific memory of that.

Senator KERRY .Do you remember, though, that they signed off
on Kamal Adham ?

Mr. CLIFFORD . I know that the Fed signed off on Kamal Adham,

and accepted him as a legitimate, and well-regarded purchaser of

First American . I know that.

Mr. ALTMAN . There has been a recent newspaper report that I

have seen , that a man by the name of — I believe it's Raymond

Close, a former CIA man , stationed in Saudi Arabia, had spoken to

the press in a very commendatory way about Kamal Adham . That

was the general sense that we had of him when we were dealing
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with him . I don't know Mr. Close, and I never talked to him. But

I've seen the reports.

Senator KERRY. You never met Mr. Close ?

Mr. ALTMAN . No, sir.

Senator KERRY. Did either of you ever know him?

Mr. CLIFFORD. I did not.

Senator KERRY. Did you know of him back in 1978?

Mr. ALTMAN . No, sir.

Mr. CLIFFORD. I did not.

Senator KERRY. But your comments then, to the House, seemed

to indicate some contact with the Intelligence Committee. Are you

saying that — with the intelligence community. Are you saying that

the information did not come from the intelligence community re

garding Kamal Adham?

Mr. CLIFFORD. I cannot recall where it came from . I had many

conversations with individuals . And I'd had some background in

the intelligence field. And it may have come from those contacts

that they had regard for him .

Senator KERRY. Well, maybe I will come back to that later.

Let me turn now to an issue, that is another one of those

issues — I mean I do not think this question of how much you might

have known then or not is a turning point, or a critical component

of this . I think it is one of the things that obviously has flagged a

lot of people . Because there were entities, regulatory entities, as

well as others, who were saying we are concerned that this bank

seems to have appension to find nominees. And that it kind of

grew , very rapidly, and shakily.

But letus assume that you—that you went through that process,

that you had a green light, that everything seemed like go. This

seemed like a good opportunity, and a challenge, as you have de

scribed it.

So we go to another level , here, which is the question of what

was the standard, the expectation by which this relationship was

supposed to be carried out ?

That standard, it appears, was set out by the Fed and others in

discussions with you . And I would refer you to the documents, now .

I believe it is — I do not have the numbering the same way . It is the

document — the Muckenfuss letter, the Controller of the Currency.

Document No. 10 , in your document book.

Document No. 10 is a letter to the Board of Governors of the Fed

eral Reserve, from the Controller of the Currency, Senior Deputy

Controller of the Currency, Mr. Muckenfuss. And in this letter, in

page 2, paragraph - second paragraph in No. 2, highlighted here, it

says the following: “Members of the proposed investors group for

Credit and Commerce American holdings, N.V. , Credit and Com

merce, American Investment B.V. , also hold an interest in BCCI. It

has now been represented to us ”—and this is the operative, and I

think critical language:

It has now been represented to us that BCCI will have noinvolvement with the

management, and other affairs of Financial General, nor will BCCI be involved in

the financing arrangements, if any are required, regarding this proposal. This com

mitment is critical, both now, and in the future, since such a relationship with an

other financial institution would be a significant factor in appraising this applica

tion . This is especially important in light of the overlappingownership, which will

exist between Credit and Commerce American holdings, Credit and Commerce

1

3
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American Investment, and BCCI. Moreover, any enhanced, direct or indirect affili

ation or relationship between BCCI and Financial General, would take on even

greater significance in light of the fact that BCCI is not subject to regulation and

supervision on a consolidated basis, by a single bank supervisory authority.

Now, that - it is your understanding, I gather, from testimony,

previously, represented the state of the takeover. Is that accurate?

Mr. CLIFFORD. I think the correct answer would be first, Senator,

we are very familiar with that language. We have been over it on a

number of occasions. And the background of the whole affair is ,

that if you look at that language in the light of what was known to

the Government at the time, both to the Controller General's

Office, and to the Fed , it was known that there'd been a definite

agreement upon ourpart, in three areas: one, BCCI would not ac

quire any stock in First American at the time of the tender offer;

two, that they would not, in any way, finance the purchase of the

stock of First American ; and three, that they would have no con

trol over the operation of First American.

We presented that. We emphasized it. At the sametime, at each

stage, we informed the regulatory authorities that they were two

areas in which we would continue to have a relationship with

BCCI. One is they would be the communications link with the in

vestors; and second, they would continue to be investment advisors .

And that was known from the beginning, by the Government regu
latory authorities.

Mr. ALTMAN . A couple of additional comments, if I might, Mr.

Chairman - one, I want to go back to your introductory comments,

before you got into the specifics of the letter , in which you indicat

ed whether there were flags there.

It is certainly true that we were aware of regulatory issues that

arose about BCCI's status. But I think it is very important to put

on the record , that at no time did we get any information, or get

any sense that the regulatory issues related to the lawful operation

of BCCI, the ethical practices of BCCI—these were regulatory

issues, not issues relating to whether BCCI was I think you used

the word a shady operation. That was not at all the sense that we

got from any regulatory authority during this period.

Senator KERRY. The terms may be arguable.But when regulators

say, as they did in this letter, conventional financial data has not

been available on certain investors. And what they basically certify

to is the financial strength based on their disclosures. But they say,

their financial disclosures are less the conventional. It seemed to

me- I mean, I have read through some of the background_and I

do not think this is a point worth arguing a greatdeal about — but

it seemed to me that what the regulators are really saying is, you

know , we are not sure we trust these guys. We do not know enough

about them .

So we want to know that we are protecting interests here. And

we are expecting you to do it. And you are going to make certain

representations which guarantee to us that they are going to be

protected. Andthe representations that I believe you made, as set

down by Mr. Muckenfuss is that now and in the future — I mean, it

says " and in the future there won't be a financial relationship ."

And also , it says there won't be any financial or management deal

ings.

50-820 0 - 92 - 4
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I am just asking, do these words not mean what they say ? BCCI

will have no involvement with the management and otheraffairs ?

What does that mean?

Mr. CLIFFORD . That's what it says, and that's what it meant. And

that's the situation that existed then , and that's the situation that

existed for 9 years . Ifyou talk about involvement in the manage

ment, of having anything to do with making decisions and all, they

had none. Andthey have not had all during the 9 years.

Senator KERRY. That is what I thought was thestandard, and we

agree on the standard . The question is, now, is that, in fact, what

happened over the course of those 9 years ?

Mr. ALTMAN . Well, Mr. Chairman , if I might

Senator KERRY. Absolutely .

Mr. ALTMAN. I think that you have to put this language in con

text. And my original comments — you were reading from a docu

ment that I'm not familiar with .

Senator KERRY. Well, the document I was reading from is this
letter .

Mr. ALTMAN . Well, sir, I thought you were reading from another

one about financial information bout people.

Senator KERRY . No, that's the same document. That's paragraphs

4 and 5, same document.

Mr. ALTMAN . It wasn't the highlighted part.

The issue about the letter from the controller, I think has to be

looked at this way. It is true that the controller understood that

BCCI was not going to control this operation. But the controller

also had available to it , information which placed this in context.

The controller had the application, which indicated that BCCI was

goingto have a continuing role; that BCCI was going to continue to

provide advisory and other services to the shareholders, with re

spect to this company, First American . The controller had avail

able to it information that there were ties between the sharehold

ers and BCCI. They owned stock in BCCI. Theyhad banking rela

tionships with BCCI. The controller attended the hearing at the

Federal Reserve in 1981 , when 4 of the investors appeared and tes

tified. And at that hearing, there was testimony about the fact that

BCCI was going to continue to have this investment advisory role ,

this role as a communications link_this kind of information was

known to the controller.

So it's a question of what the language should be interpreted to
mean.

Senator KERRY. I agree with that. And I thought Mr. Clifford had

defined it, and I thought that the language meant what it said .

I mean, you see, the difficulty here, Mr. Altman, is obviously

that I agree with you . All of that information was in front of the

regulator.

Mr. ALTMAN . Right.

Senator KERRY. And it was in reaction to that information that

there were difficulties in proceeding forward . There was resistance.

Which is why that extraordinary hearing took place — I mean , it

was unusual to have that.

Mr. ALTMAN . Yes.

Senator KERRY. And it was so unusual that in fact, Mr. Clifford

appeared , and you brought Mr. Adham , I believe, correct ?
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Mr. ALTMAN . That's correct, Mr. Adham and three others.

Senator KERRY. In order to persuade these people that this was
bona fide.

And part of the process of persuasion required you to say to

them , there willnot be any financial dealings. There will not be

any crossover. There will not be any interrelationship in the af

fairs. And it was based on that representation, I believe, thatthis

letter says very clearly, this is especially important, in light of the

overlapping ownership .

Any enhanced- direct or indirect - affiliation or relationship

would take on greater significance. And they were very specific, I

think, in saying we are going to give you a green light. But it has

tobe on the terms that are set forward here . Am I wrong?

Mr. ALTMAN . Sir, that is not entirely accurate.

Senator KERRY. Well, help me, then.

Mr. ALTMAN . Because this is what keeps leaping out . I mean,

they still — I believe - interpret it that way.

A couple of points — the controller understood that we were going

to have continuing dealings with BCCI, about this particular in

vestment, for the shareholders. We have documents that indicate

that the controller was advised that we would continue to consult

Mr. Abedi for ideas. Some of his ideas we might accept, some of

them we might reject. But thepoint was the decisionmaking au

thority would repose not in BCCI, but in the American board .

Now , you have said that there were to be no financial arrange

ments between BCCI and these shareholders. But the Federal Re

serve recently testified before the House Banking Committee. And

they were commenting on the existence of loans to these sharehold

ersfrom BCCI, that had been discovered . And both Mr. Taylor, the

Director of - former Director of Supervision and Regulation at the

Federal Reserve, and Mr. Corrigan, who was President – is Presi

dent of the Federal Reserve Bank of New York, said there is no

prohibition of borrowing from BCCI; there wasno prohibition of

borrowing from BCCI even when the stock of First American is

placed as collateral.

There were specific understandings as to the transaction . But I

think the pointthat you are getting to , is who is going to end up

controlling the operation ? And it was clearly understood that con

trol wouldvest in Mr. Clifford and the American board.

Senator KERRY. The question ofcontrol is obviously a really diffi

cult one. We arenot going to resolve it here . It is a legal term . And

the fact pattern is complicated as to that issue.

But I guess, to the average person , looking at this, the issue of

control in terms of a communication or a directive, is very difficult

to distinguish . If Mr. Abedi says to you — as Mr. Abedi, and you

don't know which hat he is wearing, whether he is president of

BCCI, or speaking to you as the investment counsellor - he says to

you, you have to do this, or we want you to do this . He can be re

laying to you information from investors, or he could never have

talkedto the investors, and simply be directing you, as the head of

BCCI. Imean that is certainly possible, is it not ?

Mr. CLIFFORD. Let me try that, Senator.

The use of the word control has caused a great deal of confusion .

When the Fed first came out with statements at the beginning of
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this year, they talked about having found information and evidence

that indicated that BCCI controlled First American .

There are two kinds of control. At one time, Mr. William Taylor,

fortunately, described them . One kind of control is whether some

one owns or has in its possession sufficient amount of stock , so that

under the Federal Rules, that constitutes control.

But he says there is another kind of control, and that is actual,

management control. Now , what we said to the authorities, what

we have continued to follow meticulously, is that there would be no

management control of any kind, as far as American - as far as

First American is concerned , except the board and its chairman of

First American .

Senator KERRY. Well, let me come back to that after a little bit

here. I want to let my colleague, Senator Brown, have a round .
And then I will come back.

Senator Brown.

Senator BROWN. Thank you, Mr. Chairman .

Secretary Clifford , let me ask - I am not sure I got it correctly.

I thought you had mentioned that BCCI made three assurances

to the Federal Reserve, one of which was that BCCI would not fi

nance the purchase of First American stock .

Mr. CLIFFORD . That was the first one.

Mr. ALTMAN. Excuse me, just for the record — that was not a rep

resentation by BCCI. That was a representation by the investors

who were making the application forapproval.

Mr. CLIFFORD. And it was confined, Imight say, to that particu

lar transaction of the tender offer. It said that the applicants shall

not, in any way, acquire stock in First American as a part of the

tender offer proceeding. That was No. 1 .

Senator Brown. So that the financing by BCCI later on, of your
own stock , you feel was not a violationof this representation ?

Mr. CLIFFORD. I feel that very strongly.

Mr. ALTMAN . And that was confirmed , Senator, by recent testi

mony by Mr. Taylor and Mr. Corrigan. I'll read you a couple of sen

tences from their testimonybefore House Banking. Quote, “ There

was no commitment not to borrow from BCCI; therewas no com

mitment not to borrow from BCCI secured by the stock of CCAH ."

He says, the commitments required that in order to determine a

violation, that the investors borrowed money from BCCI to affect

the original transaction . Mr. Corrigan went on to say, the mere

presence of loans secured by CCH stock , in and of itself, was not a

violation of law, and was not a violation of the board's 1981 agree

ment.

Senator Brown. Well, the letter that the chairman talked about,

says it has now been represented to us that BCCI will have no in

volvement with the management, and other affairs, of Financial

General, nor will BCCI be involved in the financing arrangements,

if any are required regarding this proposal.

Regarding that assurance, your interpretation of that is that

only applies to the initial acquisition of the stock ?

Mr. ALTMAN. And that is also the interpretation of the Federal

Reserve, as I've just indicated .

Senator KERRY. Did the Fed change its position on that ? I mean ,

I must say that I do not understand what it means — this commit
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ment is critical both now and in the future. I mean what does in

the future mean ?

Mr. CLIFFORD . Can we turn to the footnote on page 16?

Mr. ALTMAN . Yes, sir, we have it I think I can answer that

fairly simply , Senator.

SenatorKERRY.Page 16 of your testimony ?

Mr. ALTMAN. No, he is talking about, I think, the Federal Re

serve application.

Mr. CLIFFORD. The Federal Reserve application.

Senator KERRY. Why do you not just say that?

Mr. ALTMAN . That footnote also contains the language to the

effect that BCCI is not a lender, nor will it be, with regard to the

acquisition of the stock — or some language to that effect.

The reason you have language relating to the future is because

this letter from the controller in 1980 , and the application which

was filed in proceedings in 1980 , it went into 1981 , it related to a

transaction that did not take place until the spring of 1982. So

what they were saying is that BCCI has not made the financing,

and is not financing the acquisition of the company, but it relates

strictly to that specific proposal. That is our understanding.

I might say, the other law firms that were involved in it have so

stated . The attorney who drafted the language said that was his

understanding of the language. And the Federal Reserve has now

testified that that was how they interpreted the language.

Senator KERRY. Thank you , Mr. Brown. I thought we would turn

now to the stock arrangements and the compensation discussion.

As background for us, would you tell us what it was you paid for

the stock when you purchased the stock ?

Mr. ALTMAN . When we purchased the stock , Senator, we pur

chased it at book price — the same price that was paid by all the

shareholders. And it was roughly $ 2,200 a share a little more
than that, I believe.

Mr. CLIFFORD. $ 2,216.00.

Mr. ALTMAN . $2,216.00 .

Senator BROWN. Did you borrow tofinance that acquisition ?

Mr. CLIFFORD. Let me start it, and if Mr. Altman has anything to

add — this was in the end of 1985. As the fortunes of First American

were improving so dramatically, that we considered that that was
an appropriate time to acquire some of the stock .

Let me emphasize, Senator, this was stock in ourown company.

Apparently, oftentimes, others have gotten that confused. But here

we were, I was chairman of the board of First American , and I
wanted to own some stock in my own company.

Westarted toward the end of 1985 thinking about it, because we

already knewthere was going to be a rights offering sometime in

the spring of 1986. Our first thought was that we would borrow the

money from a French bank, BAŠÍ are the initials Banque Arabe

et Internationale d'Investissement. And Mr. Altman had worked

with a Mr. Bradshaw there, back at the time of the acquisition of

the old Financial General. So he knew them. He started the con

versation . Then we turned it over to our New York lawyers, who

were experts in commercial transactions of this kind.

Theynegotiated at some period with the French bank, and they

said, aftera while, we're never going to agree with those people.
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They have such a queer way of going at it, so different from our

way of doing it.

After having said that, I am the one who then spoke to Mr.

Abedi, and said we would like to make the purchase of this stock ,

it's left overfrom the rights offering. And we would like you to

consider lending the money,

He said, I will lend you the money, if you put up all of the stock

as collateral for the loan . And the reason he had that in mind was

there were occasional sales and purchases of the stock. And if he

took the stock in as collateral, at book value, I think he felt very

comfortable because of trading that went on in the stock , that he

had ample security for the loan. Because so oftentimes, possibly,

trading in the stock would be above-book . It was not guaranteed ,

but that was what was happening.

So he said, in effect, putup all your stock, and that is sufficient

collateral.

Senator BROWN. Does that mean that when you acquired the

stock for book value, that you acquired it for less than its true

value ?

Mr. CLIFFORD. No, there is no way that one can determine that. I

can only say that the bylaws provided that it shall be offered to the

shareholders at book , and there might be trading, I don't remem

ber now. There could be trading at book or less than book or more

than book . We didn't know what the price was, because the trading

was very sporadic, and did not, at any time, set a price.

Senator BROWN. What were the terms of the financing that you
received ?

Mr. CLIFFORD . The basic terms— and I'll see if Mr. Altman has

something to add to this I think that the term of the loan was

possibly 18 months. We were to pay LIBOR rate, which is to some

extent, comparable to our prime rate. And we said that we wanted

the loan to be a nonrecourse loan .

Now, that developed in conversations with our New York law

yers. They strongly recommended that . And the reason they recom

mended is was because in 1986 , when we were engaging in this

desire to own some stock , I was 80 then. And the recommendation

was that we see, if we couldn't get a nonrecourse loan, it would be

awfully important. Because my expectancy was limited, and if I

should die , and I left a note of that kind in my estate, it could be

enormously upsetting from the standpoint of working out arrange

ments with IRS and so forth .

So they said that in the light of the fact that if you are getting a

stock at book, I think youought to insist on getting a nonrecourse

loan. It was to prevent difficulty, really — to agreat extent because

of my age .

Senator Brown. When you say nonrecourse , that means that you

do not have to pay it back if you choose not to ?

Mr. CLIFFORD. That means that the lender is looking to the col

lateral for his protection .

Senator Brown. Well, let me try it again . That means that you

have no personal liability on the loan .

Mr. CLIFFORD. I would have no personal liability on the loan , be

cause they felt that the collateral was sufficient to protect them.

Mr. ALTMAN . Other, of course, than interest that is paid.
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What it means is, if you default on the loan, the lender must

look to the collateral, and cannot go to your other personal assets.

It must look to the assets which you and the lender have agreed

upon will be the assets to secure the loan .

Senator BROWN . So if the value of the stock went up, you could

enjoy thevalue of that stock. If the value of that stock went down,

you would have no liability ?

Mr. ALTMAN . Assumingwe did not repay the loan - it would be a

situation that banks are facing today, when a bank makes a real

estate loan on a building to a developer, and the developer can't

repay the loan and the value of the building has declined substan

tially and the bank forecloses on the building, and originally the

bank had gotten an appraisal that said the building was worth $20

million and today it's worth $10 million , the bank takes a $ 10 mil

lion loss, that is the risk .

Senator BROWN. I understand. I think we have come to learn a

lot about that. The interest rate here, you mentioned, was similar

to the U.S. prime, but does it not normally run something some

what less than prime - than the U.S. prime?

Mr. CLIFFORD. I don't know. Ordinarily, I know, from time to

time LIBOR will run less than prime.

Senator BROWN. Is it not usually 1 to 2 percent below prime

below U.S. prime?

Mr. CLIFFORD . I think I would not be able to accept that as a

rule . It could from time to time. I have seen instances in which

LIBOR and prime were the same.

Senator BROWN . How much of the price of the stock was fi

nanced — what percent was covered ?

Mr. CLIFFORD. The total cost of the stock. That first purchase of

stock of mine was at $9 million and some-odd, and the loan was in

the exact amount of the purchase of the stock.

Senator BROWN . So it was a 100-percent loan?

Mr. CLIFFORD . 100 -percent loan .

Senator BROWN. Nonrecourse ?

Mr. CLIFFORD. Nonrecourse .

Senator BROWN. At a rate that appears to be below prime for the

United States ?

Mr. CLIFFORD. It might have been at the time, but see, LIBOR

varies. It's not a fixed rate . It fluctuates, and so I don't know how

it compared at the time .

Senator BROWN. At this time the United States, of course, re

stricts loans on stock . My recollection is , at this time it may have

been in the neighborhood of 50 percent was the most you could

borrow on the value of the stock , but that is for publicly traded

stocks. I take it the reason that this did not apply was because it

was privately held and because it was a foreign loan ?

The reason you were able to borrow more than 50 percent of the

value of the stock was because it was from an overseas source ?

Mr. ALTMAN . I don't believe those margin requirements were ap

plicable to this transaction .

Senator BROWN . And the reason they are not applicable is be

cause it was a foreign source or because it wasn't traded - publicly

traded ?
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Mr. ALTMAN . I don't recall. I think both of those reasons are ap

plicable.

Senator BROWN. Did First American make loans to individuals

secured by stocks of 100 percent during this period of time ? Did

youall loan money to anyone under terms this attractive ?

Mr. CLIFFORD . I'm not aware of the terms of any specific loan .

First American made thousands of loans, much of it secured by

stock. Some of it secured, of course, by real estate, with which

we're all so familiar. The terms of the loan were based upon the

relationship that existed between the parties at the time. We

waited for 4 years before we had proved what we could do with the

property. The shareholders were exceedingly pleased. Kamal

Ahdam was enthusiastic about the results. Abedi was pleased be

cause he had recommended the stock to the investors, so that the

negotiations for the loan were conducted under very friendly cir

cumstances.

They wanted us to own some stock . They wanted that additional

bond. They wanted us to continue on as managers of the property ,

hopefully being as successful in the future as we had been in the

past, and that's the climate within which the agreements were

reached.

Senator BROWN. Did First American loan money to any one of

their thousands of loans on this favorable terms?

Mr. CLIFFORD. I do not know .

Senator Brown. Were these better terms than anybody who bor

rowed from your bank got?

Mr. CLIFFORD. I don't know that I can give a total answer to that.

I'm sure it was better terms than the majority of the loans would
be.

Senator Brown. Do you know of any loans that were this favor

able that your bank made?

Mr. ALTMAN . I think the reason that we have some hesitation,

Senator, is that neither Mr. Clifford or I were in the practice of re

viewing loans . We had professional banker's and credit committees,

and they handle loansand there are thousands and thousands of

loans that were made over the 10 years. I would not be aware of

any loan that would be on these terms, but we are reluctant to

make categorical statements when we're unsure of the complete ac

curacy of them . But we're not aware of it .

Senator Brown. The amount of money involved here was what,

in the neighborhood of $15 million?

Mr. ALTMAN . Yes, sir .

Mr. CLIFFORD. The total was. Yes.

Senator BROWN. The total was for

Mr. ALTMAN . For two loans.

Senator Brown. My understanding was that in most banks, the

board of directors and management has to sign off on significant
on large loans. Did that not happen with First American?

Mr. ALTMAN. It depends on the size of the loan . Different banks

have different lendingprocedures, and different lending authori

ties , but certainly you'll recall in Mr. Clifford's case , he did not sit

on any of the bank boards . Mr. Clifford sat on the holding company

boards and credit decisions do not come to the holding company. I

sat on some of the subsidiary bank boards, but I was not a partici
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pant in the credit committees. Some loans such as, for example, in

New York of a certain magnitude whereI was a director did come

to the board . So I'm familiar with some loans , but not the general

practice at all these banks.

Senator BROWN. Mr. Altman, wereyour loans at the same terms

and conditions that Secretary Clifford's loans were at?

Mr. ALTMAN . They're identical , but 50 percent of the size, same

terms.

Senator BROWN. Secretary Clifford indicated that the reason or

one of the reasons for the terms of his loan was because of estate

planning. Would that have applied to you as well?

Mr. ALTMAN. Well, obviously Mr. Clifford hopefully has a lesser

expectancy than I , being 40 years older.

Senator BROWN. I serve with Strom Thurmond on the Judiciary

Committee

Mr. ALTMAN . But to clarify it, if I might, there is a factor here

which is equally applicable to both of us. It is just a more pressing

problem in the event of estate issues . The problem that you have

here is the liquidity of the investment.

You asked about what was the value at the time we bought the

stock . We bought the stock at book value . We don't know what the

value was if you went to sell it. It depends on whether or not you

had a buyer available at the time, and there were clearly a very

limited number of potential buyers. Recall that he and I were just

purchasing very small percentages of the stock and so, our ability

to resell that stock was something that we could not be assured of,

and our counsel was very insistent that we not borrow large sums

of money secured by collateral, when we were not assured of the

liquidity of that collateral. And, therefore, they felt that if we

could not get a nonrecourse loan , it was preferable not to make the

investment. They felt very strongly that this was to be a nonre

course loan , and when we were originally in negotiations with

BAII, they took the same position that it had to nonrecourse fi

nancing

Senator BROWN. The lender did?

Senator KERRY. Mr. Secretary, I just noticed that your wife de

parted for a moment, but I know that chair is somewhat uncom

fortable. I would be happy to make one of these other chairs avail

able, if that is better .

Mr. CLIFFORD. Oh, how thoughtful of you, that would be great.

Thank you very much.

Senator KERRY. If we could have somebody just bring one of

those down or something.

Mr. CLIFFORD. I'm much obliged to you .

Senator Brown. The loan negotiations with BAII appears to be a

loan negotiation with a bank that was, in effect, an affiliate of

BCCI and had similar shareholders. Were you aware of this at this

time?

Mr. ALTMAN . I don't believe that's accurate, Senator. At least

that's not my understanding.

Senator BROWN. You are not aware of a relationship between

BAII and BCCI?

Mr. ALTMAN. I'm aware of a relationship. I know that - I believe

he's the former president, perhaps he's still the president of BAII—

a
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served on the board of BCCI, but they were unaffiliated institu

tions . Other than this director interlock, they were unaffiliated in

stitutions. BAII was a consortium bank, owned by a group of 30

banks or something around the world , I think. I'm notcompletely
familiar with that and so I don't want to suggest to you that I am ,

but I don't believe thatthey were considered corporate affiliates.

Mr. CLIFFORD . When, Senator - when the original deal was made,

in round numbers the investors put up $ 200 millionand of that,

$50 million was borrowed on our part from this BAII bank , and

that's why we thought of them first, because they'd been in it origi

nally . That loan now is down to about $10 million. Through the

years we've been paying off on it.

Senator BROWN . Were the payments called for in your promisso

ry notes made on time?

Mr. ALTMAN . Actually , made early .

Senator BROWN. So you paid the loans off before theywere due?

Mr. ALTMAN . Well, I don't want to generalize. I should be specif

ic. The original loan was made in thesummer of 1986 and interest

and principal was due, I believe, 18 months later. I could look at

the documents for it to be specific. In the summer of 1987, there

was a rights offering and there was a desire on our part to partici

pate in that rights offering, and we again sought financing from

BCCI—Mr. Clifford in the amount of approximately $2 million ; and

I sought approximately $1 million of additional financing.

At that time, as a condition to getting the second loan , even

though the interest on our first loan was notyet due, Mr. Clifford

and I sent interest checks to BCCI for something over $1 million.

So that was before the documents would require us to make pay

ment, but it was a condition if we wanted to secure additional fi

nancing .

Senator Brown . But on these original loans, they were due on

January 1 , 1988, were they not?

Mr. ALTMAN . In January.

Mr. CLIFFORD. Yeah .

Mr. ALTMAN. I don't remember what date.

Senator BROWN. And were they paid off at that point?

Mr. ALTMAN. No. They were_at that time, the loans provided

that if they came due and we had not paid them off or soldany

portion of our stock, then we could seek refinancing, or ask BCCI

to roll them over, and we asked BCCI to consider rolling them over .

This was in December, but before we completed that arrangement,

Mr. Clifford and I decided that it would be preferable to try to dis

pose of some portion of our holdings, and so, in February, Mr. Clif

ford started the process to sell a portion of the stock and the princi

pal and all the accrued interest was then paid in March .

Senator BROWN. And that was February 1988?

Mr. ALTMAN . Yes, sir . That was the approximately 30 days

later, whatever the exact due date was.

Senator BROWN. So at least for a period of time, these loans were

in default ?

Mr. ALTMAN. Well, they were not actually in default because we

had gone to the lender, we had asked the lender if they would refi

nance the loan or roll it over. The lender indicated a willingness to

do that, but before the documents were prepared for a second loan ,
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we started the process of disposition of the shares which made pa

pering that unnecessary, and when we paid the loan , even though

the second loan had not been documented, we paid all interest ac

crued to date.

Senator BROWN. So while they might have been technically on

paper in default, you had had a verbal agreement to handle it.

Mr. CLIFFORD. Which was consistent, Senator, with the original

understanding that they would extend it at our request.

Mr. ALTMAN . As set forth in the documents.

Senator BROWN. The Internal Revenue Code provides for interest

that is charged in a below market rate fashion to be reported as

income. I think the Treasury publishes the rate at which they

make that comparison monthly. It appears that the interest rate

you were chargedwas below that rate. Did you report as income in

1987 and 1988 the below market rate interest that you were

charged ?

Mr. CLIFFORD. I do not know that it was below the rate, Senator.

There was no reporting on our part. As I said , the LIBOR rate is a

flexible rate . The loan was made under LIBOR and the bank set

the rate. Wedid not setthe rate. Thebank set the rate . We accept

edthe rate that the bank set at LIBOR and paid it.

Mr. ALTMAN . I'm not sure that I would agree with your assump

tion, Senator, or your interpretation of the code, if I might say so.

Senator BROWN. Your feeling is that the code does not require

recognition as income for below market rate loans?

Mr. ALTMAN . What I am suggesting hereis, this loan transaction

was one in which we negotiated with BCCI and they advised us of

the rate that would be applicable to the borrowing. I have never

heard of a case where the IRS has taken the position that a loan

obtained from a financial institution at a rate set by the financial

institution is the kind of imputed interest that you're suggesting

would apply. I thinkthat generally is the kind of situation where a

father gives a son a loan for nothing, with no interest rate and it's

in effect a gift to the child of the additional amount that is the in

terest that is not required. But I've never heard of a case such as

you're suggesting, where when a bank sets an interest rate, that's

regarded as imputed interest - some differential to the borrower.

Senator BROWN. Could you supply, for the record - obviously, if

you knew it off the top of your head that would be fine, but if you

would bewilling to supply for the record , the interest rate that you

paid on this amount?

Mr. ALTMAN . Sure.

Mr. CLIFFORD. Sure.

Senator BROWN. Would you recap for us the sale of this stock ?

What price was it sold for ?

Mr. CLIFFORD. $6,800 per share.

Senator BROWN. Andwas that the book value at the time?

Mr. CLIFFORD. Oh, no. No. See, there were two areas of pricingof

the stock . One was book and that is based , as you know, upon the

excess of assets over liabilities of that particular company, as of a

particular time. That's called the book value. So that the stock that

would betaken up by theshareholders, when it was offered, was

always offered at book . We did that not only with this circum

stances, but whenever any of the member banks gave rights offer
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ings, it was always at book . That was the custom within First

American . Now — so the book, you could check on at any particular

time and find out exactly what the book value was . And just to also

let you know the progress of the bank, when we bought our stock

in 1986, book value was $2,216 . By the end of 1988 or 1989, it had

gotten up very close to $ 3,000. That's how much progress the bank

was making, but that book was steadily going up. But during that

period, there was other trading at a different level that was not

concerned with book. If an individual felt that First American was

a very attractive buy, he might choose to pay whatever a willing

seller and a willing buyer agreed upon.

Senator BROWN . So you were able to buy it book , but when you

sold , you sold on the — it wasn't an over-the-counter market, but in

such market as did exist, I would guess.

Mr. CLIFFORD . That's right and that happened in a number of in

stances. We had heard at some time that there were sales at

$4,000 . On other occasions, we'd heard there were sales of the stock

at $5,000 , and more interesting to you, there had been a substantial

transaction, Senator. Prior to our sale there had been a substantial

transaction at $6,100 a share. That's when the Bin -Mahfuz family

of Saudi Arabia decided that they wished to start taking a substan

tial position in First American . First American was considered to

be a very attractive, dynamic, coming stock and that particularly
led to those prices.

Senator BROWN. I take it, book value continued to increase in

1988 and 1989 ?

Mr. CLIFFORD. Yeah. It increased each year during the 1980's.

Senator BROWN . Do you recall how much - what your gain was

on this particular sale? You did not sell all your stock, but a por

tion of your stock — the stock you did sell ?

Mr. CLIFFORD. Only about 60 percent of it .

Mr. ALTMAN . We have attached to our written submission, Sena

tor, attachment (I), all of the numbers for the record as to amounts

received and disbursed and taxes and the rest, so you would have

that available to you.

Senator Brown. Let me just say for the record that the full text

of your statement will be placed in the record, with your opening

comments that you made, at the appropriate place in the record

and the exhibits will included here.

[ The information referred to follows:)
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First American Trust Mired

Ini Questions Over Ownership

Impasse Is Delaying Attempts to Sell Bank

By Sharon Walsh The government of Abu Dhabi,

Washington Post Staff Writer one of the United Arab Emirates,

has agreed to put its 28 percent
Kamal Adham says that he, and he stake into the trust , but no other

alone, is the owner of about 13 per- shareholder has made a commit

cent of the shares of First American
ment.

Bankshares Inc.'s parent company.

But the Federal Reserve Board says In August, after Clark M. Clifford

and Robert A. Altman resigned their
that Adham , a Middle Eastern busi

nessman with ties to the Saudiroyal positionsas chairman andpresident
of the bank. the negotiations to es .

family, is one of six sham stockhold
tablish a trust became more fevered

ers who acted as fronts for the Bank

of Credit and Commerce Interna as pressure increased froni the Fer !

tional.
and from the Abu Dhabi govern.

ment .
Other alleged BCCI stand -ins have

taken the same position as Adham. The parties involved in the trust

Together, they hold more than 50 negotiations agreed to be inter

percent of the stock in First Ameri
viewed on condition that they not be

identified .
can, leaving the Fed and First Amer

ican officials in a legal and practical . The Abu Dhabi shareholders , at

quandary over how to establish a first reluctant to be part of a trust,

clear separation between the bank now realize that they would have to

and BCCI. wait five years or more for the turn

Without some agreement from around of the real estate market to
the majority of the shareholders, the earn a'significant return on their in

officials say , they cannot follow vestment in the bank and are eager

through on their announced inten for a trust so that their stock can be

tion to set up an independent trust sold .

to hold the disputed shares of the The Fed, worried about the condi

bank . tion of the bank, wants the bank sold

The impasse has put on hold and out of the shadow of BCCI as

moves to sell the bank and left its quickly as possible .

management unable to say unequiv The trust in some ways has be

ocally that BCCI is not a powerful come a political football among the

shareholder. various parties, which now include

The trust is important to the representatives of First American

bank because it would provide a pub assigned to handle BCCI's assets afand the court-appointed liquidators

lic assurance that there isn't any im

ter regulators seized the giant bankproper influence," said Nicholas deB .

Katzenbach , chairman of the bank . “ in July.

wish to God it had happened before ' What some thought could be ac

now ... but I don't control the pro complished quickly has dragged on

for months. The parties agree that acess .

Since March, when the Fed oro! cept perhaps the nominees, who, the
trust is in everyone's interest - ex

dered BCCI to sell any shares that it
Fed says , bought the shares on be .

had acquired illegally in First Ameri
half of BCCI — but no one can agree

can , federal regulators and others
on a methodology.have worked to establish such a

trust .
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Cont . to Page 14

N

!

"It's become a spitting contest

that has got to come to a head soon ,”

said one participant.

The proposed trust agreement

See TRUST. D4, Col I

TRUST, From DI

has been revised so many times and so

often that even the lawyers involved

can't keep track. One attorney headed

for a meeting with other participants

and found that by the time he arrived

for the meeting, his copy of the agree

ment was already out of date.

Among the main provisions of a pre

vious draft of the trust agreement, a

copy of which was reviewed by The

Washington Post:

. First, the board of First Ameri

can's parent company, Credit and

Commerce American Holdings N.V.,

a Netherlands Antilles corporation ,

would transfer ownership of its whot

ly owned subsidiary - Credit and

Commerce American Investments, a

Netherlands corporation - to the

trust. The trust then would have

clear title to CCAI, even if the owner

ship of CCAH might still be in ques

tion .

Some participants are debating

whether the board of CCAH — which

is composed of several of First Amer

ican's top executives - can transfer

the title without the agreement of

the individual shareholders of CCAH .

The recently elected board of

CCAH - since the resignation of Clif

ford and Altman - consists of Katzen

bach ; the bank's chief executive offr

cer, Jack W. Beddow ; its chief operat

ing officer, Paul Adams; and First

American Bankshares board member

Charles McC . Mathias, a former sen

ator .

. A trustee would be named to help

hire an investment banker to sell the

CCAH shares.

. The trustee would direct the board

of First American to take the neces

sary steps to sell the bank within one

• year of the signing of a trust agree

ment.

This is another point of contention:

Who would be in charge of selling the

bank - Katzenbach or the trustee ?

And, will the nominee shareholders

have any say in when and for what

price the shares are sold ?

. The trustee would deposit the pro

ceeds of any sale into a trust account.

That's when an even bigger battle

may begin as " real " and " nominee "

shareholders begin suing each other

over who gets the money. Under

Netherlands Antilles laws, where the

stock is registered, the shareholders

of record have certain legal rights.

The process of establishing a trust ,

sources said , cannot wait several

years to see whether the criminal jus

tice system is able to prove who the

true owners are .

Meanwhile, can the Fed, or anyone

else , force the so -called nominees to

put their shares in a trust ?

Plato Cacheris, an attorney for Ad

ham , isn't saying whether Adham will

put his shares in the trust.

" We haven't done anything,” Cach

eris said . "My position is that they

are his shares. He purchased them

for himself and would like some com

fort on how the stock is to be sold. If

it's sold at a distress sale, he'll take a

beating."

There also is the question of who

would serve as trustee .

The various parties at first wanted

an individual trustee , but decided that

it would be better to appoint an insti

tutional trustee . The investment

bank J.P. Morgan & Co. of New York

was approached about the post but

declined, sources said ..

The job may not be that attractive.

For a moderate fee, it will mean a lot

of headaches.

Once the trust agrees to sell the

stock, there are bound to be numer

ous lawsuits over who gets the mon

ey , and the trustee - who will hold

the money until the fights are

over - is likely to be named in the

suits.

But to name a trustee , there first

must be a trust.

And for that, said one source : " The

Kamal Adhams of the world and the

BCCls are going to have to agree ."
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Judge HaltsaLiquidation

OfBCCI's U.K. Operations
3

:

If true , these assertions mean that loung "Fork," which others Identifiedas a Cay.

Sham Accounts, Secret Role to nonexistent borrowers were fabricated man Islands -based company with a pur

in BCCI's records. Doing so could help
portedly charitable status. BOCI, be also

Of First American Bank mask the buge, undocumented movements said , took in unrecorded deposits totaling

of deposits out of the bank that auditors about $ 600 million , 1358 million from a de

Are Alleged at Hearing have also discovered.
positor be identified as " Tumbleweed ."

Prime Minister John Major wouldn't The traud caly spiraled, the gover

comment on allegations in the media that ment lawyer sald . " The solutions to the talBy NICHOLAS BRAY
BCCI had been used by terrorist organiza- tial problems bad to be solved using the

And PETE TRUELL

tions, including the Abu Nidal group to same deception, but on an ever -increasing
Stall Reporters of THE WALL STREET JOURNAL

LONDON-A British judge temporarily
fund arms purchases and other operations. scale ," betold the court.

froze the government's plan to liquidate lo
Instead, he said , an inquiry into the BOC " Unrecorded deposits and Actitious

affair will be headed up by Lord Justice loans had to be reped and Breads undercal operations of Bank of Credit & Com

Bingham , a prominent appeals court Fort's management had to be replaced , "merce International S.A. , in a move to give
judge , who will have access to all relevant

the bank's Abu Dhabi shareholders time to be added . " To do that, further unrecorded

consider a rescue plan . papers, officials and government minis- deposits, fictitious loans and funds under

lers .
Addressing a courtroom packed with Fork's management had to be used. "

Some U.S. officials involved in counter

lawyers, journalists and BOCI employees
Mr. Moss discussed the role of one

and depositors, Sir Nicolas Browne-Wilkin- terrorism expressed irritation that British BOCI unit, which be identified as

son adjourned for eight days the Bank of
officials hadn't informed the U.S. officials " WXYZ , " in particularly strong terms. In

England's request for authority to wind up of suspicions that alleged terrorists banked dividuals familiar with thecase identified

the British and related operations of the
at BOCI. WXYZ as First American, in which BCC

scandal scarred bank, which was seized by The Bank of England said it was disap acquired a controllingstake through covert

a global band of regulators July 5. pointed by the court action . The immediate share purchases in the early 1980s.

The government, seeking approval for winding up order, as requested by the gov. In addition to its previously reported

immediate liquidation, depicted BOCI as a ernment, would have unleashed partial role in financing First American's share

textbook case of financial fraud and mis- compensation for U.K. depositors who capital, BCCI used First American shares

management. In this connection the gov. have lost money with the bank, equivalent as security for loans to Individuals acting

ernment presented evidence suggesting to 75 % of deposits to as much as a maxl. in BCCI's behalf for releasing funds to ad

that BCCI used First American Bank mum reunbursement of 115,000 ( 525.389 ). just nonperforming loan accounts, to cover

shares Inc. - the biggest bank holding com- BCCI's total liabilities in Britain up unauthorized loans and to generate fic

pany in Washington, which BOCI secretly
titious income, Mr. Moss said .

amount to the equivalent of $3.25 billion ,

owned for several years- as a source of se- according to Touche Ross & Co., the provi All told , the Bankof England submis

sion asserted " the BOCI group made sig
cret funds for perpetuating a world -wide sional liquidators of BCCI. The bank has

banking scam .
nificant losses over the last decade and

about 40.000 depositors in the U.K., of

But during the hearing. lawyers for which 36.800 have less than 11,000 on de may never have been profitable in its en

BCCI's controlling shareholder, Sheik posit. Sir Nicolas made it clear that any tire history ."

Zayed al-Nahyan, the ruler of Abu Dhabi, delay in the liquidation beyond eight days Responding to these allegations, Mr.

said his client was still willing to consider would be considered only in conjunction
Johnson affirmed on behalf of BCCI'S Abu

a plan to bail out the bank with another with measures to assist small depositors. Dhabishareholders that measures had al

ready been taken , in the context of a recapital infusion . " The possibility of a via
The call for a delay - supported by a

ble alternative to liquidation is a real one, structuring plan, to contain and isolate the
number of major depositors and by repre

said David Johnson , attorney for Sheik traud. AbuDhabi is one of the United Arab
sentatives of BOCI employees-was given Emirates.

Zayed .
extra force by Touche Ross itself , whose

The court action in England comes as The Bank of England had made no defi
officials have discussed possible alterna- alte assertion that traud was continuing

the scope of the apparent fraud becomes tives to liquidation with regulators in Lux
even wider at BOCI, whose principal oper within BOCI, and it had made clear that it

embourg

ating company is BOCI Holdings (Luxem .
considered the Abu Dhabi authorities to be

Speaking for the British central bank,
burg ) S.A. innocent of any participation in the fraud,lawyer Gabriel Moss advanced numerous

be added .
In a letter to the European edition of this

reasons why it was just and equitable in
newspaper, lawyers for Sheik Mohamed

the public interest to wind up BCCI."
bin Rashid al -Maktoum of Dubal said he

He traced the fraud at BOCI to the

" never borrowed " $ 121 million from BOCI, bank's mountain of bad and doubthul debts

as the auditing firm of Price Waterbouse
and to trading losses that totaled about

found in a 1990 review and as this newspa
8849 million from 1977 to 1965. To cover bad

per reported earlier thts month . Another
debts, he said , BOCI channeled funds into

big borrower identified by Price Water
a separate, unnamed unit that then repaid

house in the 1990 audit , the al- Ibrahim
third -party bank borrowings, concealing

family of Saudi Arabia , also denied receiv the extent of BCCI's exposure .

ing funds from BCCI, according to the In Mr. Moss outlined the alleged artifice

dependent, a London newspaper. " Neither
using code names that auditors have at

of these loans ever existed , but were sim . tached to various BCCI operations. BOCI
ply credited against the names to disguise used funds from a company he called

BCCI's losses," the newspaper said .

.
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Regulators

At Odds over

BCCI Stake

In D.C. Bank

"

By JAMES R. KRAUS

NEW YORK- Regulators in

the United States and Luxem

bourg are at odds over who con

trols the Bank of Credit and

Commerce International's stake

in First American Bankshares.

The question has put in limbo

the Federal Reserve's plan to sell

BCCI's illegal holdings in First

American, an $ 11 billion - asset

company based in Washington

and run by Clark Clifford, a for

mer presidential adiviser.

Ciling evidence of widespread

fraud , regulators last Friday

closed BCCI offices in eight na

tions, including Luxembourg

where the $20 billion -asset com

pany has its headquarters.

Regulators Queried

Fed officials are maintaining

that regulators in Luxembourg

now control BCCI's stake in

First American. “ We have asked

the Luxembourg authorities for

instructions, " a senior Fed offi

cial said Thursday.

But the ranking regulator in

Regulators at Odds over BCCIStake
Continued from page 1 bourg regulator's position on

Luxembourg said Thursday that
First American .

his country does not have a say
" Of course BCCI never listed

in the disposal of the shares. shares of First American on

"It's a U.S: (legal) problem , " their balance sheet," the senior

Pierre Jaans, director of the Lux
Fed official said . “ The whole

embourg Monetary Institute , thing was concealed from the

said in a telephone interview . “ I
start . "

am not even theoretically sure
Receiver's Role

who holds that stake." BCCI agreed in March to sell

BCCI evidently owned First its stake in First American .

American shares through a se- “ From a U.S. legal standpoint,

cret relationship with Credit and it's quite clear tome that a Lux

Commerce American Holdings, embourg receiver would be

a holding company based in the compelled to live up to lawfully

Netherlands Anulles, a Dutch authorized contractual obliga

dependency in the Caribbean . tions” entered into by BCCI ,

According to the Fed , BCCI il- said Sandy Martin , a partner

licitly acquired a stake of more with the Washington law firm of

than 25% – the exact amount is Patton , Bogg & Blow, which is

not clear - in First American. representing BCCI.

On Friday - the day the assets
Off the Books

were seized - Fed officials and

From a purely legal stand- lawyers from Palton, Bogg &

poini, Mr. Jaans said , the stake Blow were finalizing plans under

was never entered on the books which the BCCI stake would

of BCCI or its parent, BCC have been turned over to a Fed

Holdings, and therefore does not appointed trustee .

automatically come under the The trustee was to have taken

control of Luxembourg's regula- control of the shares with au

tors . thority to sell them off to a Fed

However, Mr. Jaans did not approved purchaser. He would

rule out the possibility that the also have had the authority to

stake might end up under his replace First American's current

control once the investigation management.

into BCCI's activities is com- “ The plan has gone into abey

pleted. ance," the Fed official said .

Both the Fed official and a Also at issue is BCCI's major

member of the law firm hired to ity stake in Independence Bank,

sell the BCCI stake appeared a $ 640 million -asset institution

Nabbergasted by the Luxem- based in Encino, Calif. O
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STANIONEWVon

LankmG DEPARTMENT

Two Won Too Con

NEW YON , N.Y. 10017
ALAN ..cu

october 22 , 1982

Honorable Banjala s . doranthal
Chainman

Cornerce , consumer 6 Monetary

Altairs Buboo Uttee

House of Representatives

Rayburn House office buildlag

Room B-377

Washington , D. C. 20515

CONGRESSMAN BEN ROSENTIL

RECEIVED

Doc . RECO

OCT 1 $ .

PARA

FLE CODE

Dous congresna honenthal ,

At the public heas ing bold by your cotton sa September 30,

you requested that the New York State Banking Departament supply

you with information concerning the investigation of the lovestors
who applied for pension to acquisecontrol of riestAmerican

Bankshares , Inc. (rust Avesican ) , formerly known u Pinancial

General Bankshare , Lac .

A review of our records indicates that we made a thorough

Lavestigation and that we obtained safficient iatonation to

determine that the investors ' chasactus and flancial responsi .

bility warrested approvalof the application . .:

The investors had to comply with the stringent information

requirements of the Banking department's supervisory procedure

117 (copy attached ) which provides for 2 axtaasin probe lato

the financial and personal attain of Ladividual applicants .
Among the dau rugratsed under a 117 w curricula nua , caplog

rent historia , disclosuus of periods or peading civil or

criminal proceediags , bankingrelationships, descriptions of the

sources of funds for the proposed Lavestacat, dotadi . of applicants

businesses , thror - yoas financial suatmuat , doplanations of the

accounting principias used in their propusation and a description

of the qualifications of the accountants who prepared the .
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she mturias mabutted mudar o 117 was furtber supplanted

by a long listof additional Latonation whichwe subsequently

requested and obtained from applicants . This incluand interna

finuacial statements, additional bank and non -bank reterences ,

further details on thesis business connections , elaboration of

significant items on their financial sutenents, and background

dat on the bome countius of the applicants .

We also worked closely with the suti of the redural Reserne

board , who were investigating the same lovestors , and exchanged

Latorustion with the continually. They , ofcourse ,bad atthats

Alspoul the vast investigauin resources of the federal governat .

Through tha ve established contacts at the 0. s . Sute Department

and the 0. s . Department of Commerce from who we wouined valuable

laboration about the lovestors and about theis bon countries .

Pially , we utilized the resources of altinational banks to

New York City , la particulas Morgan Guaraaty Trust Company , Magu

factuus Hanove sont company , Irving Trust Company and citibank .

middle East specialists at these bankskomtba mjor investori ,

vern able to confia the accuracy of much of the information we

have received , and were able to supply us vith additional infonso

tico as well .

hoe done of the forngobag vouscus of information did we mu

sucein any derogatesy Latonation about way of the investors .

thecontrary , allthe laconaation we received lodicated thatthe

Lovertors were prestigious and reporable people .

Pinely , it should be noted that this application received

ori scrutiny trou more regulatory agencies than way other lo

receat wory . Our i period of cows yous, the application was
Scrutinized by the Federal denarne Board , the Couperoller of the

Currency , the securities and exchange Commission , and the banking

authorities of the states of Maryland , Visgiada and Tendes ... u

well asNew York . none of the regulatory agenciesinvolvedsound
anyetag derogatory about any of the investors , dor: did tbe na

top maagaent of haaacial canau , who fougbt the takeove for

cost the years .

to reituato , ou investigation ni thorough mod explored

all inilable noescu of Latonutian . our conclusions were consis

teat vith all the standards and aitaria set forth in the New York

Landing Law .

I want to thank you for this opportunity to set the record

straight on this mtues .

Yours truly ,

Can R Cha
pad .
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Mr. ROSENTHAL. All right, Mr. Daub.

Mr. Wallich , we are very anxious to hear from you .

STATEMENT OF HENRY C. WALLICH . MEMBER, FEDERAL

RESERVE BOARD

Mr. WALLICH . Mr. Chairman , I understand that you would like

me to summarize some parts of my statement.

Mr. ROSENTHAL. Yes. Without objection, a copy of your entire

prepared statement will be inserted in the record.

Mr. WALLICH . I will begin by saying that this is the third time I

have been privileged to appear before your subcommittee . There

were large acquisitions at the time when I appeared previously .

The interest of foreign countries in U.S. banks has continued , al

though on a lesser scale recently . At the present time we have a

situation where 134 banks are controlled by foreign banking orga

nizations and foreign investors.

The performance of these foreign banking organizations has been

studied very carefully on a quantitative scale. The principal find
ings are easy to summarize because, just as Mr. Kohn said , the dif

ferences between domestically run and foreign run institutions

after they become foreign owned are small .

What we have found is that banks that became foreign owned

typically before their acquisition had lower earnings and lower

equity ratios than their peer group . In other words that was the

type of bank that was being bought. Following acquisitions, earn

ings generally improved , although not up to peer levels. Equity

levels were raised to peer levels as a result of infusions of capital.

The business orientation of the acquired banks did not change ma

terially . There was somewhat less emphasis on retail lending as a

proportion of total, reflecting a greater diversification of the lend

ing portfolio.

Within the whole group of foreign -controlled banks, the greatest

improvements in earnings and the largest increases in capital took

place at banks that were acquired by foreign individuals. However,

their earnings were low at the time they were being acquired.

I want tosay a few words about supervisory experience. One can

judge that from the point of view of the performance of a bank . I

have cited equity ratios and earnings. There is some further evi

dence available from ratings that are assigned by supervisory agen

cies. Of the 52 banksthat appeared in a given sample that was re

viewed, there were 40 that had strong composite ratings for finan

cial soundness. There was a very small proportion that was un

satisfactory . In other words, the picture is notat all bad there.

The record of compliance is more difficult to measure. Every

bank in the United States has some occasional incident of a viola

tion of law . This is easily corrected as a result of the examination

process. Foreign -owned banks are no different in this regard. On

the whole I think one can say that compliance in foreign banks is

as good as it is in domestic banks.

I will skip the section on supervision , which describes our tech

niques , Mr. Chairman, with which I think you are familiar. I will

go on to page 7 .
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Most foreign bank holding companies are foreign banking organi

zations, that is banks abroad. They are usually the major banks in

their home countries. They are supervised by foreign banking au

thorities. They have recognized reputations. For these reasons, the
Board has not been confronted with serious problems in supervis

ing U.S. activities of these bank holding companies.

Mr. ROSENTHAL. Let me ask you one question. When you say

they are supervised by foreign banking authorities, is that supervi

sion of the same character and stringency as the type of supervi

sion I would like to think we have here ?

Mr. WALLICH . Weareproud to think that ours is more intensive,

and there is a specific difference in that ours rests on examination,

typically annual, of a_bank, going through their books, going

through their portfolio. Few other countries do that.

It also must be recognized that we have a very large number of

banks,and amongthose you might always find some that need this

kind of attention . Foreign banking systems are much more concen

trated as a rule than ours. Nevertheless, I think you can say a lot

on behalf of American bank supervision.

When we are we dealing with foreign individuals, certain super

visory problems do arise. One supervisory problem relates to the

initial entry of foreign investors trying to acquire or establish a

bank. The other relates to the continuing operations oftheir banks.

On the question of entry, I might just note that the principal

problem is to ascertain the financial strengths and reputation of

the would -be foreign owners. This is not unique problem interna

tionally. It is a problem that faces the Office of the Comptroller of

the Currency when foreign investors seek to charter a national

bank. It is a problem encountered by all three Federal banking

agencies under the Change in Bank Control Act when there is an

effort of a foreign investor to acquire more than 10 percent of an

existing bank and become a large , distinguished shareholder.

The relevant banking agency has to determine the investor's con

dition, and status andthe ability to make such a determination is

necessarily complicated by distance and differences in foreign con

ditions and standards.

On the second question of continuing supervision of foreign indi

viduals, there is the problem of assuring that the bank is managed

well and that itis not used for the benefit of the foreign owners to
the detriment of the condition of the bank . Individual investors, by

comparison with banking organizations, may not have the same in

terest in preserving the bankingreputation .

The first line ofdefense on this point is to limit entry to persons

of undoubted integrity and banking experience. On the whole, as

described earlier, thebanks owned by foreign individuals have
been managed well and have posed few supervisory problems. How

ever, therehave been exceptions.

If I may turn to Federal Reserve procedures on applications

made by foreigners seeking to acquire U.S. banking organizations,

we have the Bank Holding Company Act which provides several

criteria that the Board is required to consider in judging all bank

holding company applications. These are, first, the financial and

managerial resources of the acquiring company and the bank to be

acquired; second , the future prospects of each ; third, the conven
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ience and needs of the community to be served; and fourth , the ef

fects of the proposal on competition .

Similar criteria areto be considered by the banking agencies

under the Change in Bank Control Act. These criteria apply both

to foreign and domestic acquisitions.

When an application is received by the Federal Reserve from for

eign banking organizations or foreign individuals or foreign bank

holding companies, the same general procedures are followed, and

the same general information is required as if domestic organiza

tions or domestic individuals were involved. Also, a concerted effort

is madeto obtain additional information that will enable an evalu .

ation of the applying foreign banking organization to be viewed

against the environment in which it operates in its home country.

In thecase of foreign individuals, they are required to submit fi

nancial statements and other information sufficient to assess their

ability to manage a banking organization and to stand behind the

acquired bank.

Contact is usually made with the appropriate foreign supervisory

authority about the condition and reputation of the foreign appli

cant. When a foreign banking organization is involved, this proce

dure is in keeping with a broad agreement reached among the cen

tral banks and bank supervisory authorities of the G - 10 countries

and Switzerland that the foreign banks operating within their ter

ritories should be adequately supervised institutions in their home

countries and that the home country supervisors should supervise

the activities of their banks on a consolidated basis.

NowIcome to the main acquisitions that are listed in your state

ment, Mr. Chairman . The three cases are , first, the Crocker Na

tional Corp. acquired by Midland Bank Ltd .; second, Financial Gen

eral Bankshares acquired by a group of Middle Eastern investors;

third , the acquisition of Long Island Trust Co. Bancorporation by

Banca Commerciale Italiana . My remarks will be confined to the

highlights of each case. More details are contained in the Board's

orders approving these acquisitions, which is included in my testi

mony.

In early 1981 , Midland Bank, one of the major London clearing

banks, applied to acquire a majority interest in Crocker National

Corp., whoseprincipal subsidiary bank and principal asset is Crock

er National Bank. At the time Midland had total deposits of $55

billion and was the third largest bank in the United Kingdom .

Crocker National Bank had total assets of $19 billion and was the

fourth largest bank in California and the twelfth largest in the

United States.

Under the proposal, Midland Bank would immediately acquire 51

percent of the stock of Crocker National Corp. with the intention of

ultimately acquiring 57 percent. The end result of the acquisition

would be an infusion of $ 495 million in new capital into the Crock

er National Corp.

At the time of the application Midland Bank had no operating

banking presence inthe United States. Its only representation was

as a part owner of European American Bank and Trust Co., a con

sortium bank in New York owned by six banks from different Eu

ropean countries .
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Althoughthe acquisition of a large U.S. bank was involved, there

were virtually no issues presented bythe applicationunder the cri

teria specified in the Bank Holding Company Act. There were no

adverse competitive factors in the application since Midland Bank

had no direct banking operations inCalifornia orelsewhere in the

United States. Midland Bank was in strong financialcondition, and

its reputation as an international bank was undoubted. The pro

posedcapital infusion was regarded as a factor weighing in favor of

the approval.

In approving the bank acquisition the Board had also to consider

the other activities of the Midland Bank organization in the United

States and their consistency with the requirements of the Bank

Holding Company Act. As a result the Board orderapproving the

bank holdingcompany formation required that Midland divest its

20 percent interest in European American Bank on the grounds
that retention wouldbe inconsistent with the policy underlying sec

tion 3 ( d ) of the act. Under that section bank holding companies are

effectively barred fromacquiring more than 5 percent of the shares
of a bank in another State . The Board also denied an exemption

from the prohibitions of section 4 of the act for the activities of the

U.S. subsidiary of Thomas Cook Ltd. That company provides retail

and wholesale travel services in the United States, an activity

which the Board has found asnot closely related to banking:
I next will turn to Financial General Bankshares. Financial Gen

eral Bankshares is a multi-State bank holding company with 12

bankslocated in the District of Columbia and the States ofMary

land, New York, Tennessee, and Virginia. In November 1978 the

first applications to acquire this holding company were made by

Creditand Commerce American Holdings of the NetherlandsAntil.

les and Credit and Commerce American Investment of the Nether

lands. The two applicant companies were formed by agroup ofin.

dividual investors from several Middle Eastern countries for the

purpose of the acquisition . A protracted process ensued.

The proposed acquisition was at first opposed by existing man

agement of Financial General and its subsidiary banks. Moreover,

two of the State banking supervisors involved , Virginia and Ten

nessee , recommended denial on the grounds that the acquisition

would be detrimental to the convenience and needs of the commu

pities served. In addition theattorney general of the State of Mary

land issued an opinion that MarylandState law precludeda Mary

land banking institution from being subject to an unfriendly affili

ation . In these circumstances, the Boarddismissed the first applica

tions on the grounds that it was prohibited from approvinga pro
posal that would violate State law .

These complicationswere subsequently resolved, and a new ap

plication was filed in November 1980. While a number of technical
issues remained , the principalissue for the Board then became the

identity of the purchasers, their reputation and their financial

strength , and what those attributes meant for the future oper
ations of the bank holding company.

The Middle Eastern investor group consisted of 14 individuals

and companies from Saudi Arabia, the United Arab Emirates, and

Kuwait. The group included eight individuals, three personal hold

ing companies, two government-owned companies, and one private
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company. In thecourse of processing the application , a meeting

washeld at the Board's offices whichwas attended by representa

tives of the investor group, counsel for the applicants, and repre

sentatives of the State banking departments involved , and the

Comptroller of the Currency.

The information developed at this meeting became part of the

record on which the Board based its decision . In making that deci

sion the Board took special care to review the financial resources of

all the investors. The information submitted demonstrated that all

the investors possessed sufficient financial resources to make the

acquisition and to provide future support if needed.

The financialfactors relating to the acquisition of Financial Gen

eral were considered to beconsistent with approval. As far as man

agement was concerned the investors did not propose to take an

active role themselves. Rather, they proposed to have all the direc

tor and top management positions filled by qualified Americans.

The Board carefully reviewed the composition of the proposed

board of directors of Financial General and the proposed senior

management and satisfied itself about their qualifications.

The Board approved the acquisition on August 25 , 1981. The

transaction was consummated in April 1982, and the name of the

organization was subsequently changed to First American Bank

shares.

Mr. ROSENTHAL Mr. Wallich, can you tell us just a little bit how

you checked to verify the backgrounds, the character, the integrity,

the financial resources of the individuals ?

Mr. WALLICH. The Board worked very hard at this because, as

my testimony says , this is a crucial matter. We used all the re

sources of the U.S. Government, not only those of the Federal Re

serve Board, and we developed information from a very broad in
formational source .

We also , of course , obtained bank statements. We obtained the

financial statements of the individuals, and these were certified by

local accountantswhoin turn were certified by familiar named ac

countants of the Big Eight.

So we did what I think is humanly possible to develop detailed

information on these individuals. In human affairs nothing is ever

completely sure , but a credit check of this kind is of course not an

w.familiar thing. It happens all the time in business. The people

involved here are businessmen. They are looked at often by the

business community. So it by no means is impossible to get a full
dosier on them .

Mr. ROSENTHAL It interests me that they formed two groups, one

in the Netherlands Antilles and one in the Netherlands. Did you

look into that at all ?Were you able to get any information from
the Netherlands Antilles ?

Mr. WALLICH. This is a familiar device relating to, as I under

stand it - and I am not a tax experi - two separate tax treaties that

the United States has with the Netherlands Antilles on one side
and Holland on the other .

Mr. ROSENTHAL That is what I was coming to . These individuals,

would they be able to avoid U.S. taxes that U.S. citizens would

have to pay ?
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Mr. WALLICH. They would not be able to do anything that some
body in the situation would not be able to do .

Mr. ROSENTHAL. That is, if they use the Netherlands Antilles.

Mr. WALLICH . A U.S. citizen may not be able to do that because

he is subject to a different home tax law . However, if one starts out

as a foreigner, these opportunities are open. I cannot speak with
authority to this, Mr.Chairman. I am not a tax lawyer . All I can

tell you is that it is a familiar, frequently used technique ...

Mr. ROSENTHAL. I am just curious as to whether there is a loss to

the U.S. Treasury in tax payments as a result of these individuals
becoming shareholders.

Mr. WALLICH. The U.S. Treasury negotiated these tax treaties, so

there are probably some losses and somegains.

Mr. ROSENTHAL . The Treasury is trying to renegotiate all those

treaties . You still have not told us the extent of your investigation

of the character and integrity of the individuals. You told us you

used all the resources that are at your command,both foreign and

domestic, andmany U.S. agencies. However, why is that kind of an

investigation less fulfilling than if you had to make an investiga
tion ofa U.S. citizen ?

Mr. WALLICH. I would think it certainly involveda greater effort

and more input of resources than one would on a U.S. citizen . Ad

mittedly, abroad it isless easy to get a clear picture.

Mr. ROSENTHAL. Didyou send any people overseas to the home
countries of these folks ?

Mr. WALLICH . I do not recall.

Mr. ROSENTHAL. I still do not understand exactly what you did
do.

Mr. WALLICH. Some sources of information close up if one refers

to them publicly. So just allow me to say that we used all sources

that were at our disposal. I think a very unusual effort was put

into this because of the importance of getting a clear picture. After

putting it all together and getting the cross -checks, we arrived at

the conclusion that these were satisfactory.

Mr. ROSENTHAL. In other words you did not send any investiga

tors out to interview these people or to look into their backgrounds

or anything like that.

Mr. WALLICH . We saw some of them in Washington . We had a

meeting which the law did not call for, but we thought it was desir

able. They were represented by counsel and in part appeared in
person .

Mr. ROSENTHAL. Did you ask them any personal questions at the
meeting ?

Mr. WALLICH. There is a detailed record of the whole thing whicha

became part of therecord of the proceedings.

Mr. ROSENTHAL. Please continue with your statement.

Mr. WALLICH. I now turn to Litco, which in a sense I think pre

sents the most important issues for the Congress to think about.

In December 1981 Banca Commerciale Italiana (BCI) applied to

the Board to acquire Litco , the Long Island Trust Co. Bancorpora

tion of New York , a bank holding company owning all of the

shares of Long Island Trust Co. Long Island Trust Co. had about

$1.1 billion in assets, and its business orientation was primarily di

rected to domestic business in the Metropolitan New York area.
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BCI was the second largest bank in Italy. It had consolidated

assets of about $ 34.5 billion. BCI conducted a wholesale banking

business in the United States through branches in New York and

Chicago and through an agency in Los Angeles. BCI is indirectly

owned by theItalian Government throughaGovernment holding

company, the Instituto perla Ricostruzione (IRI).

In this case as with the Midland/Crocker acquisition , there were

few issuesunder the statutory factors that are prescribed in the

BankHolding Company Act. The Board found that the acquisition

would have no significantly adverse effect on the concentration of

banking resources or on existing potential competition. BCI had

committed to inject $ 20million of foreign capital into Litco and to

maintain Litco among the more strongly capitalized institutions in

the United States.

As for BCI itself the Board made its evaluation on the basis of its

policy statement on supervision of foreign bank holding companies

that takes a number of factors into account in judging the financial

and managerial resources ofa foreign bankingorganization. In ad

dition to its financial condition, these included the record and in

tegrity of management, the bank's standing and role in its home

country, and theopinion of the home country regulators. Having

considered these factors the Board concluded that the financial and

managerialresourcesof BCIwere satisfactory.

During the Board's consideration of this case, several issues

emerged that stemmed from the fact that BCI is indirectly owned

by the Government of Italy. The four largest banks in Italy are na

tionalized institutions. All conduct banking operations in several

States in the United States. The Italian Government also operates

a number of nationalized industries and commercial enterprises,

many of which have subsidiaries in the United States.

The specific question that arose in these circumstances was how

foreign governments or governmental entities should be treated

under the Bank Holding Company Act. Should they be subject to

the same provisions as a private company, or is a different treat

ment warranted ?

The principle of national treatment is the basic Government

policy toward foreign banks and is embodied in the International

Banking Act of 1978. The essence of that principle is that foreign

banking organizations and their owners be treated the same as

their domestic counterparts. The Bank Holding Company Act

which governs the activities of domestic banking organizations has

among its purposes the prevention of conflicts of interest and

undue concentration of resources. These objectives are intended to

help insure that banks of the United States serve as effective and

impartial credit intermediaries.

To this end the act provides that a private company cannot own

a U.S. bank and also own companies in the United States that

engage in industrial and commercial activities. Also a private com

pany cannot, as a general rule, own and operate banks in more

than one State. These rules apply to all private companies, domes
tic or foreign, although for foreign private companies exceptions
are allowedfor indirect interests in the U.S. operations of foreign

commercial and industrial companies.
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Application of these rules to a foreign government would mean
that it could not indirectly own banks in more than one State. Sim

ilarly , the foreign government that indirectly owned a bank in the

United States would have to conform its nonbanking activities in

the United States to those permissible to a privately owned foreign

banking organization.

Failure to apply these rules to foreign government-owned banks,

it can be argued, would give those organizations advantages over

their privately owned counterparts and thus would be inconsistent

with the principle of national treatment.

Distinctions can be drawn between private and government own

ership and they may form a basis for differences in treatment. The

Bank Holding Company Act presumes that all banks and nonbank

companies under common ownership and control are operated as

an integrated whole. That presumption stems from the act's objec

tives of avoiding conflicts of interest and undue concentration ofre

sources when banking and nonbankingactivities are combined

under common controland management.This presumption also re

flects experience, especially in the United States, thatprivate com

panies do operate in this way.

Foreign countries that have nationalized banks and other enter

prises have done so for a variety of historical and policy reasons.

Some foreign governments do operate ,and in fact have good policy

reasons for so operating, the nationalized banks and nationalized

businesses as separate entities. However, conditions vary from

country to country and may change over time within a country

with changes in political philosophy or in other circumstances.

This diversity highlights the difficulty of establishinga policysuit

able to all situations that avoids making arbitrary distinctions

among countries.

Little guidance on these questions is provided in the act. It ex

pressly exempts from its application organizations owned by the

Federal Government or Stategovernments. However, it is silent on

the status of foreign governments.

The question of applying the act to foreign governments is not

concerned with the activities they conduct within their own terri

tories or outside the United States. It is solely concerned with

those activities that extend into the United States. Applying the

act to foreign governments even in the more limited sense has

broad implications thatextend beyond the purely regulatory issues.

Forexample, strict application of the limitationon nonbanking ac

tivities could preclude foreign government owned banks from en

gaging in banking activities in the United States. This could raise

important questions in the fields of U.S. foreign relations and U.S.

foreign investment and economic policy.

Prior to the BCI case the Board had approved a numberof appli

cations to form bank holding companies by foreign banks that were

government-owned and where the foreign government indirectly

had commercial and industrial activities inthe United States. In

those cases the Board did not apply the act to the applicant's gov.

ernment owners. After careful considerationand pending further

examination of the issues outlined here, the Board decided to con

tinue the previous practice in the BCI case .
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In approving the application the Board recognized that the act is

concerned not only with problems of actual conflicts of interest or

concentration of resources but also with the potential for those

problems. For this reason the Board in its order highlighted its

belief that the issues associated with foreign government owner.

ship should be brought to the attention ofthe public for further

discussion and debate. Because of the complexity and far- reaching

implications of these issues, some of which I have tried to convey ,

the Board stated in its order that they should be resolved in a con

gressional framework where all of the relevant considerations

could be examined and weighed.

In recognition of the potential conflicts in the BCI case , the

Board decided that Italian Government-owned banking and non

banking organizations were affiliates of LITCO . As a consequence,

the amount limitations and collateral requirements of section 23A

of the Federal Reserve Act would apply to extensions of credit by

LITCO to these affiliates. The Board believes that the application of

section 23A to this situation would help limit the potential for

practices conflicting with the purposes of the Bank Holding Compa

ny Act.

Mr. Chairman , I believe I will conclude here. Thank you very

much .

Mr. ROSENTHAL. Thank you, Mr. Wallich .

(Mr. Wallich's prepared statement follows:]
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1 OFFICE OF COMPTROLLER

DEPARTMENT OF BANKING AND FINANCE

STATE OF FLORIDA
or

TALLAHASSEE

32301Gas Los

CONTROUER OF FLORIDA

December 18 , 1985

Mr. Agba Hasan Abedi

Director and President

Bank of Credit & Commerce Loternacional

100 Leadenhall Street

London

United Kingdom

Dear Mr. Abedi :

t am happy to have this opportunity to share with you my

firm conviction that Florida is the cost commercially attractive and

viable state to locate and expand your bank's US accivities .

rate

The sizeable employment gains and lacone growth experienced

by Florida 1o 1985 have malatained the state's expansion at a

surpassing the ancion's. Moreover , expected improvements in Laria

American economic growth promise to reinforce Florida's economic growth

by stimulating the state's internacional trade and tourism .

a

states .

as

Florida enjoys a differencial cost advancage over many other

The costs of office and residencial housing rentals , of parking

and weekly wages are relatively low . The state's commercial banks '

interest expense a percentge of laterest earning assets has been

lower than that of the nation's commercial banks . This may la part be

attributed to Florida's large and impressively growing deposit base

associated with the state's expanding economy and population .

Berveen January and June 1985 , more applicacions for nacional

bank charters were approved and more charters issued in Florida than in

California and New York combined . lo addition , more de novo branches of

nacional banks were opened.. and acquired through merger or conversion in

Florida than in any other state in the U.S.

Florida's business environment is strengthened by a positive

governmental attitude towards direcc foreign investment in the state .

Florida has no personal income tax and its corporate lacome tax rate us

lover tban that states , including California and Nev York .of many
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Ms. Agba Hasan Abadi

Director and President

Bank of Credit & Commerce Internacional

Page 2

Deceber 18 , 1985

to

as

The differencial cost advantage , associated with Florida's

comparatively low reacal, vages and other costs , interest expense , large
deposit base and lov caviroment , hus contributed the high

profiladuty of the state's insured comercial banks . to the 1980s ,

these banda havo outperformed the nation's commercial banks

demonstrated by such profitability Beasures as their adjusted net

laterust murgia , return on assets and return on equicy .

So far , I have highlighted the general economic and commercial

factors for locatiag your bank to Florida . There are also life style

factors which may influence your decision to establish a commercial bank

La Florida over other states in the U.S. to this respect , I want to

refer to the state's educational , cultural , recreational and climatic .

factors vaich together will contribute to the quality of life of your .

bank's management and staff .

a

Florida reaks niach in the nation la expenditures for public

eleaentary and secondary educacion . There are 28 community colleges

ta the state offering degree programs and broad selection of

occupacional programs as well . The state is rich la cultural resources .

It is the home of 19 regional and municipal symphonies and its several

statevide usouas future major collections . Finally , Florida's year

round sead - tropical climate , moderate rainfall , abundant sunshine , fresh

and sea veters, a relatively pollution-free environment - all combine co

pake the state an actractive and appealing place in which to live and do

business .

I hope you will read the loformation Locluded in this package.

It includes details relating to the location decision la Florida , che

state's economy , the number of national bank charter applicacions

approved and branches of national banks opened or acquired , Florida's
comercial banks ' profitability and interstate banking act . Also

included is my office's 1984 Annual Report on Banking in Florida .

1 cannot stru ." too strongly my personal feeling that you

should consider Morida 18 your future plans . I offer my assistance and

chat of my staff in answering your questions . Please feel feee to call

on us if we can assist you in any way .

Sincerely ,

Gerald Leine
GERALD LEWIS

50-8200- 82 - 5
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BARCLAYS BANK LIMITED

54 LOMBARD STREET

LONDON . ECJP JA !

22nd April 1981

Mr. Robert Altman ,

Clifford & Warnke ,

815 Connecticut Avenue ,

WASHINGTON D.C. 20006 ,

U.S.A.

Dear Sir ,

a

is one

We understand that you require
bank reference for His

Excellency Sheikh Kamal Adham.

!! are pleased to advise you that H.E. Sheikh Kamal idhala

of the most prominent citizens in Saudi Arabia . He is highly

regarded and enjoys a first class reputation in business and financial
circles .

Sheikh Kamal has important financial resources at his disposal

and possesses very substantial investments in Saudi Arabia and abroad,

real banking, and in trading and industrial companies .

There is no doubt that he has the capacity to make substantial financial

commitments .

in estate ,

Yours faithfully ,

Anelian Watha

J.P.G. WATHEN
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BANQUE DE LINDOCHINE ET DE SUEZ

autos com MUE OCouncus.no MANIS

KOREOUS POSTAUS 10.DVE LAMSnunat.nser Punis CLOU O.

tusw.ba:WOO * .600.c.es www ...-03 Paris , le 21 avril 1981

42300 - MBM

MR Robert AL THAN ,

CLIFFORD and WARNKE ,

815 Connecticut Avenue

WASHINGTON D.C. 20006

U.S.A

Dear Sir,

We are pleased to contin the telex vorded as follows

we sent you today :

" At the request of his excellency Sheikh KAML ADHAM for

Bank reference , we have the pleasure to intors you that

we have had dealings with him for last several years .

We have found this relationship entirely satistactory .

H.E. Sheikh KNUL ADHAM is a citizen of Saudi Arabia of

* high standing and reputation . He has substantial financial

" investments in real estate , shares and stocks and in trading

" and industrial activities , both in and outside Saudi Arabia .

" He is known to have the capacity to make substantial financial

" comet twents , and he enjoys the reputation of meeting such

" cowoltants .

Yours faithfully .

RANGUE DE L'INDOCHINE ET DE SUEZ

Stages

More
R. MISERY ,

Deputy Manager

P. MGEN ,

Manager
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UNITED OVERSEAS BANK

BANQUE UNIE POUR LES PAYS D'OUTRE - MER

Stuhial: II. Qua de Benro 1211 Centre I

Téléph 31 32

Téla 2361

Ade . Koleg .: UTRAFLANE

Ce poti 100

Genere. April 21st , 1981

Ninel.: T- SB / fz

Virol

BY SPECIAL DELIVERY

Mr. Robert ALTMAN ,

CLIFFORD & WARNKE ,

815 Connecticut Avenue ,

Washington D.C. 20006 ,

U.S.A.

Dear Sir ,

We understand that you require a bank reference

for His Excellency Sheikh Kamal ADHAM .

We are pleased to advise you that H.E. Sheikh

Kamal ADHAM is one of the prominent citizens

of Saudi Arabia .

He is highly regarded and enjoys high a reputa

tion for his business and financial commitments .

He has very substantial investments in Saudi

Arabia and abroad , and possesses large financial

means and has the capacity to make substantial

financial commitments .

Yours faithfully ,

UNITED OVERSEAS BANK

za

Enclosures : - list of authorized signatures of

our bank

• our 1979 annual report , from which

you will note that we are an

affiliate of the financial corporation for overseas

countries , a wholly - owned subsidiary of : Bank of

America , Banque Bruxelles Lambert , Banque Nationale

de Paris and Dresdner Bank AG .
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Allied Arab Bank Limited

rent Me

11.101 Common

London ECAN MAO

Thephew 01203 911

Toler 0713401 1013102

Tale Arabe London ECA

sjad April , 1981

1. lobort Altası

Cililord • Terak.

315 Coan.cticut Avoau.

Tasdiagtos D.C. 2000G

0.8.4 .

Doar 811 ,

To nadmetand that you requiri bank recordacı ror

11. Broollonoy shoith kanal Adla and it gives us frost

plossur to advise you that vi bare had dollars vita

tki , futlona for several your1 ud bar torad this

rolationshiy to bo otiroly satisfactory .

11. Bxeollorey shoiti Burl Adha is one of the sout

pronianut oitison. of Sudi Arabi . ud he is highly
rogardod ja busi10 aad lladacial circles . Io has

substantial s11uoi.1 resources at his dispoul

laeludiu iarostanıtı da rol ostate , beatiac iad

tridiar and industrial sotiritio. 18 Saudi Arabia

ut abroad .

l. 1. muon to have the capacity to nat . substantial

llaudiul conitagit. ud ajoys the roputation of

soofiar such Bonnitnout..

Tour . fait sully ,

Scan
1.1 .II

laaspin Dir..tor

caiof Sxodutivo

hooleted in London No. 1OS
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Stephen P. Mun

Pretour

August 24 , 1981

Robert A. Altman , Esq .

Clifford • Warnke

815 Connecticut Avenue

Washington , D.C. 20006

Dear Mr. Altman :

I on writing this reference letter on behalf of his Excellency. Kanal Adhan

I have known Kamal Adhan sina 1979 as he is a business partner with

Carrier International Corporation .

In every respect I have found Kamal Adhan to be a man of integrity with

excellent moral and personal values ... He has been instrumental in building

our business , and I have found Kamal Adham to be an understanding ,

encouraging and pleasurable gentleman .

Without reservations , I highly recommend his Excellency Kamal Adham as an

investor or business partner .

Sincerely ,

Brin
Stephen P. Mung

SPM /Wec
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Mr . ALTMAN

Clifford and kar..ke

815 Connecticut Avenue

WASHINGTON D.C. 20006

( USA )
25/81 GO/SL

25th August 1981

Dear Mr Altman ,

We have had . for several years , a very satisfactory and

mutually beneficial business relationship with His

Excellency Sheikh Kamal Adham who is our consultant in

Saudi Arabia .

His Excellency Sheikh Kamal Adham is a leading businessmi

of Saudi Arabia . He enjoys an excellent reputation in

business and financial circles of the world and is a man

of unimpeachabe integ:: ty and character .

His Excellency's financial resources are considered to

be extremely large .

Yours sincerely

tfot런
Guy OGEE

Deputy Manager for the Middle East
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SevgiveUP INTERNATIONAL, INC .

10 PARK AVENUE

NEW YORK, NY. 10017

TIL (213)M4100

CARLE ADDR3

OLD MWOK

TEULI. 716401813

ME R Altman

clifford & Warnke

815 Connecticut Avenue

Washington D.C. 20006

U.S.A. 26th August , 1981

Dear Sir ,

This letter serves to highly recommend His Excellency

Sheikh Kamal Adham as an outstanding businessman with

an excellent reputation for ability and integrity .

Our company's long association with His Excellency as

our Franchisee in the Kingdom of Saudi Arabia and Egypt ,

has been a pleasure for all those who had the opportunity

to have direct business contacts with him , because of his

high spirit of cooperation .

He has always displayed in addition to good business

judgement , a thorough understanding of world affairs ,

specially the Middle East .

Yours faithfully ,

Yi ان۔۔۔

G Béchaalany

Vice President

Seven - Up S.A.

Europe /Middle East /Africa
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Konzerniertung

isier ! . Altran

::::::: and Warnke

Connecticut Avenue 815

iashi.gion 3.0 . 20.006

USA

Ebikon , sepse-ber 3rd , 2981 .

$

Dear Mr. Altzan ,

Por sore than 25 ; ears we ..ow co-operare i ::

a most agreeable way with ... Sheikh : 2.mal ichan who is our

business partner ::. Suudi Arabia . nav ! seer honoured ::

work with him . ie is very well established ... Saudi Arabia ,

enjoying an impeccable reputation as a sisi.ess - leader ::.

this country .

Our relationship 25 se 2 : been a very

successful one . ... Sheikh Kama ! chan -as always adhered

to al! his obligations to our coupany . is inancial resouro

to our knowledge , are very large.

Yours sincerely ,

SCHINOLS? VAG:::::: 7 10 .

Teismaiset : .li
Or . U. SigsJean Sonnard

CHS Chrom -butor Tieten 1.non euframme. S : luzorn
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KUWAIT . April 16th , 1981ALAHLI BANK

ог

KUWAIT

K.8.C.

TOE OORAL YABR

TO WHOM IT MAL ' CONCERIN

ta

This is to certify that Mr. Paisal Saud Al Pulaij, son of Mri Stud

Al Fulaij is very well knovo to us . He is one of the most importaat

personalities in Kuwait and comes from a highly respected and wealthy

fmily . His business dealings vith us bave been atroly satisfactory

Be is reported to have large iavusanents both in Kunit and abroad

ead possessa large news . Lo our opinion be is quite capable of

engaging binself in any business venture or lovusments both in Kuvait

and abroad .

Asl
Abdul Kadar Aiseoni
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KUWAITيتلاةيوجلاانولخ AIRWAYS

To Whom It May Concern

to

This is to certify that Mr. Faisal Soud Al -Fuioij wos

the Chairman of Kuwait Airways Corporation from 1965

1977 when he resigned of his own free will apparently

look after his various business interests and investments both

locally and abroad .

to

Mr. Faisal Saud Al -Fulaij is a highly respected person

and belongs to one of the few most prominent families of

Kuwait .

jivil

Ahmed Al -Mishari

CHAIRMAN / MANAGING DIRECTOR

Kuwait,

19th .October 1981
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sho mdarsignad , bhanla Al -Hasret , acting on behalf of 1.1 .

24:20 BD RULIN AL Wu ( de " barebolder" ) parrunat to duty

alcutud port of sttorg rathoriaias mich action , hereby authorize

3. List Vade • of Washington B.6. 0.8.d . , to set u pred at the

1990 degual Deneral Hosting of the Pharaholder of dedit and

Commerce Awwiem Bolllage 1.0 . ( uccar ) , od at any and fourmint or

follow -up nieties wereof, and at any other asetlas of shareholders

of Cans who yenda of Wolala lecludo de bandact of any proviesco

of the articles of Incorporation of CCAL , ved povor to corelse , in

Lo absoluto discsotina , tai mareholder's vostas rights with respect

to the 13,994 varu med n the Maraboldar . This prot wall be

revocable by vitta notice to any of the Hanuglas Director of CCA .

and wall wiro a Mareh d, 1991 .

Give mead cocutella Abu Dhabi, Dolted Arab belritu , u of

thle 26
day of December , 1990 .

sie
cheada Meerd

Attorney la fact

Cor 1.1 , mollis loyed dia Bulcan dilangan
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The moderoimed , Shando u thesret , detlag a babalt of 1.1. KRITI

LALIA IN ZAYED AL Kanan (the " Sharabolder" ) pursuant to u duly

Bocated pove of attorno rothorising mach action , boroby wthorise

J. Kirk Vado of Washington , D.C , 0.3.d . , to act u pray at the

1990 Amal Caerl Nooting of the mureholder of Credit 24

Commerce Auericu Boldlage 1.1 . ( " CCAT " ) , mad at my adjournaaat or

Sollov - tip asitlus thorool, and at any other neties of sharebolders

of CGA ! the yeade of Welch lacludes the mediat of any provision

of the Astiels of Incorporation of cul , vita povor to aircise, lo

alo absolute discretion , tha Tareholder's voting ripato vith respect

to the 28,741 wharu omed by the tharabolder . Thlo prasa aball be

revocable by writto notice to any of tho Madalas Directors of CCAI

and shall aspiro on March 1, 1992 .

osOirea maicuted to Abu Dhabi , United Arab Hiritus ,

wate 26 of December , 1990 .

ile
te

baada u taaru !

attorno la fast

for 1.1. Bola balise dla squad Al -fanya
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AN NU MOAmy رامعلايفورهم

Duke ..........2..122.9All perler
No. .................................

The undersignad , Mohammed kabroush , the Managing Director of the

ABU DHABI INVESTMENT AUTHORITY , ( the " Mareholder" ) , pursuant to

authority granted to motor suah sotion , boroby authorise
Mr. J. KirkWade of Washington , D.C. , U.B.d., to actu prosy at
the 1990 Annual donarıl nosting of the shareholders of credit &

connaro . Amorloan toldinga N.V. ( " CCAN " ) , and at any adjournaent
or follow -up wasting tharsot , and at any other meeting of
shareholders of call the agenda of Valon ineludes the anondonant
of any provision of the Articles of Incorporation of cur , vith
pover to exercise , in his absoluto aisarition , the thoronoider's

voting rights with respect to th . 11,341 sharo : owned by the
iborahoidor . Thio proxy shall be revocabi . by written notice to

any of the Managing Dirootors of CCAM and anall expirs on Xarca d
1991.

Givan and executed in Abu Dhabi , United Arab airatus us of this

27 day of December , 1990 . ...kai , :

Nohamad Sabroush

Managing Director

Abu Dhabi Investnant Authority
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PROXY

The undersigned. H.E. Sheikh Kamal I. Adham hereby authorizes

Etrusco International. N.V. and /or Equilan N.V. , of Curacao, Netherlands

Antilles , to act as proxy at the Annual General Meeting of Shareholders

of Credit and Commerce American Holdings. N.V. ( CCAH ) to be held in

Curacao on or about December 21,1990 , and/ or any follow - up meeting

with the same agenda, with power to exercise, as directed herein. the

undersigned's voting rights with respect to the 36,493 Shares owned by

the undersigned and to vote such shares only in favor of the following

motions to be made at that meeting and for no other purpose:

.
1 - To confirm and adopt the financial statements of CCAH for the

year 1989 and discharge the Board of Managing Directors for their

administration during that year.

2- To approve and ratify resolutions regarding the non - distribution of

profils and retention of earnings for 1989 .

3 To elect the following Managing Directors of CCAH, to serve the

Company until the next annual general meeting of shareholders:

.:

- Clark X. Clifford (Chairman )

- Robert A. Altman ( Secretary)

Jack 1. Beddow

- A. Vincent Scoffone

- Etrusco International N.V.

Kat .
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Kamal Adhem

4- TO authorize the creation ( and subsequent issuance) of nine

percent ( 9%) cumulative preferred shares and such other changes as

indicated by amending the provisions of the Articles of Incorporation of

CCAH as per the attached underlined form of said Articles.In case the

required three- fourths quorum is nol represented at the meeting, it is

understood that the managing directors intend to convene a second

shareholders meeting within seven (?) days and submit these

amendments to a vote in conformity with Article 18.2 , which allows valid

resolutions to be passed at such a follow -up meeting by a majority of

three - fourths of the votes cast , regardless of the capital represented at

such meeting.

.

.

3 - To authorize Equilan N.V. to implement the aforesaid amendments

to the Articles of Incorporation, with authority to draw up a draft deed

of amendment, apply for the required approval of the Department of

Justice of the Netherlands Antilles, amend the draft as may be necessary

and execute the deed before a civil dotary, and furthermore to perform

anything required or appropriate to the foregoing.

6 - To appoint a person as contemplated by Article 9. paragraph 6, of

the Articles of Incorporation.

Given and executed in

20th

Jeddah , Saudi Arabia

day of December, 1990

as of the

Heller

H.E.SHEIKH KAMAL I. ADHAN

Atlachment
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ADHAMCORPORATION

en

PROXY

The undersigned , ADHAN CORPORATION hereby authorizes Etrusco

International, N.V. and/or Equilan N.V. , of Curacao, Netherlands Antilles .

to act as proxy at the Annual General Meeting of Shareholders of Credit

and CommerceAmerican Holdings. N.V. ( CCAH) to be held in Curacao on

or about December 21.1990 , and/ or any follow - up meeting with the

same agenda, with power to exercise, as directed herein the

undersigned's voting rights with respect to the 7,410 Shares owned by

the undersigned and to vote such shares only in favor of the following

motions to be made at that meeting and for no other purpose:

1- To confirm and adopt the financial statements of CCAH for the

year 1989 and discharge the Board of Managing Directors for their
administration during that year.

2- To approve and ratify resolutions regarding the non - distribution of

profits and retention of earnings for 1989

3 - To elect the following Managing Directors of CCAH, to serve the

Company until the next annual general meeting of shareholders:

O

· Clark N. Clifford ( Chairman)

- Robert A. Altman ( Secretary)

Jack I. Beddow

- A Vincent Scoffone

- Etrusco International N.V.

NA.
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ADHAMCORPORATION
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20

4- To authorize the creation ( and subsequent issuance) of nine

percent ( 9%) cumulative preferred shares and such other changes as

indicated by amending theprovisions of the Articles of Incorporation of

CCAH as per the attached underlined form of said Articles.In case the

required three - fourths quorum is not represented at the meeting. it is

understood that the managing directors intend to convene a second

shareholders' meeting within seven (7) days and submit these

amendments to a vote in conformity with Article 18.2 , which allows valid

resolutions to be passed at such a follow - up meeting by a majority of

three- fourths of the voles cast , regardless of the capital represented at

such meeting.

.

2

6 - To authorize Equilan N.V. lo implement the aforesaid amendments

to the Articles of Incorporation, with authority to draw up a draft deed

of amendment. apply for the required approval of the Department of
Justice of the Netherlands Antilles, amend the draft as may be necessary

and execute the deed before a civil notary, and furthermore to perform

anything required or appropriate to the foregoing.

6- To appoint a person as contemplated by Article 9. paragraph 6, of

the Articles of Incorporation .

Jeddah , Saudi Arabia

Given and executed in

20th

as of the

day of December, 1990

Keelhore
ADHAN CORPORATION

Attachment$



143

SAYED JAWHARY

PROXY

.

The undersigned. SAYED JAWHARY hereby authorizes Etrusco

International. N.V. and / or Equilan N.V. , of Curacao, Netherlands Antilles .

to act as proxy at the Annual General Meeting of Shareholders of Credit

and Commerce American Holdings. N.V. (CCAH)to be held in Curacao on

or about December 21.1990 , and /or any follow -up meeting with the
same agenda with power to exercise, as directed herein. the

undersigned's voting rights with respect to the 1.465 Shares owned by

the undersigned and to vote such shares only in favor of the following

motions to be made at that meeting and for no other purpose:

1 - To confirm and adopt the financial statements of CCAH for the

year 1989 and discharge the Board of Managing Directors for their

administration during that year.

2 - To approve and ratify resolutions regarding the non - distribution of

profits and retention of earnings for 1989

3 - To elect the following Managing Directors of CCAH. to serve the

Company until the next annual general meeting of shareholders:

- Clark N. Clifford ( Chairman )

- Robert A. Allman ( Secretary)

- Jack 1. Beddon

- A Vincent Scoffone

Etrusco International N.V.

§

8
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SAYED LAWHARY

4- To authorize the creation ( and subsequent issuance) of nine

percent ( 9%) cumulative preferred shares and such other changes as

indicated by amending theprovisions of the Articles of Incorporation of

CCAH as per the attached underlined form of said Articles.In case the

required three - fourths quorum is not represented at the meeting. it is

understood that the managing directors intend to convene a second

shareholders' meeting within seven(7) days and submit these

amendments to a vote in conformity with Article 18.2 , which allows valid

resolutions to be passed at such a follow - up meeting by a majority of

three-fourths of the votes cast . regardless of the capital represented at
such meeting.

+

5- To authorize Equilan N.V. to implement the aforesaid amendments

to the Articles of Incorporation, with authority to draw up a draft deed

of amendment, apply for the required approval of the Department of
Justice of the Netherlands Antilles, amend the draft as may be necessary

and execute the deed before a civil notary, and furthermore to perform

anything required or appropriate to the foregoing.

To appoint a person as contemplated by Article 9. paragraph 6. of

the Articles of Incorporation.

Given and executed in
20th

as of the
.

Jeddah , Saudi Arabia

day of December, 1990

!)
Jawhay

s

SAYED IN HARY

Attachment
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The undersigned , Paisal Saud ul Fulais

bereby authoriz . Etruro0 International , N.V. and / or Equilan

3.V. , 08 Curacao , Ketherlands Antilles , to act as proxy at the

Anmal General Koeting of shareholders. of credit and commerce

Anarican Holdings , *.V. ( CCAX ) to be held in Curacao on or

about December 21 , 1990, and / or any follow -up nerting with the

same agenda , with power to exercise , as alrestod herrin , the

undersigned's voting rights with respect to the 26.439

shares ovned by the undersigned and to vote such shares only

in favor of the following motions to be made at that meeting

und for no other purpose :

1 . To oontira and adopt the financial statements of

CCAH for tho year 1989 and discharge the Board of

Managing Directors for their administration during

that yoar .

To approve and ratity resolutions regarding the

non - distribution of protito and retention of

earnings for 1989 .

3 . To elect the following Managing Directors of CCAM ,

to serve the company until the next annual general

meeting of shareholders :

Clark X. Clifford (Chairman )

- Robert A. Altman (šecretaryi

• Jack W. Beddov

- A. Vincent Boottone

Etrusco International x.v.

To authoriso the cruation (and subsequent issuance )

of nine percent (98) cumulative proferred sharus and

suchother changes as indicated by apending the

provisions of the Articlesof Incorporation of CCAH

as per the attached underlined form of said Articles .

O
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In case the required three - fourthi quorun is not

representedat the meeting , it is understood that

the managing direotort intend to convene a second

shareholders ' meeting within seven (7) days and

submitthese amendments to a vote in conformity with

Article 18.2 , which allows valid resolutions to be

passedat such & follow -up meeting by a majority of

three - fourths of the votes cast , regardless of the

capital represented at such nerting .

To authorize Equilan N.v. to implement the aforesala

amendaonts to the Articlu of Incorporation , with

authority to draw up a draft deedof amendment ,

apply for the required approval of the Department of

Justice of the Netherlands Antilles , anend the draft

as may be necessary and execute the dead betoro a

civil notary , and furthermore to perform anything

roquired or appropriate to the foregoing .

To appoint a person contemplated by Article 9 ,

paragraph 6 , of the articles of Incorporation .

6 .

20th
as of theGiven and executed in

day of December , 1990 .

ra
FAIS Sada Fully

Attachment
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DEC - 21-99 FRI 16:58 ID: FIDEM IRIDIQUE TEL NO : QUES ? 165233 766S POZ

22.XX

the undersigned ,
Mashriq Holding Company , S.d.

bereby authorizu Etrusco International , N.v. and / or Equilan

1.1 . , of carico , Motherlands Antilla , to act us proxy at the

Annual General Korting of Shareholders of credit and Comoro .

darican Holdings , 1.V. (CCA ) to be held in Curacao on or

about December 21 , 1990 , and or any follow -up aoeting with the

suka agande , with power to exercise, u directed berain , the

27,906andersigned's voting rights with respect to the

sbaros owned by the undersigned and to voto such aharos only

La favor of the following motions to be made at that posting

and for no other purpose :

1 . To con in and adopt the financial statements of

CCAN for the year 1989 and discharge the Board of
Managing Directors for their administration during
that year .

2 . To approve and ratify resolutions
regarding the

non -distribution of profits and retention of

Garnings for 1989 .

3 . To dlect the following Managing Directors of CCM ,

to serve the Conpany until the next annual ganerai

meeting of shareholders :

• Clark N. Clifford (Chairman )

Robert A. Mtaan ( Secretary )

Jack W. Daddou

A. Vincent Booltone

Etrusco International N.V.

O

O

10 authorize the craation ( and subsequent issuance )

of nine percent (94 ) cumulative proferred sharıs and

such other changes as indicated by aponding the

provisions of theArticles of Incorporation of CCAH
as per the attached underlined lord of said Articles .
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tha sanaging directori intend to convent & swoond

shareholderi ' aunting vithin seven (7) days and

submitArt .51 , ontemanticto o xota infuninnalty with
uni10 .

panuod at rued & fudduv - uy sunblay bay . magerlty, os
thrustourthi or ca. vocar , tegardlean of the

capital represented at suchreeting .

De authories Byuldau M.7. lu Laylweat the oformid

amandaonts to the dsticles ofIncorporation ,with
autheilliy lo draw up • draft dood of wondmont ,

apply forthe regulie wypeuvod uf He begas Luwub of

Justle up hie Heuerlands Antilles , irond zoe arart

at may be ndotusary and execute the dood before a

civil notary , and furthermore to perform anything

required orappropriate to the foregoing .

To appoint a person as pontanplstad by Articla ,
paragrajte o , uf Her hollolu of Incorporation .

Luxembourg
- 1 of the 21th

given and executed in

day of December , 1950 ,

neohriq xolding Company , 0...

Attachment

fugano MULLIN DD DDIQINID
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the wodersigned , Clark M. Clifford

baraby authoriza ftrusco International , N.V. and / or Equilan

I.4. , of coracao , Netherlands Antilles , to act us proxy at

Annual General Meeting of Karaboldens of credit and comarca

Inarican Holdings , 1.v. (Can ) to be beld in Coracao on or

about December 21, 1990 , and / or any follow -up meeting with the

same agenda , with power to exercise , as directed herein , the

undersigned's voting rights vith respect to the
2,395

shares owned by the modersigned and to vote suab sharus only .

in favor of the following motions to be nade at that meeting

and for no other purpose :

1. To contion and adopt the financial statements of

CCA : for the year 1989 and discharge the Board of

Managing Directors for their aciministration during
thatyear .

2 . To approve and ratify resolutions regarding the
non -distribution of protits and retention of

earnings for 1989 .

3 . To alect the following Managing Directors of CCAE ,

to serve the company until the next annual generi

meeting of shareholders :

Alark 1. disford (Chairman )

Robert d. Mitaan (Secretery )

JackW. Baddov

2. Vincent Scotiane

• Etrusco International 2.v.

To authorize the crution ( and subsequent issuance )

of pine percent (9%) mulative preferred sharus and

much other changes as indicated by amending the

provisions of the articles ofIncorporation of cas

u per the attached underlined form of said Articles .

O
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In case the required three- fourths quorum is not

represented at the meeting , it is understood that

the managing directors intend to convene i second

sbareholder ' meeting vithin seven (7) days and

submit these anananants to a vote in conformity with

Article 18.2, which allows valid resolutions to be

passedat such atollov -up meeting by a majorityof

three - fourths of the votes cast , regardless of the

capital represented at such neeting .

To authorize Equilan N.v. to implement the aforesaid

amendments tothe Articlesof Lacorporation , with

authority to draw up a draft deed of anandhant ,

apply for the required approval of the Department of

Justice of the Netherlands Antilu , amend the draft

25 nay be necessary and axecute the deed betona

civil notary , and furthermore to pertoo anything

required orappropriate to the foregoing ,

To appointa person as contemplated by Asticle 9 ,

paragraph 6 , or the articles of Incorporation .

6 .

Given and executed in

day of December , 1990 .

hington ,De, u of the resta

clark H. Clifford

Attachment
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the modersigned ,
Robert A. Nitmen

bereby authorize Etrusco International , 1.v. mnd/ or Equilan

1.P. , of currano , Hetherlands Antilles , to act us proxy at the

Landal General Meeting of sbarnbolders of credit and commerce

Inerican Holdings , 1.V. (CMH) to be held in Curacao on or

about December 21, 1990 , and / or any follow -up meeting with the

sane agenda , with power to exercise , us directed berein , the

1,197
undersigned's voting sights vith respect to the

sbaru owned by the undersigned and to vote mach sharu only

La favor of the following notions to be made at that meeting

and for no other purposes

1. To contin and adopt the financial statements of

CMAH for the year 1989 and discharge the Board of

Kanaging Directors for their acministration during
that year .

2 . To approve and natity resolutions regarding the
DOD -distribution of prorits and retention of

warnings for 1989.

3 . to elect the following Managing Director of ccah ,

to serve the company antil the next annual general

meeting of shareholders :

Alark K. Milord (Chairman )

Robert A. Lituan (Secretasy )

Jack 1. Baddou

• 2. Vlacent scottona

Strisco International N.V.

to authorize the aution ( and subsequent issuance)

of nine percant (98) cumulative preferred shares and

mach other changes i ladiated by apending the

provisions of the ArticlesofIncorporation of CCAH

u par the attached underlined form of said Articles .
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In case the required three - fourths quorum is not

represented at the meeting, it is understood that

the managingdirector intend to convene i second

shareholders ' meeting within seven (7) days and

submit these abendnaats to a vota in conformity with

Article 18.2 , which allows valid resolutions to be

passedat much a follow -up sectiog by a majorityof
Three -fourths of the votas cast , regardless of the

capital represented at mich meeting.

S. To authorize Equilan N.V. to implement the aforusaid

amendments to the articles ofIncorporation , with

authority to drav up a draft deedof amendment ,

apply forthe required approval of the Department of

Justics of the Netherlands Antilles ,anand the draft

as may be necessary and execute the deed befona

civilnotary, and furthermore to perform anything

required orappropriate to the foregoing.

6 . To appoint a person us contemplated by Article 9 ,

paragraph 6, of the Articles of Incorporation .

21stas of the

day of December , 1990 .

.civen and executed in Wacke.de
De

Rasa Alter
Robert A. Altman

Attachment
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The undersigned
Shaikh Humaid Bin Rashid Al Naomi

, hereby author

izes J. Berkvens and / or A. Grul , Attorneys at Law in Curacao ,

Netherlands Antilles , to act as his/1ts proxy at the Annual General

Meeting of shareholders of Credit and Commerce American Holdings ,

N.V. ( "CCAH" ) to be held in Caracao on or about July 16 , 1984

with power to exercise , as directed herein , the undersigned's

voting rights with respect to 9,082 CCAH shares owned by the

undersigned and to vote such shares only in favour of the following

motions to be made at that meting and for no other purpose :

.

1 . To confirm and adopt the financial statements or

CCAH for the years from incorporation through

1983 and discharge the Board of Managing Directors

for their administration during that period .

2 . To eliminate the provisions for a board of super

visory directors by amending the Articles of In

corporation of CCAH in the following respects :

( a ) To delete paragraph 3 of Article 4

and replace it by ( translated ) :

" 3 . The shares shall be issued by the board

of managing directors " .

( 6 ) To delete paragraphe 1 , 2 and 6 of

Article 2 and replace them by ( translated ) :

" 1 . The corporation shall be managed by

a board of managing directors consisting

of one or more managing directors . Legal

entities may also be appointed managing

directors " .

.
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2

( 0 )

* 2 . The managing directors shall be

appointed by the general meeting of share

holders and may at any time be suspended

or removed from office by the meeting" .

*6 . when one or more managing directors

are absent or otherwise precluded from

acting , the remaining managing director ( s )

shall be responsible for the entire manage

ment of the corporation ; when all the

managing directors are absent or otherwise

precluded from acting , the corporation

shall be managed temporarily by a person

appointed for that purpose by general

meeting of shareholders . The person 80 ap

pointed shall call a general meeting of share

holders as soon as possible in order to provide

for a definitive management .

As long as this has not been accomplished ,

the acts of management of the person so

appointed shall be limited to those which

cannot be postponed " .

( c ) To delete Article 10 in its entirety .

( a ) To delete paragraphs 1 and I of

Article 12 and replace it by ( translated ) :

" 1 . Each of the managing directors and any

number of shareholders representing jointly

not less than ten per cent of the subscribed

capital have equal authority to call a general

meeting of shareholders " .
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( a ) .....

* 7 . Shareholders Day be represented at the

meetings by a proxy appointed in writing ,

telegraphically or by telex . Managing

directors and , in general , persons in the

employment of the corporation may not act

as proxies of shareholders at the meetings " .

( e ) To delete paragraphs 1 and 3 of

Article 16 and replace it by ( translated ) :

" 1 . Within eight months after the close

of the fiscal year , the board of managing

directors shall submit to the general meet

ing of shareholders the balance sheet and

the profit and loss account for the past

fiscal year , along with the explanatory

statement referred to in Article 11 .

The balance sheet , profit and 1088 account

and explanatory statement shall be signed

by all the managing directors . If the sigo

nature on one of them is lacking , the reason

shall be stated on the documents " .

* 3 . The annual general meeting of share

holders has the power to confirm the balance

sheet and the profit and loss account .

50-820 0 92 6
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( a ) " 3 .

Confirmation of the balance sheet and the

profit and 1088 account shall discharge

the board of managing directors from all

liability with regard to their management

for the past fiscal year , in so far as

their administration is evidenced by the

documents submitted and provided the neet

ing does not decide otherwise when the

balance sheet and profit and loss account

are to be confirmed and adopted" .

3 . To authorize J. Berkvens and / or A. Grul , Attorneys at Law

of Curacao , Netherlands Antilles , to implement the afore

said amendments to the Articles of Incorporation , with

authority to draw up a draft deed of amendment , apply

for the required approval of the Department of Justice

of the Netherlands Antilles , amend the draft as may be

necessary and execute the deed before a civil notary ,

and , furthermore , to perform anything required or appro

priate to the aforegoing .

.

U.A.E. as of the 10thGiven and executed in

day or
July 1984 .

Shaikh Humaid Bin Rashid AL Naoni

( Shareholder )
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Abdul Raouf Khalil

The undersigned hereby author

izes J. Berkvens and /or A. Grul , Attorneys at Law in Curacao ,

Netherlands Antilles , to act as his/its proxy at the Annual General

Meeting of shareholders of Credit and Commerce American Holdings ,

N.v. ( " CCAN " ) to be held in Caracao on or about July 16 , 1984

with power to exercise , as directed herein , the undersigned's

voting rights with respect to 13,250 CCAH shares owned by the

undersigned and to vote such shares only in favour of the following

notions to be made at that meting and for no other purpose :

1 . To confirm and adopt the financial statements of

CCAH for the years from incorporation through

1983 and discharge the Board of Managing Directors

for their administration during that period .

2 . To eliminate the provisions for a board of super

visory, directors by amending the Articles of In

corporation of CCAH in the following respects :

( a ) To delete paragraph 3 of Article 4

and replace it by ( translated ) :

" 3 . The shares shall be issued by the board

of managing directors " .

( b ) To delete paragraphs 1 , 2 and 6 of

Article 9 and replace them by ( translated ) :

" 1 . The corporation shall be managed by

a board of managing directors consisting

of one or more managing directors . Legal

entitie, may also be appointed managing

directora " .
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( b )

*2 . The managing directors shall be

appointed by the general neeting of share

holders and pay at any time be suspended

or removed from office by the meeting " .

"6. When one or more nanaging directors

are absent or otherwise precluded from

acting , the remaining managing director ( s )

shall be responsible for the entire manage

ment of the corporation ; when all the

managing directors are absent or otherwise

precluded from acting , the corporation

shall be managed temporarily by a person

appointed for that purpose by general

meeting of shareholderi . The person so ap

pointed shall call a general meeting of share

holders as soon as possible in order to provide

for a definitive management .

As long as this has not been accomplished ,

the acts of banagement of the person Bo

appointed shall be limited to those which

cannot be postponed " .

( c ) To delete Article 10 in its entirety .

( a ) To delete paragraphs 1 and I or

Article 12 and replace it by ( translated ) :

" 1 . Each of the managing directors and any

number of shareholders representing jointly

not let than ten per cent of the subscribed

capital have equal authority to call a general

meeting of shareholders " .
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( a )

"7. Shareholders may be represented at the

beetings by a proxy appointed in writing ,

telegraphically or by telex . Managing

directors and , in general , persons in the

employment of the corporation may not act

as proxies of shareholders at the acetings" .

( e ) To delete paragraphs 1 and 3 or

Article 16 and replace it by ( translated ) :

1 . Within eight ponchs after the close

of the fiscal year , the board of managing

directors shall submit to the general beet

ing of shareholders the balance sheet and

the profit and loss account for the past

fiscal year , along with the explanatory

statement referred to in Article 11 .

The balance sheet , profit and loss account

and explanatory statement shall be signed

by all the managing directors . If the sigo

nature on one of them is lacking , the reason

shall be stated on the documents " .

" 3 . The annual general meeting of share

holders has the power to confira the balance

sheet and the profit and loss account .
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( a ) " 3 .

!

Confirmation of the balance sheet and the

profit and loss account shall discharge

the board of managing directors from all

liability with regard to their management

for the past fiscal year , in so far as

their administration is evidenced by the

documents submitted and provided the meet

ing does not decide otherwise when the

balance sheet and profit and 1088 account

are to be confirmed and adopted" .

3. To authorize J. Berkvens : and /or A. Grul , Attorneys at Law

of Curacao , Netherlands Antilles , to implement the afore

said amendments to the Articles of Incorporation , with

authority to draw up a draft deed of amendment , apply

for the required approval of the Department of Justice

of the Netherlands Antilles , amend the draft as may be

necessary and execute the deed before a civil notary ,

and , furthermore , to perform anything required or appro

priate to the aforegoing .

as or the 10thGiven and executed in Saudi Arabia

day or
July

1984 .

A.R. Khalil
Abdul Raour Khalil

( Shareholder )
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PROXY

.The undersigned
Abu Dhabi Investment Authority

hereby author

izes J. Berkvens and /or A. Grud , Attorneys at Law in Curacao ,

Netherlands Antilles , to act as ais / its proxy at the Annual General

Heeting of shareholders of Credit and Commerce American Holdings ,

N.v. ( " CCAN " ) to be held in Caracao on or about July 16 , 1984

with power to exercise , as directed herein , the undersigned's

voting rights with respect to 11,020 CCAH shares owned by the

undersigned and to vote such shares only in favour of the following

notions to be made at that seting and for no other purpose :

1 . To confirm and adopt the financial statements of

CCAH for the years from incorporation through

1983 and discharge the Board of Managing Directors

for their administration during that period .

2.

To eliminate the provisions for a board of super

visory directors by anending the Articles of In

corporation of CCAH in the following respects :

( a ) To delete paragraph 3 of Article 4

and replace it by ( translatea ) :

* 3 . The shares shall be issued by the board

of managing directors' .

( 0 ) To delete paragraphs 1 , 2 and 6 of

Article 9 and replace them by ( translated ) :

" 1 . The corporation shall be managed by

a board of managing directors consisting

of one or more managing directors . ' Legal

entities may also be appointed managing

directors " .
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( 0 )

"2. The canaging directory shall be

appointed by the general meeting of share

holders and pay at any time be suspended

or recovec from office by the meeting " .

*6 . When one or bore managing directors

are absent or otherwise precluded from

acting , the remaining sanaging director ( s )

shall be responsible for the entire manage

aent of the corporation ; when all the

managing directors are absent or otherwise

precluded from acting, the corporation

shall be tanaged temporarily by 1 person

appointed for that purpose by general .

meeting or shareholders . The person so ap

pointed shall call a general meeting of share

holders af €oon as possible in order to provide

for a derir.itive management .

As long as this has not been accomplished ,

the acts c ! management of the person so

appointed shall be limited to those which

cannot be postponed" .

( c ) To delete Article 10 in its entirety .

( a ) Tc delete paragraphs I and I of

Article 12 and replace it by (translated ) :

" 1 . Each c: the managing directors and any

number of suareholders representing jointly

not less than ten per cent of the subscribed

capital hare equal authority to call general

meeting of shareholders " .
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(a ) ..

*7 . Shareholders may be represented at the

meetings by a proxy appointed in writing ,

telegraphically or by telex . Managing

directors and , in general , persons in the

employment of the corporation may not act

as proxies of shareholders at the meetings " .

( e ) To delete paragraphs 1 and 3 of

Article 16. and replace it by ( translated ) :

" 1 . within eight aonths after the close

of the fiscal year , the board of managing

directors shall submit to the general meet

ing of shareholders the balance sheet and

the profit and loss account for the past

fiscal year , along with the explanatory

statement referred to in Article 11 .

The balance sheet , profit and loss account

and explanatory statement shall be signed

by all the managing directors . Ir the sige

nature on one of them is lacking , the reason

shall be stated on the documents " .

" 3 . The annual general meeting of share

holders has the power to confirm the balance

sheet and the profit and loss account .
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( a ) " 3 .

Confirmation of the balance sheet and the

profit and 1088 account shall discharge

the board of managing directors from all

liability with regard to their management

for the past fiscal year , in so far as

their administration 18 evidenced by the

documents submitted and provided the meet

ing does not decide otherwise when the

balance sheet and profit and loss account

are to be confirmed and adopted" .

3 . To authorize J. Berkvens and/or A. Grul , Attorneys at Law

of Curacao , Netherlands Antilles , to implement the afore

said amendments to the Articles of Incorporation , with

authority to draw up a draft deed of amendment , apply

for the required approval of the Department of Justice

of the Netherlands Antilles , unend the draft as may be

necessary and execute the deed before i civil notary ,

and , furthermore , to perfora anything required or appro

priate to the aforegoing . '

Given and exécuted in Abu Dhabi as of the 12th

day of July 1984 ..

Hobammed Habrousb

Managing Director

Abu Dhabi Investaent Autbority

( Shareholder )



167

P R 0 X Y

The undersigned
Ali Mohammad Shorara

hereby author

izes J. Berkvens and / or A. Grul , Attorneys at Law in Curacao ,

Netherlands Antilles , to act as his/its proxy at the Annual General

Meeting of shareholders of Credit and Commerce American Holdings ,

N.V. ( "CCAH " ) to be held in Caracao on or about July 16 , 1984

with power to exercise , as directed herein , the undersigned's

voting rights with respect to 10,154 CCAH shares owned by the

undersigned and to vote such shares only in favour of the following

Botions to be made at that meting and for no other purpose :

1 . To confirm and adopt the financial statements of

CCAH for the years from incorporation through

1983 and discharge the Board of Managing Directors

for their administration during that period .

2 . To eliminate the provisions for a board of super

visory directors by amending the Articles of In

corporation of CCAH in the following respects :

( a ) To delete paragraph 3 of Article 4

and replace it by ( translated ) :

* 3 . The shares shall be issued by the board

of managing directors " .

( 0 ) To delete paragraphe 1 , 2 and 6 os

Article 9 and replace them by ( translated ) :

:
" 1 . The corporation shall be managed by

a board of managing directors consisting

of one or more managing directors . Legal

entities may also be appointed managing

directors " .
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( b ) .....

"2. The managing directors shall be

appointed by the general meeting of share

holders and may at any time be suspended

or removed from orrice by the meeting " .

“6. ! 'hen one or more panaging directors

are absent or otherwise precluded from

acting , the remaining managing director( s )

shall be responsible for the entire manage

dent of the corporation ; when all the

managing directors are adient or otherwise

precluded from acting , the corporation

shall be managed temporarily by a person

appointed for that purpose by general

meeting of shareholders . The person soap

pointed shall call a general meeting of share

holders as soon as possible in order to provide

for a definitive management .

As long as this has not been accomplished ,

the acts of management of the person so

appointed shall be limited to those which

cannot be postponed " .

.

To delete Article 10 in its entirety .
( c )

. ( 0 ) To delete paragraphe ! and I of

article 12 and replace it by ( translated ) :

" 1. Each of the managing directors and any

number or shareholders representing jointly

not less than ten per cent of the subscribed

capital have equal authority to call a general

meeting of shareholders" .
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- 3

( 8 )

"7. Shareholders may be represented at the

meetings by a proxy appointed in writing ,

telegraphically or by telex . Panaging

directors and , in general , persons in the

employment of the corporation cay not act

as proxies of shareholders at the feetings " .

( e ) To delete paragraphe 1 and 2 or

Article 16 and replace it by ( translated ) . :

" 1. Within eight months after the close

of the fiscal year , the board of panaging

directors shall submit to the seneral meet

ing of shareholders the balance sheet and

the profit and loss account for the pas

fiscal year , along with the explanatory

statement referred to in Article 11 .

The balance sheet , prorit and loss account

and explanatory statement shall be signed

by all the managing directors . If the sige

nature on one of them is lackias , the reason

shall be stated on the documenis " .

" 3 . The annual general meeting of share

holders has the power to confirm the balance

sheet and the profit and loss account .
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( a ) " 3 .

Confirmation of the balance sheet and the

profit and loss account shall discharge

the board of managing directors from all

liability with regard to their management

for the past fiscal year , in '30 far as

their administration is evidenced by the

documents submitted and provided the meet

ing does not decide otherwise whe the

balance sheet and profit and loss account

are to be confirmed and adopted " .

3 . To authorize J. Berkvens and / or A. Grul , Attorneys at Law

of Curacao , Netherlands Antilles , to implement the afore

said amendments to the Articles of Incorporation , with

authority to draw up a drart deed or amendment , apply

for the required approval of the Department of Justice

or the Netherlands Antilles , amend the draft as may be

necessary and execute the deed before a civil notary ,

and , furthermore , to perfore anything required or appro

priate to the aforegoing .

Given and executed in Abu Dhabi as of the 12th

day of July 1984 .

Ali Mohammad Shorara

( Shareholder )
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The undersigned
yed El Gohari

, hereby author

izes J. Berkvens and / or A. Grul , Attorneys at Law in Curacao ,

Netherlands Antilles , to act as his/its proxy at the Annual General

Meeting of shareholders of Credit and Commerce American Holdings ,

N.V. ( " CCAH " ) to be held in Caracao on or about July 16 , 1984

with power to exercise , as directed herein , the undersigned's

voting rights with respect to _791_CCAH shares owned by the

undersigned and to vote such shares only in favour of the following

motions to be made at that meting and for no other purpose :

1 . To confirm and adopt the financial statements of

CCAH for the years from incorporation through

1983 and discharge the Board of Managing Directors

for their administration during that period .

2 . To eliminate the provisions for a board of super

visory directors by amending the Articles of In

corporation of CCAH in the following respects :

( a ) To delete paragraph 2 of Article 4

and replace it by ( translated ) :

" 3 . The shares shall be issued by the board

of managing directorg " .

.( b ) To delete paragraphs 1 , 2 and 6 of

Article 9 and replace them by ( translated ) :

* 1 . The corporation shall be managed by

a board of managing directors consisting

of one or more managing directors . Legal

entities may also be appointed managing

directors " .

1
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( b )

"2. The managing directors shall be

appointed by the general reeting of share

holders and pay at any time be suspended

or removed from office by the meeting " .

"6 . When one or more sanaging directors

ure absent or otherwise precluded from

acting , the remaining managing director ( 8 )

shall be responsible for the entire manage

ment of the corporation ; when all the

managing directors are absent or otherwise

precluded from acting , the corporation

shall be managed temporarily by a person

appointed for that purpose by general

meeting of shareholders . The person so ap

pointed shall call a general meeting of share

holders as soon as possible in order to provide

for a definitive management .

As long as this has not been accomplished ,

the acts of management of the person 80

appointed shall be limited to those which

cannot be postponed " .

( c ) To delete Article 10 in its entirety .

( a ) To delete paragraphs 1 and I of

Article 12 and replace it by ( translated ) :

" 1 . Each of the managing directors and any

number of shareholders representing jointly

not less than ten per cent of the subscribed

capital have equal authority to call a general

Deeting of shareholders " .

1
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( a )

*7 . Shareholders may be represented at the

meetingo by a proxy appointed in writing ,

telegraphically or by telex . Managing

directors and , in general , persons in the

employment of the corporation may not act

us proxies of shareholders at the meetings " .

( e ) To delete paragraphe 1 and 2 of

Article 16 and replace it by ( translated ) :

" 1 . Within eight months after the close

of the fiscal year , the board of managing

directors shall submit to the general meet

ing of shareholders the balance sheet and

the profit and 1088 account for the past

fiscal year , along with the explanatory

statement referred to in Article 11 .

The balance sheet , profit and 1088 account

and explanatory statement shall be signed

by all the managing directors . If the sig

nature on one of them is lacking , the reason

shall be stated on the documents " .

* 3 . The annual general meeting of share

holders has the power to confirm the balance

sheet and the profit and 1088 account
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( a ) " 3 .

Confirmation of the balance sheet and the

profit and loss account shall discharge

the board of managing directors from all

liability with regard to their nanagement

for the past fiscal year , in so far as

their administration is evidenced by the

documents submitted and provided the meet

ing does not decide otherwise when the

balance sheet and profit and loss account

are to be confirmed and adopted" .

3 . To authorize J. Berkvens and/or A. Grul , Attorneys at Law

of Curacao , Netherlands Antilles , to implement the afore

said amendments to the Articles of Incorporation , with

authority to draw up a draft deed of amendment , apply

for the required approval of the Department of Justice

of the Netherlands Antilles , amend the draft as may be

necessary and execute the deed before a civil notary ,

and , furthermore , to perform anything required or appro

priate to the aforegoing .

Saudi Arabia as of the 20thGiven and executed in

July
day or 1984 .

S. Goha
n

El Sayed El Gohari

( shtreholder )
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The undersigned Sheikh Khalife Bin uled Al Nahyan , bereby author

1res J. Berkvens and /or A. Grul , Attorneys at Law in Curacao ,

Netherlands Antilles , to act as nis/its proxy at the Annual General

Meeting of shareholders of Credit and Commerce Anerican Holdings ,

N.V. ( ° CCAH " ) to be held in Caracao on or about July 16 , 1984

with power to exercise , as directed herein , the undersigned's

voting rights with respect to 14,828 CCAH shares owned by the

undersigned and to vote such shares only in favour of the following

Botions to be made at that acting and for no other purpose :

1 . To confira and adopt the financial statements of

CCAH for the years from incorporation through

1983 and discharge the Board of Managing Directors

for their administration during that period .

2 .

To eliminate the provisions for a board of super

visory directors by amending the Articles of In

corporation of CCAH in the following respects :

( a ) To delete paragraph 2 of Article !

and replace it by ( translated ) :

" 3 . The shares shall be issued by the board

or managing directors " .

( 0 ) To delete paragraphe 1 , 2 and 6 or

Article 9 and replace them by ( translated ) :

" 1 . The corporation shall be managed by

board o! managing directors consisting

of one or more managing directors . Legal

entities say also be appointed managing

directors" .
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( 0 )

*2 . The managing directors shall be

appointed by the general meeting of share

holders and say at any time be suspended

or removed from office by the meeting " .

*6 . When one or more nanaging directors

are absent or otherwise precluded from

acting , the remaining nanaging director ( s )

shall be responsible for the entire manage

Rent of the corporation ; when all the

managing directors are absent or otherwise

precluded from acting , the 'corporation

shall be aanaged temporarily by a person

appointed for that purpose by general

meeting or shareholders . The person so ap

pointed shall call a general meeting of share

holders as soon as possible in order to provide

for a definitive sanagement .

As long as this has not been accomplished ,

the acts of management of the person so

appointed shall be lipited to those which

cannot be postponed " .

( c ) To delete Article 10 in its entirety .

( a ) To delete paragraphs 1 and 1 of

Article 12 and replace it by ( translated ) :

.

"1. Each of the managing directors and any

nuaber of shareholders representing Jointly

not less than ten per cent of the subscribed

capital have equal authority to call a general

meeting of shareholders " .

1
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( a )

*7 . Shareholders say be represented at the

beetings by : proxy appointed in writing ,

telegraphically or by telex . Managing

directors and , in general , persons in the

aaployment of the corporation may not act

as proxies of shareholders at the meetings " .

( e ) To delete paragraphe 1 and 2 or

Article 16 and replace it by ( translated ) :

" 1 . within eight months after the close

of the fiscal year , the board of panaging

directors shall submit to the general meet

ing of shareholders the balance sheet and

the profit and loss account for the past

fiscal year , along with the explanatory

statement referred to in Article 11 .

The balance sheet , profit and loss account

and explanatory statement shall be signed

by all the managing directors . If the sige

nature on one of them is lacking , the reason

shall be stated on the documents " .

.

" 3. The annual general meeting of share

holders has the power to confirm the balance

sheet and the profit and loss account .
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( a ) " 3 .

Confirmation of the balance sheet and the

profit and loss account shall discharge

the board of managing directors from all

liability with regard to their management

for the past fiscal year , in so far as

their administration is evidenced by the

documents submitted and provided the meet

ing does not decide otherwise when the

balance sheet and profit and loss account

are to be confirmed and adopted" .

3 . To authorize J. Berkvens and /or A. Grul , Attorneys at Law

of Curacao , Netherlands Antilles , to implement the afore

said amendments to the Articles of Incorporation , with

authority to draw up a draft deed of anendment , apply

for the required approval of the Department of Justice

of the Netherlands Antilles , amend the draft as may be

necessary and execute the deed before a civil notary ,

and , furthermore , to perform anything required or appro

priate to the aforegoing .

Abu Dhabi 12th

Given and executed in as of the

day or July , 1984 .

G
Sheikh Khalira Bin Zaied Al Nahyan

( Shareholder )
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Erecutuna tummene American stiluings, ??
Meiermass 6. Willamiad

Tummas : 'themana nulla

CONFIDENTIAL June 9 , 1989

OFFERING MEMORANDUM

Credit and commerce American Holdings , Y.V. CCAH ) IS a

Netherlands Antilles holding company whose principal operation

is First American Bankshares , a major u.s. bank holding

company . During 1988 , First American Bankshares ' total assets

exceeded $ 10 billion , which represents an approximate fivefold

increase in assets since CCAH's acquisition of the company in

1982 . During this seven-year period earnings have reached

record levels each year . Our shareholders ' ownership of CCAH

stock is thus believed to have continued to appreciate sub

stantially in value .

A two - stage right shares offering in the amount of $ 100

million is being presented during 1989 to raise additional

capital to support the Company's expansion and to provide the

capital base required by u.s. bank regulatory requirements.

The first offer for $50 million is open until June 30 , 1989 .

The second ofter for.. $ 50 million is to take place during the

second half of 1989 . We believe these offerings represent a

unique lavestment opportunity to continue to participate in

the future growth of this successful company and to enjoy the
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anticipated continuing capital appreciation of share ownership

in CCAH . ! Upon completion of this capital infusion , we do not

contemplate , for reasons set forth below , the need for

substantial rights offerings again for a number of years , and

therefore the 1989 offerings constitute an important oppor

tunity to purchase additional shares at 1988 year-end book

value .

First American Bankshares Updated profile

First American Bankshares is a multi - state bank holding

company operating eight commercial banks in New York , Maryland ,

Virginia , Georgia , Florida , Tennessee , and washington , D.c. .

Ranked by assets , it remains the largest bank holding company

headquartered in Washington , D.C. The First American system

now includes over 5,700 employeus , 280 branch offices , and 219

automated teller machines ( ATMS ) , with access to more than

20,000 more ATMs nationwide . Accompanying this offering

Memorandum is the First American Annual Report for 1988

providing audited financial and other details regarding the

Company

First American is the only banking corporation with

full service banking facilities in all of the following key

markets :
the Nation's money center of New York and its capital

city , Washington , D.C .; the entire metropolitan arta of

Washington , D.C. , including adjoining markets in Virginia and
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Maryland : the Southeast region , including the Atlanta and

Florida Markets : and four of the Eastern Seaboard's largest

port cities New York , Nortolk , Baltimore , and Miani . It is

a franchise that would be virtually impossible to duplicate

today by a new banking organization .

First American achieved record levels in assets and

earnings in 1988 , extanding a positive growth trend first

established seven years ago when new management assumed

control. Total assets increased to $10.6 billion in 1988

and net incone ( after taxes and reserves ) ros. 59.24 to $80

million . Net income growth has thus been accelerating , the

year 1988 representing an approximate doubling of net income

since 1986 . As explained below , the growth in net incone is

expected to continue .

The Company's financial achievements have been derived

from strong growth together with gains from a program of

consolidating the operations of First American's affiliates .

The results have , in our view , produced a handsome increase in

stock value for CCAH shareholders , sound prospects for growth

in 1989 and beyond , and the anticipated increase in income to

help support further expansion..

our financial results have been achieved through

aggressive but prudent management . First American's earnings

have been continuously reinvested in order to strengthen the

member banks and permit them to exploit market opportunities
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for long - term financial benefit . For example , after its

initial start -up period , the First American Bank in New York

registered a breakthrough year of profitability in 1988 and

evidences prospects for future growth . The First American

Banks serving Maryland , Pirginia , and the greater Washington ,

D.c. metropolitan area have cut operating expenses through

consolidated operations and now ' are headquartered in a new $ 30

million building complex near the nation's capital . A consoli

dated marketing thrust by these banks has produced sharply

increased earnings .

The acquisition of the National Bank of Georgia consume

mated in mid- 1987 proved to be a sound investment . Aftor

experiencing years of deteriorating performance and declining

earnings including losses of over $8 million in 1987 when it

was owned independently , the bank renamed First American Bank

of Georgia , N ... recorded its best year ever in 1988 with net

earnings of over $ 17.5 million . A strong management team has

reinvigorated the Georgia banking operations , and with its

presence in Florida offers First American the opportunity to

expand its reach in that growing statı as well . Entry into

the vibrant markets of Georgia and Florida was well -conceived

and positions us for further expansion in the Southeast

region , a core element of First American's strategic plan for

the 1990's .

Committed to becoming one of the leading banks in the

United States , First American is dedicating resources to
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5

developing expanded aanagement skills at all levels to guide

the institucion into the next decade . In 1988 , the Company

established the First American management Institute in

cooperat:on with the prestigious Wharton School of Business at

the Cniversity of Pennsylvania in Philadelphia . This program

to send mid - level and senior officers to Wharton for sophis

ticated course work will provide our managers with the

additional knowledge and skills they will need to assure our

continuing financial progress . In addition , an internal

aanagement program called "First Advantage“ is recruiting

highly qualified students from top colleges and universities

to serve as junior officers and offering them training in the

complexities of today's commercial banking and financial

services industry . This commitment to infrastructure -- both

human and technical is essential to growth and expansion in

the future .

Further , we established a centralized data processing ,

subsidiary , First American Data Services ( FADS ) , which now

operates a facility containing state - of - the - art data processing

equipment . This department can support in one center the data

processing needs of the entire banking group . And , given the

key role data processing now plays in banking operations , FADS

is expected to provide important operating advantages while

controlling costs in the future...

First American also sought to move into new areas in

1988 when important financial opportunities were identified .
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We established First Advantage Morosage corporation to

originatt and service residential mortgage loans for all our

member banks . we are located in strong housing markets and

can tus produce valuable loans and fees through this opera

tion . Offices will be in or adjacent to existing First

American branches , and 24 such facilities are expected to be

operational by mid- 1989 . Also in 1988 , First American

established a customer Investment Department to offer a range

of brokerage services and investment advice to customers in

the Washington betropolitan arua .

Despite dramatic balance sheet growth over the past

seven years , First American has maintained exceptionally high

asset quality . In the loan portfolio , it enjoyed in 1988 an

outstanding charge - oft rate of only .39 percent of total

loans . " ile we cannot expect this unusually favorabl . result

.

to continue at this level , our experience to date compares

extremely favorably with our competitors where we find a

recent u.s. banking peer group average of .93 percent . Indeed ,

among the major bank holding companies in First American's

region the Federal Reservé Board found in an internal study

that first American ranked first in this important deasure of

asset quality . First American's loan portfolio benefits from

a lack of soyereign debt or political debt which has been

problematic for many other banks .

This past year First American established a credit

Administration Division for the express purpose of developing
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standard lending policies for all First American Banks ,

ensuring that the institution will maintain the excellent

qualisy of its loan port : olio as it grows .

Tho trend toward increased shareholder value is

detailed in the accompanying First American Annual Report for

1988 . The Company's net worth position is presented according

to generally accepted accounting principles (GAAP ) used in the

U.S. It is noted , however , that assets and liabilities must

be recorded under GAAP on an historical cost basis rather than

current market values .

Meeting Expansion Goals and Regulatory Capital Requirements

First American's strategic plan remains forward - looking:

to continue to achieve a substantial expansion

of our balance sheet each year :

to consider attractive acquisition candidates

in markets that show unusual potential :

to incruase the efficiency of our banks and

achieve cost efficiencies ; and

to continue to produce significant appreciation

in the value of CCAH shares for our investors .

Consistant with its fundamental corporate mission to become

one of the major financial institutions in the United States ,

First American in 1989 intends to expand in two significant

respects .
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3

First , preliainary budget projections based on

internally generated growth call for net income ( after taxes

and reserves ) of approximately $ 90-95 billion in 1989 . Each

member bank in the First American system is contributing to

net income and cost saving measures are leading to greater

profitability .

Second , senior management will pursue new financial

markets and opportunities, including additional bank acquisi

tions . Acquisition candidates may include financially

troubled savings and loan institutions in markets in , or

contiguous to , markets presently served by the First American

network . Given the serious financial problems of these

savings banks , unique opportunities may exist to expand our

markets with assistance from the Federal Government which may

assume the financial risk of loss in return for our supplying

management expertise to the acquired company . First American

is currently reviewing potential targets that could present

unique opportunities to enter attractive markets with

financial protection from the Federal Government .

First American is also considering expansion of its

banking presence in Florida , the fourth largest state in

population in the United States . currently , as a result of

our acquisition of the First American Bank of Georgia , N.A.

and its affiliates , First American has a toehold presence in

Pensacola , Florida and Miami, Florida . Florida represents a

affiliates
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dynamic arena for commercial banking and financ:al services ,

and complements the expansion southward by the company .

number of promising candidates are under consideration .

1989 Right Shares

To support the expansion of our asset base , new capital

is required . Reflecting today's public concern over the

sufficiency of capital among large u.s. banks , bank regulatory

authorities during 1988 tightened capital adequacy require

ments . The Federal Reserve Board has also announced that as

part of its capital adequacy requirements , it is moving toward

a more risk - based approach which imposes higher capital levels

on those banks engaged in financial transactions with greater

risk of loss . For First American , this regulatory shift

should be favorable because of our corconservative , risk aversion

approach . Thus , meeting the capital/asset requirements in the

future may not require the levels of capital infusion that

have been required in the past . First American's accelerated

earnings should further contribute to capital adequacy and

lessen the need to seek additional equity from our shareholders

to sustain growth in 1990 and beyond . The two-stage right

share offering during 1989 may thus represent a unique oppor

tunity to purchase equity in the company in this manner in the

.

near term .

Accordingly , to provide the capital for the continued

growth and development of this company in 1989 , CCAH as the
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10 .

parent holding company of First imerican Bankshares seeks to

raise $ 100 million with $ 50 million to be raised by June 30 ,

and the balance of $ 50 million during the second half of 1989 .

The new equity capital will be directed toward supporting

First American's expansion program of new acquisitions and

internal growth .

Through conservative management , prudent investment

strategies , and shareholder support , First American is

advancing steadily toward meeting its corporate mission of

becoming a leader among the major financial institutions in

the United States . As such , it provides our shareholders with

the unique opportunity to benefit from the further anticipated

capital appreciation of their investment .

THE MANAGING DIRECTORS
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BANK OF CREDIT AND COMMERCE INTERNATIONAL

SOCIETE ANONYME LICENSED DEPOSIT TAKER

hu Chibi
.:

100 LEADENMALL STREET LONDON ECZA 3AD

See

23rd August , 1983

Mr. Robert A. Altman ,

Messrs Clifford & Warnke ,

815 Connecticut Avenue ,

Washington DC 20006 ,

U S A.

Dear Mr. Altman ,

I acknowledge , with thanks , your letter of 18 August , 1983 .

we have conveyed the information contained in your letter to

the investors who are very pleased indeed on the ruling or

the Federal Reserve Board regarding the application CCAH

and its subsidiaries to acquire Valley Fidelity Bank Tennessee .

of

for the satisfactory completion orThey look forward

acquisition .

the

with warm regards .

Yours sincerely ,

-3
SME NAQVI

PHONES 01.283 8566

Inconnu

TELEX 6813591 CABLES BANCAECOM

A SuddACCI Holdings SA

co ann 7



190

CLIPFORD AND ALTMAN STOCK TRANSACTION

Clark M. Clifford

Gross Amount Received $21,760,000.00

Less :

costs and expenses paid

Repaid Note of July 25 , 1986

Repaid Note of August 14 , 1987

Interest paid on loans

Commission on sale

Subtotal

( 9,960,920.00 )

12,310,930.00 )

( 1,411,831.00 )

( 1,500,000.00 )

$ 6,576,319.00

State and Federal Taxes ( approx . )

Net cash to Clark M. Clifford

( 3,825,000.00 )

$ 2,752,319.00

Shares Remaining After Sale : 2,246+

Robert A. Altman

Gross Amount Received $ 10,880,000.00

Less :

Costs and expenses paid

Repaid Note of July 25 , 1986

Repaid Note of August 14 , 1987

Interest paid on loans

Commission on sale

Subtotal

( 4,979 , 352.00 )

( 1,154.250.00 )

( 725,289.00 )

(750,000.00 )

$ 3,271,109.00

( 1,918,000.00 )

$ 1,353,109.00

State and Federal Taxes ( approx . )

Net cash to Robert A. Altman

Shares Remaining After Sale : 1,122+

It is incorrect to assume that the shares retained by Clifford and

Altman could be assigned the same value per share as those sold to

one interested purchaser in 1988 . Today , the value of bank stocks

has sharply declined and there is no present market for their

current holdings .
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Mr. CLIFFORD. Thank you , Senator.

Mr. ALTMAN . Thank you, Mr. Chairman .

Senator BROWN. As I read that transaction , the combined gross

profit or capital gain was roughly $9.5 million?

Mr. CLIFFORD. Yes. What the Senator - we looked at the transac

tion in its entirety. We had made an investment of a ce tain

number of dollars and then, when we sold a part of our stock , that

was a certain total. And that gave us what the profit was compared

with the amount that we'd spent and the amount that we received .

And you put Mr. Altman's and my profit together, it came to over

$9 million before taxes, and after taxes, I think my profit was

about $2.7 million and his was about $ 1.3 , something likethat.

Mr. ALTMAN . Senator, I think it's also relevantto note for the

record, when you're examining this transaction and your questions

focus on the distinction between a sale at book value and then a

subsequent sale of the shares, that this was not a practice that was

unique to Mr. Clifford and me and this transaction . This was a

practice that First American followed generally. When First Amer

ican was acquired , the minority - excuse me — the subsidiary banks

that it owned had minority shareholders, and from time to time an

effort would be made to raise capital for those subsidiary banks,

and a rights offering would go out for the shareholders of the sub

sidiary bank , just as they did here for the holding company.

Now, whenever we issued stock and this would be stock that

would be issued to the public , the public would also buy the stock

in First American at book. Now, if a member of the public is a mi

nority shareholder of, say, First American Bank of Maryland and

that bank is raising additional money , that shareholder buys the

stock at book . When the shareholder goes to sell the stock , that

price may be higher or lower than book. Today, most stock will

trade at a substantial discount from book . Back in 1988, when we

sold ours, the stock generally traded at a substantial premium to

book , but there are two different pricings and that's — what I'm de

scribing is that the transaction that we followed here for the hold

ing company was the same practice that we followed with the

public in the sale of stock in our subsidiary banks.

Senator Brown. Well, I noticed your sale in 1988 being at a little

over $6,800 or in that neighborhood. The report I have is that in

1989, after another profitable year, the stockyou were able to pur

chase at less than $3,000 a share, some additional stock

Mr. ALTMAN . That was another rights offering and, as I've just

described, rights offerings were done at book . That was done by the

top holding company and that was done by our subsidiary banks

with the public orthe company taking its portion of it.

Mr. CLIFFORD. If I might add, it's there - see, we had become

shareholders in 1986, so whenever there was a rights offering after

that, we were entitled to whatever our share was of the rights of

fering at the book price, which was what all the other shareholders

paid.So when we bought that stock for some little less than $3,000 ,

every other shareholder bought it at the same price .

Senator BROWN. So it was rights based upon your holding of the
stock ?

Mr. CLIFFORD. Exactly, Senator.
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Senator BROWN. And that was made available proportionately to

all stockholders at the time.

Mr. CLIFFORD. Exactly.

Senator KERRY. Could I just talk a minute ?

Senator BROWN . Sure.

Senator KERRY. When you talk about this sort of offering of

rights and transfers, in effect First American was taken private,

correct ?

Mr. ALTMAN . It was, over a period of time.

Senator KERRY. So that when you became shareholders, am I cor

rect - I am not sure of this — in about 1986

Mr. CLIFFORD. Yes.

Senator KERRY (continuing) . It was private ?

Mr. CLIFFORD. Oh, completely.

Mr. ALTMAN. The holding company was private, not the subsidi
ary banks.

Senator KERRY. No. I understand, not the subsidiarybanks, but
when you talk about the share offerings that you and I are refer

ring to, we are not really talking about a share offering to the

public. We are talking about a share offering to this small family,

this sort of network family ?

Mr. CLIFFORD. Only to shareholders.

Senator KERRY. And the shareholders, at that point, were what

about 30 people, correct?

Mr. ALTMAN . About half that.

Senator KERRY. Half of that, 15 people. So when you say this was

offered to people, it was offered to other people, all of whom were

part of this little family — the shareholders ? This was Mr. Kamal

Andam ; this wasSheik Zayed, et cetera . Correct ?

Mr. CLIFFORD . There were 14 shareholders and when there was a

rights offering, it was confined to those 14 shareholders.

Senator KERRY. What confuses me a little bit is, as my colleague

pursues this, I was looking at a spreadsheet here for 1986, this is

just for Mr. Hammoud's purchases. Now , in 1986 , Mr. Hammoud

purchased shares; he purchased 5,747 shares for $ 2,216 per share,

and it was financed by a loan from BCC . In 1987, he purchased

1,216. The price was $2,430 per share. He again a loan from BCC .

In 1987, he purchased 2,803 shares for $ 2,430, a loan from BCC fi

nancing it , and then, suddenly in 1988, about what - 5 months

later, he purchased 1,600 shares for $ 6,800, a loan from BCC; and

then , on the same day, another 3,200 shares for $ 6,800 , financed by

a loan from BCC. And then, 1 year later, he buys 968 shares, but

suddenly for $2,774 a share a loan from BCC.

A little later - excuse me on the same day, he purchases an

other 881 shares, price per share of $ 2,774 loan from BCC , and

then again , subsequent transactions. You have this range of Mr.

Hammoud, exclusively from loans from BCC , buying shares and

this extraordinary, sort of ballooning of the price of your shares

and then the balloon deflates and suddenly , boom , he is buying

them back at $2,700 .

To the personon the outside looking inat this network of sort of

14 shareholders borrowing money from BCC, all to purchase shares

in CCAH , it looks like there is something going on and it is hard to
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explain it. Were there different voting powers in these different

shares ?

Mr. CLIFFORD. Well, I think there are two explanations, Senator.

See, you are looking at two separate types of transactions. One,

when he pays something in the neighborhood of $2,300 up to $2,700

for stock, youare looking at very likely a book transaction . Some

times when offerings were made and some of the other sharehold

ers did not subscribe, they might let another shareholder get

theirs, so he'd get theirs at book also . That would account for some

of it. Another answer to it is

Senator KERRY. Why would he want to pay $ 6,800 and incur a

financial liability, since he is borrowing money to doit, when, you

know , a little bit later he got it at so much less. Why would he

want to incur that liability ?

Mr. CLIFFORD. Well, I will give you my answer . In 1988, when he

acquired our stock, there was no rights offering that year. And you

notice he had been acquiring stock every year, so apparently he

had made a policy decision that he wished to be an important

holder of our stock. Now , although he paid a substantially higher

price that year, and the very next year, you see, there was a rights

offering, and that would average down his cost.

If you look at what Mr. Hammoud was doing, he made purchases

over 4 years and you then average out what his cost is, and it

comes to something like $3,400 a share. So if he decided that he

wanted to acquire a position, my own view is that he went at it

rather astutely. Over4 years he acquired a substantial amount of

the stock , and his average was $3,400.

Senator KERRY. You could look at it another way, which is to say

that it was not so astute . He made a conscious decision to go into

big debt - unless he did not have to pay the debt — but that he paid

more for your stock than he paid for all the other stock that he

purchased in total.

Mr. ALTMAN. But by purchasing our stock, he gained the right in

subsequent rights offerings to buy more shares at book value.

Senator KERRY. He did not have that right from the prior pur

chases ?

Mr. ALTMAN . No, sir.

Senator KERRY. Why is that ?

Mr.ALTMAN .Hetheprevious

Senator KERRY. I am sorry to be obtuse about it . I just do not

understand it . So tell me why.

Mr. ALTMAN . That is OK.

Mr. CLIFFORD . I think Mr. Altman did not understand. From

every purchase that Hammoud made, he could always participate

with reference to those purchases in the rights offering.

Mr. ALTMAN . I was makinga somewhatdifferent point, and it is

if Mr. Hammoud makes thedecision that he wishes to become an

important shareholder in First American, he likes the prospects of

the company and wants to become an important investor, he - the

only way he can do it is, he can pick up stock that is waived at

rights offerings. But other than that, he has to buy stock from ex

isting shareholders, and, Mr. Chairman , you've acknowledged that

there are very few of those.
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Now when he buys stock at a premium , that gives him the oppor

tunity in all subsequent rights offerings to get a larger pro rata al

lotment of stock at book , and that is, I think, the investment ap

proach that Mr. Clifford was describing, that is, that Mr. Ham

moud was averaging down his costs, but

Senator KERRY. How often did they make those kinds of at- pre

mium purchases?

Mr. ALTMAN. Well, there are any number of those trades over

the year. Those are in the stock register of the company. We do not

know what the prices are. Mr. Clifford has indicated some of the

information we have heard, although we can't state it with certain

ty, but there were trades over the years.

Senator KERRY. When were you granted the power of attorney to

effect that sale ?

Mr. ALTMAN . To effect which sale ?

Senator KERRY. The stock transaction for Mr. Hammoud.

Mr. ALTMAN . Senator, last night I received from the committee a

power of attorney signed by Mr. Hammoud, and to the best of my

recollection I'd never seen that document before. I don't know what

that relates to.

Let me make one other observation if I might on Mr. Hammoud .

Senator KERRY. Well, if Ican just follow up on it because I want

to try to understand this. I ask these questions again. There is a

premium price and there are other sales, and I think it would be

helpful to have some documentation that would show us some of

the other premium sales. The reason I ask this is that this situa

tion is not dissimilar to other powers of attorney which your firm

held on behalf of all the shareholders.

Mr. AlTMAN . To the best of my recollection , that's not correct,

Senator. And that's why I need a little time to study it, because I

got it last night.

Senator KERRY. Did you look at the other document ? There is a

Qabazard, Mohammed Husain Qabazard, who gave you power of at

torney in 1983, and we have a number of other power of attorney

certificates which show a 1983 date .

Mr. ALTMAN . Do you have the number in the book ?

Senator KERRY. I do. It is No. 27. Just behind the Mohammed

Hamid.

Mr. ALTMAN . Yes, sir, I see it. We got this document last night

from the committee, and we've asked counsel to take a look at the

files that we have. Based on a fairly quick review, we don't believe

that we have ever seen this document before. Now I have had

powers of attorney from the shareholders, and that generally re

lates to taking action at the company, including the right to vote

stock at annual meetings. But myrecollection is always excluded

from those powers of attorney was the right to sell stock .

Therefore, when I first saw it, I thought this was another one of

those powers of attorney. But this gives an authority to sell shares,

and that is something that to the best of my recollection I'd never

seen before. I do not know how to explain it. I don't know where it

came from , but I don't believe it was ever in our files.

Senator KERRY. Do you recall, did you have a chance at all to see

orhear the testimony of Mr. Rahman ?

Mr. ALTMAN . Mr.
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Senator KERRY. Rahman . He was the former comptroller. It was

in the paper.

Mr. CLIFFORD. Yes.

Mr. ALTMAN . I saw portions of it .

Senator KERRY. He described under oath to this committee. He

described Mr. Hammoud as the " most flexible of our flexible

fronts ” for BCCI.

Mr. ALTMAN . Well, I would say two things about that, Senator.

The first is that Mr. Hammoud is one of the individuals who was

not listed by the Federal Reserve as a nominee in their notice of

charges. He was in the category of bona fide shareholder. Now, I

cannot speak for the Fed, I do not know whether that is a final po

sition oran interim position, but we noted that he was not listed.

And the second fact that I would noteto you is there is a contra

dictory set of letters thatwe received. I believe we have supplied

them to the committee. I know that we have supplied them to the

Federal Reserve when we received them, and these were related to

these loans from Mr. Hammoud that you indicated BCCI had ex

tended.

In the fall of 1990 , we had been contacted by Mr. Hammoud's

estate. Mr. Hammoud had died earlier in the year. And we had

been contacted by his estate . His estate believes that the stock is

stock that belonged to Mr. Hammoud and now belongs to his heirs.

They certainly take the position that Mr. Hammoud was no nomi

nee. He was a bona fide shareholder. And they had asked that the

stock be transferred into the names of the heirs. And we were seek

ing certain documentation in that regard before the transfer could

belawfully effected.

While that was under way, we were contacted by an auditing

firm in London that was an auditing firm for BCCI. I had not

heard of the firm before. It was called Siddiki & Co. And they

wrote us a couple of letters in which they said , as to that stock

which the heirs are claiming, BCCI has extended loans and we

have a lien on thatstock. But 3 days later

Senator KERRY. I have just been advised that you wanted to try

to have a break . Is that accurate at some point?

Mr. CLIFFORD . No. Well, let us finish this.

Mr. ALTMAN . If we could do it when we finish this subject ? But 3

days later, on November 30, 1990, we received another letter from

the same firm , and it reads as follows: With reference to our letters

dated November 14 , 1990, and November 27 , 1990 , we regret to

inform you that both these letters were written under some misun

derstanding on our part and request you to please treat them as

canceled and withdrawn. So they are in effect telling us that there

are no liens against these shares.

Senator KERRY. I remember that. I think you testified to that in

the House.

Mr. ALTMAN . We presented that to the Federal Reserve. We

don't know what the exact truth is.

Senator KERRY. Did you ever meet Mr. Hammoud ?

Mr. ALTMAN . I've met his son , but I have never met him.

Senator KERRY. You never met him?

Mr. CLIFFORD. I never met him .

Mr. ALTMAN . No, sir.
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Senator KERRY. Let me kind of narrow this ,and tell you why the

committee is concerned . And maybe you could help us out in ex

pressing it . Is it fair to say that this was a no -risk loan to you ? A

no-risk stock transaction ?

Mr. CLIFFORD . No, you can't go that far. What we did was mini

mize the risk . But as Mr. Altman explained it a little earlier

Senator KERRY. What would you describe the risk as ?

Mr. CLIFFORD. Well, one risk is that the BCCI always looked out

for its own interests, as we found that out after a while. So that

when we went back to them to ask for a second loan, because we

had another rights offering we'd like to take advantage of, they

said, well , we will lend you the money, but pay up the interest on

the first loan .

We said, the interest isn't due on the first loan. They said, we do

not care whether it is due or not. Unlessyou pay the interest up on

the first loan, then we'll not make you the second loan . So we paid

the interest up. As you total the amount that I paid and the total

that Mr. Altman paid, it came $ 1,000- $ 1,008,000. So

Senator KERRY. So did that not in effect come out of the subse

quent loan they made you ?

Mr. ALTMAN . The subsequent loan was used to purchase shares

in total.

Senator KERRY. The net - net at the bottomline was that you

were not really out -of-pocket in a sense. Let me tell you why I say

that. There was a side agreement, correct ? You had a side agree

ment in addition to the stock and pledge, you had a side agree

ment?

Mr. ALTMAN . We did not have a side agreement, at least I

wouldn't so characterize it. We had three documents which consti

tuted the loan agreement.

Senator KERRY. Well, let me ask you to turn to document 24,

which is a letter which you wrote to BCCI and in paragraph 1 it

says, " With regard to the note and the pledge agreement jointly re

ferred to herein as loan agreement documents, notwithstanding

any provision of said loan and documents to the contrary, BCCI.

So in other words, no matter what the loan documents say, we are

going to agree to the following. Now I consider that an agreement

outside of the loan documents.

It says, “ notwithstanding the provision , BCCI and the undesigned

hereby confirm and agree as follows." So this is your agreement

notwithstanding the loan documents. Paragraph 1, certain clients

of BCCI have given BCCI a firm commitment to purchase any of all

of the undersigned CCAH shares at such time as the undersigned

wishes to sell said shares, which says to me that you enteredinto

this with an understanding that no matter what, BCCI had an

agreement with you that they'd buy the shares. So you knew that

you could sell the shares.

Mr. CLIFFORD. That is not quite right, Senator.

Senator KERRY. Well, help me. What does it mean , then ?

Mr. CLIFFORD. It's a move in that direction, but unless a price is

put in there, it's meaningless.

Senator KERRY. Well, then it says, “ Paragraph 2: BCCI shall ar

range for the sale of such shares to such clients in such manner



197

and at such prices as BCCI and the understand shall mutually de
termine.'

Mr. CLIFFORD . All right, and if there is no agreement, then it is

meaningless.

Senator KERRY. Let me go a little further . Paragraph 4 says, “ As

a result ofthe arrangements set forth in paragraph 1 , BCCİ has a

ready market for the CCH shares held as collateral.” So they are
telling you that they have a ready market to secure the repayment

of the note. " And it is understood and agreed that the undersigned

shall not be obligated personally to repay to BCCI the loan princi

pal or any interest accrued thereon . BCCI shall be limited solely to

the undersigned's interest in the CCH shares or any proceeds

thereof." That is because they held the collateral.

So they are holding the collateral— your shares . They are promis

ing to buy them back . You do not have any interest to pay, accru

ing. And you have a guaranteed buyer.

Mr. ALTMAN . That is not correct.

Mr. CLIFFORD. Wait a minute.

Senator KERRY. Do I misread it ?

Mr. CLIFFORD. Well, until you get down to the end . We do not

have aguaranteed buyer, because there's no price stated in there

at all . They say they think there is a ready market. They will in

vestigate it, they will come up. If we set a price on it, and nobody

meets that price, I say again , the language is meaningless . Sena

tor ?

Senator KERRY. Is that, respectfully, sort of a - I am looking for

the right word. I mean , is that a euphemism for what you have

here, really ? I mean, given the relationship to BCCI, you have

called it very personal, that is the way you described it at the start.

There is this ongoing relationship,you have major interests togeth

er. Now are they going to suddenly refuse you the opportunity to

sell your shares ?

Mr. ALTMAN . Senator, I think this document may make more

sense to you if you understand its origins. And if I could just take a

moment with the committee and walk you through that, then this

may not seem so confusing to you . I refer backto the discussion

that we had earlier about the advice we received from New York

counsel that this had to be a nonrecourse loan . That was their

advice to us, and obviously we were going to accept their advice.

They were experts in this kind of financing.

The language that you refer to in paragraph 4 was language that

they drafted, for the most part. Andwhat itdoes is, it makes this a

nonrecourse loan . That is all that this language does. And in the
BAII loan documents that were originally submitted, they put in

similar language in those documents.

Now , the reason this letter was created was really as a result of

the evolution of the loan documents. Originally what New York

counsel had prepared was what was called a put agreement. New

York counsel felt that in order to try to create liquidity in the

stock, there was a need to have a put agreement, meaning an

agreement which allowedtheholder of the stock to sell it to some

one, to create a market. So that the stock - you would not be left

with an aliquid asset. So they created a put agreement.
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And originally when this loan was negotiated, they drafted these

documents and they drafted a put agreement with the intention

that our largest investor, Kamal Adham , who had an interest and

was enthused about our becoming shareholders because it gave us

an incentive to make his holdings more valuable as we build the

company,he was to sign the put agreement and that would create

the liquidity. Now this was discussed both with BAII and with

BCCI. It also gave

Senator KERRY. When you say, give it liquidity, what you are

really saying is marketability. Itneeded to be marketable. I under

stand that.

Mr. ALTMAN . Because otherwise we had no sure way ofselling

the stock at the time the loan becomes due. And they had the con

cept that it would also be advantageous to the lender, because a

lender would be in the same position . The lender forecloses on the

stock , and then the lender says, do I have a market to sell the
stock . Sa

Senator KERRY. I understand what you are saying. I am not ques

tioning, incidentally, there is a legal structure here. I can see that.

I am not arguing that this is legalor illegal. The question is, what

does it say about the relationship? I mean , we are trying toget into

a real person readout on this , not a legalese readout. I have no

question that this is explainable in terms of marketability, input,
and this or that.

But when you kind of bring it down to the lowest common de

nominator, the practical effect of it is to put into the hands of BCCI

stock that is indeed marketable. But it is collateral against your

loan . And in legal terms, because you have borrowed money and

they are holding the collateral, you are the recipient of the benefit,

ofthe proceeds ,of the sale, whatever it is going to be. So when the

sale ultimately takes place, you suddenly get this enormous profit.
Now I am not saying that is bad. You worked for 4 years and you

deserved some remuneration. I think the question people are

asking themselves, certainly the committee is saying, is,you know ,

wow, here is this fellow , formerSecretary of Defense, an extraordi

nary advisor and legal icon in Washington and another extraordi

narily bright capable attorney and so forth , presidents of banks,

major institutions, and there is nothing in writing. There is nosort

of legal agreement for their remuneration. They accept this $ 50,000

and go on for these years, and then suddenly, wham -bang, there is

this small family relationship turnaround ofstock in a very short

period of time, with a very large amount of money.

Now, you are practical people. You know that that sort of elicits

a question. And I am just trying to pose the question on behalf of

thepeople who look at this thing and say, what is going on here ?
Mr. ALTMAN . Sure.

Mr. CLIFFORD . There is another factor. I did not get into it before,

but it could help explain it to some extent. When we reached the

decision the time had come to buy stock in 1986, at first, I did not

contemplate making any loan . I could have financed it myself, and

intended to finance it myself .

I then look at the situation in my portfolio. Market is very

strong. I have very substantial gains in my portfolio. In order for

me to raise the money, I have toliquidate those stocks and pay the
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gain . And the gain is 28 percent Federal and 6 percent Maryland.

So to liquidate the stocks, I have to pay a 34 -percent tax on the

gain .

That seemed to be an unbusinesslike way to go at it from my

standpoint, and it seemed that instead of doing that at the time, I

also took into consideration the fact with which you are familiar.

If I liquidate the stocks at that time, in order to get the money to

do the deal, I pay that capital gains tax. If I keep those stocks, and

die with those stocks, no capital gains tax is paid. So I am looking

at it very carefully from the standpoint of my widow and three

daughters. So I could have financed it, but from a business stand

point, I would be paying a tax that I otherwise would not pay when

I die.

Senator KERRY. Is it fair to say, gentlemen, you got a hell of a

good deal? I mean do you at least characterize it as that? You did

not get what Steve Ross got for one year, but you got a pretty good

deal.

Mr. CLIFFORD. Did we, under all these circumstances, get a good

deal? I think we did . And I think I tried to explain that in the be

ginning by saying that the deal was arranged in a very friendly cli

mate .

Senator KERRY. Now, do you also see and I know, Mr. Clifford

you are too smart not to, that legitimacy of the issue is raised as a

consequence of that now. Do you?

Mr. ALTMAN . Sure. We understand why it creates questions for

people. We understand it very clearly . I think we would prefer that

we had never bought any stock in the company in light of all the

controversy about it, butit seemed so routine at the time. We were

involved , we were creating an enormous value here . These people

were making hundreds of millions of dollars as a result of our

effort, and we thought it was appropriate, if we could acquire some

stock , to participate in some of that benefit that we were creating

for these investors.

And Mr. Clifford talks about it was a friendly relationship ; it

was. When we negotiated with BCCI, it was quite friendly . They

had, I think, a desire for us to acquire stock . Keep in mind, as we

understood the facts, Mr. Abedi had recommended this investment

to these very important clients, the people who had founded his

bank, and who kept hundreds of millions of dollars — indeed , we

hear, billions of dollars in his bank. And we are taking this in

vestment and making it, which he once said to us , it was the best

investment he ever had had recommended to any of his clients .

And so he wanted us to gain stock and have that incentive to

continue to make this valuable; that put him in very good shape

with his clients. That's what investment advisors like to do .

Mr. CLIFFORD . As you get into it , Senators, there is another

factor. And it helped put it in perspective. In 1988, when we sold

the stock , as we looked at the figures in that year , the amount of

the investment on the part of the investors had doubled. They had

put up originally $200 million . We had then called on them from

time to time in rights offerings, and they had put up another $300

million . So they had made an investment of $ 500 million in First

American .
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In 1988 an analysis demonstrated to us that the company was

worth $1 billion , a minimum, at that time. Now interestingly

enough, that was our evaluation. We discussed that at the time.

They agreed over there that the value had gone from $ 500 million

up to $ 1 billion . The amount that we had in mind for the unique

servicethat we felt we rendered, was minimal compared to the
$500 million .

Now , in order that you understand the next event that took

place, in the spring of 1990 we get a letter from Hugh McColl, head

of NCNB. And he says, in effect, wehave been investigating First
American for some time, and we're interested in it and wewould

like to acquire it.

And hesaid that in order, Mr. Clifford, to show you that we are

serious about it, I would say, even in this letter,I am willing to

offer you $1 billion for First American . So it merely confirmed the

estimate that we'd made.

WhenHugh McColl said in his first offer he would pay $1 billion,

I immediately translated that in my own mind that he must have

about $1.3 billion or maybe even $1.4 in mind. So that was the

value that was offered . So that as you look at it from the stand

point of those figures, if the profit that they recognize there that

we felt and they felt we have gotten from them with our efforts,

and then the amount that would be our return on that, it came to

less than 1 percent of what we had produced for them .

Senator BROWN. I wanted to goback a moment if I could and

finish the outline of the loans. As I read the documents, on August

14, 1987, there were additional loans that apparently were designed

to cover both the additional stock purchase made in that period

andthe interest apparently on the previous loan .

Mr. ALTMAN . I don't think so , Senator.

Mr. CLIFFORD. No.

Senator BROWN. Could you enlighten us as to what that was ,
then?

Mr. ALTMAN . There was a second loan that was made in the

summer of 1987, if that's your reference. And the amount of the

loan was the exact amount of the cost of the stock that we pur

chased, to the dollar . So all the money that we borrowed , we used

to buy the stock, and we placed that stock as collateral. At the

same time, we were out ofpocket the approximately $1 million in

interest that we paid on the first loan. The interest was not funded

by BCCI .

Senator BROWN. Where did the money for the interest come

from ? Did you borrow the money for the interest payment?

Mr. CLIFFORD. Out of our pockets.

Senator Brown. Out of your own pockets ?

Mr. CLIFFORD. That's right.

Senator BROWN. Well, let me suggest to you what I believe the

facts suggest. Perhaps you can set me straight. I mean , as I look at

this, wehave stock purchases that are financed with 100 -percent

loan to value that are totally nonrecourse, and that you arenot

liable for the amount that is involved. The stock is held by BCCI,

and the loans, interestingly enough, at least this latest loan , was

written August 14 , 1987 , and due August 15, 1987.

Mr. CLIFFORD. That is a typographical error .

។
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Senator BROWN . Maybe you can help us with that . What should

it have said ?

Mr. ALTMAN . I believe it was due 12 months later.

Senator BROWN. Twelve months later.

Mr. ALTMAN . I believe the date was a mistake.

Senator BROWN . Looking at the first loan , it was held in default

for several months, and I put it to you, if you were examining this

as counsel for someone, wouldn'tyou basically call yourself a nomi

nee for BCCI, to receive the stock and not hold it and not have li

ability ?

Mr. ALTMAN. Under no circumstances would we consider our

selves nominees for BCCI in the holding of the stock . A couple of

points, Senator, as the Federal Reserve has testified , there was

nothing prohibited or impermissible about our borrowing money

from BCCI and our pledging the stock, and putting up the stock as

collateral does not give BCCI ownership or control over that stock.

I would give you an example. If you go to a bank and you are

buying ahouse and you borrow the money, say you get 80- or 90

percent financing and you borrow the money, you wouldn't say

that the bank owned the house. Youown the house. Now if you go

into default on your loan the bank has certain rights to foreclose

and get ownership. That did not happen here.

You say that the loan went default, that is incorrect. The loan

did not go into default. Prior to the time of the maturity of the

first loan, we had the understanding that I have described to you ,

and the second loan had not even come due.

At all times we had legal ownership to that stock, at all times we

had voting rights to that stock , and we voted the shares every year

at the annual meetingsof the company. BCCI never had any own

ership or control and it has never been so alleged by anyone.

Senator BROWN. A couple of thoughts, Mr. Taylor's testimony is

frankly this: The Fed received explicit commitments from the in

vestors and their representatives that the acquisition was being

made with the investor's own funds and that BCCI would not ac

quire shares or finance the investors.

Mr. ALTMAN . I think we have explained , that related to the

tender offer in 1982

Mr. CLIFFORD. Right.

Mr. ALTMAN . And Mr. Taylor has so testified .

Senator BROWN. Well, in terms of being in default, at the least

the documents themselves indicate that it was in default, that it

was not paid when due. Is there something missing here that we

are not seeing ?

Mr. CLIFFORD. Yes, there is something there, but you have seen

it. There language in there that indicates that if at the due date

the matter is not paid, then plans will be made to rollover the

stock .

Mr. ALTMAN . That is set forth in the same document, paragraph

3, BCCI shall assist in refinancing or shall rollover the note. It is

right in the loan documents that you were just referencing.

So the loan neverwentinto default, sir.

Senator BROWN. I think what you have to do is look at the sub

stance of the transaction .

Mr. ALTMAN . We agree.
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Senator BROWN. And it appears to me, the substance of the

transaction was that you got the title to the stock without putting

up a single penny of yourown money and suffered no loss whatso

ever ifthe stock dropped in price, and did not have possession, ap

parently BCCI had possession of the certificates.

Mr. CLIFFORD. Only as collateral. Title did not pass .

Senator Brown. What element is there herethat puts liability

on you for this stock purchase ? Where is your liability ?

Mr. ALTMAN . We have said , Senator, that it was a nonrecourse

loan. When you have a nonrecourseloan that doesn't mean you are

not liable on the loan. You are liable on the loan. We had every

intention to repay the loan and we did repay the loan and we

repaid the loan with interest.

A nonrecourse loan means simply that in the event you default

on the loan, the lender cannot go seize your house or your other

assets. You and the lender have agreed on the collateral which the

lender must look to satisfy that obligation.

And nonrecourse lending is common . It is done all the time. I

have been in other transactions in which nonrecourse lending is

utilized . So it is not

Senator BROWN. Did your bank ever make 100 percent to value

nonrecourse value on stock ?

Mr. ALTMAN . I am not aware of any such loan .

Senator KERRY. In effect, this loancouldn't be defaulted on in re

ality ? The reality is you couldn't default on this loan because by

the agreement the interest

Mr. AlTMAN . Would accrue.

Senator KERRY. Correct. So there was default impossible.

Mr. AlTMAN. What it provides, Senator, is that in the event you

do not repay the loan, BCCI is to assist you in refinancing the loan ,
and in the event

Senator KERRY. They held the stock .

Mr. ALTMAN . Or they can seize the stock itself .

Senator KERRY. I understand that. But I still am troubled , and I

just want to say to you, by a larger piece. You had a subsequent

agreement, I guess, a purchase and sale agreement on your stock

because you continued to hold stock , correct ?

Mr. CLIFFORD. Yes.

Mr. ALTMAN . Yes, sir.

Senator KERRY. And you made an agreement onthis stock, I be

lieve, now maybe I am wrong and this doesn't apply to that stock ,

but I read it as applying tothe stock you hold of CCAH . This is

document No. 29 .

In document No. 29 there are two agreements, one between Mr.

Clifford and BCCI and the other between Mr. Altman and BCCI,

and in both ofthem , you say that in the event the seller owns any

shares of CCAH at the time of his death , seller hereby agrees to

sell and buyer hereby agrees to buy all of said CCAH shares for

cash at a price of $ 2,310 per share which currently represents sell

er's average cost per share.

So in effect your estate would be the recipient of $2,310 per
share, correct ?

Mr. ALTMAN . If you were still holding any stock, yes, sir.

Senator KERRY. If you were holding any stock .

0
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Mr. ALTMAN . Right.

Senator KERRY.But you made that agreement with BCCI and I

don't understand why BCCI would be the beneficiary of CCAH

shares at the time of your death . Why wouldn't CCAH sharehold

ers have the first option to purchase ?
Mr. CLIFFORD. We weren't in touch at that particular time with

the other CCAH shareholders. That is a group Arabs that are in

the Persian Gulf. I am the one who came up with this thought be

cause again , considering about what would happen. If I die, and

there is stock in my estate and there is no market there then that

creates a problem again .

SenatorKERRY. I understand that

Mr. CLIFFORD . I approached Mr. Abedi about that and said ,

excuse me, Mr. Naqvi by thattime and said would you agree to

take that stock off my hands ? He said , I would agree to take it off

of your hands if you set the price at a low enough figure. So you

see that it is set at book, and there are these two, we have dis

cussed that for some time, there is the book level and then there is

the trading level.

So from their standpoint, they were assured they could always

get book forit, and they might do a good deal better than book . I

think he looked upon it as an opportunity ultimately of making a

substantial gain .

Senator KERRY. Well, it raises the question of whose interests

you representing,the shareholders of your bank or Mr. Abedi and

BCCI who would be enriched ahead of them. I mean, if the share

holders can't get a first shot at your sharesand you are sort of of

fering them off to BCCI, it seems to me, BCCI is being enriched

either in the place of their nominee shareholders or instead there

of.

Mr. ALTMAN . Senator, maybe I can assist you, so that you under

stand this more fully. We are talking about stock , as we described,

that has an uncertain market and an uncertain value. Now this ar

rangement is made very shortly after the time we sold stock at

$ 6,800 a share. So it gives you some idea of how uncertain we

thought the value of the stock was and how uncertain we thought

the market or liquidity was for the shares because in the event of

death, we were prepared to accept

Senator KERRY. You just testified about a little while ago about

the extraordinary growth, how it was going up every year, and how

the bank was worth $1 billion and how it could be sold and this

wasa great asset. Whythis uncertainty ?

Mr. ALTMAN . We believed that the value of the company, if it

were to be sold was in the neighborhood of $1 billion to $1.5 billion .

But if we were to sell our portion of the stock which was approxi

mately one percent of the total outstanding, there might not be a
buyer for it at all.

And this was the point that our New York counsel was making

to us. Second, you ask, why do we go to BCCI? The point that was

made to me by New York counsel is, you can't make these kinds of

arrangements with Kamal Andam or one of these Arabs' share

holders because you need someone you need an institution.

Youneed a place where you can go in the event you have to en

force this agreement. One of the shareholders can die. They can be



204

unavailable. This is the kind of arrangement that should been

tered into with an institution , and that is what led us to go to BCCI

to effect the arrangement.

Now the result of this transaction, if it were to occur, is that

there is no restriction onus selling our stock . We may end up with

no stock in the event of death or we may end up holding some

shares and given the situation today, it looks morelikely than not

that we would own stock of whatever value.

But in the event that the shares remained in the estate , this cre

ated a market. Now from our standpoint, we were prepared to

forego any potential profit in the stock , even though we thought

the company would continue to appreciate in value,because we

wanted to assure liquidity, particularly in the case of Mr. Clifford.

From the standpoint of BCCI it made excellent sense because

they knew these shareholders, they had access to them , and they

feltthey had this ready market for the stock. So if they bought the

stock from us at $2,300, they felt they could turn it around at a

profit, that was the expectation in this arrangement, and we didn't

have that same access or same assurance .

Senator KERRY. Let me just ask counsel, I am just concerned

about the time question, we are going to break for lunch before too

long and I know you wantedtohave a solid interval there which

we are delighted to provide. Do you want to continue for another
say 15 or 20 minutes and then break ?

Mr. BENNETT. At your convenience, sir .

Mr. CLIFFORD. I would like to, so that we know that we are

making progress .

Senator KERRY.Mr. Altman, if I can just direct you, this is some

thing that I know came up in the House a little bit, it still has left

a few questions and I want to ask , document No. 30–

Mr. ALTMAN . Thirty ?

Senator KERRY. This is the letter, somewhat argued about now ,

that you were sent by Mr. Ryback from the Federal Reserve in

which he said to you , an issue was raised on whether any of the

financing, this is December 13 , 1989 .

Mr. ALTMAN . Yes, sir .

Senator KERRY. At this time in 1989 , the Fed expresses a specific

concern about whether any of the financing of the equity invest

ment,it is referring backnow to the letter thatwe referred to ear

lier. We sort of began with the original standard of operating here.
Mr. ALTMAN . Right.

Senator KERRY. And the original standard of operatingwas the

notion that there would not be a mix of the financing, business

management, et cetera . This letter now says that, it recites that, it

reasserts that principle and says in 1989, according to the Fed: it

was indicated at the time, referring back to the original takeover,

that the individual investors had substantial funds and only a

modest portion of the total investments would be financed. Fur

ther , any personal borrowing by the investors would come from fi

nancial institutions unaffiliatedwith BCCI.

I know you have been through this somewhat, I just want to

make sure people understand what I am asking. The next para

graph says: In order to clarify the situation, it would be helpful if

you would provide information on any loans extended to the origi

?

1
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nal or subsequent investors, either directly or indirectly by BCCI or

any of its affiliated organizations. The information should include

all loans extended to the investors, regardless of purpose, whether

they are secured or not and in what manner, et cetera.

NowI know you explained to the House saying that you didn't

think that that applied to you because your loan had been paid off.

Is that accurate ?

Mr. ALTMAN . Yes, sir.

Senator KERRY. In the letter you got back from — to you from Mr.

Naqvi, as a consequence of, I think your forwarding this or for

warding information about it, Naqvi says to you, he says, I can't

provideyou with confidential information about our customers' fi

nancial arrangements, which begins the process of evasion to you,

incidentally, not by you but to you.

He thensays: Wecan confirm that none of the shareholders in

volved in the acquisition had any personal loans. That is just not

true, and we have learned that: Of course no, stock of CCAH or Fi

nancial General was placed as collateral for these loans, we know

that that is a lie on its face. It is a lie incidentally to you, by him.

And then it says: You should be aware — but he starts out his

letter to you saying: I am writing in response to your inquiry con

cerning whether there are any loans to any of the shareholders in

connection with the acquisition . But the letter from Mr. Ryback to

you and he has indicated to us , that he was not looking just for the

acquisition, and in fact, his letter is very clear .

It said : Will you provide us with information on any loans, origi

nal or subsequent investors. My question is why you would have

not advised the Federal Reserve that there were in fact subsequent

investors, namely you .

Mr. ALTMAN . That was the question , Senator. Let me see if I can

help you with your understanding of it .

Senator KERRY. First of all, just tell me, how do you read that

into the original question , I mean, into his original letter ? Does his

original letter sayoriginal or subsequent investors?

Mr. ALTMAN . Yes, sir, the way you read the original letter is cor

rect, but there were subsequent communications, oral and written ,

which will confirm what I am trying to explain to you.

Senator KERRY. Is there any written communication from the

Fed that altered that ? Did the Fed alter that?

Mr. ALTMAN . There was written communication given to the Fed

which altered that.

Senator KERRY. That is the memorandum that you wrote ?

Mr. ALTMAN . And more than that, there were other documents

that were provided.

Senator KERRY. Have you provided those to us?

Mr. ALTMAN . Yes, Senator, I believe we have.

Senator KERRY. Do you know which ones they are, Mr. Bennett?

I am not familiar with them .

Mr. BENNETT. I think Mr. Altman will be going through them

now.

Senator KERRY. Fine .

Mr. ALTMAN . Mr. Ryback , in December, had submitted to me a

letter that is rather broadly worded and you have very accurately
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read it into the record. When I received the letter I spoke to Mr.

Rybackand indeed , I spoke to him more than once.

And Mr. Ryback explained to me what it is that he was seeking

by wayofinformation. I might note that the first paragraph of Mr.

Ryback's letter Ibelieve is the matter relating to the tender offer.

Then he goes on his second paragraph and deals with the subject of

any loans made then or subsequently.

Now when we received this letter and spoke to Mr. Ryback,I

pursued the matter in two ways . I pursuedthe matter with BCCI

directly and I pursued the matter with our shareholders and then I

provided the Federal Reserve at various times with the information

that we had learned.

Mr. Naqvi's letter that you have referenced indicates that BCCI

did not finance the original acquisition. I don't have access to the

documents. I accept what you say, that that is an incorrect state

ment, but that was the representation that was made.

He goes on to say in that letter that you should be aware that in

the years following the acquisition, some of the persons who

the list of shareholders of CCAH have from time to time borrowed

from BCCI. He indicates there are subsequent borrowings. He

doesn't detail them, because he won't give us that information for

the reasons he describes in his letter.

Now during this period, 1989 and into 1990, we started to receive

reports that were disquieting reports about the issue which you are

now investigating. I think I have testified before the House that we

heard about thisconversation of Mr. Awan, the taped conversation
of Mr. Awan in which he makes reference to nominee arrange

ments, and we had looked into that matter. We had gotten that

transcript. We had spoken with Mr. Awan's counsel. We had inter

view with Mr. Awan himself. I didn't personally but others did and

reported to me.

The Fed has also looked into that, and Mr. Awan has said that

he didn't have any information. It was a corporate rumor that he

had heard . We had pursued it in other waysas well. We had pur

sued it with the shareholders directly in some instances, and we

had pursued it with the most senior management of BCCI.

I pursued it, other attorneys pursued and we pursued it aggres

sively. We received information back that we thought at thetime

was credible. In this time period, the issue of lending arrangements

arose, and the matter came up about what BCCI's practices were

and actually, before this letter, it is my recollection that an invita

tion was extendedto Mr. Ryback to go and meet with the senior

management of BCCI so that he could ask any questions directly

that he might have.

And Mr.Ryback indicated that he didn't think that was indicat

ed and that invitation was declined. When we received this letter,

we then pursued it and we heard these reports that there were

large loans out there, that the loans were secured by stock , and we

reportedthat back to the Federal Reserve.

We did not necessarily think that the lending was impermissible

for the reasons that Mr. Corrigan and Mr. Taylor have stated. It

was not impermissible to borrow , even borrowing secured by the

stock . But we gave the Federal Reserve the information we had ob

tained .

1
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There is a document which has been provided to the committee

and it is marked: note to files, BCCI, dated January 9, 1990. I make
reference to this document because you need not simply accept

Senator KERRY. Is that the May 8, 1990 letter ?

Mr. ALTMAN . No, sir, it is an earlier one .

Senator KERRY. OK.

Mr. ALTMAN . You need not accept merely my representations

about these conversations with Mr. Ryback , this is a note that Mr.

Ryback himself wrote, that is my understanding, to his files and let

me read to you the pertinent parts: RobertAltman called in re
sponse to my letter concerning loans from BCCI to shareholders of

Financial General. Mr. Altman related that he talked to officials in

BCCI Luxembourg and they are in the process of pulling together

the information we need .

He states that BCCI told him that none of the shareholders of

Financial General directly financed the acquisition with loans from

BCCI. However, in subsequent years, someof the shareholders bor

rowed substantial funds from BCCI because of a slowdownof their

business interests in the Middle East and the fact that Financial

General was not paying dividends. Some of the borrowings may be

supported by a pledge of Financial General stock , he was not aware

of the payment history on these loans .

I also talk about a potential merger. So I told Mr. Ryback within

a couple of weeks of receiving his letter by his document, that we

had heard there were large loans out there but we didn't have the

information about it .

Now Mr. Ryback, as I say, explained to me the focus of his in

quiry, and the focus of his inquiry was twofold. Primarily , he was

interested in ensuring that the original representations that had

been made were accurate; that is , the representation that BCCI

was not financing the purchase of shares in the tender offer . That

representation had been made, it was made in that footnote that

we have described in the application, and he wanted to assure that

that had been observed .

That washis primary focus. He had a secondary interest howev

er and the further interest was that he wanted to know if there are

any current loans outstanding to these shareholders, personal

loans. And the reason that hadrelevance is because of the issue of

controlling influence under the Federal statutes, whethera lending

institution can get a controlling influence by reason of large out

standing loans.

So he originally writes a letter thatis very broadly worded in De

cember. I report back to him what I have heard about there being

large loans, about there not being any financing of the original

tender offer. That is the representation that was made, and I then

proceedto send letters to the various shareholders.

Now I say that I indicated that Mr. Ryback was not interested in

certain kinds of information , even though his original letter would

seem to call for it . Mr. Ryback wanted these two specific kinds of

information, and I had also indicated to him that tocomply literal

ly with this letter, I am told , wouldbe burdensome, to get every

loan ever made to any investor by BCCI. And that is why he fo

cused his inquiry as the specific information that he needed for his

purposes.
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On March 9, 1990, I write a letter to shareholders, individual let

ters and I state the following: We have been asked by the staff of

the board of governors of the Federal Reserve about representa

tions made by the investors who acquired First American. At the

time the board was advised that the acquisition of the company

would be primarily from personal funds and would not be financed

by BCCI.

BCCI has recently written a letter confirming the accuracy of

these representations to the board, I say this tothe shareholders,

they areall on notice as to what is happening.

Then I go on: The board's staff has requested current informa

tion on loans extended to First American investors by BCCI, in

cluding stock pledged to secure any such borrowings. As I said , the

board is not interested in certain things.

Then I go on at the conclusion of the letter and as I say , this was

provided to your staff, it says: If you have no personal loans at

present from BCCI relating to First American, you may simply
write us a short letter to that effect.

I make very clear by the language, if you have no personal loans
at present from BCCI.

It is a letter dated March 9 .

Senator KERRY. It is a letter you wrote, right?

Mr. ALTMAN. It is a letter I wrote to shareholdersand signed and

the language I am reading, the entire letter, the language I was

just reading was the concluding paragraph.

Senator KERRY. Is this in what you provided ? I don't think we

have that or I don't have that. Doyouknow where that appears ?

Mr. ALTMAN . Would you like my copy ?

Senator KERRY. That is all right, if I can get a copy . You have

read most of it.

Mr. ALTMAN . I believe it was provided to you , but inany event, it

makes clear that this was our understanding in real time, this was

our understanding of what they were asking, and we in turn were
saying to the shareholders, do you have any outstanding loans ?

Not, did you ever have loans that have been repaid .

The Fed wants to know, we say to the shareholders, about the

original financing and they want to know about any loans that are

outstanding. Now interestingly ,

Senator KERRY. You didn't sense from the Fed, Mr. Altman, I

guess these things are always subject to interpretation, obviously,

and I am not trying to force you to interpret something differently

than you did , but Ifind it Iguess strange, that they bring up the

issue so boldly in the front ofthe letter about the original concern

and that original concern sort of ran throughout their regulatory

effort.

Now you say to me, Mr. Rybackhad a different interpretation in

conversations. But I do know that Mr. Ryback has no memory of

altering his original request.

Mr. ALTMAN .Well, Senator, if I might, the letter that I just read

to you was a letter that was given to the Federal Reserve,so it is

I talked to Mr. Ryback, I tell him what I have heard. I am told

there are no loans relating to the original financing. I am told

there are large loans out there that we don't know what the infor

mation is, wejust understand there to be large loans.

1
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And I am told by him what we are interested in is current out

standings. What is the situation regarding current outstandings? I

confirm that in writing in this letter that I am describing and then

we give this letter to the Fed to show the Fed the information we

are seeking to elicit.

Now I am sure if Mr. Ryback says he doesn't recall it, I accept

that, but this letter will be in the files of the Fed which makes very

clear the inquiry we were making in response to the Federal Re

serve's question.

Senator KERRY. I have no question but that that was your inter

pretation and that is the wayyou went back to them. The question

in my mind partly is where the Fed went in terms of their original

inquiry and because the original inquiry I think means one thing.

That you had those conversations, or that you in fact made those

representations is on its face absolutely clear and accepted. The

only question is, was it full disclosure? You knew at the time

would it have been that difficult to list the people who had BCCI

loans outstanding for the purchase of CCAH shares?

Mr. ALTMAN . I didn't have the information , Senator. I knew that

Mr. Clifford and I had had loans which had been repaid a couple of

years earlier, but that wasn't responsive to his inquiry. We get a

letter, we talk to him . What is it that you want? He tells us and we

try to get him that information and I confirm in writing that that

iswhat we are trying to get for you.

Now you also have a memorandum dated May 9, 1990, a meeting

we had with the Federal Reserve.

Senator KERRY. I do, I have that. Who wrote that memorandum?

Mr. ALTMAN . The memorandum was drafted by one of my part

ners, Mr. Lesher. I also reviewed it and on the last page, Mr. Tut

tle's name appears, so I assume he also reviewed it. We were all

three at the meeting, and this was a memo to the file to summarize

and to record what was said at that meeting.

Senator KERRY. Just to put this in context, this May 8, 1990,

memo was written — you cite the Regardies article and the Wall

StreetJournal, and this is just about at the time, was it not, that

Price Waterhouse had had a meeting with Massihur Rahman in

London and had made public to him and others the report that

they had at that time.

I think it was about 1 month earlier or so, regarding all the inac

curacies and problems that were appearing at that point within

BCCI.

Mr. ALTMAN . That was not made available to us and in fact,

Price Waterhouse did not, when there was an inquiry made of

them at that time, they didn't even mention that report. So we

were unaware of this Price Waterhouse April 1990 report.

Senator KERRY. Let me inquire, Do you have more you want to

ask now ?

Senator BROWN. Just a couple of quick ones , and I know we are

going to come back this afternoon .

To put some sort of cap on this, did you disclose to the Federal

Reserve the financing you had received from BCCI?

Mr. ALTMAN. We disclosed it subsequently. We didn't disclose it

in response to Mr. Ryback's letter as it was nonresponsive.
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2

Senator Brown. It was nonresponsive to this letter or nonrespon

sive to what you had discussed with him after this letter ?

Mr. ALTMAN . When I received this letter I talked to Mr. Ryback

to understand the information that he wanted us to collect, and he

explained that to me. He explained that he was primarily interest

ed in ensuring that BCCIdid not in fact finance the original tender

offer in 1982. He said, I have a secondary interest. I don't want a

lot of volume of information . I don't need a lot of detail.

The second thing I need is if you can get information on any

loans that are today outstanding.So it was nota question of with

holding information that we could have provided to him . It was,

this is not what he is interested in and I understood the regulatory

objective that led him to make the inquiry .

So we say to him, we are told there are no loans, there was no

financing of the original tender offer, and we get him confirmation

of that, whether accurately or inaccurately and we reported to him

orally, and he makes a memo to the file about it.

We tell him, we hear there are large loans out there, but we

don't have any of the details. All we can tell you is we hear they

are there. He says, fine. The confirmation that he is seeking, only

current loans, and therefore our earlier financing was not relevant

is indicated by the letter I have just described to you which was

given to the Fed , that says, in response to your letter.

This is the information we would ask the shareholder to provide.

Senator Brown. Did you feel comfortable in not disclosing it ?

Mr. ALTMAN . It seemed immaterial to me. I didn't think any

thing of it. It was a loan that was made. It was a loan that was

repaid. I didn't attach any significance to it. We had reported the
fact that we had purchased stock every year to the Fed . They were

aware of it

Senator BROWN . Given the fact, let me just ask about that again .

Mr. ALTMAN . Sure.

Senator Brown . Given the fact, and I apologize to my colleague,

but given the fact that you had had these articles which you refer

enced in the memo yourself and there was then circulating a cer

tain amount of innuendo regarding the bank and there
Mr. ALTMAN . There was.

Senator BROWN [continuing] . And there was a significant amount

of, sort of, hey, First American is owned by BCCI and so forth . Is it

not fair to say that had you disclosed that you had significant loans

outstanding, that would have simply excited that process and inter

est significantly ?

Mr. ALTMAN . Senator, two points. One, we didn't have loans out

standing. The loans were repaid a couple of years earlier. So it had

nothing to do with this particular allegation insofar as we were

concerned.

And second , as I think my memorandum indicates, Mr. Ryback

subsequently did not even seek us to pursue information about cur

rent outstandings. We tell him, we understand there are loans that

were made subsequent to the original acquisition, and as I indicate

in the memorandum dated May 8, I will read to you a sentence

from that meeting.

On

th
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This is what he is telling us, and we are trying to be responsive.

We weren't trying to hide the fact that we had loans. It just didn't

seem to be of any particular moment.

Mr. Ryback stated, I am quoting: “ That his limited concern was

only to inquire as to any BCCI financing of the original acquisition ,

in view ofinformation supplied him by foreign supervisory authori

ties. "

We agreed to get permission from Mr. Naqvi to release the BCCI

letter, the letterwhere he says there was no lending, so that they

could check that. And then, I write Mr. Ryback a letter on June 11

and I say to Mr. Ryback: As a followup to our meeting, this is

simply to confirm that Mr. Naqvi, "hasadvised he has noobjection

if the Federal Reserve wishes to show his January 31 , 1990, letter

addressed to me to other supervisory authorities ."

Then I go on: Again , if you wish us in the future to seek any ad

ditional information concerning any financial arrangement be

tween First American's shareholders and BCCI, please let us know.

So at that point, even the current information as to current out

standings, they had indicated they didn't care if we pursued it and

that inquiry, as far as the Federal Reserve was concerned lapsed .

Now two points: The first, from the Federal Reserve and from

our standpoint, from the standpoint of both the Federal and our

selves, frankly, we didn't think there was anything to these allega

tions about nominee arrangements, et cetera .

So the fact that the Federal Reserve did not seem particularly

concerned or excitable about reports that there were large out

standings didn't strike me as peculiar. We did personally continue

to pursue the issue. We had talks with the shareholders and talks

with BCCI management and in the fall of 1990 when we got this

report about Mr. Hammoud and the possibility, the dispute as to

whether he had large loans outstanding relating to this , because it

related to this earlier inquiry, we provided that to the Fed when

the information came to our attention .

I am talking now about the Hammoud letters we were earlier

discussing this morning. So whenever we got this information, we

submitted it to the Federal Reserve so that they would now what

we knew .

Senator KERRY. Senator Brown, do you have anymore?

Senator BROWN. Mr. Chairman , I just wanted to enter into the

record some figures that I think relate to our previous conversa

tion. The loan that was taken out in July 1986 was at the LIBOR

rate and the LIBOR rate at that time was 6.75 , it does appear that

that is the rate of interest that was paid the following year.

That particular rate, the LIBOR rate, the 6.75 percent interest

was 144 to 14 percent below prime in this country at the time and

at the point it was, the note was due it was about 1/2 percent

below prime. So it was significantly below U.S. prime, not compara

ble with it, but significantly below U.S. prime at the time.

Also, in checking with the CRS, the tax law division , they indi

catethe applicable Federal rate was below or was above the rate,

the 6.75 rate. Thus, the Internal Revenue Code provisions, the feel

ing is, would apply. In effect, the loan rate, the rate on the loan

was below the applicable Federal rate , and therefore, I think sig
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nificantly raises a question with regard to tax liability in this hear

ing.

Mr. ALTMAN . We would disagree with that conclusion, Senator. If

I might also note for the committee on the subject we were just dis

cussing about Mr. Ryback, there was a letter that I also wrote to

Mr. Ryback that I did not earlier reference. It is dated February 5,

1990, and in that letter I state, quote: "My understanding that your

primary interest is the currentstate of borrowings from BCCÍ for

many of the First American Investors."

So this was a letter I wrote to Mr. Ryback to that effect. Could

you hear me, Mr. Chairman ?

Senator KERRY. Yes. Let me just say that I think we have cov

ered a significant amount of territory . There are some areas that

we definitely have to go into this afternoon .

I appreciate your patience. What we will do is, according to our

agreement, I think we will recess for a 2-hour period. We will come

back here at 2:45 and we stand in recess until 2:45 p.m.

AFTERNOON SESSION

Senator KERRY. The hearing will come back to order. I want to

come back and remind you that you stand sworn already before

this committee today.

Let me just announce that we are going to have normal Senate

interruptions here in a little while. I think we have a string of

back -to -back votes sometime around 3:30 p.m., and what we will do

is try to hang in here through the better partof the first vote and

then go over and take a short recess which I am sure you won't

object to . So we will proceed from there.

There are a number of areas yet to go through and I would like

to continue to do that. Some of them raise some tough questions,

buton the other hands, you have both proven yourselves capable of

dealing with tough questions. I hope that this is proceeding in a

way that everybody feels is fair and sensitive .

Turning your attention now back, Senator Brown has sort of in

quired about the stock transaction and I think what we are dealing

with here is not necessarily a single instance in any one place that

leaps out and says, hey, something wronghappened, but the ques

tion of the larger picture that people are looking at, sort of a con
glomerate effort

I want to assure you, the committee intends and we want to get

some questions in generically about this , about the lessons tobe

learned , about the responses, about what this does or doesn't repre

sent, about the conclusions that you both draw as a consequence of

what has happened. Some of those conclusions I know are very ob

vious.

Let me raise one issue and this has been a problem for the com

mittee since day one, and I think you know that because we ex

pressed that to you previously, and that has been the production of
documents and records.

And this may be something that counsel wishes, your counsel

wishes to address, Mr. Bennett, but we have sought a series of doc

uments and we have sought their release now from the liquidators

who are sort of BCCI at this point. And some of those documents, it
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has been asserted by you because you are the attorneys for BCCI

are protected by attorney /client privilege.

We wrote requesting some of these documents, that you be re

leased fromthe attorney / client privilege by the liquidators who

represent BCCI. The liquidators in turn have requested from you

that they see some documents in other to determine whether they

want to release these documents .

And we have a list of some 20 documents. We received a letter

from Mr. Bennett on October 23 , 1991 , a copy of which will be in

cluded in the record .

[ The information referred to follows:
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SAN FRANCISCO

SYON
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TORONTO

WILMINGTON

BY HAND

The Honorable John F. Kerry

Chairman

Subcommittee on Narcotics , Terrorism , and

International Operations

Committee on Foreign Relations

United States Senate

Washington , D.C. 20510-6225

Re : Messrs . Clifford and Altman

Dear Senator Kerry :

On behalf of Clark M. Clifford and Robert A. Altman ,

by this letter we are providing documents in response to your

letter request dated September 18 , 1991 . That request covered

a wide range of matters the past fourteen years . In

responding to this request , we have made good faith efforts

given the time constraints imposed to identify responsive

materials from the voluminous files relating to these matters .

over

For your convenience , we have restated below each

separate request set forth in your letter , followed by our
responses thereto . The referenced material is contained in the

separate bound volumes appended hereto .

" On page

serve as

1 . Request : 21 ( of your prepared

testimony ) , you
state that 'Before accepting the offer ( to

Chairman of First American ] however , a fundamental

agreement made with the shareholders on the issue of

authority . ' Please provide the subcommittee with any written

documentation of this agreement . "

was

on

Response: The specific agreement referenced between
Sheikh Adham and Mr. Abedi ( acting behalf of the

shareholders ) and Mr. Clifford , that he would accept the

Chairmanship on the condition that he ( and the Board of

Directors ) would have complete authority over the management of
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to

.

First American , was an oral agreement . To our knowledge , there

is no written documentation of this understanding .

During the course of the April 23 , 1981 , hearing

before the Federal Reserve , however , the investors who appeared
affirmed that their investment was passive in nature , and that
they intended to leave the management of the bank

Mr. Clifford and the American Directors . A copy of the

transcript of this hearing is appended hereto at Tab 1 ; we

direct your attention for example to the investors ' testimony
which appears pp . 58-59 , 65, 67 , 68 and 118 of that

transcript , well Mr. Clifford's statements which

appear on pp . 39-40 , 96 , 132-134 and 162 . The investors '

intention control of the bank's operations in its

American Board of Directors further evidenced by their

execution of a five year voting agreement pursuant to which the

late Senator Stuart Symington , the Vice Chairman of the Board

until 1988 , was given authority to name a voting representative

for holders of 60% of the outstanding stock of CCAH . A copy of

the original agreement , and a superseding agreement in July

1980 , is also appended hereto at Tabl .

on

as as to

to vest

was

2 . Request : " On
page 22 lof your prepared

testimony ) , you state the law firm of Clifford and Warnke was

retained , at the express request of the shareholders to

as general counsel to First American . Please provide the

document to the Subcommittee . '

serve

11

Response : The shareholders ' request that Clifford &
Warnke serve as legal representative to First American is

memorialized in Sheikh Adham's letter to Mr. Clifford dated

March 8 , 1985 , appended hereto at Tab 2 .
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" On3 .
Request : page 44 lof your prepared

testimony ] , you state that ' unlike the alleged sham loans to

nominees , our borrowings were real obligations, fully

documented , and were repaid over three years ago . Please

provide the Subcommittee with the loan documents .

Respons Documents responsive to this request are

appended hereto at Tab 3 .

" On4 . Request : page 46 ( of your prepared

testimonyl, you state that in response to allegations that in
1989 and 1990 that BCCI owned First American , we made prompt

1
inquiries to determine whether there was substance to these
allegations . Please provide the Subcormittee with all written

inquiries made concerning this issue and all
responses

thereto . '

Response : Documents responsive to this request are

appended hereto at Tabs 4 and 5 .

5 . Request : " On page 47 lof your prepared

testimony ) , you refer to several conversations with ' top

management of BCCI ' concerning alleged ownership of First

American . Your oral testimony elaborated : ' We then went to

the top management of BCCI . I went together with some of the

other defense attorneys who were representing BCCI . I might

say that we pursued the issue rather aggressively, and all of
believed that the denials which were emphatic

credible . ' Please provide all documents that reflect your

inquiries to BCCI management regarding the allegation that

First American Bank was owned by BCCI , and their responses to

you .

us were



217

Response : Documents responsive to this request are

included among those appended herero at Tab 5. Other documents

responsive to this request are protected from disclosure by the

attorney-client and work - product privileges .

6 . Request : " On page 43
lof your prepared

testimony ), you state that counsel mado a 'private inquiry of

the accounting firm of Price -Waterhouse ' concerning alleged

ownership of First American by BCCI . Your oral testimony

elaborated : ' We also had discussions with Price Waterhouse as

kind of an independent check... Price Waterhouse advised

counsel that there was no evidence in the record that BCCI had

financed the original acquisition or had an ownership interest
in the property . Please provide all documents that reflect

your inquiries to Price Waterhouse , and their responses

you . "

Response : The referenced inquiries to Price

Waterhouse were conducted orally . One such reference , however ,

is contained in the memorandum dated May 8 , 1990 , which is

included among the documents appended hereto at Tab S.

to

" Also on

the we it

7 . Request : page 48 ( of your prepared

testimony ) , you state that you 'attempted to contact all CCAH

shareholders to advise them of the allegations and to request

an opportunity to discuss the charges directly with them . In

your oral testimony, you , elaborated , ' We pursued this ( the
issue of First American's ownership by BCCI ) in direct

discussions with shareholders , and pursued

increasingly aggressively the allegations became

increasingly in focus. Please provide all documents that

reflect your inquiries to the shareholders , and their responses
to you .

Response : Documents responsive to this request are
appended hereto at Tab 4 .

as
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" Mr.

to

8 . Request ( referencing oral testimony ) :

Clifford : 'We'd already checked carefully into BCCI and found

that they constituted a respectable , credible operation . Now

we wanted to find out more about the investors. And we did

find out quite a lot about them . ' Please provide all documents

that reflect your inquiries into BCCI and its investors in the

period 1978-1981. "

Response : The investors provided counsel

certified Financial statements , bank references , and references

from major corporations , which documented their ability to

purchase First American . Responsive materials we have located

to date are appended hereto at Tab 6 .

Certain of the investors and certain BCCI officials

also testified at depositions in the lawsuit filed by FGB , and
certain of the investors appeared at a special hearing before

the Federal Reserve Board in April 1981 . A copy of the

transcript of the April 1981 hearing before the Federal Reserve

is appended hereto at Tab 1 . The transcripts of the referenced

depositions are quite voluminous , but we would be pleased to

make them available for your review should you so desire .

Messrs . Clifford and Altman also obtained BCCI's

annual reports for the time period in question. They also

reviewed an article which appeared in 1977 in The Economist ,

and press releases issued by Bank of America . These documents

are also appended at Tab 6 .

" Mr.9 . Request ( referencing oral testimony ) :

Clifford : ' We asked that counsel in the case speak to Mr. Awan

and his counsel and they did . ' Please provide all documents

that reflect your inquiries to Mr. Awan and his counsel , and

their responses to you .

Response : Inquiries to and interviews of Mr. Awan

and his counsel were conducted orally .
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"Mr.10. Request ( referencing oral testimony ) :
Altman : ' The investors . advised us they wanted to keep

BCCI , as their investment advisor , informed of the financial
progress of the company . Please provide all documents that

reflect statements by the investors as their desire that you
keep BCCI informed of the financial progress of First

American . "

Response : From the outset of their representation of

the individual shareholders, Messrs . Clifford and Altman

understood that BCCI served as an investment advisor to the

shareholders . In addition , during the course of the takeover

litigation , BCCI served as the communications liaison between

counsel and the individual shareholders . As a result , a custom
arose whereby Messrs . Clifford and Altman regularly

communicated with Mr. Abedi to apprise him of the progress of

the litigation and related transactions involving the intended
acquisition of FGB . Messrs . Clifford and Altman

instructed to do so in writing .

were not

Course

as

act as

are at

During the of the
regulatory approval

proceedings , the regulators were informed expressly that BCCI
would continue to serve the investors commercial banker ;

that BCCI would continue to provide advisory and other
services ; and that BCCI would communications link

between the investors and First American . Documents reflecting

these disclosures appended hereto Tab 7. Similar

disclosures were made by the investors and counsel during the

of the , April 23 , 1981 hearing before the Federal

Reserve . A transcript of that hearing is appended hereto at

Tabl . (See pp . 54-55 , 65 , 67-68 , 81. )

11 . Request ( referencing oral testimony ) :

Altman : 'Mr. Awan was interviewed by us . Mr. Awan , contrary

to what is being suggested , had testimony to give based on what
he had told us that very favorable to BCCI . He told us

course

" Mr.

was
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were no

to

Mr.

among other things that there money laundering

practices at BCCI .
It was testimony that we would very much

want the Senate committee hear . Please provide all

documents that reflect your communications with Mr. Awan . "

Response: Documents reflecting Altman's

communications with Mr. Awan are protected from disclosure by
the attorney- client and work- product privileges .

12 . Request : " Please provide all documents that

reflect your handling of BCCI's response to the Senate subpoena
in 1988 .

award

Response : Documents responsive to this request are

appended hereto at Tab 8 . Other documents responsive to this

request are protected from disclosure by the attorney-client

and work-product privileges .

13. Request ( referencing oral testimony) : " Mr.

Clifford : ' I had no prior information about Kamal Adhan .

Sometime later I learned for some period of time he had been

head of Saudi Arabian intelligence and I learned from others

that in that regard our intelligence operations had a very high
opinion of him . Please provide all documents that reflect

information you received from any current or past government

official concerning Mr. Adham's involvement in intelligence and

any policy or political matter involving any government.

Response : We are are of no documents reflecting

any such communications . We note that it is not clear even

today that Sheikh Adham in fact was engaged in intelligence

activities on behalf of Saudi Arabia . In this regard , the wall

Street Journal recently has reported that the " intelligence
agency ' allegedly run by Sheikh Adham employed only four

persons , none of whom were involved in intelligence gathering
activities .

14 . Request ( referencing oral testimony ) : " Mr.

Clifford : 'What did said to them ( the federal

regulators ) in effect , ' if you , on your own , have investigated

these individuals and you think they are qualified to own this

bank , then we will represent to you that we will see that this

bank ' is operated from within the United States and is operated

honestly , with a group of top Americans , and we will vouch for

the propriety of the operation of the bank . ' Please provide

we was we
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on

as a

at

as

any documents that reflect your reliance governmental

investigations of the shareholders of First American

predicate to your decision to become officers of the bank ."

Response : In assuming their management roles

First American , Messrs. Clifford and Altman were of course

reassured by the favorable results of the Federal Reserve

Board's investigation of the investors, reflected in the

Board's approval of the CCI.. application . They were further

reassured by the investigative efforts undertaken by the New

York Banking Department , as described in the October 12 , 1982

letter from Mr. Alan R. Cohen to Congressman Rosenthal . The

quoted testimony , however , was not necessarily intended to

suggest that Messrs . Clifford and Altman relied on government

investigations of the shareholders as a " predicate" for their
decision to become officers of First American .

we we

even

to

15 . Request ( referencing oral testimony ) : " Mr.

Altman : ' We did talk to the Federal Reserve . We did provide

them with the information that had gathered . When

learned that there were loans to these shareholders ,

unconfirmed reports, we presented that information to federal
regulators . ' Please provide any documents that reflect your

provision of information the Federal Reserve concerning

reports of loans to the shareholders of CCAH . " .

Response: The documents responsive to this request

are appended hereto at Tab 5 . These materials demonstrate that

soon after William Ryback's initial inquiry in December 1989 ,

Mr. Altman conveyed to Mr. Ryback then-known information that

responded to the inquiry . Specifically , as reflected in the

Federal Reserve's files in a January 9 , 1990 " Note to File "

written by Mr. Ryback , Mr. Altman informed the Federal Reserve

of reports
that CCAH shareholders had borrowed

" substantial funds from BCCI • ( and that ) (some of the

borrowings may be supported by a pledge of Financial General

Stock." The provision of reports and documentation relevant to
Mr. Ryback's questions about the financing of the Financial

General tender offer and outstanding obligations of CCAH

shareholders continued through 1990 and 1991.

16 . Request : " Please provide any documents that

reflect any communication involving you or the firm of Clifford

& Warnke , and Mohammed Hammoud , his representatives , and his

some

.

11

estate .

50_02 n 02

o
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Response : Written communications with Mr. Harumoud's

counsel , his accountant and representatives of his estate are

appended hereto at Tab 9 .

17 . Request: " Please provide any documents that

reflect any lobbying activities undertaken by Clifford & Warnke

and by any of its attorneys or agents on behalf of BCCI . "

Response: In January 1990 , Clifford & Warnke filed a

report with the Office of the Clerk of the U.S. House of

Representatives , pursuant to the Federal Regulation of Lobbying
Act , registering as an agent of BCCI S.A. and BCCI ( Overseas)

Ltd. This registration terminated of April 1990 .

Appended hereto at Tab 10 the referenced registration and

termination forms .

aswas

are

We trust this material is responsive to your request .

Sincerely ,

.یمهکنارهتومارم
Robert S. Bennett

رابرہمرہاک
Carl S. Rauh

Enclosures
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Nussbaum & Wald
One Thomas Circle

Washington , D.C. 20005-5802

( 202) 833.8900

Telecopier ( 202) 466-5738

Telex 754771

Martin R. Beach

James P Davenport

Eric L. Lewis

Michael Nussbaum

Jeffrey D. Robinson

Lois ) . Schiffer

Lichael B. Watzkin

Robert L Wald

Benjamin L Zelenko

October 23 , 1991

Robert L. Dodge

Lori E Fox

Bruce R. Grace

Virginia A. S. Kling

Mark ) . Leimkuhler

Jean M. Scott

Rima Sirota

A Katherine Toomey

Of course

Russell M. Frank

BY HAND DELIVERY

Jonathan M. Winer , Counsel to

Honorable John Kerry , Chairman

Subcommittee on Terrorism , Narcotics

and International Operations

United States Senate

Washington , D.C. 20510

Dear Mr. Winer :

We write in response to your letter of October 15 , 1991 ,

requesting that our clients the Commissaires of BCCI Holdings

( Luxembourg ) S.A. , appointed by the District Court of Luxembourg ,

the commissaire of Bank of Credit and Commerce International S.A. ,

appointed by the District Court of Luxembourg , the Joint

Provisional Liquidators of Bank of Credit and Commerce

International S.A., appointed by the High Court of Justice in

England , and the Joint Provisional Liquidators of Bank of Credit

and Commerce International (Overseas ) Limited , appointed by the

Grand Court of the Cayman Islands waive BCCI's attorney-client

privilege with respect to certain documents referred to in the

October 11 , 1991 response to the Subcommittee's document request to

Clark Clifford and Robert Altman which you have furnished to us .

We are not in possession of and have not seen the

documents for which you have sought a waiver . Accordingly , after

receiving your request , we contacted the law firm of Skadden , Arps ,
Slate , Meagher & Flom , which represents Messrs . Clifford and

Altman , and requested an opportunity to examine the documents which

were withheld on a claim of privilege . Our purpose was to review

the specific documents to determine whether a waiver of privilege

was consistent with our court-appointed clients ' fiduciary duties .
A copy of our letter requesting the opportunity to review the

withheld documents Vis attached . We have not yet received

response but understand that the attorneys for Messrs . Clifford and
Altman are considering our request .

a

Because we have not to date been provided access to the

withheld documents we have been unable to conduct the necessary

review . Absent such review , clients simply cannot ,a our
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Nussbaum & Wald

Jonathan M. Winer - 2 - October 23 , 1991

consistent with their fiduciary duties, waive privilege .

Accordingly , we cannot at this time reach any judgment as to our

clients ' position on your requested waiver .

We are continuing our efforts to arrange a review of the

documents at issue , and will advise you when that review has

occurred and our clients are in a position to respond to your

request . We remain prepared to cooperate with the Subcommittee and

will continue to produce documents responsive to the Committee

subpoena as they are available . In that regard , we note that ,

during its October 22 hearing , the Subcommittee used some of the

approximately 100,000 pages of documents our clients have already

produced .

Sincerely ,

A lenko
Benjamin 1 Zelenko

d .
Jeffrey D. RobinsonJenis

Enclosure
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Nussbaum & Wald
One Thomas Circle

Washington , D.C. 20005-5802

( 202) 833-8900

Telecopier ( 202) 466.5738
Teler 75477 )

Martin R Beach

Jose P. Devec port

Inc L Lama

Michael Numberto

Lettrey D. Robinson

Les J. Schiller

Michael B. Wutakin

Robert L Veld

Benjamin L TeleskoOctober 18 , 1991

BY YACOIXIL

Fran Wetzel , Esq .

Skadden , Arps , Slate , Meagher & Flom

1440 New York Avenue , NW

Washington , DC 20005

Roben I Dodge

Lan L Fas

Bruce R Grace

Virginia A S Kling

Mart J. Loimuler

Jose M. Soon

Rima Sirou

A Katherine Tocacy

ac

Russell M. Frank

Re : BCCI: Lawyer -client Privilege

Dear Fran :

or Commerce

I am writing to follow our conversations over the past

two days regarding certain documents that have been withheld from

production to the United States Senate and the grand jury sitting

in the District of Columbia by your clients clifford & Warnke ,

clark clifford and Robert Altman upon an assertion of the Bank of

Credit and Commerce International's attorney-client privilege .

As you know , this fin represents the commissaires of

BCCI Holdings(Luxembourg )s.a. ,appointedby the District Court of
Luxembourg, the Commissaire Bank of credit and

International, s.a. , appointed by the District Court of Luxembourg,

the Joint Provisional Liquidators of Bank of credit and commerce

International, 8.1 . , appointed by the High Court of Justice in

England , and the Joint Provisional Liquidators of Bank of credit

and Commerce International (overseas ) , Ltd. , appointed by the Grand

Court of the Cayman Islands .

On behalt of our clients , hereby request

opportunity promptly to review the documents at issue in order that

our clients may bake a determination as to whether they wish to

waive their attorney-client privilege .

Please advise ne as soon as possible how you wish to

proceed with this request .

.

ve an

sincerely ,

hout
Michael B. Waitzkin

MBW / pab
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SKADDEN , ARPS , SLATE , MEAGHER & FLOM

1440 NEW YORK AVENUE , NW

WASHINGTON DC 20005 2107
Fax (202) 93 5760

DIRECT DIAL

(202) 37

(202) 371 7000

October 23 , 1991

BOSTON

BRUSSELS

CHICAGO

HONG KONG

LONDON

LOS ANGCLCS

NEW YORK

SAN FRANCISCO

SYONEY

TOKYO

TORONTO

WILMINGTON

BY HAND

Mr. Jonathan Winer

Legislative Assistant to

Senator John F. Kerry

421 Russell Senate Office Building

Washington , D.C. 20510-2102

Re : Messrs . Clifford and Altman

Dear Mr. Winer :

In response to your letter request of October 17 ,

1991 , enclosed please find an index of documents withheld from

the Subcommittee on the basis of the attorney-client privilege

and/ or the attorney work- product doctrine . As you requested ,
we have identified the documents by date , author , addressee ,

type , and recipient ( s ) .

Thank you for your continued assistance in this

matter .

Sincerely ,

Br Bennett
Robert S. Bennett

Enclosure



227

INDEX OF DOCUMENTS WITHHELD ON THE BASIS OF

THE ATTORNEY - CLIENT PRIVILEGE AND / OR

WORK PRODUCT DOCTRINE

1 . Date :

Author :

Addressee :

Document Type :

None indicated

None indicated

None indicated

Confidential Memorandum of

Client / Witness Interview

None indicatedRecipient ( s ) /Distribution :

2 . Date :

Author :

Addressee :

Document Type :

August 2 ) , 1988

Robert C. Sanders , Esq .

The File

Confidential Attorney

Memorandum

None indicatedRecipient ( s ) /Distribution :

3 . Date :

Author :

Addressee :

Document Type :

September 30 , 1988

John F. Kovin , Esq .

The File

Confidential Attorney

Memorandum

None indicatedRecipient ( s ) /Distribution :

4 . Date :

Author :

Addressee :

Document Type :

September 27 , 1988

John F. Kovin , Esq .

The File

Confidential Attorney

Memorandum

Robert A. Altman , Esq . ,

Robert C. Sanders , Esq .

Recipient ( s ) /Distribution :

5 . Date :

Author :

Addressee :

Document Type :

January 26 , 1989

Robert C. Sanders , Esq .

Robert A. Altman , Esq .

Confidential Attorney

Memorandum

None indicatedRecipient ( s ) /Distribution :
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6 .

6

Date :

Autbor :

Addressee :

September 22 , 1988

John F. Kovin , Esq .

Robert A. Altman , Esq . ,

Robert C. Sanders , Esq .

Confidential Attorney

Memorandum

None indicated

Document Type :

Recipient ( s ) /Distribution :

7 . Date :

Author :

Addressee :

September 21 , 1988

John F. Kovin , Esq .

Robert A. Altman, Esq. ,

Robert C. Sanders , Esq .

Confidential Attorney

Memorandum

None indicated

Document Type :

Recipient ( s ) /Distribution :

8 . Date :

Author :

Addressee :

September 20 , 1988

John F. Kovin , Esq .

Robert A. Altman , ' Esq . ,

Robert C. Sanders , Esq .

Confidential Memorandum

of Client /Witness

Communication

Nune indicated

Document Type :

Recipient ( s ) /Distribution :

9 . Date :

Author :

Addressee :

Document Type :

September 19 , 1988

John F. Kovin , Esq .

The BCCI File

Confidential Attorney

Memorandum

Ne ne indicatedRecipient ( s ) /Distribution :

10 . Date :

Author :

Addressee :

Document Type :

Recipient ( s ) /Distribution :

None indicated

None indicated

None indicated

Confidential Attorney

Memorandum

None indicated

None indicated

None indicated

Nune indicated

Chronology

None indicated

11 . Date :

Author :

Addressee :

Document Type :

Recipient( s /Distribution:

2
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12. Date :

Author :

Addressee :

Document Type :

None indicated

None indicated

None indicated

Confidential Attorney

Memorandum

None indicatedRecipient ( s ) /Distribution :

13 . Date :

Author :

Addressee :

Document Type :

September 7 , 1988
John F. Kovin , Esq .

Robert A. Altman , Esq .
Confidential Attorney

Memorandum

None indicatedRecipient ( s ) /Distribution :

14 . Date :

Author :

Addressee :

Document Type :

August 29 , 1988

Robert C. Sanders , Esq .

The File

Confidential Memorandum of

Client / Witness Interview

None indicatedRecipient ( s ) /Distribution :

15 . Date :

Author :

Addressee :

Document Type :

August 11 , 1988

John F. Kovin , Esq .

The File

Confidential Attorney

Memorandum

Robert A. Altman , Esq .Recipient ( s ) /Distribution :

16 . Date :

Author :

Addressee :

Document Type :

August 10 , 1988

Robert A. Altman , Esq .

The File

Confidential Attorney

Memorandum

None indicatedRecipient ( s ) / Distribution :

17 . Date :

Author :

Addressee :

Document Type :

None indicated

None indicated

None indicated

Confidential Memorandum of

Client /witness Interview

None indicatedRecipient ( s ) /Distribution :

18 . Date :

Author :

Addressee :

Document Type :

Recipient ( s ) /Distribution :

None indicated

No ne indicated

None indicated

Chronology

None indicated

3
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19 . Date :

Author :

Addressee :

Document Type :

1

Nope indicated

Robert A. Altman , Esq .

The File

Confidential Attorney

Memorandum

Nune indicated

1

Recipient ( s ) /Distribution :

20 . Date :

Author :

Addressee :

Document Type :

June 1 , 1988

Clark M. Clifford , Esq.

Robert A. Altman , Esq .

Confidential Attorney

Memorandum

None indicatedRecipient ( s ) /Distribution :

!

1

1
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Senator KERRY.In response to your letter request of October 17 ,

please find an index of documents withheld from the subcommittee

on the basis of the attorney /client privilege and/ or the attorney

work product doctrine.

And you have identified those by date, author, addressee, and

type and there are some 20 of them. My question to you is why,

given the fact that we want to shedlight on this thing and you do,

you are not willing to waive that privilege or is that something you

can't do at this point. Does it have to be done only by the bank ? Is

there any reason the bank doesn't have the documents ?

Mr. Bennett, if you want to respond, I invite you to the table.

Mr. CLIFFORD. I think it would be best if our counsel responded.

Senator KERRY. All right .

Mr. BENNETT. Senator, Mr. Clifford and Mr. Altman have never

asserted any privileges on their own behalf. There is a very compli

cated issueas to who can speak for BCCI and waive BCCI's privi

leges. I am advised that daily, representatives from country-after

country are coming forward and claiming that they represent, they

are the liquidators and lawyers come forward andsay they repre

sent the liquidators, and we have advised that until we arecertain

as to who is in a position to waive privileges on behalf of BCCI, we

feel that we haveno alternative but to respectfully submit to you a

letter such as we submitted to you where we identified the docu

ments and the basis for their being withheld .

We could be exposed , my clients could be exposed if they submit

something without their being clear authority to waive and in sim

pler times, Mr. Chairman, when it was reasonably clear who did

represent_and what BCCI was , we were advised that they did not

waive the privilege.

Senator KERRY. Let me ask you a question here, appreciating

what you have said , their last attorneys of record , Patton & Boggs

inform us that Nussbaum & Wald represent the liquidators in
BCCI.

Nussbaum & Wald have indeed asserted that notion and they

have, I believe, written to you saying_let me just find the appro

priate letter here.

Mr. BENNETT. I am familiar with the letter, Senator.

Senator KERRY. All right. We received a letter from them to us,

hand delivered October 23, yesterday, and they said : We write in

response to your letter requesting that our clients, the Commis

saires of BCCI holdings, appointedby the District Court of Luxem

bourg, the Commissaire of the Bank of Credit and Commerce Inter

national appointed by the District Court of Luxembourg, the Joint

Provisional Liquidators of Bank of Credit and Commerce Interna

tional appointed by the High Court of Justice in England, and the

Joint Provisional Liquidators of the Bank of Credit and Commerce

International Overseas Limited, appointed by the Grand Court of

the Cayman Islands, waive BCCI's attorney/client privilege with

respect to certain documents referred to in the October 11 re

sponse.

So they have indeed acted to waive. Their problem in not being

to waive fully is that they haven't gotten the documents from you.

Mr. BENNETT. That is only one part of it. There is an assertion

that they waived, but what they are waiving is whatever power
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they have. Theissue of what power they have is very complicated.

I have the highest regard for that law firm , but Senator, I can

assure you that the issue of who BCCI is today and who has the

authority to waive the privileges is by no meansclear.

There are, as I say, based on inquiries I have made, liquidators

coming out of the woodwork literally, Senator, claiming that they

represent BCCI. And I respectfully

Senator KERRY. Are you challenging the authority of the bank

ruptcy court of New York with respect to this proceeding?

Mr. BENNETT. I am not challenging the Bankruptcy Court in

New York, what I am saying is that there are claims throughout

the world as to who trulyrepresents BCCI in terms of the power to

waive privilege. It is a very complicated issue, and I would

Senator KERRY. We are talking about U.S. jurisdiction, aren't

we?

Mr. BENNETT. We are talking about

Senator KERRY. I am not sure that they would have a right to

withstand a subpoena from the Senate of the United States on that

basis, would they ?

Mr. BENNETT. I am not quite sure I understand. Could who with
stand ?

Senator KERRY. Well, if we are operating within U.S. jurisdiction

and the documents are in the United States and the bankruptcy

court which is the only entity that I know of in the United States

ofAmerica appointed to deal with this matter in this countryis

willing to waive privilege. What is the issue ? There is no jurisdic

tion of another country over those documents.

Mr. BENNETT. No. What I am saying, Senator, is I would have to

study the bankruptcy court opinion. I do not thinkthat bankruptcy

court opinion establishes who has the power to waive the privilege.

I made

Senator KERRY. Well, they obviously have waived it as to the

matters that they have already looked at.

Mr. BENNETT.To the extentthat they believe that they have it,

Senator, I am telling you that I have made inquiry

Senator KERRY. So you are challenging their power ?

Mr. BENNETT. I am not challenging the power of the court. What

I am challenging is that it is very complicated at this point to de

termine whocan waive the privilege onbehalf of BCCI.

I understand, Senator, that it isnot even known at this time who

owns BCCI, quite apart from the issue of the original nominee

status. This is something that the liquidators, all of whom claim

powers , and I don't believe that they even recognize necessarily

each others' powers . It is just something that is going to have to be

resolved .

I would be happy to work with your staff on it, Senator.

Senator KERRY. The questions that we have submitted are ques

tions with respect to compliance with U.S. Senate subpoena. They

are not questions that involve any foreign ownership or any for

eigners.

Mr. BENNETT. I understand, Senator, but there are privileges of

work product and attorney /client privilege that are well recognized

in the courts of this country and the only thing that we are asking
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is for there to be a definitive answer as to who has the power to

waive the privilege on behalf of BCCI.

And I respectfully submit to you that it is very much in dispute.

I would be happy to work out with your staff.I will contact the

various liquidators and see if I can get an answer to my question.

SenatorKERRY. I would obviously appreciate that .

Mr. BENNETT. Thank you, Senator.

Senator KERRY. But might I say to you, given what we know to

be the substance of some of those things, it is the kind of thing that

sort of just raises another question mark and makes us, forces us

into this kind of dialog.

Mr. BENNETT. I understand, Senator, but I ask you too to please
understand

Senator KERRY. I respect that, and we will try to work it out. We

will see if we can workit out.

Mr. BENNETT. As you noted earlier , we have been fully coopera

tive with you

Senator KERRY. Let's see if we can work it out.

Mr. BENNETT. We will try to work it out.

Senator KERRY . Let's try to work it out. Let me come back now

to one of the other critical issues here . There are a number of

issues that still remain sort of part of the overall puzzle, and we

need to ask the questions in order to understand the relationship

because so much has been written about it and it is obviously part

of the pattern that the documents set in front of us.

This morning, in response to my questions, Secretary Clifford

said that there was indeed a separate management, and that were

was a separateness in the undertakings, notwithstanding that Mr.

Abedi would advise , that there would be an advisory role so to

speak representing the shareholder interest .

What I would like to ask you to do if you would please is address

ing document No. 11, to start with, this is — these are just a sam

pling of documents. Needless to say, as I said earlier, this is not a

forum in which to we are not going to wejust don't have time to

go through everything.

But looking at the document No. 11, it is on Bankof Credit and

Commerce International stationary and it is a Mr. Khusro Kara

mat Elley and Ithink you know who Mr. Elley is, correct ?
Mr. ALTMAN . Yes, sir .

Senator KERRY. Mr. Elley worked for First American at one

point?

Mr. ALTMAN . Yes.

Senator KERRY .Do you remember what period of time?

Mr. ALTMAN . He joined the bank officially in July 1983, I think

that is what the records indicate, and was active in the bank until

this year.

Senator KERRY. What was his title or his office ?

Mr. ALTMAN .He was a senior vice president at First American

Bank of New York . I think he had different functions over the

years. They involved financial planning and the like .

Senator KERRY. At the time that hewrote this, October 14, 1982,

he was submitting to a Mr. Shoaib of the Central Planning Divi

sion at BCCI London a monthly performance report for the month

of September 1982.
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And he says: Enclosed is the report of certain activities of the

representative office, that is BCCI for 1982. Notable exceptions not

included in the report are as follows: One, attending the IMF con

ference held in Toronto; and two, this is what I am interested in ,

advising First American Bank in the acquisition of space for their

New York bank. Signed, Mr.Elley.

Now why is Mr. Elley of BCCI doing a monthly report to BCCI

about the acquisition of space for First American ?

Mr. ALTMAN . Senator, I can answer this. If you would indulge

me, let me put this in context.

First, I might say that to the best of my recollection until last

night I had never seen this letter before or the other letter under

this tab . So it's a little hard for me to say what the author of the

letter had in mind. I had never seen it and had never discussed it.

But I can describe for you what was happening at that time

period, which I think would make sense of this.

We completed the regulatory proceedingsrelating to the acquisi

tion of First Americanbefore the Federal Reserve in August 1981 .

We still needed to get one final regulatory approval andthatwas

from the State of New York. We went before the State of New

York and it was a very difficult situation becauseof political and

ethnic considerations that arose in the context of those proceed

ings .

And our application before that banking board in the fall was

initially rejected and denied . And we then had discussions with the

staff of the banking board. At that time, Financial General, the

company being acquired, the predecessor to First American, owned

two banks in New York State.One was a very small bank in

Albany, NY, called Community State Bank . It was about $ 70 mil

lion , $75 million in assets, as I recall. The important bank was

called the Bank of Commerce in New York City, a much larger
bank.

The Bank of Commerce board opposed the acquisition . They did

not wish to be acquired as often happens in times of corporate ac

quisitions and had posed this before the banking board . Ultimately ,

a resolution of the matter occurred when the group agreed that if

the application were approved, the Bank of Commerce would be

sold. Indeed, it was to be sold to the directors. That was the origi

nal agreement, although they ended up not acquiring it as they

couldn't raise the financing. It was sold to another bank.

Buttherewas a program then that the Bank of Commerce, the

New York City bank, would be sold . The investors were left in the

posture, in effect, of starting a new bank. When we were going

through the regulatory proceedings before the Federal Reserve this

was, of course , completely unforeseen . Wedidn't anticipate that we

wouldn't acquire the bank in New York City. And the condition

thatwas agreed to with the banking board in New York was that if

the Bank of Commerce were sold a license would be granted for the

little Albany bank that remained in New York to open in New

York City, to gain a license to branch into New York City. And it

shifted itsheadquarters to New York City.

When the acquisition was completed in the spring of 1982 we

were then in a very awkward and, to some extent, unhappy pos

ture . We were under an obligation to sell the New York Citybank.
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And we were under a need to set up a new bank and really set it

up from scratch . Wehad nothing in the city. We had no staff. We

had no location . We had no resources. It put us, as I say,I in a diffi

cult position.

Now throughout the takeover litigation and during the regula

tory proceedings, we essentially had two contacts in New York.

One was the law firm of Wachtell, Lipton, Rosen & Katz thatwas

cocounsel with us and represented the shareholders during these

proceedings. And the other was BCCI which had a representative

office and was acting as the investment advisor .

And we used those resources to try to get set up in New York.

Ourfirst obligation was to tryto find space so that we could open

the bank in New York. And there wassome urgency about doing

that because we were under pressure to sell the Bank of Commerce

and we didn't want to sell that bank until wehad been granted the

right, officially, to open the new bank. And that required us to

have space that was leased .

And so we went to the people we knew at Wachtell, Lipton and

we asked the attorneys did they know of space in the city. And

they did . And they recommended space. And we went to BCCI's

representative office in New York, which was then headed by this

man, Elley. And he also attempted to assist us by telling us of bro

kers or space that he was aware of. And, indeed, this was some

thing that I worked on personally.

But I was not in New York City and when I would go up there

and I was to get back messages or information, I would usually ask

people to send it either to BCCI in New York or to the New York

lawyers. They acted , in effect, as a local contact for us.

And so BCCI was trying to be helpful to us . Now this did not

seem particularly out of the ordinary. BCCI had recommended this

investment to these important clients. And an investment advisor

certainly wants the investment to be successful. That's how you

remain the investment advisor. And so this may be a long answer,

butI think you have to understand the context.

What I am assuming happened is that Mr. Elley is reporting on

what he has been doing to his superiors in London. And he reports

that he has given us some information on space that we might ac

quire.

Senator KERRY. Was it limited to space? I mean, was this all that

BCCI was doing?

Mr. ALTMAN . No; BCCI generally tried to help us get established

in New York .

Senator KERRY. This occurs very shortly after the whole go

around with the permission of the takeover, correct?

Mr. ALTMAN . Sure.

Senator KERRY. Muckenfuss hadaccepted that based on the rep

resentation of the letter earlier. Leaving out the in the future,

leaving out the financial transactions themselves, the management

and affairs were supposed to be separate. It seems to me that you

began, almost immediately, the very thing that they had feared,

which was an interrelationship, a financial dependency, a sort of

intermingling ofthe affairs.

Mr. ALTMAN . Senator, if I might, I don't think that's the way I

would characterize it.

a
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Senator KERRY. Well, let me ask a few more questions about it,
then and then see .

Mr. ALTMAN . Sure. OK .

Senator KERRY. Three months later, directing yourself to the

next document, there is a letter to Mr. Naqvi.

Now you have testified that Mr. Abedi was your communications

link and Mr. Abedi was the advisor for the group. Here is a letter

toMr. Naqvi on Bank of Credit and Commerce stationary by Mr.

Elley — a meeting was held between myself and Mr. Altman in New

York in which the following subjects were covered, not only the

subletting of space , but selection of board directors, recruitment of

key staff, selection of auditors, selection of lawyers, compensation

package, including fringe benefits, projections for first year's oper

ations, coordination withholding company and shareholders.

Now these are some of the most important decisionsthat a new

bank would make. And here is Mr. Elley reporting to Mr. Naqvi at

BCCI on this transaction . Why is that not directly in contravention

of what Mr. Muckenfuss was talking about?

Mr. ALTMAN. The understanding that we had with the regulatory

authorities was that BCCI was not going to make the decisions,

that control over the operation wouldremain with Mr. Clifford and

the board of directors.

Senator KERRY. I am sorry to interrupt you there, Mr. Altman ,

but is that not kind of a nicety? I mean, are we not really talking

about differences without a distinctions, distinctions that are not a

difference ?

I mean, here you are sitting there reporting to Mr. Naqvi or talk

ing with him about the recruitment of board directors, et cetera .

And it is Mr. Elley reporting. It is not you reporting. You are the

lawyers, you are supposed to have the communications link with

Mr. Abedi.

Mr. ALTMAN. Senator, if I might, a couple of points.

The first is that while Mr. Abedi was the individual who had the

close, personal relationships for the most part with these Middle

Eastern investors, it wasn't Mr. Abedi personally who was desig

nated as the communications link . It was BCCI, the institution .

And Mr. Naqvi was his right-hand man who later succeeded him .

Senator KERRY. It seems to me that makes it even more compli

cated . BCCI as the bank is the entity and not Abedi. You have a

real problem here in terms of dealing with the separateness.

Mr. ALTMAN . I am trying to explain what the understandings

were.

It was understood by the regulatory authorities at the time, not

that Mr. Abedi was the advisor to the shareholders, not that Mr.

Abedi was the communications link , but that BCCI performed and

would continue to perform those functions. That was expressly dis

closed to the regulators during the regulatory proceedings in 1981 .

I can refer you again

Senator KERRY. Was that not expressly objected to by them after

ward?

Mr. AlTMAN . No, sir .

Senator KERRY. That is not what this letter means?

Mr. ALTMAN. You are not talking about Mr. Ryback's letter ? Are

you talking about the letter that Mr. Muckenfuss wrote ?

1
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1
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Senator KERRY. Yes.

Mr. ALTMAN . Mr. Muckenfuss was writing an opinion for the

Comptroller of the Currency to the Federal Reserve, giving the

Federal Reserve their comments on the application . They are not

the decisionmaker.

Senator KERRY. I understand .

Mr. ALTMAN . The Federal Reserve and, indeed, the Comptroller

understood that we were going to have a continuing relationship

with BCCI. It was stated expressly in the application. It was stated

at the hearing. Some of the hearing examiners made that com

ment, that they recognized that BCCI was going to continue to pro

vide this service .

This was not anything that was unknown to them. But the basic

understandingwas that the control over First American was going

to be exercised by the American board. And I refer you again to

the comments made by Mr. Clifford in his opening remarks. They

have now come in and done intensive audits of First American.

They did them all through the years.

And when this allegation arose they came in with this wide-rang

ing, intensive coordinating audit of the holding company and all

the banks. And the conclusion that has been reached insofar as it

has been reported is they find no evidence of any BCCI control over

First American. And that is the issue.

Senator KERRY. Well, control is a fascinating issue here. You are

absolutely correct.

There are many definitions of it, actual , constructive, legal, and

so forth . And there is such a thing as hidden control . I mean, that

is another nature of the beast where you can have all kinds of

things happening on one side and then there can be real control

that is not even hidden , excuse me, that is not exercised , neither

constructive nor implemented, but it can exist, to be exercised at

some appropriate moment. So control is a very big question that is

sort of dangling out there. And I do not think anybody has a
handle on it yet.

But, proceeding, just to sort of go through these various things

that sort of go to this issue of control or what is at stake here. And

this is really just part of the confusion .

I do not know what it all means. I just know that it raises a

question. And you cannot help but ask it . For instance , turning to

the next document, you have Mr. Naqvi again receiving a letter

from Mr. Elley in which Mr. Elley says “Re: The Board of Direc

tors, First American Bank.” He says,

I am enclosing for you the particulars of an individual who I've known for the last

4 or 5 years and who I consider to be eminently suitable to be a member of the

board of directors of the First American bank of New York.

Mr. Richard Paget is president of a very prestigious management consulting firm .

He's on the board of a number of companies including the Washington Post. My

relationship with him is fairly closeand I feel we could not only use his name, but

also his contacts whichare at veryhigh levels. Mr. Paget is 69 years old . Recently

he's been awarded the U.S. Navy Civilian Service Medal and has agreed to become

chairman of the American Friends of the Australian National Gallery Foundation .

I would like you and Mr. Abedi to meet him on your visit . Yours truly, Khusro

Karamat Elley.

Now here you have Mr. Elley who works for BCCI writing a

letter to Mr. Naqvi regarding the board of directors of your bank,
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and he says , I am enclosing, who I've known , who I consider to be,

who I feel, I would like you to meet him on your next visit. There

is no mention of Mr. Clifford or Mr. Altman . There is no mention

of CCAH . This seemsto be a totally, sort of, BCCI operation with

respect to the board of directors of your bank .

Mr. ALTMAN . Senator, I have several comments to make because

I think they are indicated.

As I stated initially , we had a very unusual situation that devel

oped in New York. And you are focusing on a period nearly 10

years ago, very limited intime, and it's appropriate that the com

mittee look at it. But fairly , the committee should look at what

happened at First American for the decade that we managed this

property in New York and in Washington and inMaryland and in

Virginia and in Tennessee and in Georgia and in Florida and all of

the various subsidiaries we had.

And I think that you will conclude that there was no control

over First American by BCCI. I gave you two quick commonsense

indications of that. One, there isa perception that BCCI is a cor

rupt institution and that it engaged in misdeeds around the world .

Now if BCCI was controlling First Americanfor 10 years, presum

ably you would find some indication of that. But you do not.

Senator KERRY. In what sense ? What do you mean by that ? I

mean, when you say

Mr. ALTMAN . BCCI, if you accept the allegations, I don't know

whether they are true, but accepting them for purposes of discus

sion, that BČCI engaged in everything from financing terrorists to

money laundering and all this paradeof horribles, accountmanipu

lations, fraudulent statements, cheating depositors, et cetera

Senator KERRY. I do not think that happened in First American

and I do not think anybody has suggested that.

Mr. ALTMAN . I am making two basic points .

Point No. 1 is there is, the evidence is , I think, quite clear that

First American was operated honestly.

Senator KERRY. I agree with

Mr. ALTMAN . If we were controlled

Senator KERRY. To the best of my knowledge, I absolutely agree

with the basic premise that the bank as weknew it in Virginia,

Maryland, Washington , I have not discovered any impropriety in

the day- to -day operations.

But that is sort of skirting the issue, I think. And I am just

trying to put in front of you what the issue is that keeps coming
back.

The issue is did Mr. Abedi set out on a quest, which according to

the testimony of countless people now , Mr. Rahman, Mr. Sakhia,

people who were part of this bank, have talked about his goal of

entering the U.S. market, of gaining a foothold in America. And he

tried several times in several places. Everybody knows he wanted

to do this. It is part of the regulatory record. It is no mystery. He

wanted to be in the American market.

And hecould not do it with an outright purchase initially be

cause Bank of America was there and then there were some prob

lems in what they were able to disclose. And they did not want to

come under one regulatory head at first.
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So they found their shareholders, maybe without you even know

ing it, obviously. You have so testified and nobody has shown to the

contrary. He comes up with this investment group, puts them in as

First American and First American now hasa group of sharehold

ers from the Middle East run through Mr. Abedi who very cleverly

is managing this group from the Middle East, getting a foothold in
America .

And you are representing it very effectively and competently.

You are wearing a lot of hats. You are attorneys for BCCI, attor

neys for him , attorneys for the bank, president and manager of the

bank. It is very tight. So nobody knows really whether 10 years

from then heexpected to cash in , maybe buy you out, have a foot

hold, have built it up.

But that is the issue that is lurking here, is what was going on .

Now I am willing to allow - let us saywe leave the New York situ

ation for a moment. You say that that is a situation that was set

up because you had an urgent need to deal with the New York

bank.

Mr. ALTMAN . But I am not saying that anything inappropriate

was done despite the urgency of the situation . I am just trying to

describe for you what happened .

Senator KERRY. I accept that. I just want to move on from that.

Accepting that, you have said that it was a legitimate sort of re

lationship, that you noticed the Fed would continue and thiswas

an urgent situation, so they were helping you in the context of the

urgent situation . Is that fair ?

Mr. ALTMAN . Yes, sir. But they were not making the decisions.

The decisions remained with the American group as we had said

to the Federal Reserve.

If I could just complete the thought that I had a few moments

ago.

Senator KERRY. Sure.

Mr. ALTMAN. One, I say that, again , we proved the negative . Did

BCCI control you ? We say no they did not . We point at the evi

dence that if BCCI is a criminal organization as has been alleged ,

why from a commonsense standpoint do you find no indication of

that at First American ? Why is there none of the practices at First

American that are said to be in other parts of the BCCI operation

if we are really a part of BCCI? That is point 1 .

Senator KERRY. Do you want me to answer that?
Mr. ALTMAN . Certainly.

Senator KERRY. Because it is, I mean , I can give you an answer . I

do not know if this is the realanswer. But because it obviously did

not serve their interests. They did not have the kind of sort of, they

had conceivably the sort of expectancy control and expectancy own

ership through their knowledge of the shares they held because of

the financing mechanism .

But, indeed, they wanted you out there, out front, controlling

and growing and moving on the day-to -day decisions because ulti

mately theywanted an asset that was a big asset, that had grown.

And they did not want to upset the American marektplace. There

is ample evidence that they continually sought ways to avoid

coming under the U.S. regulatory process precisely because they

would then not have had the freedom they had in the Cayman Is
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lands , Panama, and other places to do the kinds of things that they

were doing.

So, that is , I think, the answer to your statement.

Mr. CLIFFORD. Senator, I have refrained from interrupting.

As Mr. Altman and I started together, and as we have continued

through thelast 9 years, we would separate the areas of responsi

bility .New York was one of his areas of responsibility. So I have

not interfered .

You cannot look at any of these comments without understand

ing that the relationship and agreement between Mr. Abedi and

me was such a final and definite and unequivocal one. I told you

about the understanding when I first agreed to take over the chair
manship.

The agreement was that Iwould have total responsibility and I

would have total authority. He never violatedthat at any time. He

can make suggestions. He can make offers of help . But when the

time came to makedecisions, he did not make any one of these de
cisions in any way. The board and I made them all.

Now we turned for help in New York to BCCI because we needed

the help of a banking organization that had a background in for
eign banking. Mr. Altman and I had no background in foreign

banking. Keep in mind, New York was just one of our eight banks.

And I think constitutes maybe 15 percent of the assets of First

American. So it was not by any manner of means our most impor

tant. It offered the most serious problemsbecause we had to start a

bank from scratch, literally. Webought chairs and tables and type

writers and pencils and erasers. We started right from the begin

ning.

We needed the help we could get. We turned to Wachtell, Lipton

for help. We turnedto two or three banking advisory groups for

help . We turned to Abedi and his organization for help. And by all

working together, we got the bank started . But all during that time

they were assisting us, they did not make one decision .

Senator KERRY. Is it possible, Mr. Secretary, that Mr. Abedi and

the group around him were convinced that they owned First Amer

ican and they did not need to make decisions, but that they viewed

it as part of their holdings, without your being aware ? Is that

Mr. CLIFFORD. You ask if something is possible. It never entered

our mind at the time because we never had the slightest indication

that BCCI owned any stockin First American or even contemplat

ed ever owning any stock. We accepted them in their capacity as

representative of the investors who were our bosses.

Senator KERRY. Did there not come a time when one of you saw

a printed brochure of BCCI with First American in it and you dis

cussed that with Mr. Abedi ? Do you recall that incident ?

Mr. CLIFFORD. No, I do not.

Mr. ALTMAN . I don't either.

Senator KERRY. Let me direct your attention to article 2, docu

ment No. 12, which are the minutes of the U.S. marketing meeting

held on April 24 in New York .

The following attended the meeting: Mr. Aijaz Afrifi, Mr. Tariq

Jamil, Mr. Khusro Karamat Elley, and then seven other people are

listed. The seven other people are all employees of BCČI. But at

that point in time, Mr. Elley represented First American in New
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York . Mr. Tarig Jamil was running National Bank of Georgia, a

bank that theydo not own yet, but which has the BCCI logo . And

Mr. Afridi is representing, I believe,First American.

So here you have a minutes of a U.S. marketing meeting held in

1985. And I read from the matters discussed , purpose of the meet

ing.

Mr. Afridi opened the meeting and emphasized that the purpose of the meeting

was to coordinate the efforts of different locations of BCC and other institutions so

that the president's desire to have a totality in approach is achieved . It is a great

challenge thatthe group faces in the present and future U.S. operations. And this is

only by the joint efforts and coordination we can meet the challenge. Mr. Tariq

Jamil described it as a very timely meeting.

Now this is the National Bank of Georgiatalking at a U.S. mar

keting meeting for BCCI, National Bank of Georgia being owned

supposedly by Gaith Pharaon with a loan from BCCI.

They describe it as the first meeting, as the initiation of our ef

forts to move into the future of BCC in U.S.A. in a calculated and

planned way, with the uniformity of approach and totality in oper

ational objectives.

It talksabout the assistance of U.S. operations will be presented

to the CSO . I gather that is Mr. Abedi.

Now it goes on and Mr. Afridi of First American says that our

major task in the United States should be to build market share.

BCC has been a success. Now this is Mr. Afridi then working, I be

lieve, for First American talking about BCC having beena success

in Third World . And now we're embarking on establishing an

equallysuccessful business in the most competitive country in the

world . “He requested the members to work together to overwhelm

the U.S. market. Historically, we have not made calculated ap

proach to the local indigenous market"-indicating that now they

will. I mean , as you read this, and here is Mr. Sakhia who testified

here the other day, Mr. Sakhia talking about concentrating on in

creasing the customer deposit base and so forth , finally, the Na

tional Bank of Georgia.

To update each member of the operations of different units, they

would discuss their size and volume. So here you have the National

Bank of Georgia, not yet purchased by you , then owned supposedly

by Gaith Pharaon on this loan from BCCI, and all of these banks

are here, sitting there together, talking about their size, their cus

tomer approach , creating a 1985coordinated approach to this proc

ess, andobviously one is left looking at this with an extraordinary

impression of a very special relationship that existed here, unlike

other banking institutions that are competitors, that are separate

but are operating according to the standards that I thought the
Fed expected .

Now , I guess you are going to say that is not what it meant, but

canyou explainto us what it does mean?

Mr. ALTMAN . Senator, I can't explain what this does mean . To

the best of my recollection , the first I heard about this committee

was in the fall of 1990. I received a telephone call from a reporter

from the Washington Post, and he had asked Mr. Clifford and me

about an American coordinating committee, and I have not had the

opportunity to study the minutes of those various meetings, so I

can't comment on what was intended , and I can't commenton the
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propriety of what the participants were doing, but I think it is

troubling. But these are matters, to the best of my recollection , we

never heard about until these documents surfaced .

Senator KERRY. It is possible, Mr. Altman, then, that Mr. Elley

and Mr. Afridi were working for you but behind your back, unbe

knownst to you at these meetings ? Did you not know they were at

these meetings?

Mr. ALTMAN . That is correct.

Senator KERRY. Now, Mr. Elley says at the end in this conclu

sion , he says — this is on page 7 - Mr. Elley concluded that " In

America we are sitting on $ 7 billion worth of assets, and this is just

the beginning. The U.S. team should play an important role in
identifying the products in the market," and so forth . There is no

way they could have obviously talked about $7 billion worth of

assets without including the First American family at National

Bank of Georgia in there , and in fact, Mr. Sakhia and Mr. Rahman

both assert that is exactly what they did .

So you are saying that these folks were basically somehow view

ing themselves as a separate entity, acting as that but absolutely

without your knowledge?

Mr. ALTMAN . To the best of my recollection , Senator, we never

heard about any of this activity.

Now, I would say there is nothing necessarily impermissible on

banks getting together and talking about business, but the way this

is presentedhere is disturbing . I understand that the minutes of

these meetings show - I have not seen them all, but the minutes of

these meetings show that neither Mr. Clifford nor I ever attended

any of these meetings or were given copies of these minutes.

I think it appropriate to note that these two individuals from

First American were working for First American Bank of New

York, and whatever efforts they were engaged in here, they would

have to answer. I could not explain, and certainly I would need

some time to study the documents, but I think it appropriate to

have in the record that the chief executive officer of the bank, a

man named William Duncan-he has been the CEO there for

about 6 years — this past year wrote a letter to customers, employ

ees, and friends when the financial statements came out.

It is dated March 1991 , and he writes as follows: “ As this report

goes to press , there has been publicity concerning First American

Bank shares, this bank's holding company, and the Bank of Credit

& Commerce International. Thepublicityaddressed alleged connec

tions between BCCI and the management of First American Bank

shares . The sensationalized tone of some of the publicity was disap

pointing, because First American Bank of New York's integrity has

always been of the utmost importance to me personally " -I am

quoting. " At no time did the Bank of Credit & Commerce Interna

tional exercise any control over the management of First American

Bank of New York. This bank is independently governed by a

board of directors comprised of distinguished business people, as

well as a group of highly professional managers who use their ob

jective judgment and experience to guide our organization ," and he

describes just a little bit of the board.
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So I cannot explain what was going on at these meetings, but I

can tell you what the perspective was from the senior officers of

the company.

Senator KERRY. I have some more questions along this line, but

let me turn to Senator Brown for a moment here.

Senator BROWN. We had earlier heard from Mr. Sakhia. You

may have heard that testimony - perhaps not . But there was a

point in his testimony where he indicated that he had helped co

ordinate marketing for BCCI in Canadaand the United States, and

implied clearly that he in effect had developed marketing plans,

market allocations for BCCI's holdings in the North American con

tinent.

He directly implied that the operating nature of these banks was

that they all operated as though they were directed by BCCI. In

effect, he indicated that First American operated as a branch in

this regard. Can you think of anything — well, first of all , would you

comment on that ?

Mr. ALTMAN . There is much that Mr. Sakhia has said to which

we take the strongest exception . It is false and it is without factual

foundation .

Senator BROWN. Well, that is a very direct statement and I think

deals with that.

Is there anything you can recall in terms of meetings that would

have given him this impression ?

Mr. CLIFFORD. Let me try , Senator. What impression ? just give

me that again. I did not quite understand it .

Senator BROWN. The impression that BCCI coordinated your

marketing strategy.

Mr. CLIFFORD. Of our various banks? Totally untrue. Let me say

that the background of this whole subject is such that we never

knew these meetings were going on among the BCCI people.

It may be during this period — wedo not know when they began

to acquire First American stock . We did not know that. Nobody

else knew it. So they had plans going on, secret plans. Perhaps

they were conspiringamongthemselves, but we were not conscious

of that. The authorities were not conscious of it .

This may be part of the typical operation of the way BCCI does

its business, handling it secretly . This was probably going on

using the analogy this morning of an inside bank and an outside

bank, this is the inside bank operating.

As long as you have brought up, Senator, the name of Mr.

Sakhia, Iwas so concerned about a comment that he made yester

day that I decided to put my remarks in writing so that perhaps

they would be restrained. If I made then naturally, they would be

less than restrained .

I hesitate to dignify Mr. Sakhia's testimony by even referring to

it, but I want this committee to know that atno time did I eversay

to Mr. Sakhia or anyone else in a joking manner or otherwise that

we can " now tell more lies . ” It was an outrageous statement, has

no basis whatsoever in fact.

It is totally a departure from any kind of comment that I would

make. It is grotesque. It is totally and categorically false, and I

think it is exceedingly unfortunate that such a remark was made

and spread out to the public that I am talking to somebody else
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about the time has come to tell lies, and I deeply resent the oppor

tunity thathe had to tell that.

Senator KERRY. Well, let me just say, Mr. Clifford, I reacted to it

with a certain amount of shockat the time, and I questioned it two

or three times, because I did think it sounded bizarre, but it was

something that he insisted onsayingand wanted tosay no matter

what, and as incredulous as I thought it sounded for anybody to

make, he insisted on making it, and I think we went back over it

several times because I think we were both somewhat dumbstruck

by it .

Senator BROWN. Along this line, there is a memo dated Septem

ber 4 , 1984, from this Mr. Naqvi, and I do not know if you have a

copy of that available to you .

Mr. ALTMAN . I do not have it, sir.

Senator BROWN. I guess we have a copy we will bring down to

you . I was hoping when you have a chance to review it that you

might be willing to comment on it. ( Pause .)

Mr. CLIFFORD . Senator, we had not seen this before. My recollec

tion is this first came to our attention when we were testifying

before the Federal Reserve. I remember the incident about which

Mr. Naqvi is speaking. We wanted to keep Abedi and Naqvi in

formed so they could keep their investors informed.

We were selecting from time to time directors. We went ahead

and did it on our own in about 95 percent of the instances, and this

one here was a man, a very able fellow that we were considering

bringing onto the board - Pursley, but hewas a partner in J.H.

Whitney & Co. Now, we wanted to be sure that that did not consti

tute any kind of a conflict in the operation of our banks, and in the

event that — we just wanted to be careful.

We mentioned that to him . We did not have to be guided. My

recollection is that they said they had no objection to Mr. Pursley,

but later on as a result of other developments we did not appoint

him.

There is something that is fundamental, and that is, in every

contact we had with BCCI, after our understanding on what we

will call responsibility and control, and that meeting in London, ev

erything that passedbetween Naqvi and Abedi and mewas in con

templating of that agreement that we had . If they had suggestions,

we would be glad to hear them . Sometimes we even asked them for

their reaction to something. But in the last analysis, the board and

I made every decision without any one exception.

Senator BROWN. The paragraph we wantedto draw your atten

tion to is at the end of No.1. It reads as follows: “ I indicated to

him that if Mr. Clifford's judgment is that he would be suitable for

the proposed position , Mr. Abedi should not have any reservations.

To save time, I suggested that he may proceed to finalize the ar

rangements,” the implication being — and I guess I would appreci

ate your view as to whether you feel it is a fair implication, but the

implication being that Mr. Abedi would be required to pass on this

before action could be taken , or there was a relationship that in

volved Mr. Abedi passing on this. Would that be a fair reading on
this ?

Mr. CLIFFORD . Well, I can only read it in the light of what our

understanding was . We had said we were considering this man , did

--
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they have any reactions of any kind ? We would get whatever their

reaction was back , and then I made the decision .

Senator BROWN. The reaction you were looking for was from

someone who was an advisor to you, not someone that you viewed

asor, the reaction you were looking for was someone who was an

investor ?

Mr. CLIFFORD. No. We treat Mr. Abedi, we treat Mr. Naqvi, as

the representative of our investors. Maybe we felt that if it was an

important enough matter we might have gone to the investors, but

we did not. That takes too long. We wanted to get any reaction

that they had . We would merely put that in our computer along

with other information before theboard and I made the decision .

That is what it comes down to .

Mr. ALTMAN . Senator, there is, I think, a much more fundamen

tal - I believe there is a more fundamental event that might throw

light on this issue that you are pursuing. In this case , Mr. Clifford

ultimately did not determine to put Mr. Pursley on the board, so

this did not go anywhere, and obviously we cannot speak as to

what the author ofthis document had in mind or interpreted Mr.

Clifford to be saying. We had not seen it before.

Let me reference you , if I might, to the acquisition that First

American made of the National Bank of Georgia . I think, again, we

are in the posture of proving negatives continually, but I think this

is a transaction which is quite revealing . National Bank of Georgia

we understood to be owned by Gaith Pharaon , and while it was

under his ownership, it operated in a manner that was quite char
acteristic of BCCI.

I do not know if BCCI actually controlled it, or if they just adopt

ed BCCI's operating characteristics, but it was very similar to a

BCCI operation , and I was making the point earlier that we have

operated very differently from BCCI, despite allegations of control .

The similarities between the National Bank of Georgia when

owned by Dr. Pharaon - ostensibly owned by him, and we do not

know the truth as to that allegation, but that bank at the time it

was acquired by Dr. Pharaon changed the way it had operated , and

it started to operate the way BCCI operated and the rest of the

world.

That bank had been a retail -oriented bank. It totally changed its

focus, and it became, or attempted to become, an international

bank doing trade financing and the like , such as BCCI conducted in

its operations in the rest of the world.

They adopted cultural characteristics of BCCI. They changed

their logo so that it was very reminiscent of the distinct logo of

BCCI. They changed the way their executives sat on the floor of

the bank. Insteadof being in offices, they were all out on the floor.

This was a BCCI concept. Indeed , we understand they distributed

BCCI literature .

The man from BCCI went to the National Bank of Georgia , this

Mr. Jamil, who the chairman made reference to earlier, and

became, I think, the chief operating officer . He was running the

bank . A Mr. Carlson, who had a close association for many years

with Mr. Abedi, became the chairman of the bank.

That was the situation when we acquired the property in the

summer of 1987 , and I think it appropriate to look at what hap
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pened to that bank after we acquired it. Mr. Carlson, the chairman,

presumably of BCCI owned it, was someonethey thought was an

appropriate chairman ofthe bank. Mr. Jamil of BCCI owned it or

controlled it, at least had operated it in a manner characteristic of

BCCI. We replaced Mr. Carlson immediately. Mr. Jamil departed .

Another individual who was close to Dr. Pharaon also left.

We installed as the chief executive officer a man named Mr.

Freeman . Mr. Freeman is a man who in point of fact was not much

taken with BCCI. He did not find much favor with the way they

operated or their cultural - corporate cultural concepts, but despite

that, because we thought he was the right man for the job, even

though he did not have particular regard for BCCI, he was in

stalled as the CEO of that bank. Whatever BCCI may have thought

of him or he thought of BCCI did not enter into it.

In addition, we changed the strategic concepts at the National

Bank of Georgia. We deemphasized this international focus that

they had had. We returned to the way that First American operat

ed , which is a primary focus on retail banking, and on banking

with small commercial businesses. We got rid of the cultural con

cepts. We put them back in offices. We eliminated the distribution

of BCCI literature.

We operated it as a First American Bank, just like all the other

First American Banks, and that is what we did for 9 years, and I

return to the conclusion that the Federal Reserve made this year.

Having heard all these allegations, they camein with a coordinat

ed audit of First American involving FDIC, State regulatory au

thorities, the most experienced Federal examiners they had from

all 12 Federal Reserve districts — they wanted their best people

and they went through First American and they went through ev

erything at First American, and their conclusion was "and in delv

ing into these records we found no evidence of influence or con

trol.” That was the conclusion of the Federal Reserve, and I think

the experience of the National Bank of Georgia is indicative of
that.

Senator KERRY. I hate to interrupt on this point, because we are

on the back end of the vote that typically was predicted for earlier

than this, but if you will forgive us, we are going to recess just for

the period of these votes. I suspect it would be a recess of 20 min

utes or so, and then we will return .

We stand in recess .

(A brief recess was taken .]

Senator KERRY. The hearing will come back to order. Thank you

all very much for your patience. I apologize for the interruption. I

think we are on a clear course now . We ought to be able to proceed

until we finish, which I hope can be punctually, and obviously we

will try to do that.

Mr. CLIFFORD. Thank you.

Senator KERRY. Let me come back - did you complete your line of

questions, Senator Brown ?

Senator BROWN. If it is timely, Mr. Chairman , I have a few other

lines, but I think it makes sense to go with yours, but I would like

to put some things in the record now , if the subcommittee might

consider it.

33
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There is a statement here from Senator Helms on the subject

that he would like entered into the record .

Senator KERRY. Without objection, so ordered .

[ The prepared statement of Senator Helms follows:]

PREPARED STATEMENT OF SENATOR JESSE HELMS

Mr. Chairman , this morning this subcommittee writes another chapter in the

saga of BCCI and its worldwide web . As I have followed these hearings, I have been

amazed by the statements and allegations that have been made by former BCCI in

siders who have told the subcommittee that they knew that First American was

part of BCCI's empire.

We have heardthat the leadershipof BCCIknew that they owned First Ameri
can . We have also heard that the staffs of BCCI's offices in the United States knew.

Today, we will hear from two key players in the relationship between BCCI and

First American who have testified that they did not know - Messrs. Clifford and

Altman .

Last month, both of today's witnesses testified beforethe House Banking Commit

tee. Despite a long session , there are still many questions that I feel they need to

answer about the relationship between the two banks and their roles in both banks.

For example, questions have arisen about loans that First American made to the

shareholders of the bank. While these loans are not illegal , there are questions

about whether these loans would have been made in the normal course of business

and about steps made by First American to collect on them .

There are questions which need to be answered about at least twoBCCI meetings

attended by members of the staff of First American Bank ofNew York. According

to testimony before this subcommittee, no other banks that BCCI had a relationship

with ever attended these meetings. There are also questions about who asked Mr.

Clifford to take the position of chairman of First American .

I take this occasion to compliment Senator Kerry and Senator Brown for their

leadership on this issue. As the United States continues to move forward into this

so -called international marketplace, it has become imperative that we in this body

understand the way that international companies operate with seeming impunity

and lack of oversight. This includes not just rogue banks, but also firms willing to

sell anything to anyone for the sake of profit aswell as former government officials

who are willing to use their reputations as " fixits - for -hire” or as one witness has
testified, “ rent- a - faces . "

Senator BROWN . Several questions that Senator Helms asked to

beput in the record and would ask for responses from the witness.

Senator KERRY. Without objection . We will leave the record open

in the event that we have some questions, or in the event that

either of the witnesses would like to submit something subsequent

ly. So the record will remain openfor a period of time .

[ The information referred to follows. No answers to these ques

tions were provided by the witnesses as of December 31 , 1991. )

9 )

QUESTIONS FOR MESSRS. CLIFFORD AND ALTMAN

TAKING CHAIRMANSHIP OF FIRST AMERICAN

Question. Mr Clifford, I would like to clear up a question about who exactly asked

you to take over the chairmanship of First American. In yourtestimony before the

House Banking Committee and in press interviews, you stated that Mr. Abedi and

Mr. Adham asked you to take the position. In your written responses to questions

submittedby the House Banking Committee, you stated that you were asked by Mr.

Adham . Finally, in your written statement before the House Banking Committee,

you stated that the investors asked you to take the post.

--For the purposes of clarification, just who did ask you to take the post?

ATTENDANCE BY FIRST AMERICAN STAFF AT BCC MEETINGS

Question. In your previous statements and in various press accounts , you both

have testified that you had no idea that your bank was under the controlof BCCI.

Yet, as I understand there a number of documents in the possession of the commit

tee that question your statements.
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-In your written responses to questions by the House investigators, you state

that “Mr. Abedi, however, did not make decisions regarding the selection, hiring or

retention of any First American officers. ” Can I assume from this comment that it

was your independent decision to hire Mr. Elley to head the new First American
branch in New York?

-Howoften did either one of you keep in contact with Mr. Elley to track the

actions of your New York subsidiary ?

-Where you aware of the fact that in the words of one former First American

employee: " Everyone knew each other. They (employees of BCCIs New York office )

were here all the time?”

-Was it standard practice for employees of the bank to inform their superiors

when they attended meetings with representatives with other banks?

-I bring your attention to a document obtained by the committee relating to

meetings of the “ U.S. Coordination Committee " on April 24, 1985. You will note

that Mr. Elley and Mr. Alfredi of First American Bank of New York attended . I also

bring your attention to a statement on page one of the minutes of the meeting. The

first paragraph states: “ It was the consensus of the meeting that the challenge

facing the BCC Group in the U.S. was a unique one, since they had hitherto been

mostly successful in developing countries. They were now embarked on establishing

an equally successful business in the most advanced and most competit country

in the world .”

The fourth paragraph of the same document begins: “ It was agreed that whatever

the problems that were to be faced and the potential solutions we would arrive at

we had as good a chance of success as anywhere else because we truly believe BCC
was a mission . "

Based on these two lines from the first meeting of the Coordinating Committee, do

either of you believe that the participants of the meeting believed that object of the

meeting was to improve the position of the BCC Groupin the United States ?

-Did either of you authorize Mr. Elley and Mr. Alfredi's participation at this

meeting or the meeting in June?

–Did either of you receive a report from either Mr. Elley or Mr. Alfredi on the

events that took place at this meeting?

-Were either of you aware of the fact that , according to the testimony of Mr.

Sakhia, only representatives of First American Bank andNational Bank ofGeorgia

attended these meetings and that BCCI did not have a similar relationship with

other banks such as Bank of America and Security Pacific ?

LOANS TO FIRST AMERICAN SHAREHOLDERS

Question . Gentlemen, on September 27, the Philadelphia Inquirer reported that
" the first big real estate loan made by First American'sNew York subsidiary” went

to a partnership which included Sheik Kamal Adham , who was , as we now know , a

share holder in First American .

-While loans to shareholders are not illegal, they must be reported to the Feder

al Reserve Board. Was this loan reported to the Fed ?

In 1985, First American in New York loaned $11 million to Lancet 150 Nassau

Ltd. According to former First American employees interviewed by the Inquirer, it

was the largest loan on the books and manythought that the loan was a bad idea.

According to one employee, Fred Giancola, interviewed by the Inquirer , Lancet

started missing payments on the loan early this year. Mr. Giancola noted that this

was about the time BCCI started getting more bad publicity and he stated that " It

was scary * because we knewoneof the owners of the bank was a principle in

the partnership. He noted that bank officials feared that the bank would attract un

wanted attention . Finally he stated that he was told by a superior at the bank that

Mr. Altman personally interceded to demand repayment on the loan. Public records

state that the loan was assumed in mid - June by Credit Suisse.

-Based on your knowledge of the bank's activities are the events described in

this news story correct ?

-Was this loan reported to officials of the Federal Reserve Board ?

-Mr. Altman, was it standard practice for you to personally intervene to demand
payment on loans?

-Why was the loan assumed by Credit Suisse ?

THE SENATE SUBCOMMITTEE SUBPOENA

Question. Mr. Altman you testified before the House Banking Committee that you

had advised on September 8, 1988, investigators working for Senator Kerry that Mr.

Amjad Awan had been transferred to the Paris office of BCCI. You also testified
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that it was your firm that informed the subcommittee in August of 1988 that the

names on one of their subpoenas was incorrect and that in August of 1988 they

knew that they really wanted to speak to Amjad Awan not Khalid Awan.

-Based on your knowledge of the case, who first made the suggestion that Mr.

Amjad Awan be transferred to Paris ?

-As BCCI's lawyers at the time, we you consulted in this decision ?

-Mr. Amjad Awanhas publicly stated that you, Mr. Altman ,were responsible for

the decision to transfer him to Paris. If you were not responsible for the decision ,

why would he specifically single you out ?

-In retrospect, do you understand the concern that many have that the transfer

of Mr. Awan gives the appearance of impropriety?

Senator BROWN . In addition , I have two other things that I would

hope that we could include. One is a 3 -page analysis from Tax

Notes in the October 7 edition, dealing with the question regarding

compensation, specifically, an area that we had discussedearlier

today.

Senator KERRY. Without objection, so ordered .

[ The information referred to follows:]
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NEWS ANALYSA

The BCCI Blues: Clark Cliftord's

Potential Tax Troubles

People in the rest of the country think that Now !

Yorkers are only Iniona stod in niongy and that

Washingtonians are only interested in powur.

Nothing could be further from the truth . Wash

ingtonians are just as obrassed with money u

Now Yorkort, only the latter in more direct about

it . (In fact, it is largely this habit of being direct in

all their dealings that Irritates overyoneOlso about
Now Yorkan . In the rest of the country, getting

straight to the point la regarded us extremely

pudo . ) Washingtonians in satually worse in ono

roapect --when they sail ihoir souls , they tend to

sell thom cheep .

vestigationand various documenta powered by

the House Banking Committee .

According to tra report, several Arab Investor

whose pure vacus wani finanand by ICCI obtained

obfttrol of the pracooninor of First Amorloan Bank

In 1962. Cuttord and Aliman havingcorntonied the

Federal Room Bourd that SCCIhad nothing to

do with the purchas other than acting us anin

verumont advisor to the purcharon . The loquial

tlon vehicle was a Nothorando Antilles holding

company culod Credit and Commerce Amorioan

Holdingi N.V. (CCAH ) tho mimo o which raked

tederaoyebrows above the purchase. Clitord Do

camo managing director of CCAH and tho ahalr

men of First Amartcan Bank . Altman budemo

director of Fine Amarloan Bank and president of

First AmericanCorporation, tho dlroat panant of

First American Bank cilhord &Wamkowan coun

se to the bank, 1ta peront, CCAH , BCCI, and other

BCCI afallatos .

The Fed now belleves that BCCI controlled

CCAH from the outsot, and that the investor group

wasa front to get past the Fed's rotund to permit

BCCI, whlon It recognized wusunowonable to no

regulator, 10 oponan a bank in the U.8 . The fed

albo bolleves met BCCI Wur wory notive in the

managımont of First American Bank, to the point

that. Cuftord and Alonen had to seek BCCI's pare

mienton to do contain things, like hiro extrautres.

In July 1980,BOCI gavoCuftord and Altoman an

opportunity to buy Into CCAH punuant to highly

advantageous night afforing, apparently by caus

ing one CCAH Shangholder,Mashita Holding Co.,

to waive some of its rights to partiolpate in that

ottering. The ottoring illowed 'Invonion to pur

chato CCAH common stock at the boot value of

42.210 par sharo; at the time, I had been wailing

tor pricu u high as $ 4,000-$ 5,000 per shan .

CilMord and Altmon should have reported

compensation Incomo rather than capital

gain .

But now Clark CllHord , doyan of Washington

lobbyists , and his sidekick Robert Altman, Wondor

Woman's husband, avontually may be found to

havo redoomed forever Washington's reputation

as a hotbed of low -ront bloaze . When they alleged

ly sold out, they sold out for a lot of money: about

$ 10 million from their bank stook deal, plus another

545 million in iogal fous for thoir law firm , Cilford

& Wamko . Both Clifford and Altman havo donlod

any wrongdoing,

This article exploras possible tax frontmont of

tno two lawyers' dealings in the stook of a com

puny thai indirectly controlled First American

Bank . The article argues that Clifford and Altman

should havo reported compensation income rather

than capital gain . What difference don that make

if both capital gains and salary were taxabio ai 28

percent in 19887 Capital treatment allows for capi.

ial loss offrott. (Altman and Clifford appear to

have made identical deals with BCCI, but some of

the avulable documents concam only ont man .

For purposes of tax analysis, this article will treat

the two as having made the same deal. )

BCCI guaranteed Ciliode profit on hla

CCAHstook andpromlaid to grous it up for

U.& . capital gains taxas .

Bank of Croola und Criminala

If you have not road John Grisham'u best-selling

novoi Tho Firm , do not bother. Got the Beptember

11. 1991 , House Banking Committee Minority Staff

report on the Bank of Credit and Commerce Inter

national (BCCI) instead . It's engrossing, sur

ponsotul, and better written , besidor . Tho roport

arguos that Clifford and Altman knew full woll what

BCCI was doing in the U.S. and aldod and ubotted

BCCI in achieving its goals. The roport drew Ita

information from the Foderal Reserve Board's in

Alm in and Cliford bought 6,742 CCAH shans

(2.247 and 4,488 respectively ), representing about

thrwe weroont of CCAM srock, In July 1990: They

borrowedeno nearly $16 million purchase prica
from BCCI. The loans wora nonmoouna . 16 -month

notes at the London Interbank Olong Rate

(UBOMI rate rarely offered to IndMduals with

intomstdus at the end of the term . In March 1888 ,

Cilfford and Alman sold 3,200 and 1.600 shares ,

respectvoly , to Muhammad Hamoud, another

CCAH sharkholder, for $ 6,800 por aharo . ( For I

doronipuon ofCumordand Arman'sstook daal, ..

Potta , BCCI Stook Deal:Wu Prottt Proporre The

Washington Post, Sept. 10 , 1901, p. A1 .)

1
0 TAX NOTA ,Otor 7, 10
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Although CCAH shares are not publicly traded

and, theratoro, an dificult to value, it appears that

• value of $ 8.800 per shan for CCAH wasa

travagant. Prica Waterhouse valued tho CCAH

sheros ar $ 2,100 sach in a 1986 audit of BCCI.

Glittord and Altmenmade $9.8 million gross profit

onthe sale of CCAH stook in 1988 , of which they

kept about $ 3.8 million atter expenses and taras.

They reported the transaction us capital gain on

thoir 1968 tax retume.

Fod exhibits recently released by the House

Banking Committeoindicato thatBCCI guarentoed

Cliford a profit on his CCAH stock and promised

to grow it up for 1.8 . capital galna taxos. Cilford

and Alman won not permited to sell their CCAH

stock without obtaining pormaslon from BCCI.

Correspondonou between BCCI and the two

lawyon indicates that BCCI had a firm comrndt

ment from ' certain alients to purchase any and

all of Cuttord and Allman's sharos u the time the

two bought their shares, and that BCCI would ar

rangefor the sale of the shares at price agreed

upon by the parties. Basloally, BCCI rotained the

authority totranster the shans. The latter Indl.

adto that BCCI contemplated rolling over the debt

should the shares romain unsold whion the noto

becamo duo .

According to the report, fogoru Investigators

ballove that Altman's loan and stockpurchase may

have beenmorely a mechanism to give Aloman the

cash profit on the stock without himhaving to

assume the risk of owning the stook. The report

points out that Altman borrownd about $ million

iopurchase the CCAM stock , which he pledged to

BCCI as ootlater for hla lotn . When ho sold his

stock in 1980, he said R to an And Investor whom

purchase was tinanood by BCCI. Altman mooivod

the proceeds of his salo not from the purchaser

butby means of Lwin transfer from the moun

of u BCCL filan n cranc Vind . Altman im

mediatory ropa ho ou principal, Imeron , and

commission to the account of BCCI affilato in

Grand Cayman. Federal investigaton call this

mechaniam a ' round trto , ' andtako i us an Indlar

uon that the transaction was a sham . Cliford and

Altiman did , however, retain the right to voto their

pledged CCAH Sharea, indicating some ownenship

rights.

monta ot: compensation ; transfer, and restricted

property .

The sale of stook to Cliford and Altman a un

advantageous price wascompensatory. Botore the
Senate Banking Committee on Baplombor 11 , Chi.

ford alated covoru ilmos that the differeno , bo

tween what he and Altman peld for that CCAH

stock and the amount for which they sold # wu

nothing more than thai labr totum for serviams

Hull -HD-ni.menandinke Emon Culford

had not made thon emissions agune his own

tux -minimizing Interest, however, the surrounding
circumstances show that the stock gains realized

by the two men van compensatory . Cuftord took

un annual salary ofonly 150,000 to wor u chalr.
man of First AmericanBank , and Altman took no

salaryto servo us hapresident. Even If he did not

need the money,nolther manwasinthebusinous
of providing valuable servioss at no charge.

Clintord and Altman could argue that they didnot

portorm sonvices for Mushrla,whose walvor of its

rights to the stock offering anabled themto buy

the CCAH stock . The Fed belloves that BCCI

causad Mashrla to walve Itsrights in tavorof Cill

ford and Altman, so that BCCI could be considered

the trangtoror. Under section 19, the translaror of

property need notbe the employer of the motplant.

Nor nood the trandtor bo i guld pro quo for the

portormanos of convious ; a presumpdon ot com

ponestion to ralend If the raclplant ut some Urno in

the past, procent, or tuturo portormed services for

the transtoror,

Tho aurrounding atroumetanous show that

the stock galna realized by the two mon

wara componestory.

Section 83 Analyale

Boston 830) states that. If property is trans

formed in connection with the partormance of stre

vions, the reading ble on the excessoche

DOMINANTOTIT YOU O amountand

for 1 atmintmoment that TOT rights

ரொனா rnatarrhonor

ject to the tanta rok of fortalturo . Beation as

lo very broud, and determines tho uming and char

acterof compensatory transters of property. The

discussion below deals with the section 83 require

If a shareholder of corporation makes a trans.

for dirvotty to an employs of the corporation in

compensation for sonicus rendered to the com

poration, sootion 83(h) and regulation section

1.89 $ ( d )( 1) trust the transactionMontribution

10 th comoration capital by the shannonder and

tho wo of the proporty by the corporation to com

Donosto thoomployoo . That the ultimato pur

chaser of Ciltond und Anman's stock was another

sh holder of CCAH adds to the compensatory

Tricotaww transction .

But there may have been no transtor within the

meaning of section 13 because of the way the

purchase was financed. If therewas notrunater of

property from BCCI or its affilata to Cliford and

Altonan, then they won not in roovipt of Income in

1000. They could argue , based on reguladon wou

ton 1.49- (a )(2), that, boonusetheir purchase was
financed with nonrcourue debt, it was the equi

valent of the granting of an option , whichisnot
considered I trunster of the subject property. A

1
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Iranstar restriction wus genuine. But wu the

CCAH stookaudinot to a substantial rokof tortor

tuna ? A ' substantial risk of fortolture usuall

means that righta to the property and conditions

on the partormance of substantial convlow in the

futuro, whlon la factual question. Culord's too

Umonybetono the House Banking Commme indi

catesthat the stock dad wu in incognidon olhla

per servious to BCCI and no chilene.. You # CIM

ford and Altman won required to sell thake shan

buck to BCCI X they drolded to bull out , and than

was a businon purposo tor this requrument, the

that would constituto a substantial risk oftortaltun

under Robinson v . Comuntentonar, 208 7.20$ (18

Cle. 100s ).

What # Bccro business purpone torthe route

tlon attached to the stockwas intended.to.con

onal what the Fed assorto aro BCCI'7 violations o

4.8 . bankinglaw ? Under abroad reading of bal
Jonas Untworatty * U.9 ., 181 v.d. 574 ( 1003 ).

might be against publla pollay to gho Cuitord.am
Arman the benefit of dotard taxation under-sc

tion 63 N tho matriction wus designed to ald ani

abut the violation of V.8. buntong tow .

Similarly, many courts have found publle polle

Imitationsonthe sort of business orpendan, suar

u bribusand klakbaaka, that can be deducted. A

launt the Indoould argue that fostering a violation

of the banlang law , # * violadon could be proven

we not a businesspurpou that would upholdthe

foretrlotion . I the stockwu not rostrlated propert

when Clmord and Altman bought #In ton , the

they would have compensation for the dimorano

between the purohen proo and to tali marto

valuo In 1996 , andcapitalgunon thediterancı

between tho 1000 falr -market value and the selling

petoro In 1906.

Whether wodon 7672 should apply to thecom

ponaation-related loanstoimputo ahigher interes

rata depunde on the relationship betwon LIBOF

and the applicable federal rato ( roughly the Tras

surybili rato In thh Instanoo ) attheUmo. Imorta

on clinord and Altman's 18 -month launs was ou

culated annually. LIBOR was about 0.2 poroom te

July 1906. The annual short -term applicable ted

oral reda in July 1000, appllonblo lo louna wie

terma shorter than three yean , ww 7.2 poroom

The differanon betweon the applloable fodorai rata

and LIBOR should be imputedto the parties undo

neotion 7872 , with the rooult that Cikord and

Annan would han i largarInterest deduction .

Shann Transacdon

If thestock purchaus wu moratya moohanian

for the transfer of funds to clifford and Altman

then nap transuotion theoros rather than motor

SI apply. The Fed'sconoom thatthe transaction

may not have been roul is substantiated by i

blzam worksheet oonoomningchord's deal the

was released by the House Banking Committee

nonrecouno loan is like an opton because the

borrower can just walk away from to

Whether their nonrecourse loan will be consid .

orod tantamount to an option doponda on the facts

and circumstances, the focus boing on whether the

two mon had the risk of losi onthe stock while

thay hold it . Bocaun the circumstances show that

they did not assume thia rink, they should have

opon transaction treatment as if they had an op

tion . Nonotholes , the income they roponed in

1988 would still be compensation ratherthan capi

tal gain, becauso the option analysis would koop

the amount of compensation opon until the umo

Curford and Altman paid their debts .

Though the regulations' traimont of nonre

couri , dobi may usem like a loophole, one should

bo reminded that the normal bualnon corporation

bohaving in a rational way would not make this

sont of loan. The company would sook to Ink its

executivos' penonal wealth to the company's for

lunos. It would make a rocounse loan a market

intarost with all sorts of conditions designed to

provent the executive from walking away. One

hundred -percant financing, u CilMord and Altman

enjoyed, is unusual because the normal omployer

wants the omployee to be at some plak of loss .

1f the stock purchase was moroly a

mechanismfor the trandor of funds to cli

ford and Altman, then stop transaction

thoorlas apply.

Should the appuront quarantee of a profit on the

CCAH shares accolorato Cuford and Altman's

receipt of componsation into 19867 The apparant

guaranta of a profit to each man dows not affect

the timing under sooton 83 boosum it dona not

appear to have beon a fundod and soured

promise to pay. Because the dock securing the

promise to pay wus in the hands of the transtoror

rathoi than a trust or Oscrow , the two mon wong

not in constructivo receipt of Income unlou thoir

ownorahlp of the stock wus unfottered , which it

sooms not to have boon.

Another ground on which to argue that there

wus no transter is the fact that the parties con

tompleted that the stook would be mosold to the

transteror's designus when the notes camo duo .

Under regulation section 1.83-3 ( 1 )( 3), no transfer

may have occurred if the property is transferred

under conditions that require its retum upon the

happening of an event that is contain to dogur.

Even if then wus a transter , the CCAH stock

may have been restricted property. Tho CCAH

stock nold by Cliford and Ahman was not trans

forable without the permission of BCCI. Qlvon the

sort of operation that the Fed balloves that BCCI

was running. It is reasonable to believe that the

TAX NOTA , O 1,10
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The worla heat shows a rotal amount payable to

Cliftord of some $21 million, which was tobe used

by him to repay two BCCI loans of some $14 mto

llon and to pay capital gains ton of about $ 3

million .

The workshoot contemplatedthat Cliford would

hm about $ 3.7 million when the dust cleared. It

further indicated that the number of CCAH sharas

to be sold by Clifford was the number necessary

to cover the $ 21 million transfer at the agreed pria

of $ 8,800 per share plus sovoral sume that look

ilka commissions to the bank and the buyer of

than ahan

Thoro lo no reasonable compensation issue

here . In hindsight, $10 million looks like a

gnast bargain .

The House bank :

A.Question of Interest

Adosting the suffix appiled to all Washington

scandals, the revelation of the checkoushing

abuses of members of the House of Repre

sentatives han demn dubbed Houssgate on the

editorial pages of The New York Times and " Rube

bargate on the front page of the Weenington

ThueAverage citizens an outraged at the latest

example of government offlolais getting aleury

privileges for which they are not eligible.

The weaze is that Hous members have been

caught writing bad checks on their own private

bank that en floated unul the member can redeem

mem. In na latest audit of this private bank, the

GeneralAccounting Office reported that members
had omnis 8.331ahimo na over one -yearperiode

cheone thatwere returnedbecause ofinsuficient

tundi. The lasua nas aux-implioutlon : Do.no

Interes: tree loans extended to the sieuze witan

constituto unreported income ?

Tha Dark in question botually le a prvato opera

Hon within the House Office of the Sarpaam at

Arma, subject only 10 House regulations . Its chiet

tunction is to cush checks and matten noninton

64-bearing socounts for the convenience of mam

bor. Congressional statt and reporten also may

write cheokas on their own bank accounts for cash.

Fundo used to cash checks at the bank are pro

vided by deposite made by the account nolder .

Do the interest- free loans extended to the

aleste -writers constituts unreported in

come

the BCCI louns to comford and Altman to pur

ohase the CCAH stock wore a sham , then the two

lawyon wouldpresumably not have a basis oftest
to the nearly $ 33 million of groue proossda thay

moeived on their assorted sale . Nor would they be

able to deduot Intorast and commissions related

to the wesented purchan . However, the transac

Nons must be conudorod u ono to show that the

Amungemont wu u sham , so that only the net

amount onch men thoolved in 1988 wouid bo tax

able to him cunord could argue that, ovan If the

loan and stock purchuss were not na . he is tax

able only on the roughly $ 7 million not proceeds

from the integrated innsactions and not on the

temporary receipt of $ 21 million. The character of

thisincome would be compensation, given me sur

rounding circumstances.

Thor is no rousonable compensation issue

har . Given the Cilmord and Altman's real lob

swems to have been to kamp the Fad ott BCCI'S

scant ather than to actually run Fire American

Bank - compensation of roughly $ 1 million per

year for the pariod of tholl relatonship ia & rex

songbia price for their sarvioes. in hindsight, $ 10

million loon llka e graut bargain .

Another compensaton question to raised by

Lynda Carter's jaguar, & gift from BCCI . If BCCI

gan har tido to tho olf, the value of the our would

bo taxable compensation to her and her husband

undor Dubarstoin v. Commissioner, 383 4.8 . 278

(1980). The tax rules regarding can are so ienient,

nowover- mor ofthe great American hiddensub

sloy tordriving - that if BCCImoraly gave her the

uit of the car and retained it tor neort, sha and

her husband would have no roportabio Incomo. 1

-LA A Shoppard

The GAO's Baptember report, whion coverad

July 1989 through June 1990, was not its firm on

the matter. It had Identitled the problem in a

February 7, 1990 report and had recommended

procedures to help asrgeant-at-Arms Jack Auss

tighten the operation. Though the proceduras ware

supposedly implemented in Decembar 1988 , the

GAO sad the bank was being run lust as sloppily.

in the second half of 1980, 4,000 House bank

checks wore returned because of Ingufticloni

lunce. In the next six months , after the procedures

had been implemented. 4,325 were retumed. Just

considering check written for $ 1,000 or more -wa

found that 134 Looount noudere canned 881 checks

that were returned ," the QAO said . The one-grand

plus checke wore flotted an average of awosk

batore the account holder redeemedthem , and ' i

tenter were held up to four weeks.

House Speaker Thomas 8. Foley,D -Wush ., lo

getting roased for retwaing to reveal the names of

the transgresors. Some members have admitted

to variode media that they were gulty of woning
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Senator BROWN. And the last. I do not know if we reached an

appropriate point with regard to the White House staff, a state

ment put out by the White House in that regard. I thought it made

sense to include it in the record as well.

Senator KERRY. Without objection , so ordered .

Senator BROWN. Thank you, Mr. Chairman .

[ The information referred to follows :)
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THL WHITE HOUSL

orrfce of the Press Searetary

For Immediate Release October 24 , 1991

Governor Sununu has never discussed BCCI Or Sheikh Adhan Kamal

with Ed Rogers . Governor Sununu has no role in monitoring the

BCCI Investigation in any way .

The Chief of Staff's office and the counsel's office confirm that

there is no formal or informal group in the White House involved

in , or monitoring, the BCCI investigation . The BCCI

investigation is being conducted by the Justice Department. The

White House has not , in any manner , attempted to influence the

Dopartmont of Justice's conduct of this investigation .

October 23 , 1991

MUELLER

RSM :

.

As Assistant Attorney General in charge of the Criminal

Division , I have had responsibility for overseeingand coordinating
the various investigations Into BCCI .

At no tima has anyone at the White House cought in any way to

Inlluence these ongoing investigations. Moreover , to my knowledge

Governor sununu has had no communication with anyone at the Justice

Dapartment concerning these investigations .

BARR
PB :

The notion that anyone at the White House bas attempted to

Influence the BCCI investigations is uttar nonsensa .
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pariment of Justice

-

FOR IMMOSDILTI RELEASE

WEDNESDAY , OCTOBET . 23 , 1991

10:00 p.m. EDT

ORE

202-514-20
07

202-514-1
686

( TDD )

sustenest of assistant Atto.ney General in charge of the

Criminai Division , Robert S. Musiler , II

" 6 13sistant Antoney canora ! ia charge of the criminel

Divister , Idaüe hac hoc responsib11ity .. sio suvine 206

coordinaiing the various Lovestigations into accI .

Ai no time bax anyons at the moite Bourse sought in any way

to influence these ongoing investigations . Moreover , to my

knowledge , Goveno : Sununu . bas hed no conversation with anyone at

the Justice Department concerning these investigations . "

91-423

FOR DDIDIATE RELEASE

WEDNESDAY , OCTOBER 23 , 1991

10:00 p.m. EDT

AG

202-514-2007

202-514-1888
(TDD )

Statement of Acting Attorney Generai william P. Barr :

Too notion that anyone at the White House bas attempted to

Lliuence the BCCI investigation is uiter nonsense ,

91-424



257

Senator KERRY. Gentlemen, there are, I think, two principal

areas that I want to try to make some inquiries about, and then I

am going to try to see if we can move on . There are a few sort of

loose odds and ends also that I just want to try to touch on in a few

places.

Coming back to the question of sort of the nature of the involve

ment, let me just say that I think Mr. Altman, your statement

about the changes that were made at the bank I accept, and I

think the committee accept that indeed those weremade.

The concern the committee had was that that happened in the

wake of the 1988 drug money laundering indictment, when chills

and alarm bells went off at BCCI, and what witnesses have told

us — and the reason I ask this is not some sort of grand conspiracy

theory that we are conjuring up. I assure you we are trying to sep

arate what is grand and outrageous from what is reality.

But a number of witnesses have testified under oathand put evi

dence before the committee to the effect that what you really had

happen was in 1988 with the drug money laundering indictment

concerns were expressed in London and elsewhere about the expo

sure ofthe bank overall as a consequence, and whether or not that

might draw the regulators like moths to the klieg lights or politi

cians and the result was that there was sort of a get-the-act

cleaned up, not necessarily in First American, because frankly I do

not think First American as a banking entity had those kinds of

problems or had a need to get something cleaned up, but that out

side of it, and particularly with respect to NBG - National Bank of

Georgia and the Gaith Pharaon situation , coupled with his finan

cial problems, which put the bank at exposure, it has been asserted

by Mr. Sakhia by Mr. Rahman and others, that it was necessary to

dump the bank and protect it .

Now , do you have any comment on that?

Mr. ALTMAN. Senator, I am puzzled. The National Bank of Geor

gia acquisition was completed in the summer of 1987, and these

changeswere effected immediately upon acquisition --this manage

mentchange that I described -- and those were effected immediate

ly. BCCI was not indicted until October 1988, 1 year and 3 or 4

months — 12, 13 , 15 months later — so I do not understand the point.

I am confused.

Senator Kerry. Let me come back to that , and I will try and tie

it together in the context.

Mr. ALTMAN . OK.

Senator KERRY. The other pieces that have been brought to the

committee's attention, again by the witnesses who have testified as

well as by the Fed and others who have provided both documenta

tion and information, is the ongoing sort of business relationship as

it appeared to some.

For instance, turning your attention to document 13 , there is a

telex message that shows Mr. Sakhia had arranged for First Amer

ican New York to get a deposit of $4,200,000 for 6 months at slight

ly below market rates. That was sent to you, Mr. Altman, in Wash

ington .

Then the next document shows in paragraph 2 of the enumer

ated paragraphs, all business passed on by BCCI to First American

Bank, New York may please be reported to Mr. Afridi. So you have
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had a sort of joint management relationship which people have al
luded to .

Then the next document — this was the coordinating committee

to which you referred that you had not heard of. There are other

documents, and again, I am not going to go through each and every

one of them here, because I do not think the moment or time pro

vides for it , but there was this ongoing, very integrated exchange of

deposits, of business, if you will,and Mr. Sakhia toldthe committee

that from their point of view they did not mind taking a loss , or

they did not mind putting the business there, because to them it

was viewed as their business. They were going to get it through the

relationship of First American to BCCI. Now , that is what they

say. I think you have heard that testimony .

Mr. ALTMAN . I have heard part of Mr. Sakhia's testimony, and

the committee can accept it for whatever weight you wish to give

it . I have stated earlier, I take the strongest exception to many of

the statements Mr. Sakhiahas made, not just the one Mr. Clifford

has identified, although I think that is indicative of the testimony.

Senator KERRY. Could I ask you, Mr. Altman, as an attorney as

well as a participant in this, what motive you would attribute to

Mr. Sakhia with respect to his testimony? Is there something that

you have thought of ? Is there a sense you have of what is happen

ing here ?

Mr. ALTMAN . There is, Senator. I am not sure that this is what

you want me to go into in public session , but if you do I can .

Senator KERRY. I am looking at Mr. Bennett, who feels that it

would be more advisable not to at this point .

Mr. BENNETT. Senator, yes . I think in fairness to you, the com

mittee, Senator, there are certain matters that are under seal in

Federal court, and as much as I would like Mr. Altman to answer,

I do not think it would be appropriate for him, nor would it be in

the interest of the committee.

Mr. ALTMAN. There are some other matters that are privileged

that -- and I want to be careful about making commentary which is

not perhaps a commentary that should beoffered in public, but

there is certain information that we can provide the committee, I

think, that might be illuminating.

Senator KERRY. May I ask you at this point in time, then, at

least in open session , were you ever contacted, either of you, by

members of the intelligence community of the U.S. Government ?

Mr. CLIFFORD. I have not.

Mr. ALTMAN . Nor have I.

Senator Kerry. Do you know whether or not Mr. Abedi was ?

Mr. CLIFFORD . I do not know.

Mr. ALTMAN . Nor I, sir .

Mr. CLIFFORD. I did not hear him say that he had been.

Senator KERRY. And was there any time in the course of any dis

cussions with you when he alleged in any way that he was con

cerned about the CIA or about being on the watch list or any such

matter?

Mr.CLIFFORD. Never in my presence .

Mr. ALTMAN . Never in mine.

Senator KERRY . And you never heard from any of the personnel

within the BCCI community anything to that effect ?

31
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Mr. CLIFFORD . I did not.

Mr. ALTMAN . The first I heard about it was some reference Mr.

Sakhia made in his testimony, to the best of my recollection .

Senator KERRY. Do you at this point have any knowledge with

respect to the $10 million Adnan Khashoggi note through BCCI?

Mr. ALTMAN . I do not know anything about it.

Mr. CLIFFORD. I do not. I never heard of it .

Senator KERRY. Was First American in any way used as a deposi

tory of intelligence community accounts ?

Mr. ALTMAN. Senator, I don't have the specifics about it, but I do

have an understanding that the CIA has maintained accounts at

First American .

Senator KERRY. But you have no knowledge of any of the reasons

therefore or the specific efforts that those accounts might have

been part of or anything ?

Mr. ALTMAN . No, I do not.

Senator KERRY. None whatsoever .

With respect to another area of inquiry with respect to BCCI, did

you ever become aware in your dealings with National Bank of

Georgia or with Mr. Gaith Pharaon ofany involvement that he

might have had or that the bank had with Centrust in Florida? Did
you ever learn of that?

Mr. ALTMAN . I heard that , to the best of my recollection, after he

sold the National Bank of Georgia he bought a large stake in Cen

trust. I think he was the largest individual shareholder . I think

that is what I was told.

Senator KERRY. Do you know when that would have been?

Mr. ALTMAN . Our transaction was completed in 1987, so probably

around that time period. But I wasn't involved in it. It is just some

thing I had heard .

Senator KERRY. So you have no first - hand knowledge as to any

BCCI involvement specifically with Centrust?

Mr. ALTMAN . That is a different question .

There is an investigation that was commenced, if I recall , it was

with reference to a debenture or some issue that Centrust got out

that either BCCI or Dr. Pharaon or both of them participated in , a

$25 million debenture. There is some allegation about that . I do not

know the specifics of it , but I'm aware of it .

Senator KERRY. But it is only through the investigation that you

have learned anything about it?

Mr. ALTMAN . Oh , yeah. I didn't know about it before all this

arose . I wasn't involved in that. No, sir.

Senator KERRY. I just wanted to find out whether you were or
not.

Let me come back now again to this question of who knew what.

And I think it is very helpful to us as we have been proceeding to

get a sense of where you stand with respect to whatyou understood

was happening at the time and what others might have under

stood. Because some of the evidence that we have is obviously sug

gestive of something else . And one needs to know what it means.

I turn your attention, again, going back to this question of the

mutuality of relationship, to document No. 14. Document No. 14 is

a minute, minutes of the president , president Abedi's meeting with

the Far East region senior executives in Hong Kong in April
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1987.121What he says there, this is a sort of transcript of his com

ments or excerpt of them. And he says, for me this is the event in

importance only to one event that happened in September 1972

when this bank came into being. If I were to be honest with you, I

think it is not second to that, but it's just as important to that.

This bank - referring to BCCI — has become a significant banking

institution in the committee of banks internationally.

You are now - speakingto all the assembled personnel there

you are now with the First American group of banks, at the

moment over $27 billion in assets. And we will be $30 billion by the

end of this year.

We are now being recognized in the brotherhood of international

banks as an important factor to thebanking system of the world.

At this meeting was Mr. Tariq Jamil from National Bank of

Georgia or formerly therefrom , and other members of the BCCI/

First American community.

Were you there, either of you, at that? Is this a document you

have ever seen?

Mr. ALTMAN . To the best of my recollection, the first time we

saw this was last night.

Senator KERRY. When we provided it to you?

Mr. ALTMAN . When you provided it to us .

Senator KERRY. Does it indicate to you, as it seems to to us, that

Mr. Abedi is certainly not keeping a secret of the fact that he

thinks he owns First American, that it is part of the family ? And

would you agree at least with that as his assertion ?

Mr. CLIFFORD. I would have to add that I do not understand, Sen

ator, when he says that, “ You are now with the First American

group of banks, at the moment over $27 billion in assets.” That is

not us . I don't know what he means.

Senator KERRY . You had how much in assets ? $ 11 billion?

Mr. CLIFFORD. The highest we ever got was $ 11.5 billion .

Senator KERRY. He is adding in all the 69 branches of BCCI.

What he is saying is that the BCCI family, including First Ameri

can , now represents $30 billion worth of banking power.

Mr. CLIFFORD. Well, that doesn't add up eitherbecause by 1987 I

would say that the assets of BCCI must have been $20 billion .

Senator KERRY. Was that according to Price Waterhouse ?

[Laughter. ]

We will figure that one out . I suspect it was a fluctuating total

asset base. But who knows?

So at any rate, this is a mystery. Is that correct ?

Mr. CLIFFORD. It's a mystery to me.

Mr. ALTMAN . It is to me. Obviously, we had some shareholders in

common , but I can't explain this language.

Senator KERRY. Does it not strike you as extraordinary that in

1987 so publicly they are marketing? I mean, surely you would un

derstand why Mr. Sakhia would comehere and say it was no secret

we owned First American . I mean, this seems to give some credibil

ity to the notion that he had a reason to believe he thought that

they owned it.

Mr. CLIFFORD. Senator, it was a secret to the Bank of England.

And it was a secret to Price Waterhouse. It was a secret to us . It

was a secret to the Fed. So there were a great many people
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Senator KERRY. Actually, Mr. Secretary, and I do not want to – I

am not here to just contradict you, but it was not a secret to the

CIA in 1982 because they moved a memo through the agencies of

Government saying First American, BCCI has bought banks in the

United States. Did you read that memo?

Mr. CLIFFORD. We would give a great deal if only we could have

been told about that memorandum in 1982 .

Senator KERRY. I am sure you would. I have no question about it .

Let me move on to the next document, if I can, Mr. Altman, it is

No. 15. This was a deposition taken with respect to the Virginia

Bankshares case in 1988. And in it you were asked on page 17 of

the memo, it is the second page of the 3-page memo, you were

asked about your communication with the investors of CCAH. And

you were asked, is there any particular investor with whom you

communicate on a regular basis as opposed to other investors . You

said no.

Do you communicate with all of them with equal frequency ? You

said no. Is there an investor with whom you communicate with

greater frequency than others ? You said no, there's no particular

pattern to it. Sometimes some of the investors call me or at times I

will contact one of them . At times I will contact all of them. Do

you recall that testimony?

Mr. ALTMAN. I don't recall specifically this testimony . But I

accept what the transcript says .

Senator KERRY . The reason I ask you that is because one of the

questions raised in the House and one of the questions raised pub

licly is how often these investors appeared and really were dealt

with and so forth .

And if you turn to the next document, which is a First American

Bankshares document, No. 16 , a letter to Mr. Fulaij . It is a notice

from Secretary Clifford to the shareholders about an important

meeting, excuse me, about a meeting to discuss important develop

ments at First American Bankshares. And the meeting was to be

held in London on October 23 , 1990 .

The question I ask is, turning to the next document, No. 17, you
invited in your letter each shareholder to designate a representa

tive to attend on their behalf if they could not attend. A represent

ative did attend representing the government of Abu Dhabi, Sheik,

then Sultan , Al Nahyan Zaied .

And his report to Shaikh Zaied said as follows:

The meeting was attended by Mr. Clark Clifford and Robert Altman from First

American. The shareholders or their representatives present were H.E. Kamal

Adham, Mr. Gauhari, Mr. Fulaij, and myself. The meeting was opened by Mr. Clif

ford who gave a background of First American and its progress to date .

It was pointed out by Mr. Clifford that the contact maintained by First American

and its shareholders were through Mr. Aga Hassan Abedi, who acted as a liaison

between both parties. And this was the first time that an attempt was made to con

tact the shareholders directly .

Now that seems to contradict the notion that you had been in

touch with them previously . It seems to contradict the notion that

the shareholders knew that Mr. Abedi was the contact because you

were informing him of that fact at that time . And I am just, again,

just left with sort of why, why does this appear this way that there

is a first meeting, for the first time there is a contact in 1990 when
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nevertheless these people were supposedly participants on a regu

lar basis .

Mr. CLIFFORD. Let me take a cut at it.

Mr. ALTMAN . Fine .

Mr. CLIFFORD. I think the wording that Mr. Azad has used is in

correct. When he says, this was the first time that attempt was

made to contact the shareholders directly. I think what he means

to say is this is the first time attempt was made to contact the

shareholders in person , which is very different.

We had contacts with the investors starting in 1982. But this is

the first time

Senator KERRY. So I take it there had been no meetings of the

shareholders in person previously.

Mr. CLIFFORD. We had meetings with some of them in person.

But I do not recall our ever having a call for all the shareholders

to come or their representatives. Do you?

Mr. ALTMAN . I think a couple of comments, Mr. Chairman.

First, with reference to the memorandum , which again I saw for

the first time last night , I agree with Mr. Clifford's interpretation .

Although obviously we didn't write that.

Incidentally, I think it is addressed to the chairman of a private

department and not to Shaikh Zayed himself.

But in this case

Senator KERRY. I stand corrected . You are absolutely correct.

Mr. ALTMAN . Mr. Azad who worked for that private department

was new to the matter. He didn't have a lot of the background that

others had because this was really the first time he had become in

volved with the First American investment.

Going back to my testimony that you made reference to , I say I

don't know the number of times I've talked to any particular inves

tor. I believe over the years I would have talked to Shaikh Kamal

Adham more frequently than any other investor. But it is just a

guess .

And what happened that gave rise to this meeting and the report

on this meeting that you are reviewing in the document, is that

BCCI had served as the communications link . It is interesting that

we did not have direct contact with Shaikh Zaied through the

years . We had our contact through Mr. Abedi. And Shaikh Zaied is

considered, to our understanding by the Federal Reserve, as a le

gitimate shareholder. So this concept of communications link and

investment advisor worked in his case.

Senator KERRY. Let me say for the record that at least this Sena

tor is convinced . I am not sure of the rest of the committee, but I

think it is clear that Shaikh Zaied was, indeed, a legitimate inves

tor .

Mr. CLIFFORD. Andvery likely the two otherAbu Dhabi parties,

one of them Prince Khalifa and the Abu Dhabi Investment Co.

Senator KERRY. And I think there is no question that theyhad

significant sums at stake. And that is evidenced in a number of dif

ferent ways here.

Mr. CLIFFORD. Right.

Mr. ALTMAN . In that regard, I would just say so that the point is

clear on the record, from our standpoint, that is, I think, speaking

for the management of First American, we had no way to distin
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guish between shareholders. We did not know that there were two

groups of shareholders, some nominees , some legitimate. And the

use of Mr. Abedi as a communications link and as an investment

advisor was anappropriate use and one that worked in the case of

these shareholders who are believed by the Federal Reserve to be

legitimate shareholders.

What happened , however, was that in 1990, in the spring, BCCI

was acquired by the Abu Dhabi interest. And the management

group that had been in London moved to the Middle East. It left

London and moved to Abu Dhabi. And in the summer of 1990 I had

a meeting with Kamal Adham in London and I said that we had

been using Mr. Abedi as our communications link, but Mr. Abedi,

of course,is because of health no longer involved. And Mr. Naqvi

who we were using on a limited basis thereafter is not going to be

around. And BCCI is not going to be a major operation. And we

need a new means of communicating with this group .

Kamal Adham suggested , A, that he would as he had been the

informal chairman of the group so -called for many years, accept

that responsibility. And, further, he thought that we should have

meetings at regular intervals. And he suggested that a representa

tive ofShaikh Zaied, given their financial interest in the property,

they were the second principal investor, should be invited.

And so an invitation was also extended to a Mr. Mazrui, who was

the chairman of this department which managed the ruler's invest

ments.

We decided to have such a meeting . We extended an invitation to

all shareholders who wanted to attend. It was going to be, in effect,

a new approach to try and create an effectivemeans of communi

cating with these people since the link that we had utilized for

some 8 years was being severed and was no longer effective. There

fore, these letters went out .

This memorandum reflects the fact that Abu Dhabi wished to

attend the meeting and they sent Mr. Azad, who as I say had not

real background in it at the time, although a knowledgeable indi

vidual, sophisticated man , he was sent to the meeting so that he

could get the report and take it back to the Abu Dhabi shareholder

group.

Senator KERRY. Let me turn to Senator Brown and then I am

going to come back and perhaps be able to wrap up my set. Let us

see where he goes. Senator Brown ?

Senator Brown . Thank you, Mr. Chairman .

I have just a few brief areas that I wanted to cover. The first

dealt with compensation .

In your statements originally you had mentioned that the com

pensation was very modest, referring, I think, to the compensation

from First American where you served as chairman and president,

respectively.

Mr. CLIFFORD. That is correct , Senator.

Senator BROWN. I thought it would be helpful for the record to

go through and accumulate what we can in terms of compensation .

As I understand it, Mr. Secretary, your compensation was limited

to $50,000 a year as chairman .

Mr. CLIFFORD. Yes, and remained that way all through the 9

years.



264

Senator Brown. And, Mr. Altman , as I recall the testimony, you

did not take a salary for acting as president ?

Mr. ALTMAN . Mr. Clifford , as chairman , received a retainer. I re

ceived no salary and no retainer. I did receive director's fees for

serving on the boards.

Senator BROWN. Can you give us an idea of what those would

have amounted to over that period ?

Mr. AltMAN . I would think that they would be the fees that

were paid to all directors of the company except for inside direc
tors.

Senator Brown. I do not mean to put you on the spot. If that is

something you want to supply later.

Mr. CLIFFORD. I have arecollection that the directors were paid

$12,000 a year basis. And then they received a fee for attending

meetings, which may have been $500 or so . So it was in the area of

$12,000 to $ 14,000 a year that was paid to the directors.

Senator BROWN. Which is a standard arrangement for boards of

directors.

Mr. ALTMAN . Yes, sir.

Senator BROWN . In addition, we have already talked about the

stock transaction. And as I review the records, the combined

before -tax gain of both of you is $9.85 million.

Mr. CLIFFORD. That's correct.

Senator BROWN. And after tax, that was reduced to somewhere

near $4 million .

Mr. CLIFFORD . Yes, I think mine was $2.7 million and Mr. Alt

man's was $ 1.3 million. So the total was $4 million after taxes.

Senator BROWN. And in addition, both of you would still have

stock ownership of the, was it roughly 40 percent that you re
tained ?

Mr. CLIFFORD. Yes, and that was paid up in the transaction that

took place there, the stock that we had remainingwas paid up.

Mr. ALTMAN . In that regard, Senator, in 1989 there was another

rights offering and Mr. Clifford and I each subscribed for some

more stock . This was after we had held the balance from selling

the first block that we had purchased.

We bought some more stock in 1989. And incidentally, that stock

was not financed by BCCI. There were no loans, in fact, from a

bank. And then in 1990 there were convertible debentures that

were issued by the company in an effort to raise capital and Mr.

Clifford and I each purchased our pro rata portion of those convert

ible debentures.

Senator Brown. Of the stock that you had purchased originally,

which appears to me to be 2,200 shares for Secretary Clifford and

1,100 shares for Mr. Altman , do we have a way of coming to a

figure as to what that would amount to? It looks to me if you value

that at $6,800 , which was the figure we used earlier, that that

comes close to $22.9 million.

I guess the question is

Mr. ALTMAN . We would be glad to sell them at that price.

Senator Brown. Yes. What is an appropriate price at this point,

do you have a feel for that?

Mr. CLIFFORD . I wish to make two points.
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One, the fact that we had one transaction at the $6,800 figure did

not set a price at that time . In very narrowly restricted sellings of

unlisted stock , one sale does not set a price . We mentioned that

earlier. Different prices are agreed at depending on how much the

buyer wishes to pay for the stock .

So that one transaction came and went.

Now with the stock that we own today, unfortunately, there is no

way to value it. For the conditions that exist today result in that.

The stock is widely distributed , but we don't know where it is .

Some of it may be held by the liquidators. Some of it may be held

by Abu Dhabi. We do not know . I don't believe anybody knows

where the stock is distributed today.

Also, the value of the stock , obviously, is much lower because of

what has happened to economic conditions in this country. Just as

illustration I was checking some figures in this relationship. Riggs

in 1988 , that's the year when we made our sale , Riggs stock was

selling then at 48, excuse me, was selling then at 26 and as of now ,

August 1 , it was selling for 8, so there's been that amount of de

cline.

The other one that I noted, which is one of our main competitors,

that's the Maryland National Bank, that stock was selling for 48 in

1988 and on August 1 of this year it was selling for 4 % . That's the

precipitous decline that has taken place in bank stocks in this area

because, mainly, of the collapse in real estate values .

Senator BROWN. Do you have a feel for what book value would

be ?

Mr. CLIFFORD. Today ? It's come down.

When we first bought our stock it was $2,200 and in the next 4

or 5 years it worked up very close to $3,000 . Then came the precipi

tous decline in bank stocks and the loss in real estate values , which

caused us to take our first loss in our 9 years in 1990. All the banks

then suffered substantial declines in book value.

I don't know even now if it would be $ 2,000 . It probably is less .

Mr. ALTMAN. It's approximately $2,000 a share, although, Sena

tor, you would understand that most bank stock today, unlike the

casein 1988, sells at a substantial discount from book value. That

is , Mr. Clifford indicated by the numbers, say, from Maryland Na

tional, one of the biggest banks in the area, selling at $4 a share, or

Riggs at 8 , something like that.

Senator BROWN. Well, as I went through this, if I have read the

record correctly — and I guess I presented it so that you, perhaps,

will straighten it out in this process. The law firm your law firm

provided legal services and received fees, presumably, from a

number of parties in this area . BCCI, Bert Lance, CCĂH , CCAI,

FAC , FAB, the parties you represented in the original takeover of

the FGB, and there is some indication in the record that you may

want to comment on that you had the ability, at least, to designate

other law firms to handle BCCI business. I do not know if that re

sulted in referral fees or not . Would all of those be correct ? Were

those fees at the law firm received of all of those entities?

Mr. CLIFFORD. Let me give the part of it that I know about.

Senator BROWN. I've given youa long list.

Mr. CLIFFORD. I think I can get to it quickly. The representation

started at the time the litigation began. That would be back in
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197?, so that the relationship with the investors began then. The

litigation lasted maybe 34/2 years.

When the litigation was over, the investors indicated that they

wished our law firm to continue to represent the properties which

the investors now owned . As you are already familiar, there were

three Shell companies at the time for tax purposes, CCAH , CCAI,

and First American Corp. Then comes First American Bankshares

and the investors ask that we represent all of those whenever they

needed counsel.

Most of our services were rendered to the operating holding com

pany, First American Bankshares, and that stated out at a lower

figure when the bank was not so large, and as the bank expanded ,

then the cost of legal services expanded . The fact is our law firm

served as the legal division of First American Bankshares. They

didn't have to go out and hire lawyers. We supplied them with the

lawyers.

I would give you a little idea of the overall picture. I would say

that through the 9 years, if I tried to average it, I would say that

about each year the total cost of lawyers to First American Bank

Group ran between $ 10 and $ 12 million a year, and of that figure

the amount received by our firm would average about one-tenth of

that, or maybe $1 million a year.

Senator BROWN. That would include the First American Bank

Group. Would it also include the fees from BCCI?

Mr. CLIFFORD. No. That would be a separate matter, and those

fees were nothing like the fees that we charged First American

Bank, because there wasn't nearly that much work to do. We had

no regular work for BCCI.

At the end of the year, we would look back over it and figure the

items on which they would call us. They were not very many. It

would just be an occasional matter that came up that they would

call on us , because they used White & Case , sometimes Sullivan &

Cromwell in New York, Morrison & Foerster in San Francisco, Hol

land & Knight in Florida.

I think, as a matter of fact, they used them a good deal more

than they used us, and also ifI might just insert a parenthetical

comment, oftentimes we have been approached with the thought,

well , you must have known what BCCI was doing, because you rep

resented them. That does not follow . They used us only on selected

matters. We were not their general counsel, and just to put it suc

cinctly , they told us only what they chose to tell us. That is the

situation .

Senator Brown . I appreciate, in looking at these figures, that the

amount of billing is obviously different from what the take -home

pay might be from these kind of services. I thought it was impor

tant to get a feel for the volume that was involved .

Mr. CLIFFORD. That is correct, sir.

Senator BROWN. I had a question about referral fees. Did the

firm also receive compensation for referral to other law firms?

Mr. CLIFFORD. I know of no such situation . I do not know of any

case, in all the years we have had our firm — 41 years — that we

have ever charged a referral fee for a matter which we have re

ferred to another firm .
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Mr. ALTMAN . And incidentally, so that the record is clear, Sena

tor, we did not have the authority to designate a law firm for BCCI,

but we would recommend law firms to BCCI. They had to make the

decision to accept it, which they would do in cases where we were

called upon , but itwas not our authority to pick their law firms.

Senator BROWN. You had also mentioned in your testimony that

there were no financial improprieties in the way First American

was managed under your leadership. We had testimony earlier

that one of the traits or characteristics of BCCI was to seek to gain

favor or a working relationship with political leaders, and in that

regard they made donations to charities, they made payments to

the individuals involved, and a variety of other things . I thought

that was an area that would be helpful to try and put on the

record .

First of all, let me ask , was it First American's practice to loan

moneyto political campaigns?

Mr. CLIFFORD. No, it was not.

Mr. ALTMAN . As a matter of fact, Senator, my recollection is that

at our request they adopted an express prohibition in the lending

policies from doing that. We did not think that was a business that

First American should be in .

Senator BROWN. Senator Kerry and I both appreciate why that

might be considered a somewhat risky business .

Senator KERRY. Speak for yourself.

Senator Brown. I will speak for myself. [Laughter.]

Did First American loan money to political campaigns?

Mr. CLIFFORD. No; not to a campaign that I've ever been con
scious of.

Mr. ALTMAN . The only instance that I'm aware of, we at one

time became aware that there was a loan which we had no prior

knowledge of that had been made to , I think it was then Senator

Hart, Gary Hart. That was one instance that we had adopted a

policy, and I'm not clear about that loan . I think that loan was

paid off. We had adopted a policy that we did not want to be in the

business ofmaking loans to finance campaigns.

Senator BROWN. Was that after the Hart loan , or do you recall?

Mr. ALTMAN . I don't recall, but I know it was something that

was a holding company directive. We did not believe it was an ap

propriate business for First American . Even though we were not

sitting on loan committees, we asked that our banks not be in

volved in that kind of lending, and I think that's reflected in the

loan policies, although I don't have them.

Senator BROWN. So as far as you know, that was the only one

that you recall ?

Mr. CLIFFORD. It's the only one that I ever heard of, and I think

we inherited that.

Senator Brown. What about to political leaders themselves ? Can

you give us an idea if that was a practice of the bank?

Mr. ALTMAN . First American was one of the dominant banks in

Washington , DC . There are really three major banking institutions

in this market-by -market share - First American, Sovran, and

Maryland National — and I am confident that all three banks, as

well as others, such as Riggs, have loans to people who are involved

in Government and politics, but those are not political loans . If
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someone needs a car loan, or someone needs a mortgage loan , they

certainly aren't disqualified because they're in political or govern

mental, service , so I'm sure we do.

Senator Brown. To your knowledge, were any of the loans to po

litical leaders granted at or granted involving special treatment ?

That is , lower interest rate than normal, less security?

Mr. CLIFFORD. I have never heard of such a case .

Senator Brown . I know the House bank used to assist Members

in finding loans to finance. I hadn't realized that the service wasn't

needed at the time. Was First American a referral bank for the

House — the House Sergeant at Arms Office ? Are you aware of

that?

Mr. ALTMAN . I am not aware. I was unaware of the House bank

until the recent publicity , and I'm unaware of whether they ever

referred any customers to First American.

Senator BROWN. Did the bank ever engagemake political dona

tions with the bank's money?

Mr. CLIFFORD. Not that I ever heard .

Mr. ALTMAN . No, sir , not to my knowledge. Individual offices can

do as they will, but not as a corporate matter.

Senator KERRY. Thank you, Senator Brown .

Senator BROWN. Thank you.

Senator KERRY. I just want to come back to one thing you said ,

Mr. Altman . You mentioned that you did loan—that the First

American had an account for the CIA, or accounts therefor. How

did you learn that?

Mr. ALTMAN . It came up in a conversation I had with the chief

financial officer, where he indicated to me there are certain au

thorities that are granted to banks that have those kinds of ac

counts, and I became aware that we had some of those accounts at

First American . I don't know.

Senator Kerry . Do you remember when it was, approximately ?

Mr. ALTMAN . It was this year.

Senator KERRY. This year. And what kind of authorities was he

referring to?

Mr. ALTMAN . It was who is entitled to handle those accounts.

There are certain requirements that the banks have to follow for

special accounts, but I didn't get into the specifics. It's only when

you ask the question I am aware that there were certain relation

ships .

Senator KERRY. Now let me ask you something that's been a

puzzle to a lot of us, as exprivate sector attorneys and now as

public officials - the $45 million cost of litigation on the money

laundering. Your firm acted as the paymaster, in a sense, for that,

and I believe one or both of you was sort of the head of the team ,

and you had Mr. Banoun and Mr. Wechsler and others below you

and then a tier of lawyers in Florida .

But when one looks at the payout on that, starting in 1988, No

vember 30 , 1988, with $ 1 million paid out, November 30, 1988 , a

separate payout of $650,910 , 1 month later another $ 1 million paid

out, the same day another $ 1,032,000, so in the first 172 months

you have got close to $4 million out.

Then you've got a series over 1989 of payments of $ 900,000,

$595,000, $ 1 million, $ 1.1 million , $ 1,843,000, $ 1.1 million, $750,

5

>
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$583, $1.35 million, $500, $334, $ 1,338,000 , $ 1,250,000 — this is all

1989, and it still goes on: $ 1 million , $ 1.2 million , $2.1 million , $2.3

million - that's 1989.

Then you go into 1990, and you have got $ 335, $643, $250, $693,

$ 1 million, $1 million, $909, $ 1.3 million , $ 1 million — and so it goes,

through 1990. Those are mind-boggling payouts, I think, to anybody

just sort of sitting here. Can you shed some light on what happened

in the course of this litigation that was so expensive and what

people did and who received this money ?

Mr. ALTMAN. Letme try. First, Senator, you have used a figure

that we heard also before House Banking, and that is $45 million.

I'm not sure where that number comes from .

Senator KERRY. Well, it's the total of all the numbers I just read

out to you . BCCI payments from Legal Defense Fund, managed by

Clifford & Warnke, statement dates , and there are a series of state

ments with specific amounts. BCCI's board of directors authorized

payments for the legal fund to be handled by First American .

Mr. ALTMAN . I don't have a copy of that document.

Senator KERRY. This is a document from the House Banking

Committee. Haveyou not seen that?

Mr. ALTMAN . No, sir , I have not .

Senator KERRY. This was the House. I think this came up in the

House, which is why

Mr. ALTMAN . Well, they used the figure in the House, and we

didn't know how it was computed.

Senator KERRY.Well, they've got the payouts here .

Mr. BENNETT. We never got a copy of that, Senator.

Senator KERRY. Well, I'll get a copy to you right away. It may be

inaccurate . This is what I'm trying to find out.

Mr. ALTMAN . Let me give you a couple of observations , if I

might. The amount of money that I'm aware of - now , I haven't

studied these figures, but the amount of money that I understood

was paid in connection with this general effort was half that — ap

proximately $20 million .

That money was not expended simply on the defense of the

Tampa proceedings. The money went to law firms. The money - a

substantial portion of the money went to Price Waterhouse, and

the money went to various other kinds of costs, and let me give you

a feel for why.

After the Tampa case was announced, BCCI then had substantial

legal problems in a number of parts of the world. There were inves

tigations that were commenced in London , there were investiga

tions that were commenced in Luxembourg, investigations in

France.

In addition, there was a general belief, as the evaluation was

made of BCCI and people started taking a hard look at BCCI,

which we had the opportunity to do for the first time, it was clear

that BCCI's operating controls and procedures were seriously defi

cient, and a substantial amount of time and money was spent ana

lyzing their controls and writing new kinds of controls, controls

that would prevent money laundering abuses in the future, Bank

Secrecy Act violations in the future , a large number of controls

that one would have thought that a bank — these were then agen
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cies, but agencies that had been operating for this period of time

would have had in place .

Senator KERRY. You know what I think we can do to try to save

some time here, excepting that, what would be helpful to the com

mittee is if you could provide us with some sort of a correlation of

these payouts to entities, and I think that would resolve I don't

think we need to spend a lot of time on it.

Mr. BENNETT. We're pleased to do it, Senator. I think there may

be a confusion of accounts, but I'm not sure of that.

Senator KERRY. There may well be. I want to make it clear , I

don't know with specificity what this is . This is a document that

came from the House. It has the statement dates. I can't even tell

you with a certainty that each and every one of those figures be

longs in the legal fund, but this is based on testimony, may I say,

of a number of the bank personnel who have said that was the

amount that they paid , and it cost them, and there is some infor

mation from the bank itself that has argued this amount of money.

Mr. CLIFFORD. There's another factor involved . When the indict

ment came down, that was in the fall of 1988. It not only indicted

BCCI , but they indicted nine employees of BCCI, and BCCI made

the decision , which corporations sometimes do, to also extend and

pay for lawyers for each of the employees.

So it isn't just bills to BCCI.

Senator KERRY. No, I understand that.

Mr. CLIFFORD. Every one of those individuals had to have a dif

ferent law firm , and every one of those lawyers felt it was very im

portant that he give a lot of time, and I'm sure there was a lot of

duplication, but there was more than one.

Senator KERRY. If I had a bankpaying the bills, I'd give it a lot

of time, too . I'm just saying, $1 million per defendant in a case like

that, assuming - I mean, that only gets you halfway to the 21 on

the individual defendants, and it's an extraordinary sum of money

per defendant.

Mr. CliFFORD. It's also been suggested that, in occasional pieces

that we profited greatly from this matter. The fact is , not one

penny of that fund came to us.

Senator KERRY. I appreciate that comment. The committee didn't

askthat question , andwe haven't alleged that.

Mr. ALTMAN. I would just note for the record, Senator, that trial

went on for about 6/2 months, and as you know, legal costs are

quite high .

Senator KERRY. I understand that. All we are looking for is a

breakdown so we can understand that.

Mr. ALTMAN . Right . We'll be glad to .

Senator KERRY.Now, coming back again — and we are going to

get through here before too long. This is not a deposition , it's a

hearing, and it reminds me why I am glad I'm not doing deposi

tions, I'm doing hearings.

But let me ask you a few other areas of concern that have been

written about publicly as well as testified to here. The annual con

ferences and your participation in them has been an issue of con

cern which has been expressed on a number of occasions.

People have said well, Mr. Altman was in Vienna at the confer

ence, or Mr. Altman was in London at the conference, and I choose
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Vienna particularly because in 1984 Mr. Roy Carlson of the Na

tionalBank of Georgia was there, and people were there from the

BCC Foundation, from the National Bank of Georgia, from a whole

bunch of individual affiliates.

The question is, you've testified earlier that you've sort of had

some feelings about the similarities of National Bank of Georgia

with BCCI. You saw that it had the same structure, the same logo,

the same this and that. Now, we are told by individuals that Mr.

Carlson would talk openly at these events about his relationship,

the sort of being part of the family, and my question to you is

whether or not you ever learned or even had greater suspicions as

a consequence of these international conferences that there was

some deeper relationship between the National Bank of Georgia

and BCCI than met the eye?

Mr. ALTMAN . Senator, the conference to which you make refer

ence is 1984, the Vienna Conference. I'd be glad to explain for the

record, if you like, why I attended , but if that is not the focus of

your inquiry

Senator KERRY. That's not the focus. The focus is really whether

or not you got a sense in the course of Mr. Carlson's and NBG's

link and the nature ofits relationship to the BCCI?

Mr. ALTMAN . I don't recall hearing Mr. Carlson speak at any

conference. I never spoke at the conference, and in 1984 I was not

really aware of the manner in which NBG operated. I became

aware of it when we took an interest in acquiring the property, and

then we got very deep into the manner in which they operated

when all this became quite apparent to us, but back in 1984 I gave

them no real attention .

Senator KERRY. In 1986 , Mr. Afridi and you and Mr. Elley at

tended a Luxembourg BCCI Conference .

Mr. ALTMAN . Right.

Senator KERRY. Was that of the same nature? You've testified, I

know, previously, and I said I don't want to go back through every

thing you've already got on record , but was that simply part of the

relationship that you testified to earlier in terms of communica

tion , or was there another reason you were there?

Mr. ALTMAN . Well, I was there for a couple of reasons, I suppose.

I was invited to attend. BCCI was then a client, of course , and

BCCI also had a close relationship with the owners of First Ameri

can, and as a matter of good relations , both as a client and—they

did parenthetically invite lawyers who represented them over the

years to attend some of their conferences, so this was not unique to

me, but both because they were a client and because they had a

relationship with the shareholders, I attended the conference.

I think it's important to note that these were not meetings where

BCCI's secret business or strategies , or even much business at all ,

was discussed. Perhaps you've had testimony as to the nature of

the conferences, but they were largely philosophical in nature , if I
might call it that.

Mr. Afridi attended the conference. He was working on interna

tional for our New York bank. He and Mr. Elley both had contacts

with BCCI because they had come from that organization, and

when he returned from the conference he wrote a memo to Mr.

a
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Duncan, the CEO, detailing the amount of business that he was

able to obtain as a result of going there.

One of the things we constantly tried to do was to compete for

BCCI's business , most of which went to Security Pacific and Bank

of America and these other banks, and we were very eager to try to

handle that business because it was profitable to us.

Senator KERRY . Mr. Secretary.

Mr. CLIFFORD. One year, we sent Robert Stevens, who was presi

dent and CEO of First American Bankshares, and he took a box of

his cards with him , and it was hisjob in 242 days or so to try to

find the manager of every one of the 70 banks at BCCI, give him

his card, and say, if you ever need a banker in the United States

you now know me, and please get in touch with me. He said he

gave away every card he had .

Senator KERRY. Did you have this kind of relationship with any

other bank in the world?

Mr. ALTMAN . We had a lot of correspondent banking relation

ships.

Senator KERRY. Did you go that conferences, and were you in a

consecutive way as much a member or a partner - I know you don't

want to use those words. As much ofa presence?

Mr. ALTMAN . There was no other bank where we attended their

conference. This was something unique to the way they operated ,

where they invited the people in .

Senator KERRY. Whydo you think the National Bank of Georgia

was there all the time?

Mr. ALTMAN. Myunderstanding was that Dr. Pharaon owned the

National Bank of Georgia. He was a major shareholder of BCCI,

and he wanted his people exposed to BCCI concepts. That was kind

of the rationale that was given .

Senator KERRY. It never struck you that the fact that it was

always NBG and First American and BCCI from , what, 1982 to

1989 , 7 years, that people weren't gaining something out of that - a

sense of affiliation,a sense of unity, the kind that's been described

in the terminology put forward ?

Mr. ALTMAN . First of all , Senator, one correction , if I might. It

was my understanding that the last such conference was held in

1986, 5, nearly 6 years ago. They didn't continue throughout the

years.

Senator KERRY. You bought the National Bank of Georgia, cor

rect, in 1986 , 1987 ?

Mr. ALTMAN. We bought National Bank - no, I'm saying that

BCCI conferences, wherepeople came and attended, were not - you

indicated they went on for 7 years .

Senator KERRY. The relationship . I'm not saying the meetings

went on, but the same kind-if it wasn't a specialized conference, it

was a specialized referral. If it wasn't a specialized referral, it

was — for instance, why did you put a $75 million certificate of de

posit in ICIC ?

Mr. AltMAN. A couple of points. You've raised separate prob
lems.

Senator KERRY . These kinds of things keep cropping up .

Mr. ALTMAN . First, First American and BCCI did have a connec

tion that First American and Citibank did not have, and that is, we
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had our shareholders, who also had a substantial financial stake in

BCCI, so you have this at the ownership level , this overlap, so

there is a relationship there that is different than a relationship

that existed with other U.S. institutions . This, parenthetically , was

also known to the regulators at the time .

Mr. KERRY. That is an important question. What you are saying

to us is that it is your interpretation that the Feds signed off on

that. I mean , that is what I am hearing now.

Mr. ALTMAN. It was expressly provided. They asked us and we

gave them that information during the regulatory proceedings.

Senator KERRY. I realize that, but taking the Muckenfuss letter,

which is the Comptroller of the Currency, went to theFed. The Fed

made its decision and you are really saying that the Fed approved
of precisely what followed. Is that correct ?

Mr. ALTMAN. No, sir . I wouldn't say it quite that way. I'm not

sure, when the acquisition was made, anybody could ever say pre

cisely what's going to happen or even generally what's going to

happen with — for the next 10 years, but the Federal Reserve had a

specific overriding concern, and I think it'simportant to get this on

the record, because whatever happened at BCCI and whatever hap

penedto the stock of this company — and these are matters that we

don't know - but the Federal Reserve had some specific concerns.

They want to know who was going to run First American . Is BCCI

running it, is this American board running it; and we said , this

American board is going to run it. We are making the decisions.

We are not controlled by BCCI. And the Federal Reserve has now

stated several times recently, after all their audits, that that is

true .

Senator KERRY. That is true as to First American in 1990 .

Mr. ALTMAN . Well , they came in in 1991.

Senator KERRY. In 1991, but it looked back at the operation

which had fundamentally changed in many ways.

Mr. ALTMAN. Well, the other point that I want to make is, you

are indicating that BCCI was managing our business or directing

business or somehow assisting us and that isn'tthe way this oper

ation went. Now I don't know what was in BCCI's mind and I can't

attest to what some of those people said , or what they may have

done unbeknownst to me, but you can talk to every director at

First American , you can talk to every CEO at First American, and

they will tell you BCCI did not run or control their business.

I heard Mr. Sakhia's testimony, which was one of the few por

tions of it that I heard - was - and considered with some amuse

ment, when he indicated that BCCI was this very professional,

skilled, efficient organization that had to deal with First American ,

which was kind of a bureaucratic, bumbling organization , the way

he described it. I think our record would speak for itself. I don't

have to — it's another one of the areas of Mr. Sakhia's testi:nony

that I think the committee could look at more closely .

We ran First American, we made the decisions. We ran it honest

ly; we didn't need assistance from anyone else. We competed for

BCCI's business, most of which went elsewhere despite our competi

tive efforts, although over time we were able to get it. The amount

of business that BCCI may have referred to us, while I haven't ana

lyzed it, I would suggest to you is minimal. They weren't even in
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the businesses that we were in . Our primary business was retail

banking, it was banking to small businesses, real estate -- more real

estate than perhaps we wish we had now. BCCI wasn't in this busi

ness and they sure didn't know these businesses as well as our pro

fessional bankers.

Senator KERRY. With respect to that sort of business relation

ship, let me just ask a couple of other questions on the acquisition

of NBG.

You asked Mr. Scaffone — is that the correct pronunciation, Scaf
fone ?

Mr. ALTMAN. Yes, sir.

Mr. CLIFFORD. Right.

Senator KERRY. Scaffone, to analyze the acquisition or potential

acquisition ofNBG,and he came back with that fair purchase price

of 2.5 book value, which worked out to $ 160 million?

Mr. ALTMAN . $211 million .

Senator KERRY. $211 million , with cash of $160 million and $51

million of CCAH stock . Correct ?

Mr. ALTMAN. I'm not sure where you're getting that number. He

has — there is a—under tab 20 of my book, Senator, there is Mr.

Scaffone's memo, dated May 7

Senator KERRY. Correct. That is what I am looking at.

Mr. ALTMAN [continuing). 1986 , and he says: It is my opinion

that a fair purchase price for NBG would approximate 2.25 times

book, this would yield a purchase price of $211 million .

Senator KERRY. Right. And on the next page he suggests $ 160

million in cash, $51 million through stock .

Mr. ALTMAN . Oh, I see where you are.

Senator KERRY. OK. I am just splitting it up. It is $211 million .

Now, I gather the ultimate sale price was $250-million something?
Mr. CLIFFORD. No. That's too high.

Mr. ALTMAN . The ultimate sale price was $227 million, but that

is there's a wash item in there. The actual price that was agreed

upon was $210 million . There was a $10 million debt that owed to

Dr. Pharaon, and the sale price was increased and the debt was for

given , which made an effective sale price of $210 million, but it was

reported as $220 million .

Senator KERRY. That is why I wanted to ask you that, because in

your letter to Mr. Naqvi that you wrote, and that is the next docu

ment on May 8, you had suggested to him that you hoped you

could negotiate, quote, “ your paragraph 7." It is hopedthat negoti

ations would produce a deal for $160 million to $ 175 million in cash

with no stock. Mr. Scaffone provides information concerning vari

ous other bank sales, but it is clear we are nearing the point at

which this purchase is too expensive. Now , why did that suddenly

change ? What happened to make it $220 million, when$ 175 mil

lion with no stockwas deemed to be too expensive by you?

And, you see, the reason this sort of gets flagged again is that

people keep getting out of these transactions with their full obliga

tions paid . In other words, Mr. Pharaon needed x amount of dollars

to get out of there , to pay his note and to not have any exposure of

BCCI in the event that people came after him for his failing busi

nesses . So to get him out and cover it, in fact, on the paperwork , it

works out that if he got the $225 million, BCCI is no longer ex
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posed. So the question is, why did you, if you thought the price was

too expensive, let it go up so that he got out free and clear and

BCCI is happy, if youare purchasing this bank on your own?

Mr. ALTMAN. Let me state unequivocally, we were purchasing

the bank. This was a decision that we made. And let me explain

also that I'm unfamiliar with the financial situation of Dr. Phar

aon , so I can't comment on whatever lending arrangements he

might have had . I had some different understanding at the time

about his situation, but that may not be relevant or accurate .

What happened, and it often happens in corporate acquisitions

I think American history is replete with these kinds of transac

tionswe got into a competitive bidding situation . NCNB, North

Carolina National Bank, a very aggressive bank, also had identi

fied the National Bank of Georgia - they had a strategic concept,

as we have subsequently discovered, virtually identical to our own .

They thought it made sense for the same reasons we thought it

made sense and they started bidding against us . They flew to

France — the team of them flew to France. They met withDr. Phar

aon and they upped the bid , and the bids kept going up. They made

a bid of $ 210 million, roughly. I think it was$ 4 million worth of

their stock, then trading at52and a fraction .

Senator KERRY. This is NCNB?

Mr. ALTMAN . NCNB, so they made a bid of $208 or $210 million

and if we wanted the bank, we had to match the bid . That's what

happened.

Senator KERRY. Now, they

Mr. ALTMAN . And NCNB would confirm for you that was their
bid.

Senator KERRY. Now , just a point of curiosity, I am reading the

next sentence here and we have never seen a written bid from

NCNB. Why would you expect to see a written bid from NCNB, if

NCNB is competing against you for an independently owned bank

and you are writing Mr. Naqvi, the only thing you could expect is

that Naqvi wasgoing to let you see their bid so you could know

how to counter . Would that happen in a transaction like this?

Mr. ALTMAN . I think the point I was making is, we are hearing

that NCNB is getting into this and getting very aggressive, but

we're upping our bid and we're talking millions of dollars without

having real confirmation that this is what NCNB

Senator KERRY. Well, how would you get that confirmation ?

Would you ever see a written bid from NCNB ?

Mr. ALTMAN . No. I would not see it . I was just commenting.

Senator KERRY. Well, why did you write that , that you would say

we have not seen it, unless you expected Mr. Naqvi to show it to

you?

Mr. ALTMAN . I don't know if, in fact, NCNB made a written bid .

The point that I was making, I am observing here that we haven't

seen anything in writing. All we know is that Dr. Pharaon keeps

telling us that the bid is going up, and whether he is telling us that

accurately or not, we don't know . We'd like to see some confirma

tion before we start competing against ourselves.

Mr. CLIFFORD. I might interpose this thought there. We later

learned from NCNB that they did make that bid, and I think it
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came to $208 million . But their bid was in stock . Our bid was in

cash .

Senator KERRY. I know that NCNB was interested in it, but it is

no question about the legitimacy of their interest. The question is,

because of other testimony we have had which suggested that Mr.

Abedi wanted your bank to buy it, and that the decision had been

made in Florida to do so, that NCNB was a harassment here. They

were sort of in the way and the way in which the shareholders

were able to now not make this too expensive, was because BCCI

loaned them the money in order to beat the NCNB bid so that they

could buy. And that is ultimately what happened. They loaned

them the money, did they not ?

Mr. ALTMAN . I don't know if BCCI loaned them the money or

not .

Senator KERRY. Well, that is what you testified to in the House.

You said that you came up with theextra money, and the way the

extra money came up was through BCCI. Excuse me, not through

BCCI.

Mr. ALTMAN . No, sir . I don't think I said

Senator Kerry. I am sorry. I apologize. I am incorrect on that .

Where did the extra money come from ?

Mr. ALTMAN . We did a rights offering in 1986 and we did a

second rights offering in 1987 .

Senator KERRY. But this was to the existing shareholders of

CCAH ?

Mr. ALTMAN . Yes, sir.

Mr. CLIFFORD. Correct.

Mr. ALTMAN . And the first rights offering was for $ 150 million,

and the one in the summer of 1987 was for $115 million .

Senator KERRY. But was not some of that offering taken up by

loans to those shareholders through BCCI?

Mr. AlTMAN . It may have been . We don't have that information .

Senator KERRY. I think it was. I think that is what I am refer

ring to . So in effect, BCCI enabled you to make that sale, or to

make the purchase by virtue of your shareholders, who were all

part of this family, being able to buy over the NCNB bid .

Mr. ALTMAN . Even if it is correct, and I accept what the chair

man says, even if it's correct that the shareholders borrowed the

money from BCCI, I would have to say I see nothing impermissible

about doing that. If our shareholders want to buy NBG ,and if they

are meeting the market price as set by a competitive bid situation,

however they raise their money, as long as these are legitimate

loans and not shams, it's not a prohibited transaction .

Now, there were representations made to regulators about the

source of that funding and would have to be consistent with those

representations. I do , Senator, want to go to one fundamental

point, however, and that is the testimony that this committee re

ceived that Mr. Abedi made the decision for us to buy the National

Bank of Georgia.

Perhaps rather than hearfrom Mr. Clifford and me again on the

subject, it would be helpful if I were to read to you from an affida

vit, from one of the directors of the company at the time.His name

is Lee Jenkins. He was the president of a New York Stock Ex

change listed company . He was, incidentally, a man who was very
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skilled in mergers and acquisitions, very financially astute and so

phisticated , and he says the following in his affidavit: With respect

to the acquisition of the National Bank of Georgia, the board was

presented with the relevant financial data and was apprised of the

status of the ongoing negotiations throughout the acquisition proc

ess.The agreement to acquire NBG was approved by the board of
FAB's parent.

One of the principal reasons for FAB's decision to acquire NBG

was that NBG's central location in the Southeast satisfied one of

the bank's long-term strategic objectives of expanding in the south

east. I, and I believe the other directors concluded, that the pur

chase of NBG represented a unique opportunity and was in the

best interests of First American Bankshares. BCCI had no influ

ence on my conclusion , nor to my knowledge on any other direc

tor's conclusion that the purchase of NBG was in the best interests

of the First American organization. To my knowledge, BCCI did not

in any respect cause First American to acquire NBG.

SenatorKERRY. There is a way to explain that, as there is every

thing in this, and it is that once a decision had been made to try to

effect it, you obviously had to get a board of directors and other

people to approve it and go through it. There is not any question

about that, and I am sure BCCI did not touch any of them in the

effort. Probably it was a good deal, and I am sure for First Ameri

can , it made alot of sense, but in terms of the testimony originally

made by Sakhia and Rehman , and some of the documents, it just

raises the question as to it. You have answered that and I am not

trying to suggest to you that — but it is hard . It is hard to pick one's

way through that, because there is not a total relevancy to what

ever happened to the board of directors decision .

Mr. CLIFFORD . If I might add one factor. There has been criticism

of First American for expending this amount of money to acquire

the National Bank of Georgia . People who make that criticism just

do not understand what happened . We had a rights offering in 1986

that produced $150 million. We had a rights offering in 1987 that

produced $115 million . So there came to us , from the investors—

then I have to add and /or BCCI, because we don't know which is

which during that period — but there came from the investors and

BCCI, a total of $265 million from those two rights offerings.

The money that we paid to buy the National Bank of Georgia

came out of that $265 million , so we end up with BCCI going broke,

all this thing in a terrible mess — we end up owning the National

Bank of Georgia and we didn't put any of our own money in it.

Senator KERRY. Let me

Mr. ALTMAN. Excuse me, Senator. Well, one other comment I

would make for the record , you made reference to Mr. Sakhia. I

think it's noteworthy that Mr. Sakhia was very careful. He did not

say he was in any meeting where he heard that decision made.

Senator KERRY. Let me just say for the record-and it is some

thing I meant to observe that day—the committee is well aware or

at least the chairman is well aware that Mr. Sakhia was careful to

choose where he was involved and where he was not, and we un

derstand that Mr. Sakhia himself might be under investigation . We

know that with respect to the Bilbazi coffee smuggling case, there
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are issues. We understood that before he came here, and we sort

out what he says in that context.

In an effort to speed this hearing, I am going to submit a numbera

of questions in writing. I do not want to sithere and nitpick at

some of the stuff that has to be asked because it is there and it has

been raised . The committee is not going to be capable of doing its

job if we do not have the answers and there is not a record there to
deal with it .

One other issue that is of concern to the committee and I know ,

gentlemen, that you were aware that we were somewhat concerned

about it, because we articulated it at the time and that was the re

sponse postsubpoena, the question of the production of documents

and the whole issue of Mr. Amjad Awan. There is a memo that

came to our attention recently through this process of discovery

which was originally covered by attorney / client work product

privilege. It came from the confidential file of BCCI. It is one of the

documents that you have. I think it is document No. 39. No, excuse

me. 42 , and it is a document which involves our committee and our

work in reference to the subpoena served on you and Mr. Banoun

in July 1990.

Now, I notice an error immediately right there. In fact, there

was no subpoena served you or on Mr. Banoun only a request that

you testify at a hearing on BCCI, which you resisted at the time.

Subsequently, the memo raises an issue about - suggesting, in re

sponse to the subpoena as the source stated that Altman and

Banoun are opposing the subpoenas, doing everything within their

power to call in political markers. That maybe Altman and Banoun

will succeed in quashing the subpoenas and so forth .

Would you share with the committee, please, what if anything,

you did commensurate with what is asserted in this memo, with re

spect to the committee's subpoena and request for documents ?

Mr. ALTMAN . The first time I saw this memorandum was last

night, Mr. Chairman . I had seen a reference to it in some news ar

ticle recently. I have no idea what the author is talking about

when he talks about calling in political markers. Asyou haveob

served, I was not under subpoena, and to the best ofmy recollec

tion , I didn't talk to anybody on the Hill about this particular

matter.

The committee had scheduled a hearing in the summer of 1990,

in July. Mr. Banoun was on vacation, out of the country . I believe

he got in touch with your staff. There were some issues that had to

be resolved relating to attorney /client privilege and the like , and

Mr. Banoun worked those out with your staff, but I was not calling

in political markers or doing anything to try to quash the subpoe

na. I don't even believe I responded in writing to the committee to

ask for any delay.

Senator KERRY. Do you know who, if anyone, contacted Senator

Hatch with a speech defending BCCI?

Mr. ALTMAN . Yes.

Senator KERRY. Who did that?

Mr. ALTMAN . Well, there were several people. This would have

been in the winter of 1990.

Senator KERRY. This was right after the plea bargain, I believe .
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Mr. ALTMAN . Right around that time. Senator Hatch was a

member of the Judiciary Committee at that time and had taken an

interest in this particular case. He had wanted a briefing on the

case originally , and I knew Senator Hatch and I went to see him,

along with the attorneys of record . I think it was then Mr. Wechs

ler and Mr. Barcella. Mr. Banoun may have been there, I'm not

clear about it. Senator Hatch indicated that he felt the criticism

that was being made of that plea was unjustified and he was in

tending to make a floor speech about it and asked for information .

I know that he also contacted theJustice Department. I think he

got briefings from them , although I'm not sure of that , before he

made that speech .

Senator KERRY. Recently, an article in the National Journal

quoted Mr. Banoun as saying that the subcommittee was, quote,

"outlawyered ,” after previously advisingus that he wanted to coop

erate with us and that was his goal. That is OK by me, but my

staff is outraged. Do you know what he meant by outlawyered with

respect to the process of production of documents and cooperation ?

Mr. ALTMAN . I do not, sir. I know that Mr. Banoun felt that the

original subpoena was not well drawn, a matter that he discussed

with Mr. McColl of your staff, but I don't know what he had in

mind.

Senator KERRY. You do not have any sense beyond that?

Mr. ALTMAN . No.

Senator KERRY . Was there any intentional withholding of infor

mation about BCCI for any purpose ?

Mr. ALTMAN . No, sir, andno intention to mislead this committee.

Senator KERRY. What happened with respect to the Noriega

checks ? We had requested a number of checksindicating Noriega

there was a production of some four checks, after some consider

able period of time. We now have some 40—35 checks, I think it is ,

all drawn from First American. These are items - item 41. These

are all checks drawn on or passed through, I believe. I guess the

question is, these were in the country and we received notice that

there were not were none in the country and then , later on , only

through the liquidators — ultimately through the liquidators, they

provided this, and so that gives rise to this question of why that

was not originally provided. Can you shed any light on that?

Mr. ALTMAN. I think I can, Senator. When asubpoena is issued

to a corporate client, the lawyer necessarily relies on that client to

advise whether there are responsive documents; and at the time,

we were advised that there were no responsive documents within

the United States, and subsequently , when it was determined that

there were documents that relate to Mr. Noriega within the United

States, an effort was made to get BCCI to find these records and

produce them .

It is my recollection that BCCI's records were so chaotic that we

had BCCI, as a customer of First American , make a request ofFirst

American of every check ever written so that someone could go

through the checks and find out if there are any checks that are

responsive. And I have not seen the documents here. This appears

to be from the checkbooks that have indications of Noriega that

are not on the checks themselves. I wasn't involved in this particu

lar search , but I can only say to you that a lawyer has to depend
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on the client to at least give him the universe of files so that a

review can be made for responsive documents.

Senator KERRY . Who gave that advice? You said you were ad

vised . Do you know who ?

Mr. ALTMAN. Well, originally - originally what happened was

that the subpoena was issued in the summer of 1988 and a meeting

was held in Miami with a number of BCCI officials, including Mr.

Awan, and Mr. Awan—that all of the BCCI officials told us was the

only person who knew information about the Noriega account ,

they all said they didn't have any information about it, they knew

of the relationship - but they said he is the one who has the infor

mation .

Senator KERRY. Did you meet with and talk to Mr. Awan ?

Mr. ALTMAN . I did ,and he said that very directly to me.

Senator KERRY. With respect to Mr. Awan, as you know , there

have been a number ofpeople who have alleged that he was told to

leave the country, and I know you have commented publicly on

that once before, but I want this record to address the issue .

Mr. ALTMAN . Good.

Senator KERRY. Mr. Sakhia, again , testified that he had heard

from two or three different people the same thing. Was there any

such instruction to Mr. Awan?

Mr. ALTMAN. I'm glad you raised the subject, Senator, because I

want iton this record. I want it every place the subject has been

raised. I think it is unfortunate that it has been raised and the

record here should be very clear. The original subpoena that was

issued by this committee was directed to a Mr. Khalid Awan . That

subpoena was served on a Mr. Khalid Awan in Miami. In mid

August, August 16 and 17 , as I recall, 1988, we went down to

Miami; I , together with two other lawyers from the firm , to go over

the specifications of the subpoena and to see if there are responsive

documents. When we -when we got down there, we realized that

the subpoena was directed to the wrong person . In fact, what hap

pened was, asI recall it, I looked him up in the phonebook and I

called this individual who said , yes, he had been subpoenaed. He

didn't know what it was all about. He had nothing to do with

BCCI. It clearly was a mistake.

We immediately, I believe we did the very same day, called the

committee, spoke to, I believe it was Kathleen Smithon the staff

and advised that the subpoena had been misdirected .

I suggest that this conduct is wholly inconsistentwith the notion

that when we learned someone is trying to serve Mr. Awan with a

subpoena, we tell Mr. Awan to get out ofthe country.

Now, we interviewed Mr. Awan and Mr. Awan in point of fact

had very helpful things to say about the issues that the committee

was investigating. Mr. Awanstated quite flatly that BCCI was not

a bank that was engaged in drug money laundering. It is the kind

ofinformation we certainly wantthis committee to hear.

The problem was, Mr. Awan expressed quite clearly that he was

afraid of Mr. Noriega. He was concerned about his personal safety,

and he was fearful that if he testified, reprisals would be taken

against him .

The management of BCCI in response to this indicated that they

were going to transfer Mr. Awan to Paris in order that he might
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have a lower profile and lessen the risk of reprisal or injury from

Mr. Noriega.

But this was not a matter that was kept secret. By coincidence,

on the day that Mr. Awan has his taped undercover conversation ,

and that was September 9, we had a meeting with the staff of this

committee . Andwe advised the committee at that time that Mr.

Awan may be transferred to Paris.

So we were not keeping this a secret from the committee, and

the effort here was not to prevent Mr. Awan from testifying. The

concern was, as Mr.Awan states in that same undercovertaped

conversation , quote: " The reason being that if I say anything about

Noriega and it is reported by the press, I am dead. He is going to

kill me.”

Now that is what Mr. Awan was saying to us at the time and

when we talked to the staff of this committee, we were told that

this was not fanciful, that indeed there were true risks about

making disclosures relating to Mr. Noriega.

We advised the staff of this impending transfer, but wesuggested

to the staff that if they truly wanted to understand BCCI, and I

might note that the staff had told us when we first got into this in

August 1988 about the allegations about BCCI and we then go to

BCCI and ask them about it , and we hear a dramatically different

story,totally inconsistent with the allegations.

And we said, this committee should talk to the senior manage

ment of BCCI and hear from them directly. They were very con

vincing. And we suggested to the staff that they go to London and

they meet with a Mr. Rizvi who is in charge of all of these oper

ations in this hemisphere and Mr. Naqvi, and we said if they would

make that trip andif Mr. Awan is transferred to Paris, then Mr.

Awan can come over and give his testimony. You are not going to

be deprived of your testimony.

But the point I am trying to make is, there was never an effort

to prevent Mr. Awan from giving his testimony. There are two

other items I would note. The first is that Mr. Awan resigned from

BCCI in mid -September because he had plans of his own in terms

of his career, and he retained separate counsel. He was no longer

with BCCI, and indeed I understand he retained counsel that was

recommended to him by this staff.

He gave that testimony at the end of September 1988 and just as

he had with us, he represented to the committee under oath, no

money laundering andthe like . So it is the kind of testimony you

certainly would want the committee to hear.

And one final note that I think also is pertinent, under United

States Code, given Mr. Awan's resident status, he was equally sub

ject tosubpoena in London and Paris as he was in Miami. It would

have the same legal force and effect, but I am glad to have the op

portunity to put this on the record, and I thankthe chairman.

Senator KERRY. I think it is important, particularly before this

committee, since we are subject of the inquiry obviously. Again , for

the record, I just wantto ask the question , were any documents
transferred out of the United States to the London office to avoid

production, to your knowledge?

Mr. ALTMAN. To the best of my recollection , I never heard that. I

asked one of the other lawyers in the firm the other day when we
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heard, I think it was Mr. Sakhia make that allegation, and I think

it was the first time he had ever heard it as well.

Senator KERRY. And again , I want to ask this because I think it

is important and the record needs it, allegations were made with

respect to the chairman of this committee being called in order to

delay matters. I know that this Senator never received any delay

instructions from the chairman, but I want to ask you if any phone

calls were placed to the committee or in an effort to try to derail

this process somehow ?

Mr. CLIFFORD. Not by me.

Mr. ALTMAN. No, sir . You are aware

Senator KERRY. There was one phone call seeking a delay in

which Mr. Gerry Christiansen was contacted by somebody, is that

accurate?

Mr. ALTMAN . There was no effort to derail this process. There

was a 30 -day extension granted, a routine extension

Senator KERRY. Do you recall who was talked to in seeking that?

Mr. CLIFFORD. I did that. Mr. Altman was on the west coast and

the matter came up about our needing more days . The original sub

poena allowed us so few days to gather a very substantial amount

of documents. The subpoena hadbeen issued by Senator Pell. His

name was on the subpoena. I called Senator Pell, told him the

matter, and he said he knew nothing about it, I should call Mr.

Christiansen .

I called Mr. Christiansen , and Mr. Christiansen said , I will look

into it. Mr. Christiansen then perhaps called your staff or a

member of your staff and the matter seemed very reasonable and

so I think a30 -day continuance was granted.

Now a very malicious story was planted by someone at that time.

I am sure you are familiar with it, and the malicious story was

that this action on my part was done in order to sidetrack the in

vestigation because if I could get 30 days more, then the tenure of

the committee would expire, totally untrue.

So when that statement appeared in the Wall Street Journal, I

have oftentimes wondered where they get such a malicious inter

pretation, Mr. Christiansen wrote a letter to the editor of the Wall

Street Journal, and I won't read it, but it says that Mr. Adams as

serts that Senator Claiborne Pell, chairman of the Senate Foreign

Relations Committee, frustrated efforts by the committee special

counsel, Jack Blum, to investigate information relating to BCCI's

role in laundering drug money for Manuel Noriega.

Specifically hestate that , quote: " Clark Clifford pulled strings

with Senate Foreign Relations Chairman Claiborne Pell to stall

production of crucial documents past the expiration date of Blum's

contract with the subcommittee .'

Next sentence : That statement is categorically false. That occurs

in Mr. Christensen's letter. Then he says, he goes on to tells about

it, and he says thatafter the 30 days was granted, there still re

mained 6 months of the committee's life within which anything

could have been done.

So no mistake was made by somebody in planting that story with

the Wall Street Journal, it was purposely and maliciously done.

Senator KERRY. Let the record show that Gerry Christiansen con

tacted Richard McColl of my staff and Dick McColl is the one who
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authorized it and acted as if it was pro forma, so I never saw any

great conspiracy in it, but you are correct, it has been built up as
one.

I would like to draw this in . There are some, there are, as I say,

a number of questions we want to submit for the record . But here
we are, we have an extraordinary tale that has unfolded . Two dis

tinguished, capable, well-thought-of lawyers who are claiming vic

timization by this thing, individuals within the bank who are

indeed victims, some of them claiming it, who knows, distinguish

ing between the pure victim and the claims, but they are there.

You have two witnesses who have come before this committee

who are prior bank employees of longstanding who have made alle

gations.

You have Price Waterhouse that by everybody's account messed

this thing up to a fare -thee-well. You have the Bank of England

that missed a lot of signals, but also has deemed BCCI to have

been , quote: " Culture of criminality."

You have operating practices that either were with the Fed's

blessing or weren't, butno matter what, you have this sort of inte

grated operation going on. You have a National Bank of Georgia

purchase which like it or not has turned out to have ties to BCCI

through Ghaith Pharaon and the question of stock that was

pledged and questions of ownership.

You have notice through articles and the regulators back in the

late 1970's that you had serious issues about nominees and not nec

essarily that came to your attention, incidentally, I am just sort of

summing up what people are looking at now.

You have the goals and the aims of BCCI as articulated and

enunciated by Mr. Abedi in many meetings, as evidenced through

the minutes which we have read today. You have got the annual

conferences and sort of this family gathering over a period of years

which included NBG , First American , et cetera .

You have questions about the setting of price and the transac

tions on a sale, again , sort of an insider, family operation . You

have the use of a flexible front man or two here or there, people

who were never met as investors and so forth . You have documents

indicating possible BCCI deep involvement in a number of transac

tions of question and so forth .

Now all of these things have been explained. And my question to

you isnot to question your explanations, but to say, what do you

learn from this ? What are we going to learn from this? Where are

we in your eyes as a consequence of all of this? What does it mean

to you ? Didyou wear too many hats ? Have you learned a lesson

perhaps with respect to being lawyers for all of these entities, and

that there was a conflict in your capacity to always represent the

interests as fully as you might have liked to now in retrospect?

Were eyes shut to something along the way here? I mean, what

does it mean , other than it is obviously a horrible, harassing, ugly,

painful event which both of you would rather not have had any

part of, but what does it mean in terms of us and the whole proc

ess , if you can shed some wisdom on that at this point .

Mr. CLIFFORD. Let me direct my attention to that, Senator. On

June 1 of this year, I had practiced law for 63 years. In 63 years

there had never been a cloud against my name. That was no acci
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dent, particularly 41 years of practice in Washington. I took the

greatest and most particular care to refrain from getting involved

in matters that might have effected my reputation and my charac

ter.

I suggest to you that after building up that record, the furthest

thing from my mind would be to permit myself or my partner to

become involved in some criminal conspiracy. There was no evi

dence, evidence of any kind to me that any such element appeared.

I wouldn't have touched it with a 100 -foot pole.

To suggest that I would involve my own reputation is bad

enough , but even worse , that I would bring in old , respected friends

like Senator Symington and General Gavin and my friend, Que

sada, other men of that stripe and nature and involve them in the

kind of mess that BCCI has gotten into, I suggest is unthinkable. It

just does not tally with one's understanding of human behavior.

Now as far as our not recognizing what was taking place , you

may rest assured that I have combed my memory over and over

and over in that regard . I do not recall an instance, I do not recall

any act on the part of anybody, I do not recall any evidence being

brought to our attention which would alert me to the criminal con

spiracy that was going on.

At the same time, I still have an uncomfortable feeling about it .

Why didn't I sense it in some way? I would have wanted to . I have

sensed it in other instances in past experience. So that is a purely

personal approach to it, but it helps you understand it better .

Now as far as the committee is concerned, I think the committee

has rendered a unique and invaluable service to the country. You

have brought out the extent of the machinations perpetrated by

BCCI. That is a splendid public service .

Now what must we do about it? I think it can be prevented in

the future. I think that this can be a situation that can be turned

to our country's advantage. It could happen again.

Mattingly, Virgil Mattingly in testimony before a committee

said : It is not too difficult to deceive if you really put your mind to

it and if the deception takes place outside of the United States. I

agree to that , but there is within the body of Senate bill 1019 the

structure and the machinery by which this can be prevented.

I think that Mattingly's suggestion that a special unit be set up

and when a foreign bank wishes to enter the United States, that

special unit goes into action , and gets the facts that we didn't have,

the Fed didn't have, the Congress didn't have.

So I honor you . I honor the Senator who took for rendering this

service. I want it to lead to a change in the law so that it will not

happen again , and in that way, a great many people would be ben

efited even Altman and Clifford would have benefited had it been

in existence.

Senator KERRY. Mr. Secretary, I appreciate your comment, but

with respect to the hats issue, have you thought about that a little

more? I mean , if someone is the president of a bank, and you are

also counsel to the bank and you are also counsel to an outside

bank with whom you are doing business, let us presume that the

outside bank entered into an illegal activity for the purposes of this

question, and you became aware of it and you are counsel to them.
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Your duty is to them , obviously, to protect their interests and

rights, but those rights may well conflict with the rights of the

shareholders of thebank that you are president of. There are 10

variations on that, which as lawyers you both can dream up and

imagine.

And I wonder if, in retrospect here, you don't sit there and say,

hey, you know , that wasn't a good idea or I wouldn't do that again.a

Doyou have any feelings about the multiple hats ?

Mr. CLIFFORD. Yes. These representations flowed very naturally

from the 342 years of litigation. We occasionally did legal work for

BCCI. That was perfectly appropriate. The assignments they gave

uswere legal assignments, oftentimes regulatorymatters .

So there was nothing about that representation that in any way

in my opinion was reprehensible. I do not think that that had any

conflict with the representation of the other units that were in

volved

The major factor here that controlled it all was that the inves

tors led by Kamal Adham wished us to take these different posi

tions inassisting them in their efforts. They wanted us to be coun

sel to First American . They wanted us to be counsel to the three

Shell companies. That was their request.

They made a specific request that I become chairman of the

board . I think thefact that those functions could be performed to

gether led substantially to the unique success that First American

had. We had the information there among those of us who were

charged with the stewardship.

Senator KERRY. Senator Brown, we are going to try to wrap this

up, so I just wanted to turn to my colleague fora moment.

I think he has perhaps just something to enter into the record .

Senator BROWN. I sent to you through your attorney a copy, a

portion of the House Banking Report that dealt with wire transfers

from Panama, BCCI in Panama and the allegations involving Sec

retary Clifford .

It struck me that those were two areas that you may wish to

comment on and that I think we would be interested in your com

ments. We are in the process of wrapping up and what I would do

is simply invite you, if you would, to submit your comments to both

of those, specifically, what you know about the wire transfers and

second, the allegations that appear on pages 21 and 22. They are

significant areas and I think your observations would be helpful to

us in those areas.

Mr. CLIFFORD . We shall do so , Senator, and do it promptly.

Senator KERRY. Mr. Secretary, throughout my political lifetime, I
have heard you give a lot of good advice and obviously you have

made many contributions. I must say to you that I can't find

myself agreeing just with your last comment on the hats issue , and

it is — I think just personally that there is an inherent problem

with any attorney serving as the president of the bank and as
counsel to the bank .

I mean , let us assume that the president of the bank himself, and

this is not the situation , but if the president of the bank himself

were engaged in embezzlement and were the counsel to the bank,

there is noway for that attorney to represent the interests of both .
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just

Inherently , there are management decisions and conflict in

trying to implement a management goal which sometimes runs

counter to what legal advice might want to . It is that old notion

that only a fool represents himself and I think you are not that at

all , and no one has ever, ever, ever possibly thought that.

So I just find it very difficult to find how you can be still so san

guine about the notion of that multiple representation, but that is

indeed your judgment which you have every right to, and I just

personally have difficulty doing that.

I would like to see, Mr. Bennett, if we could try to work on the

issue of those documents which the committee hopes to be able to

get at some time, and we would like work that out with you . Do

you want to respond to me? I don't want to have the last word. If

you want to say something to me, I am not trying to cut you off, I

Mr. CLIFFORD. Only this, President Truman had a saying that he

would use from time to time, he says, the man with hindsight has

20-20 vision , and that applies in this instance. I am not referring to

your comment.

But in the climate that existed through that 9 years, the ar

rangement that we had worked exceedingly well. We didn't have to

employ a lot of outside lawyers. We maintained a very economical

operation. We watched the dollars that we spent. There was not

lavish entertainments of any kind. We didn't waste the sharehold

ers money.

This was a very meticulous , tight operation , and we could do it

with the group that we had at the direction of the people and I say

only to you,for 9 years, it proved to be a unique success.

Senator KERRY. I respect that. Is there any issue that you feel

you did not address that we didn't give you a chance to or that you

wish to make as a comment before we close out?

Mr. ALTMAN . I would make a general observation, Mr. Chairman ,

and that is that this committee has heard testimony from other

witnesses and I don't want to take the time to be specific about our

rebuttal to allegations that have been made, but in general, I

would say that the allegations that relate to misconduct on our

part, I want the record to be clear, that we deny them totally and

completely.

I find it curious, given the reports that we now have about BCCI,

that they have verysenior managers who are now appearing before

this committee and making these reports, that they were unaware

of certain things, but Clifford and Altman had to know them .

I find that arather curious observation on their part. But so that

the record should be clear, we do not accept those allegations, and

if there is any particular question about it, we would like to have

the opportunity to respond. There have been suggestions made by

certain witnesses that we were engaged influence peddling and the

like, in order to protect BCCI. Those are totally untrue.

There are suggestions that have been made that wecondoned ob

structions of this committee's efforts or investigations of BCCI.

Those are totally untrue, and the record should reflect that that is

our view , and as I said, we can detail it.

I would conclude with one observation: There certainly have

been failings here, that is evidence from the enormous controversy
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that has erupted in the dreadful year that Mr. Clifford and I have

each spent.

But the system did not fail entirely and I think it appropriate to

conclude with an observation : In this instance, the regulatory au

thorities have a fundamental objective and that is to protect the

deposits of American citizens.

And First American, you see round the world, BCCI depositors

standing in line, losing enormous amounts of money. It is a terrible

tragedy and we feel for those people, but First American, as the

regulators have said , was run honestly. We think it was run prop

erly. There was no bank that failed. There was no U.S. taxpayer

bailout at First American and no depositor at First American ever

lost a cent.

So the regulatory authority in this regard did achieve the most

fundamental purpose that these regulatory agencies were created

and I think you have to credit them for that ultimate objective.

Senator KERRY. I appreciate your comment. I am going to let you

have the last word here.

I know this is a difficult process . I also hope observers will have

a sense that we haven't pulled any punches here. We have asked

the tough questions that I think had to be asked, but at the same

time, I hope you feel that it has been done fairly and appropriately

and with that, we will leave the record open for the submission of

any further questions in writing, and I thank you for your appear

ance today.

We stand adjourned .

(Questions submitted to the witnesses by the subcommittee were not responded to

atthe time of publication . Attorneys for the witnesses have advised the subcommit

tee that the answers would be provided in February 1992, at which time they will be

included in a subsequent volume of these hearings .]

Mr. ALTMAN . Mr. Chairman , if I could just say, personally, we

very much appreciate both the opportunity to appear and state our

side, as Mr. Clifford said , it is very difficult to do that with all of

the media . It is hard for us to get our side across, and in particular,

we appreciate the way this hearing was conducted today, the even
handed and fair treatment that we have received .

Senator KERRY . Thank you. At this time, I wish to insert into the

record the documents referred to in today's hearing . Thank you

very much. We stand adjourned .
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HEADLINE : Lance Out In

FG Takeover Bid Filed ,

Takeover Bid for FG ;

Lance Out As Front Man

BYLINE : By Jerry Knight , Washington Post Staff Writer

BODY :

The Middle Eastern ivestors who are trying to buy control of Financial

General Bankshares of Washington yesterday filed an application to form a bank

holding company , revealing , among other facts , that Bert Lance will not be

involved in running the bank if the take - over bid succeeds .

The application also promised that "U.S. Citizens of high standing and

respect " will hold a majority of the seats on the board of directors of the

company It said former U.S. Sen. Stuart Symington will control almost half of

the stock .

The proposed new bank holding company's stock would be owned by investors

from Saudi Arabia , Abu Dhabi , Kuwait and Iran . They plan to put up at least $50

million of their " personal funds " to buy control of Financial General , the

application says .

3

Bank holding company applications are not normally made public , but this one

was included in a report filed late yesterday with the Securities and Exchange

Commission , which has monitored the financial General takeover fight closely

since it began last winter .

The application to organize an American bank holding company is the latest

step taken by the Middle Eastern group which last January bought about 20

percent of the stock of Financial General .

Despite an investigation by the Securities and Exchange Commission and a

massive legal battle by Financial General's management , the group has moved

steadily ahead with plans to make a public offer to buy all of FG's stock .

Before that offer can be made , however , the Federal Reserve Board must

approve the bank holding company application filed yesterday .

The application reveals that Lance - who first advised the Middle Eastern

investors to try to take over Financial General · will have nothing to do with

running the bank if the takeover succeeds .

Lance , the application states , "would not participate in the management of

FGB or become a director of FGB " and he "will not be a shareholder " of the

proposed new bank holding company .

Lance's ties to Financial General began when he purchased National Bank of

Georgia from FG . After resigning a year ago as President Carter's budget
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director because of his activities as a Georgia banker , Lar.ce began advising

wealthy Middle Easterners about potential U.S. invesments .

Replacing Lance as the prominent American representing the Middle Eastern

group is Symington , the former senator from Missouri and Secretary of the Air

Force .

Symington , the bank holding company application discloses , will have voting

control of 48 percent of the stock in Credit and Commerce American Holdings , a

Netherlands Antilles company that will control Financial General .

Symington will act as trustee for stock owned by Sheikh Kamal Adham , the

former chief of intelligence for Saudi Arabia who is " closely related to the

royal family of Saudi Arabia " and by Sheikh Mohammed bin Zaid al Nahyan , son of

the ruler of Abu Dhabi .

Because Sheik Mohammed is a minor his share of the Washington banking company

will be controlled by Abdullah Darwaish , chief of personal affairs for the

ruling family of Abu Dhabi .

U.S. District Court Judge Oliver Gasch ruled yesterday that another member of

the ruling family of Abu Dhabi , Sheikh Sultan , could sell stock he owns in

Financial General to Adham .

The bank holding company application shows the Abu Dhabi and Saudi Arabian

royal family members would each own 24 percent of the Washington banking

company . Another 12 percent would be owned by Faisal Saud al Fulaij, former

chairman of Kuwait Airways , and an advisor to the royal family of that country .

Identified for the first time in the application is another Middle Eastern

owner of the proposed Washington banking company , Mohamed Rahim Motaghi Irvani ,

founder of an Iranian industrial corporation . Irvani would own 5 percent .

Another 5 percent would be in the hands of a Kuwait investment company and

smaller blocks would be held by other unspecified investors .

In addition to detailing the proposed owners of the company formed to take

over Financial General , the bank holding company application also spells out

plans for the company .

Americans will make up a majority of the board of directors , the application

says , but the board members have not yet been selected . With control of 48

percent of the stock Symington would probably be among them .

Sharply critical of Financial General's current management , the application

says two top executives experienced in bank holding company operations will be

hired to run the company

Financial General , the application contends " has been the subject of

significant management problems and has failed to take advantage of

opportunities that would enable FGB to realize its full potential growth and

performance . "

Because of poor management the application says , FG " is of relatively little

consequence " in the markets it serves " compared to other bank organizations of

comparable size,
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With assets of $2.2 billion FG owns 13 banks including Union First National

Bank of Washington , First American Bank of Virginia and American Bank of

Maryland .

tr add 7

Formerly controlled by International Bank , a Washington investment company .

Financial General's biggest stockholders now are its chairman , real estate man

B. F. Saul Jr. , and a group headed by the bank's president , G. William

Middendorf .
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HEADLINE : Sadat's ' ' Capitulationist Course ' '

SOURCE : ( a ) ' ' Radio Peace and Progress ' ' in Arabic 1630 gmt 28 Jun 81

Excerpts from commentary

BODY :

Sadat's intelligence service co - operates closely with that of Israel in

exchanging information about the Palestinian resistance movement . An agreement

to this effect exists an agreement concluded by President Sadat and the

Israeli Prime Minister Menahem Begin . They agreed to undertake actions aimed at

liquidating the leader PLO and elements which sympathize with it both in the

occupied Arab territories and abroad .

Thus we see that President Sadat , who likes on every occasion to brag about

the need to settle the Palestinian issue , is in fact playing the role of Zionist

informer , assisting them in their efforts to liquidate the PLO and to dampen the

will of the Palestinian people to resist and struggle for their just cause . It

is difficult to determine what has made Sadat do this . Is it just his desire to

render a service to his friends the Zionists , or is it because and this is

Dore likely • of his inherent inclination towards cunning and treason on which

he has built his political life right from the start ? ( References to Baghdad

tribunal in 1978 to try Sadat ; his connection with assassinations in the days of

Faruq. )

Sadat also likes to portray himself as a friend and ally of Jamal Abd

an - Nasir . But information exists to the effect that he was planted among those

close to Jamal Abd an - Nasir as an agent of the CIA . The ' Washington Post ' says
that Kamal Adham • a relative of King Faysal of Saudi Arabia secured for

Sadat financial aid from CIA funds , when Sadat was Vice - President .

Recent developments in Egypt today , the detention and persecution of elements

opposing Sadat's capitulationist policy affirm the fact that Sadat has linked

his political future for ever with the camp of imperialism and Zionism . He has

embarked for ever on the path of treason , the path he started on in the time of

King Faruq . ( b ) Tass in Russian for abroad 2240 gmt 29 Jun 81 Text of report of

30th June ' Sovetskaya Rossiya ' , article ' ' A capitulationist course ' ' :

Sadat's verbiage on ' ' protecting the rights of the Palestinians ' ' can only be

seen as mocking the memory of patriots , ' Sovetskaya Rossiya ' says today in

connection with the recent TV interview given by the Egyptian President to the

head of the Institute of International Studies in Tokyo . As the Kuwait newspaper

' Al - Watan ' says, the Egyptian intelligence service ' Mukhabarat ' supplied the

Israeli secret services with information about the whereabouts of armed

1
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detachments of the Palestinian resistance movement , Lebanese national - patriotic

forces , and prominent leaders of the PLO . Many fighters were killed as a result

of this information . ' Sovetskaya Rossiya ' also cites other facts confirming the

capitulationist and anti - Arab rse pursued by Sadat . ( Note Section A4 was

last published in SU /6761. )

2
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HEADLINE : FORMER INTELLIGENCE AIDES PROFITING FROM OLD TIES

BYLINE : By JEFF GERTH , Special to the New York Times

DATELINE : WASHINGTON , Dec. 5

BODY :

Many former American intelligence agents have entered into profitable

business arrangements based on the extraordinary secret access to foreign

officials and to sensitive information they gained in Government service .

One former agent , for example , now represents an American company in an

African country whose president he helped install in a covert operation backed

by the Central Intelligence Agency . Another obtained a $ 300,000 consulting

contract because of his close relationship with the king of an Arab country that

stemmed from confidential Government negotiations involving the two .

These and other examples were turned up through a review of records and

interviews with dozens of officials and businessmen here and abroad ,

Called Hindrance by Some

Some American diplomats say the former agents can be a hindrance to American

foreign policy , and businessmen who compete with the former agents say they have

an unfair advantage .

The activities of the former agents have been placed in the spotlight by

disclosures that Edwin P. Wilson and Frank E. Terpil used their intelligence

connections in elaborate and , in some cases , illegal foreign business deals .

They have been indicted for illegally shipping explosives to Libya for use in

training terrorists . Both men are fugitives living abroad .

Different kind of Revolving Door

Intelligence officials and Government prosecutors say they know of no other

former agents who have committed such offenses . But for the first time , the

C.L.A. is addressing questions about conflict of interest and revolving - door

employment in the intelligence business , issues usually associated with

officials who trade on their experience in the military or Government regulatory

agencies .

The revolving door for covert intelligence agents is different from the one

used by generals and lawyers, many officials say , because the former agents have

had unusual and sometimes clandestine relationships with foreign leaders and

to sensitive intelligence information . Intelligence agents over the years

have occasionally paid off foreign officials as a matter of course and have

access



294

PAGE 3

( c ) 1981 The New York Times , December 6 , 1981

violated foreign laws . Some appear or pretend to have continuing connections

with American intelligence agencies after they leave the Government .

Among the former agents who have used their foreign contacts and expertise

for business purposes after leaving the Government are these :

Lawrence Raymond Devlin , the former C.I.A. station chief in Zaire . He

covertly helped support President Mobutu Sese Seko's rise to power and then went

to work in Zaire as the representative of an American metals company .

Raymond H. Close , the former C.I.A. station chief in Saudi Arabia . After

official retirement in 1977 , he went to work there , and his numerous business

interests include partnerships with former Saudi officials .

George C. Benson , the key defense intelligence attache in Indonesia for nine

years and the American with the closest ties to the Indonesian generals who took

power in a 1965 coup . He is the Washington representative for Indonesia's
state - owned oil company .

Vernon A. Walters , the former Deputy Director of Central Intelligence , now

the Reagan Administration's ambassador at large . He earned $ 300,000 for

consulting on a potential arms sale to Morocco before joining the

Administration .

Former and current State Department officials who said they were troubled by

the foreign - policy implications of retired intelligence agents ' continuing to do

business in foreign countries frequently cited Mr. Devlin as an example .

For much of the 1960's , Mr. Devlin was an official of the Central

Intelligence Agency , including service as station chief in the Congo , which

later became Zaire . The Senate Intelligence Committee , in 1975 , reported an

aborted 1960 plot by the C.I.A. to murder the Congo leader , Patrice Lumumba , and

Mr. Lumumba was murdered in 1961 . 3

In 1965 , with the help of Mr. Devlin and the C.I.A. , Mr. Mobutu took office ,

according to former intelligence officials . The C.L.A.'s support for Mr. Mobutu

included secret financial aid .

A former agent , John Stockwell, wrote in his book , ' ' In Search of Enemies , ' .

that Mr. Devlin ' ' shuffled new governments like cards , finally settling on

Mobutu as President . ' '

4

' Excellent Contacts ' Cited

After leaving the Government in 1974 , Mr. Devlin became head of the Zaire

office of Leon Tempelsman & Son Inc. , a New York - based metals and precious

minerals company active in diamond and mineral exploration in Zaire . William A.

Ullman , a vice president of the diamond company , said the hiring of Mr. Devlin ,

who had no experience in diamonds or metals , cook into account his ' ' excellent

contacts ' ' in Zaire .

Government officials provided a fuller picture of Mr. Devlin's contacts . They

said that President Mobutu regarded Mr. Devlin , even long after he left the

Government , as the representative of the United States . This gave Mr. Devlin

better connections in Zaire than the United States ambassador there , the
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officials said .

Stephen B. Cohen , a Deputy Assistant Secretary of State in the Carter

Administration who visited Zaire in 1979 , said State Department officials there

' ' believed that Devlin functioned as the true representative of the United

States Government in President Mobutu's eyes . ' '

Mr. Cohen added that it ' ' was commonly believed by State Department officials

in Zaire that Devlin had complete access to classified Government files long

after he left the Government . ' '

Mr , Stockwell said in his book that the C.L.A. continued to use Mr. Devlin in

1975 , after he left the agency . One Congressional aide said that arrangement
still existed .

Impact on American Policy

Former and current State Department officials said Mr. Devlin's extraordinary

access caused intelligence officials in Zaire to regard him as more important

than embassy personnel .

The officials said that the C.L.A. was less interested than the State

Department in reducing corruption in Zaire and that at times the agency bribed

Zairians for information . Mr. Devlin's strategic relationship with President

Mobutu helped , on occasion , to undercut American foreign policy objectives , the

diplomats said .

For several years Mr. Devlin's deputy in the Zaire office of Tempelsman was

Col. John Gerassi , the former military attache at the United States Embassy

there , according to Mr. Ullman .

Mr. Devlin's relationship , according to an American businessman who works in

Zaire , also gives him and his company an unfair advantage over other businesses

trying to operate in Zaire .

' ' I thought it was unfair to have to compete with people who have developed

extraordinary contacts as a result of their Government experience , ' ' said the

businessman , who requested anonymity because of continuing business

relationships . His view was repeated by many others who do business in third

world countries .

Mr. Ullman said Mr. Devlin was in the United States this week , coinciding

with a visit by President Mobutu , but he did not return repeated telephone

messages

Question of Post .Retirement Work

In the case of Mr. Close , the onetime station chief in Saudi Arabia , former

Government officials say his actions , while in the C.I.A. and since retirement ,

are often clouded in mystery .

In the first place , some think Mr. Close may still be working for the C.I.A.

in some capacity , although he officially retired in 1977 . They add that a

further complicating factor is that some Saudis privately share the same

perception .
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In addition , Mr. Close , while station chief in the 1970's , delivered secret

official messages to top Saudi leaders that , on at least one occasion , were at

odds with communications delivered by the United States ambassador to Saudi

Arabia , the officials said . Two former officials recalled an incident in the

early 1970's when Mr. Close gave approval to top Saudi officials to sell arms

to Pakistan at the same time the American ambassador was denying permission .

In one of his first business ventures after leaving the C.I.A. , Mr. Close

became a partner with Kamal Adham , who in early 1979 left his post as head of

the Saudi Arabian intelligence service , according to Americans doing business in

Saudi Arabia . Another Saudi business partner of Mr. Close is Issan Kabbani ,

another former Saudi official .

Since 1978 , a company in which Mr. Close and Mr. Kabbani are principals has

been the Saudi Arabian representative for Cesco Chemicals International Inc. , a

Louisiana -based company that sells an oilfield drilling lubricant , according to
Cesco officials .

Raymond G. Matlock , who spends considerable time in Saudi Arabia as owner of

Cesco International , an affiliate of Cesco Chemicals , said Mr. Close had been

hired because he enabled Cesco officials ' ' to get in the front door ' ' with Saudi

officials . Mr. Matlock said that because Mr. Close had ' ' gained the respect ' ' of

many top Saudi officials ' ' he can do things with them ' ' beyond the role of a

normal representative .

Compensation Not Divulged

Cesco officials declined to divulge Mr. Close's compensation , but other

Americans who do business in Saudi Arabia thought his fees were quite lucrative .

They cited , for example , Mr. Close's quotation to an American company seeking to

land a contract to manage an airport in Saudi Arabia : $ 200,000 a year for 10

years to represent the company , plus an additional $400,000 a year for the life

of the contract should the company get the concession .

Several telephone calls were made to Mr. Close's listed number in Saudi

Arabia , but no one answered the phone . State Department officials cited two

other examples , in addition to that of Mr. Close , in which the current business

activities of former C.I.A. station chiefs have raised concern in diplomatic

circles .

One case involves Daniel c . Arnold , the former chief in Thailand . After

leaving the agency in 1979 , officials said , he went to work representing

companies seeking to do business in Thailand . American officials involved in

Thai affairs said they were concerned about Mr Arnold's continued dealings with

top - level Thai officials . Mr. Arnold apparently lives in the Washington area ,

but he does not have a listed telephone and could not be located .

A Filipino Connection

Another example involves Herbert W. Natzke , who retired in 1979 after serving

as station chief in the Philippines . He went to work for Lucio Tan , a wealthy

Philippine businessman involved in banking and trade , according to Government

officials .



297

PAGE 6

( c ) 1981 The New York Times , December 6 , 1981

State Department officials said Mr. Natzke's affiliation with Mr. Tan was

perceived by the Filipinos as giving the Tan interests an indelible association

with the United States . One result , they said , is that President Ferdinand E.

Marcos thinks the C.I.A. wants to protect the Tan interests .

Mr. Natzke recently moved from the Philippines to California to represent Tan

interests . Repeated calls were made to a telephone listed in his name , but no

one answered .

Mr. Benson and Mr. Walters , two officials who dealt in secrecy in their

intelligence careers , have found details about their business activities placed

in the public record since they retired from the agency .

Mr. Benson said in an interview that he was hired in 1973 , after leaving the

Army , to head the Washington office of Pertamina , Indonesia's state - owned oil

company . He approached General Ibnu Sutowo , then head of Pertamina , who , upon

hiring Mr. Benson , told him , ' ' We need an office in Washington , we need someone

we know well , we need someone who knows Washington , ' ' Mr. Benson said .

In his more than nine years as a military attache in Indonesia , Mr. Benson

became very close to the top Indonesian generals who , with covert American

support , took power in 1965. He also served as the Pentagon's expert on

Indonesian affairs . When asked if he got his private job as a result of his

Government contacts , Mr. Benson said , ' ' Absolutely , that's the only reason they
hired me . He described his Indonesian dealings as proper .

Registered as an Agent

Mr. Benson said he registered as a foreign agent " ' four or five years ago ' '

to be safe , since ' ' it's sort of a gray area . Records on file with the Justice

Department ow that he registered as a foreign agent fo Pertamina and an

affiliate in December , 1980 , and that an amended statement to ' ' correct a

deficiency ' ' in the initial one was filed last July . Among the filings are a

1977 consulting contract with the Pertamina affiliate , and a 1980 letter showing

Mr. Benson's pay of $ 15,000 a month .

In September , 1980 , two months before Mr. Benson registered as a foreign

agent , an aff.davit was filed in the United States Court of Appeals for the

District of Columbia noting some of Mr. Benson's lobbying activities during the

middle 1970's for Pertamina . The court case involved importation of liquefied

natural gas from Indonesia , a matter in which Mr. Benson says he was actively

involved .

Mr. Walters's private attempts to sell arms to Morocco came . to light earlier

this year , when he filed a disclosure statement in conjunction with his

nomination for his State Department post .

John R. McLane , the president of Environmental Energy Systems Inc. , the

company that paid Mr. Walters $ 300.000 for unsuccessful efforts to sell tanks to

Morocco , said in an interview that the company hired Mr. Walters.because of his

access to important figures in Morocco .

' ' We went to him because he had the connections , he knew the King of

Morocco , ' ' Mr. McLane said .
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Trip to Spain for C.I.A.

2

One of Mr. Walters's last missions in the C.I.A. was a trip in late 1975 to

Spain , where in meetings with King Hassan II of Morocco and Spanish officials he

convinced Spain to give up control of Western Sahara , a Spanish colony in Africa

long sought by Morocco , according to Congressional sources .

2

When asked in 1979 by Africa News , an American newsletter on African affairs ,

about the secret 1975 talks , Mr. Walters reportedly declined to discuss the

details , saying , " ' It would look like the King of Morocco and the King of Spain

are pawns of the United States , and that wouldn't be in anybody's interest .

The State Department said Mr. Walters was out of the country . He did not

respond to telephone messages left with his office here . · Richard Helms, the

former director of the C.L.A. , said in an interview that the issue of

revolving - door activities on the part of retired agents had not been a problem

during his tenure . He added that it was ' ' against the American tradition ' ' to

place prohibitions on the private business practices of former intelligence

officers .

Contrast With Foreign Mores

Mr. Helms also contrasted what he called America's ' ' ethic ' ' about conflicts

of interest with foreign mores , which he said hold ' ' the more conflict the

better . '

Mr. Helms now earns a living advising corporations about doing business

overseas . The name of the company is Safeer , the Persian word for ambassador .

Other intelligence officials say that it is unfair to single out the

intelligence community since other former Government employees , such as former

ambassadors , also profit in private life from their Government experiences .

The opportunities for public discussion of conflicts involving former

intelligence agents are few . Since the identities of C.I.A. agents , even after

they retire , are not made public, it is often difficult to follow their entry

into private life . Other former officials are subject to public scrutiny because
their identities are not kept secret .

Congress is considering a bill that would inhibit still further public

discussion of itelligence agents .

Various Statutes Apply

The revolving - door question , often an issue in discussions of the

military - industrial complex , is governed by various Federal statutes , including

criminal laws enacted in 1962 and more stringent laws passed in 1978 under the

Ethics in Government Act . The C.I.A. guidelines on conflict of interest are

identical to those in the 1978 act , C.I.A. officials said .

The conflict of interest laws , in general , prohibit or limit former

Government employees from representing anyone trying to influence their former

department or agency .
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J. Jackson Walter , director of the Office of Government Ethics , said a lawyer

in the C.I.A. office of general counsel had told him that the agency had ' ' never

found a violation ' ' of the ethics laws . But Mr. Walter said the agency lawyer

told him the agency gives ' ' daily advice ' ' to former agents on revolving - door

regulations .

Although the agency has undertaken a detailed review of its internal

guidelines in the wake of disclosures about Mr. Wilson and Mr. Terpil ,

intelligence officials said it was unlikely that changes in the C.I.A.

employment contract would result from that review .

A Glimpse at Iranian Dealings

The officials said , however , that the agency's review had led to

consideration of adopting a code of ethics . Brief attention was drawn to the

issue in 1975 when a subcommittee of the Senate Foreign Relations Committee

disclosed the role of some former agents as brokers and middlemen in foreign

military aircraft sales .

Committee documents showed how Kermit Roosevelt , a former C.I.A. official

who personally arranged the 1953 coup chat brought the Shah of Iran to power ,

used his C.I.A. connections on behalf of the Northrop Corporation in Iran and

the Middle East .

Letters written by Mr. Roosevelt and released by the committee repeated

references to ' ' my friends in the C.I.A. ' ' who were keeping him apprised of

Northrop's competition .

But the Senate Comittee failed to make public all its files relating to the

activities of former agents , according to former Senate aides , and no public

action was taken to address the issue .

The House Select Committee on Intelligence , currently studying the

Wilson - Terpil affair , has not yet looked into the general issue of conflicts of

interest by former agents , according to a staff aide .

GRAPHIC : Illustrations : photo of Vernon Walters ( page 42 ) photo of C.I.A. emblem

( page 42 ) photo of Richard Helms ( page 42 ) photo of C.L.A. headquarters in

Langley Va . ( page 42 )

SUBJECT : INTELLIGENCE SERVICES ; UNITED STATE INTERNATIONAL RELATIONS ; FINANCES ,

PERSONAL ; DISCLOSURE OF INFORMATION



300

see page 3
TheWashingtonPost

WashingtonBusiness
THE WEEK OF MONDAY, OCTOBER 8 , 1984

Cablur

Robert Altman

Joins Ranks of

“Super Lawyers'

DORT.
corn

s
t : .

نت
ا

Mat Ports

ܙܕ
ܐܝ

S
A
r
r
o
w

l
o
n
g
e

der
R
o
m
a

A
S

-
A
N

One wonders where Robert A. Alunan
finds the time.

Some days he spends as a Washington su

perlawyer, representing chenta such as IBM .

General Foods and the drug industry before
regulators and an Capital Hi .

On other days be becomes president of

Fint Amencan Corp. the holding company

for the second - largest group of banies in the

Washington area ,whok takeover he cap

neeredfor Middle Eastern investors a few

yearsago

Still other days, Altaus oversees his real

estate investments, including the USA Todas
192 Robude

Hrocura

Asd on weekends , te jets to Calfors to

spend time with his wife, television actress
Lynda Carter

Altesan may not be as well known as Car

ter, TV's Wonder Woman " or even as farsi

iar as Clark Citderd and Paul Warnke, seser

partner of the Connecticut Avenue la firm

in which he is a partner

But at 37 , the durinutive Aluman has be

come a big ban in this town , where las real

estate od banking are among the most por

erful of the power industries, and success in

any one of them is enough to conter superstar
clout.

How does he find the time! "Long hours ,

bewys with a thin smile . Very long hours."

Altman that seemingly rare beast, a

TOOS ALTMAN Popo 32

JT
A

Robert A. Armon : lower president del Prat American Bank, co - owner of USA Today buildings and husband of erlynde Center

Vital Signs Robust

For Area Business

MONDAY MORNING
Honda Hory DeLorean Broker's Deals Probed

apertinent complex luve on a $ 2.5 million

brut pins Faran and ber comparues for

failing to provide a premied loan. A 310

Lion deal with DeLorean fell through on the

me day he was arrested on cocaine concept

ay charges

N

By Hory Knight

Taxi te use of the metropoutan Wash

or korony usually as incy as arm

we_octopus

1:12 . ' O get a ghp on 1 multi

Washington economic health just by looking

ar the city around you

The symptoms of a robust economy are

everywhere

Drive somewhere you haven't been for a

while - out to Reston up to Gaithersburg

down towards Waldorf Count the construc

tien cranes, the "Help Wasted prs, the ice

cream parlors or the pages in today 1 news

per

Mark Morenbed

A federal grand jury and the federal judge

presiding over two and lawsuits are looking

ulo the tangled affairs of a financier tross the

Verpnia hunt country who once allered to

help bankroll the failing DeLorean Motor Co. o the developers who on the

lawat contend money that could

be paid to them has been trans
eaget enorphous ofgarust of mure

has 100 people for long enough

o messe its unemployment rate sample

COMMEYTUN

kome han the growth of

local product and check the

trerau15 on health

E.Aww the deators of

... he pride offer only

inabdlocal prosperit

• a diagnose of

A windshield census or an eyeball balance

wheet can tell you nearly as much as a chart of

leading economic indicators or a quarterly

financual sulement about the health of Wash

angtan Business

Just as potical reporters have the ubique

Tous ab drivers who provide suant wwgh

S MORNING , page 20

Unul two of ber firms filed for roaria

boe in bankoruptcy. Jeanne Anne Farme 44 ,

ras a group of companies out of a face in

the Westgate Research Park at Tyson Cor.

ber. She lived on a $600.000 farm in Prince

William County, owned a stable of thorough

breds and ran businesses that specialued in

belping other companies obtain multimillos

dollar loans

But legal proceedings volving Farruan and

her comparues show that severalof the loans

whe allegedly odered to arrange never were

completed Developers of Four Bottom

lerred to Cayman Islands bank a

count. Faman's creditors are trym to trace

her other amets. FBI agents lave been mes
tipating Farman's business stars in fre

suates in connection with a Washington grand

rury investigation. And the British gover

ment, in attempling to untangie DeLorean

affaus, looking into her abortive deal

DeLorean
Faman has awaitin the

5

DC OO0303
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Meet Wonder Woman's Man

Superlawyer Robert Altmai

Alteren has been called on
deterigable. Imaginathra spponent in the courtroom .

T

ALTMAN for pogo ! ident of the National Bank of Georgi

Washington native His father trained as an summoned before Senate con

attorney , has considerable real estate invest questioning in mid-September and

ments in the area, and has mother owns a lo ford & Warnke to represent him . :

caltelevision production company died the bulk of the case

Siace he joined Clifford & Warnke out of We new that it was not going

George Washington University law school in casy care . Altmann The cei

1971. Allman has developed a knack for continued to accumulate , so that e.es

vinding up on the nght cake at the night time while you were wariang on what y ..

He successfully defended embartied Bert were the main issues for the head

Lance in 1977 against charges of financial everung The Washington 2 :

impropriety : he overcame huge adds to win carry a Hory of something new

First American - then known as Financial come up andthen you'd read in The P :

General Bankshares - in one of the most cel next day a lengthy account of new

ebrated takeover battles ever and under his which had been brought the press 2

stewardship. First American has become one that one day you'd have a charge a

of the nation's most aggressive and fastest- sion tax fraud - oday we had a

powing barkong organisations emberalement and all this was 1 : 4: 1

1 think I have been most fortunate in the the basic subjects, what we had the

opportunities that have been presented to the subjects of the hearing

me,' he says . The list of charges was pretty 7

As alawyer, Aluman usually is hered to tume Lance testified. But Alumas

Work Washington on behalf of corporate or what he calls Yarly aggressive :

international cheats, an activity in which Clif before the Senate committee and 7 .:

ford & Warnke, one of Washington's smaller on seemed to rally in Lance's a

(29 lawyers ) big namefirms, speciales Lance was forced to resign , and he at

He won't same his clients , other than to inducted on 33 assorted counts o:

way that many are prominent members of the proprety Again . Alsman defe- : e :

Fortune 500 , but he has appeared on behal and Lance went free 21 of the chaji

of IBM , Eastman Kodak , Philops Petroleum discussed, I ended is acoutu .

and General Foods. umong others . His ser wound up with bung pure loves: 5

vices for them range from bitigation to lobby- Lance by several governsent apoi

ing, although he says of the latter. " not near faded to find anything conclusive 42

y as much as people generally perceive Lance. That was a long long ba .

baw for him , a long haul for us .As

he kind of law Aluman and his firm The Laace case established Altea

practice often goes on behind the force to reckon with in the Washers
scenes, and can rely on personal community. But his sert Tong
connections and contacts -- the land would give him equal suature inIT

of cour senior partners like Clark Clifford, all business arena - albest quate by

former secretary of Defense , and Paal stance

Warrike , a former arms-control negotiator Once again , Lance was unvolved !

and Pentagon chiel counsel, can provide Yet no bearing on Altman's participa

Altman rankes at the suggestion that he is had recommended to a trend who was

some sort of Washington Puer for his cor- nancial adviser to three Middle Easte

porate cbents . nessmen that they investor

1 personally don't know of any matter that based Financial General Bankshares

was fixed ,' he ways. Rather, he wys hus which was banks in the Distnct. W

mowledge of how Washington woris- and Vagina Tennesseeand New Yore te

who works it - lets him give hus clients vestors. trom Abu Dhabi Saudi A1

podgment as to what you need in order to be kuwast, qwetly bought some stes :
successful. You know who you have to talk company in early 1978- and all ...

to be says loose

To representa de vanety of clients with Financial General's manageme :

un equally broad set of interests requires that troubled by internal dissension , care :

Altman and his colleagues maintain contacts Rot in federal distact court that the

and expertise in a large number of areas . were acting in concert without inte

We happen to believe that there is a real qured documents with the Series

advantage to having a breadth of experience Exchange Common

Altman ways. There is a real value in having The Middle Easter investorse:

a perspective , so that as you look at a prob man to delend them . O ha ! 2K

lem you can see that you're going to have a Alunan's international practice

public relations problem here you're going to les relationship with Lace he

have likely luigation -- at least litigation she had to check with Lance to

one avenue of rebel for you - here we can there was no conduct of interest :

move up to the Hall and attempt to do some- the case

thing there He also had to check another :

Such a pracuce can win a lawyer plenty of flict with his Arab cbeasseng

behind - the- scenes praise , but not much no Jews fact that made no e

tonety Altman doesn't really seek publicity, the wivestor group. Iusperetta
but he got it when he look on Bert Lance as a and it's well known to theshe

cbent Representing Lance catapulted Al- matter of fact, I think teedel .

man then us! 30. to the big lume of Was by it

a lawyers -- the lund whose calls to the Faced with the but the three

government always get returned decided to seek a complete alese

Lance, director of the Office of Manage Cal General. From a busiew saca :

meni and Budget in the Carrer administra investor altarihine

tion came under fure in the summer of 1977 only

for aileged fuancial propnebes while pres some

DC oo0304Center, redovision's Wonder Woman , married Almen heal January
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the writing up of the United

to cope with this conued

Bank of Pakistan ia 1959. le
growth. He ways BCCI has 50

left UBP la 1973 because of senior executives with me

the impending nationalisation than 25 yearsof backing expen

of the Pakistan banke BCC ence, including two teatral

WAS set up at the ead of 1972. exchairman of the Pakistan
bank ovemors and the

Mr. Abedt ways that bebas banking council.

Doskela BCCI and that he

is not a Wealtbysan His in way that looks very strange
Theseexecutives are managed

home is in Pakistan but he is to anybody used to the manage

epastantly on the move super ment structures of the West. **

ving the rapid laternational The management systems

growth of bls bank Risobce known inside BCCI - The
Jon far >> be has one is la Concept and the Concept is

article of faith . It

London and when bere he statesthat the chief executive

lives in a small rested bous
wao wa

is committee with no sto
In Dulwich . " phicallocation. He is the

-

ப Jointpersonality
of

sentatives of various parts of

the bank who obtain anity

WILSD bese consTTITU By Txiren per tent of the thought through Constant

communication Str . Abediis
proving less fast. Mr. Abedi equity

theoretically part of Joint

wanted to raise more capital tp These Toor clients

10 this mystical
allow his expansion to go ahead. Sheikh Kami Adham ,theformer woundingsystem . Yet he is

For two years of imposed
marotenum ontheraisingsi Arabia, *Prisal Saud disably the architect and chief

hovering over it all

new funds. Finally at the end Fulia ) a Kuwaiti businessman .
His desk is in the pole posi

of last year it save the tour Abdullah Darwash , an tion at the eod of a larte and

ahead. adviser 10 the Royal family in immaculately appointed open

tot dit oot- obersbe for an ahyan. The crown prince of This is not ibe head offer beAbu . Dhabi and Sheikh Sunan
up_plan Anice in Leadeaball Street

the new shares and thereby

lowered its stake from 30 per
Abu Dhabi

cause BCCI is decentralised to
The US Secure

ATT en DOCTEExchange CORSIDELSEC ) butin effect it us from this foor
and the point of having no centre.

up the shortfall with an issue of the

hordinated longterm capilal afleged that Mr Lance. BCCI and from the Abu Dhabi office
sier which were placed with together in a secret attempt to this foor work the experienced

and the four clients were acting that the operation is run

WP

On

Middle Eastern investen

Control
The me time 8o A reduced

of Financial Pakistani bankers that are the

The
Hepreset.co the Board. General Luace /BCCI backbone of BCCI's manage

! BCCI to a minority of one li zroup netter mited or meet the most without
Ered MrTTC . The termen denied this charge but agreed exception given the

rampany,should buytheresto! they would make leader offer higher orlower - sod when they
" to sette er et utre DAL Yisibly

1 holdins. MrAbedi says that of515shareforall Financial meettheydo al perfectly
hauale will go throuet Jowly
hemme Light als slech Rud table bal embodies their

The hares will probably to a
TheICIC to the Middle Eastern Abee eet of all this, ir idea of " Joint personality

explans to bring for The City is bound to remain
skarehetuers He says that the word US Dars that were kepocal and indeed there are

price for this as 10 he main only a long-term aum . sens from within BCCI that
---bad reiarn for Bornin Heat-yet sure who will this round-table system of

ibyesimedi eser years al make the effer.but whoevermanagementmayproven to
about me makes and if it succeeds sustain . In the minutesof a

A. Bol A began to disengage
BCCI will probably manage recent executive meeting of

Itix!r.Nr 1Dediwasable to financial General. Hesaysthat BCCIthere is a section which

lossiure intens.com next in Draadea is perabotbase worked - may consider repla
an importantum of BCCI is reads: If the Concept has net

tarehe Isle 22nous. This all be freising Fith the concept of

ailer-belailer
into deplor Trb wealth, but wifeplines The present state of

stus TERTE TOTALE BELT Home Control Remester . Die

anne pui him on the payroll a leven the bank's depes monacement.hich 16 Irlormal.

Mr Addrnce part of the world somewhat ad hoc and lexible in
L.

continue regard , a politically thephaes, ha 10 be reviewed
vulnerabir le cerne la what extent it

While and rapid has been conducive to fuller

on in Ur .- take up stigahen ofhuman energy

more of Abeditine the Mr Adehi hasonary aims

nieten
16:30 the LK1 to Be for his bank and for the mic

let
I ! The risants us on which runs achieved

hall low thrzh the trusts that own the

und deuts that taman tempan that reiros

Fastand HM Lamante of

Torrt in sre . BCCI
a la carte

title

LOLLIN
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Toe mysteries behind Abedi's bank
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page 4

By NIGELBANCE

Iqbalades Abendna

are henchcable at the

iria weather

Blues Motors in the face

Bent crueboy beat

Easy" asked tomto

table. Ther's typical of the

comid, rade bones

antok,BankCredit

Cocomerce Luterpedonal,

lastalon that is the well

bankers'cocktail part

of goes'y at conform

object of speculation

cabios ofpland for

to the Cay . Afened , the

ears SBCCI Bureb

ebordj be med tome question

by now BCCIS M T ft
repudon

The proteson tobehere

speculatioa ; aspection

musandmanagestyle

speculation about the

founder and president, Plattelben

Agha HasanAbidez ca castreioa

about ius Middle East a

or speectation staat

SeedArabian bulan

Ghaith Pharros, som

the late Klug Frank

about scoased

Lancet ou speed

America weledadreo

shareholding to the banks sind ,

el, ca in un

aandag prometa

Ewropone, ses per

that speculation

ourney la Anguo w

a report. Dank

considerlega stel

byweblap la 243

Subsequeady,areport

BCCL, Didas Roberts

Euromoney's London

voplata about what he

Inaccuracy the report

claimed that Bank Aula

planned to retain lo sharehold

die beak, and that we very

to do so . Buat

USC
16° Berdas Saey July

the statement. Some booths later, Abedi, 57, the too of u Lurton

however , Bank ofAmerica and a landlord, playa his master stroke wica

press modec, following aberof
he force the nationalization of heaks

Machers inthe financialpress, whicle
in his nocive Pakistan and wed

cownections with some of the me
wedd tint intended to diverse boreldof

rubog families of the Middle Eag to

Ibegrese la BCCI by 1960. Abed up BCCI in 1972. The young Abadi

cald he had no fancial torvettent paduated from Luctor univerzity vich

hmyBCCTcompany . 1 degree in English literaturt und bew ,

What follows isalevestigation speat : Jean a Habib bank before for

Into BCCIodlato ihe truth betalad ming United Bank of Pakistan . He rus

the remote us far as this canbe president of United Bank for 13 year

uscertained. While researching the
and it wus then that be made the Middle

wory we talked to naay BCCI
Eur wasections that are no valuable to

him today. He is, he claims, a close tricod
employees, including an interview al Sheikh Zaid, president of the United
that lasted several hours with Agha

Arab Emiracs Sheikh Zuid los mais to
Hate Abode

bove subrandia Anancial interests in

I des
Bank of Credit and Commcrae Inter- Pakistan . Abeciti, in turn , acts us how to

the shaikh sen be visits Pakistan ,

and president is een more unusual companying birn on shooting and bustier

Purity and chastity in the key to our aod - i preat love of the wheelch's

management « BCCI," said Abati tur. ' hewking exposicioat

ing rare interview with us at the lonac BCCI's founder is a lover of ladina

the Park hold in London classical music and an avid reader

la the coure of that interview Abadi of management books who runs wicoba

described BCCT's origins, huis unique and publicity. Whic worting to Kannati

concept of management, its shareholder for aumte he tu su i menda

the maze of bolding companies eod of the city's smart watering spot dat

coul-ahareboiding the control the end ww frequenced by arresident Bbuco

his relationship with Bert Lanca The and his encourages, the Sund Club de

bank, claimed Abodi had lowood Leso most color BCCI employees

I total of $ 1.6 million while the former pemben but fas Puisani treoda od

US Budget Director Equidad bis comployee bave usumad pa sorodos

shareholdings in several US banke "We raporunce in his busboru bife : many of

were told the Land wanted to rell de BCcri senior managim ore fermer

60 % make in the National Bank of Vatred Buak employees, ac Abedi con

Georgia . As a result , Abedi dumed the bones to pouch senior besker from hain

latroduced Pharron clone triead, to sative country. BCCrs wall includes for

Lasse who rubecquently sold his 120,460 aumple, a former governor of the Co.

National Bank of Georgie shares to trul Bank of Pakistan and a formar paren

Pharco for 24miSor , or $ 20 shart Bor of the deatral bank of Bangladesh

Lance now works on tainer for ICIC Mort mcently, he hired Pakiruan's World

Business and Prorocioas, Grund Bank representative, Iqbahuddin Ahmad

i Cayman -bused company that is part of to run his merchant banking arm . Wida

the BCCI betwork (o chart of him , bred brought motha World

bareboldarah Bank accutre, Dr Peta Muth

.

The bank, claimed Abedi, had loaned Lance

a total of $ 3.6 million while the former US

Budget Director liquidated :ls shareholdings

In several US banks

n ?
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through in intermediary who was

Middle East businessman Americano

Express have told us that to its koost
edge no offer was made to BCCL

So Bank of America wus approached

Thal, in turn , wus seeking a presence in

the Midle East through local per.

ticipation and, unlike American Expresh
i was prepared to inject capital without

wanting to run the bank Book of

America spreed to become a shareholder,

but we made it a condition thatwe would
establish the management wyle was bor
Abedi pot it. A promotory preeweee mus

) ) .

signed during what Abedi dexeribed i

storic hunch in Sao Prancisco in June
1972 The conceptbed becomea reality.

but I was areality that Bank ofAmerica
was apparently to regret later. Almost

years heter BOA was to releate that the head

been setiatted with its sharebolding to the
bank, but that I had now established i

prescoce or tu own in the Middle Ease

Adedi, Baturaliy moh, daimed that the

-redstionship beneted both parties.

People wi think the Bank of America's

withdrawal shows that the relation tip

nemt a good cos, " he said, " but we had

I good relationship and bochpertaer

have beoeficed Anaocially" . Bankof

America, he said, had done very wel out
ofBCCL " And anything thedamedias

puhdisty w got whee Deal of Adrian

umowood los intention was a week kr
Apl Her Abed ,caproduk BCCL It Baret door us tory barn *
His eagerness to hire experienced It all begen, said Abeds, during the Bank of hmerica, bowever, wenn nebike

Pakistani banker is one aspect of interview , with a traves around the to comment

Abedi's management style. The way Middle East, he meeting with the But back in the days when

be runs the bank is een more usque ruling families sad the problems relationship was het bepantang

His headquarters are la Leadeabats Pakistancombined to form theconcept of blossom , the future booked less

Street in the City of London and there, Pakistani-run beak with Middle Eex problematical in many way , BCCI then
whenhe's in town, Abedi sits in an open- capital. The concept crykallized into a noodon the threshold ofthe growth cher

pies ofáraa concept that is consciously " barik in Luxembourg with themajority los best astorplified la Table 1. That abowi
of consciously based on that of Bank of the capital conlag from our friends le futhow fast de aperuica ww : thoa 19
of America's founder president,Amedes the Middle Eas " , but to add credibility branches in 1973 to 146breached by the
Peter Giannkai who set where he could and expertise, the bank seeded Icoane and of last year, from here al

pe und De roen. His buerdroom houses a son with a major International benting $ 200million to1977to neto al

custom -built circular table which organizatoa Discussion began wich 22 h Soala 1977, od brace proter

Abedi, deliberately, hasno st place. The American Express but came to nothing wrong of 8335,0006 123.900

oce la profusion of bowers,andthe because, Abedi said, American Express over the sameshort boetic period
decor reeks of the same moted glass wanted a quarter of the souty and Abedi concentrated ca intenta

spulence that characteritza edo benk major my be the bank's management Mischa Beste steeling them ook is

branches that have been sprouting like " That was no goof said Abedi Betty Dala potential pronde mertete The

sprlog Homes in the posbor are of " BCCI W cietined with two major prowth of breastbooking a Pricele , bo

Londou o expose la pared: over the factors in mind: w wanted a market periculos, wusspectacular. An atte:

British Whiteun holiday the air place and management capability.We the end of 1973 Artzain Worted that

conditioningwas shebed off during a knew that the market place initially was sccre characteristic makedes

best wave The Bowersdied but were be in tbe Middle East, and we knowthat breaches webs the Bow facelice BCCI

mediately replaced enoughmanagement capabilkty wouldbe lopo promboseally displayed. At the end of

BCCI embryou do not beve titles available from United Bank after lange your the surnber hed more to s.

spent from on the merchant banking sida nationalization." poole of the douated la ebementos

lastead they have responsibilities.They According to American Express all areu of London where burien de cheape

are referred to wexecutives". The discussions with BCCI were done operations kicked la a major contribution

feneri manager of the UK operatioon

Swalet Naqvi for sample describes

himmel ei accudire in charge . Toda le " People will think that Bank of
unc- thodox style that does not create

trust anong BCCI's fellow banker in America's withdrawal shows that
Londoa

That unorthodox soyle, and the speed the relationship wasn't a good one "
at which BCCI has expanded, is one of

the great talking point in banking today.

1 Eurocooney July 1971

1
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A five year profile ofBCCI

.

Toulotla UAE O Nur Acutta Growda Cape Grow Depot From Prots Gearing

bed (5000 ) : 00 : 0 ) 2000 ) X HonTa

UK cats (5000 )

I773 19 4 7 S 200.33 5.2016 191,145 335 2:31

1914 27 7 1S S 7 61Q167 203.3 11,104. 111.3.581,048 2040 2918 710 2002

ins 64 19 19 26 13 1,206,371 91.7 20.97 . 1120 1,131.0 % 98.1 9.732 . 233.5 2003

1976 103 - 29 2 S1 21 1,656,439 37.3 50,070 108.3 1,505,030 30.5 20.012 108.6 3.117

im 146 45 29 72 32 2200,000 326 1135. 123.7 2.009.000 .33A 25.500 " 29.4 S.MS

1. Bauis of calculation :Capital and comprising of paid of capital, hordinated ban, capital sotes, reserves recrined
earnings and minority baterne

to earnings, while others opened in por tu fur licence after preget avie years And prowch le the oth Ease has

poribers had matrial was that could operation to London " . Pa venih do boca phenomen , perticalasty babe

substantial Pakistani popotations sur Dowever, that the bestwskaberry : Unted Arab Emirates which mea into

prisingly, on the Agres supplied to ma bong to achieve wibortzed tested (whico banklag crida her year. XCCI dag 11

BCCI (TIN 2 ), the UK operation is one blows ben's bo tool la fonction actionplace in Abu Dhabh mise be Debe

35 protribec u the name al Bcc While we wanting for ke,weshall be and store barned thered the aber
busineu While the bank's UK assets of tout to becrease por cemical and haproveis; was primas target for barn

5160 milion represcot morethan 7 %of ourbeverage poutdoo Lo sientering, soda bereheobservku Abadi atas mere

BCCrotoualbalance shoes UX protes BCCI in the UK Lented to taking there tobedresults wery Kapatid
cootribuut ooty 3% of oui cerning Blue foreign curtocydeportesdo conto the throughoutthe crisis, word that when theo

London niso served as the bent boed 375 million, while on starting busind the Best of Badlandals bed been called

quarter ed isaforoutes botidsy piece bank bs losed out by the Bank at to strive the UAE Carreacy Board

for many ofBCCrmoreimporimos England's 121% mtina recervo rada ACC was pleased to open to books and
customer and shareboldern. The night of The dobe borerige portoca cola Gallow atthere to do the the

BCCI's Emoosinas making the beath arrainly do wla kaproving Table 1.boots would love these and of 114.000

friends aHorthrow airport, for armpien abom there iborado a capital do Kabeider soccounts relatatoed & MOCI, Brod

is oor u all uncommon (BCCT: ownlange ) steally fell darte 40,000 and the UAE. Sonde 25.000

Abell bowever,rected strast to the 1974 (oot a great your for bankle bord in theUK
suggestion pul to bolon during the bourrina mo ROW miedoa boa theo ya Thiente has sta in modo da paret

the cihad become methods best to may be one of the factors the banks wist wila Bahrala where to requesteds

the UK , berring the Pakend tmmigrat dcerrod tho Rent Borghend troch pro commercial banklag Korece la 1973. The

population and Middle East ristore ing ke wthorized alalua Abode oertuiaty Batralo Monetary stacy

We preier" , he said to be called a recognized the dead to toeprove to the time and request had to be mod
multinational operation. But warning ca pearing: " By 1980 we hope that our mind to the Prime Maltes. Aca mus
ebe Batish population to BCA W DOR beveraging wine bono besproved tothe przed doma co the grounds that the
asy and he will take a loos tirosu. " Duermber of commercialboats wowed to

Abedi depaled that BCCT , promoting That growth in asset med and only Beberada me nikad, best that when the

especially in the UK, bus meant that . theo Bank of England, to servedBrenda o parcyons modered lomar would be

bubecome latteaded on themanagemecs America u minnad le reported to Lemoed Then bank detay akbongh

side our growth has been a balanced Daler source of discriminat batman ba the mostatne her hand dreams

con la indoon ." He believe i then the me, to place of Aberts desbade By Gore- banking and loses that de les
BOCI bas adequats austonen 1976 bene die grootbed maltod á maWoOBU belonaw

capability, and maid iset 40 % of icon of Aleporting poretortura at the do W Abert Doblo Dabed

toul global start of 2,700 ml warts matsing of the capital to Baracco cich throned or robedary Komute,

to hubc", Atty.. spansione or torture the most student medad Smit Naimer
He des bowever, abado de todos beco Woda web BCA'l declado to Scorebor , KCI pear to ben

back's growrote to the UK and that he pull out

been door which con mata perpare

REA, mocasny kouck or without name for

miod: to perrunde the BestofEngland to

give it a full beting licence . It is said that
TOT

BCCI be boree on the wating thingsfor Africa's contribution to profits

authorization baper thus way Other bank

He isaloc uk . that the Beas w England

hearty granted a to 1976,but then from da Aso Aond

back when I saw just bow lux DCCT N : ( 0 )

expansion was progress and the denk of Madde Bar 9240 46.. 113

England probably ban't grea permis
UK & Euro 420 27

Non because of this stworpero intranet
16 .

ding the BCA and the propaganda that
wie UK 2613 7 1600 07

has been spread about me Abediseks other Rune 1808 20 140 13 3.4

who referred to the laststablished
Africa 15 2014 12 264.0 47

banks of the City as the " Club ".
17

Far Ear , Carum le
352.0

"It is not only be Bank of England

20

:

3

52341.6 16

Toad 209.0 TOO.U 22000

that is ypainst us, but the Club ", be claim
T @ .0

ed . " Aner all United Sank of Pakistan
ا,
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necessary ardentialan work for BCCL

The major shareholders u KCCI are

The African connection one ofthe prestest poros d contention

It's said that some of the most promiscar

Middle East rulert one stakes in the

bank , akhough there are some that dis

Detienethrine BCC7 provided Ecomoney

wted acomplete list is shareholders on

the moderating that they were not be

One of Basis de Credite and Coat Lotovene poblished:nwere oteligedtoscoopt these

merce Leternaesmal's mon manual Afria la central to Abedi's frite .
best wedding that maderaunding ve ceza

relationship is . Sverilmed where Abready to make a significant com
confirm the the link baciadesmecubere al

BCCI I etablering i saw jastat tributica to poop earnings: last year ,
the rating beredbies a Abu Dhabi Dubai

ere beak, called the Swedd Ned Sharjas, Bahrain , Sandi Arabia and Ina
for cumple, le scorinted for 15 % af

Derlopende Te Pued, which pretur earnings a 4.7 Mbow Abedi
Our diagram shom the nique structure

Key Swedend, Ileas SokkenIl told us that be conddered bendtand up
of thesharebokting Way of them in

The Her the month longue roben portunities in Afrien, pertly because of
men of wastemath

e nel caly am AS$ the relativeansophisticadoo l the zo
One of DCCT mortpromicat Moiselle

, but he wil deposit borwe insog beciktig rystem in some posta
• Past shareholders sites behind the

$lio dutee the and partly because of the cost - wodymky or two boketing companies :

day's boots to getto Bytes
Stock Holding Compray SA w BCC

pertinety Higher spreds maladie. So
start the documentation formas KCI is looking further holde

Holding Company SA .' Any compreey

so beak w to be completed beste Nigctie ar Malawi
magistarod in Luxembourg dou moc, bor

het och Tome feature here
rver, nood to be herformed of my changes

k zin y has six branches in
te the sharebottory of the compey.

caprel dlcatyS1 non Pope thay the most protiable albe
Sndend'o safar apurta 10 African operador; ik aloo bees to

bank America's surebulofing fell to

branches la Kenya and a gde
2486 when the decided not to take some

ap , peaches and pinceppilea ia

turn theblogwhoprorogeed pest breachin eachof usefollowing: Ivory
of the $ 10 mbon riante pour la

Best Ave you to has not Coest, Sudan , Gabaa, Morocca,
December 1977. During ebe ne mooth

mier 1 meter ofterrency over storage Dilloud and Mauritius. That's not and
· BCCI Holdings issued coprical noves for

cootrais export Scences. The new thereme fotot vestures in Ghana sod
520 milan . According to BOCI Dotes

beat hope to carve outa statican Liberia And la tbe Sudan mother
' worth $ 2 million were placed through

part a Smolanti trade fine ang BCCI brenda i due to open this
BCCI's woodwe, Kuvat tasternetopad

bustries, and to bence av bolilcileg mooth : udrumal because wery other
Fmance Company (KIFCO ) KIFCO

of suger nils. It will also set up sub bank the Sudes has boca proached two Kuwait based irreatment

sidiaries in nearby Lesotho and petisdabrad companies with a view to selling ibe

BCCI peper. Onc dins. The other wu i

terested but out of irruid trends. As a

result KIFCO bat ebe bavestment com

Heged in whatever met de operate
pany si cation to bury mouse of the BCCI

group main control the BCA world
peper with a repurchase reeement to

Nowbere was this more apparentthem to probably manage the US bent holding
buy back the paper in six months time

the US wherele formed nesociation company .
One of Bccr : Middle East therebolden

will one of themost controvernal ligero BCCI rated to us that Lance is predd 1 Look a substantial part of the $ 20 millbica

of all, Bat Lasca . Wehave already retaboer by KCIC to Mek Odlkatte ble bene issuefor his own personal portfoto

described Abadi' socomiat al bor BCCI restraeat opportunities to the US, bear The most recent shareholder b BCCI

introduced Lance to Mhence, and of the norward tosee the stateofthat retetovar..to Dr Getreich nurhon, 1 Sendi Arabia

deal the resuhed bon thatmorning for
W bacristande was the deal thel resorted period in commission for at Goal these

However, I declosed that Land is also businessman wie has been in thenew

recently for his dead with Lace Pharada
frora Lance ' recortadationthe four comestotradition - Pranattulu

be pouble beryer o Bank of America's
of BCCT dient - Schalko Kemal bong paid I commissloa for the male of the Kako bi wcí, atved by Acai &

AdheshadaletSaudi Arabia la marts in Preocial General The 818.7motoo, a boat value but at pre

telligence ;Series Selete Nabyte 13.0 millioc loco made to baten by xa. seot be ourds cody 4.5 %

cara prince of Abu Dhabt; Abertas still outstanding the beak catrech mod Pharaon bica, Monte Beste batteriets

Durmak atraer to the letter's family , that is to be repaid by him when the coal 35 % of BCCL matured &

and Painel SandPotahoKuwedemand lavatring the sale of the stock bs National 07.3 million. The rernelang 41% is bold

s major shareholder with SCCI to Bank of Goorple be coactused. Abeci wok
by a Cana Islands reglatered company

Kumit Innernational Franno. Company w that be bed Brot unsere Lance in London cubed loternational Laroussent mood

buy lato Flanadial Geral 1000 after Lance's resignation, ond had Croche Operrons Le lo obe past year,

Banksharan I break doleting company there and the decided that Lance had the ac Oreriu bus become the largest

that hasbank dolettapo ba 14 Katon ofthe

union . Lance recomanded to these four

BCCI aicite that they muchos 4.9 %

uch of Fioracial General fest enough to We can confirm that the list includes
keep them withinthe section 180 sec

regulation probleeding proches members of the ruling families of
mrto without perindon That deal

browser a SEC allegation that BCCI Abu Dbabi, Sharjah, Bahrain,
wu ning la concert with Lance is the

four clients to secretely gaiacontrol of Saudi Arabia and Iran . Many ofthem
the bank holding company. But subse

quently the stepsti : * Z Ce when are inen -f unto!d weith.
..min . ) 4 ..
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shareholder : through Abedi's direction,

of so he reich, Middle East shareholders

Bold part leie bouding to ICIC “ We are quite seriousabout wanting to
Overseas. The two major ruling family

shareholders each bedd around i Anda or create a foundation for charitable
the shares when Beri was founded the

years ago. Their shareholding bave now purposes; foundations are generally created
been cut to less than 5 % . Ahogacher there for business reasons, but ours is genuine

are 22 Middle East shareholders in

BCCL, ofwhich 17 are members ofrating and unique

familica of the retaining fire, con hi

Kuwait -based company, and the rest

Iliddic East businessmen , a whom

Pharon is the more prominee but will operus ladependently o ucta distillation of the ideas that Abad calls

ICIC Overness, which ones 41% of other . Srom his management booke, tak

BCCI Holdingswas not up in April 1976 BCCT's merchant banking activities dash of eastern philosophy. Bet

intheCaymanIslanda i bon has sesete are to be apanded , but slowly . Already Abedi's concept of what becalls above

of $ 22 million ICK Overseas , lo torn BCCI Finance Inernational in Hoog and below thelove that probably matter

wholly owned by ICIC Holdings, which Kong has three branches I bus parties more to his shareholder I boutsdom to

was formed at the same there too latter is puced in several Enrodollar kasacing this: Abedis dream is to create add

a joint moct company, which is in whe The subsidiary inHoog Kongalso bouses wich assets of SA bilion that we create

process of being turned tanto three several cumbered nooreets that accord prody (that's the abovethe Hore bit) triche
Keperate compenica: 35% d ICIC ing to the report and accounts are not in turn will be paid into a foundatice that

Holding is oned by Bank of Credit and audited To Asoret lavatred to w dispease charity (what's below the

Commerce Foundation will usesof $ 56 million . The andit and Fauna Cor- Hne , But who will the beerficiarias te ?

57.7 million 35 % by ICIC sus benefit poration , which is wholly owned by Abadi sbied away from that question , and

Trol with similar assets of 57.7 million BCCI Holding SA , la mocher enhede when pressed , said: " We are quite serious

ond 30 % by ICIC Business and bank that willsoon start operations to the aboutwanting to create a foundation for

Promotions with set of 846 mitboa Cayman Islanda It was originally charitable parpoves: foundations ste

All three companies are incorporated to planned for des compuay lo be registered generally created for business ressors
the CaymanIslandsBCCFoundation in Londoo . but ours is genuine and unique " And son
and the ICIC Sus Bernett Trust are both BCCI revolves around concepts. There at the end of in all the purpose of the

reglatered us to ICIC Business is for aumple, the Ba menagement BCC Foundation structures i myster
Promotions is formed by guarantee Esch system which to actually called the There we aruia rates " meid Abeda

bus for busices and I board o directors Coocspe Then In Burth is probably a quierty , to which we are dedicated."

This announcement appears as a maner of record only

EMPRESA LINEAS MARITIMAS ARGENTINAS S.A.

US$ 15,000,000

MEDIUM TERM LOAN

Guaranteed by

THE REPUBLIC OFARGENTINA

Arranged and Provided by

DEUTSCH -SUIDAMERIKANISCHE BANAAG DRESDNERBANKAG

-rate ofDresdner Bank AG London Branch

EURO-LATINAMERICAN BANK LIMITED
- EULALANI -

Agent

DEUTSCH -SUDAMERIKANISCHEBANKAG

- Amiliale ol DresdnerBank AG

April 1978

Euromoney July 1971
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London Bank Planning

Takeover, FG Claims
Financial General said that its attor.

neys had agreed to a stipulation that

Bank of America would provide

copies of the original documents, in .

cluding a credit examination report

on BCCI . However, a Bank of

America official relused to comply

with the promise to produce the

copies , according to the motion and

alfidavit filed by Financial General.

THE MOTION ALSO asks that

Bank of America be held in contempo

and that it be made to pay Financial

General costs and attorneys' fees in

connection with the action .

See BANKSHARES, A - 17

By Rudolph A. Pyati Jr.

Voskagion Star Suall Urner

A london-based bank is planning

an eventual takeover of Financial

General Bankshares Inc. , on the as .

sumption that a successful tender

offer will be made for the Washing

ton bank holding company, lawyers

for Financial General claim .

The claim is contained in an affida .

vit filed in U.S. District Court here

yesterday by attorneys for Financial

Gencral.

The affidavit was filed in conjunc.

tion with a motion asking the court to

compel giant Bank of America 10

turn over certain documents to

Financial General .

The bank holding company con

tends that the documents held by

Bank of America are critical to

Financial General's pending lawsuit

in which it has accused several de

Tendants of an illegal takeover al.

tempt.

Among those - which Financial

General named as defendants in the

suit jt filed in February are Bank of

Credit and Commerce International .

Luxembourg corporation with

principal ollices in London and con

trolled by Middle Eastern interests .

BANK OF AMERICA, the coun.

try's biggest bank. owns a 16 percent

interest in BCCI . At the end of last

year its interest in BCCI was slightly
higher, at 24 percent.

The motion seeks to have Bank of

America return to Financial General

certain documents which were

turned over to the Washington

company earlier this month in con

nection with depositions that were

taken from two of Bank of America's

officers in London. The documents

purportedly contain damaging infor .

mation about the operation and

financial condition of BCCI .

In cour: papers filed yesterday .
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DAIVMMARES

Continued From Aile

A Bank or America ollicial

reached in San Francisco yesterday

said : " We were gwage that the mo .

tion would be filed and we will helil .

ing our own motion and responding lu

this motion in the ncar lulure. "

In his allida vil. Douglas M. Kraus ,

an altorney for Financial General .

says he was advised that Roberta

Altman , a Washington attorney who

represents BCCI , had written a lening

" threatening Bank of America with

liability .. if (Bank of America)

permitted public disclosure of the

documents . Bank of America tonk

the position that it would only return

the documents to FG if ordered to do

so by a United States courl. " Kraus

says in his allidavil .

Aliman was out of the cily yester .

day and could not be reached for

comment .

KRAUS MAINTAINS that although

he did not have an opportunity to rc

view the documents in question , an

assocciate directed his attention 10 a

two - page summary which allegedly

shows that :

• BCCI's loan loss.reserves of ap .

proximately $3 millionswere inadc.

quale and should be increased 10 SIT

million .

• BCCI" had engaged in the practice

ol making substantial loans to wha :

the report termed'insiders' ."

• BCCI's real estate loan portfolio

was unsatisfactory.

· In addition , says Kraus . onc oi the

documents contained a statement to

the ellect thál Bank of America

should have one of its officers

present at BCCI " at all times. " In .

deed , a Bank of America Ollicial

lestified in deposition ihat an ollicer

has in fact , been installed al BCCI

since late 1975 , full time , and that his

salary is reimbursed to BCCI by

Bank of America , according to the

Kraus allida vit .

At another point . Kraus says that a

review of the Bank of America docu .

ments shows that BCCI or its subsidi .

aries or affiliates have made sub .

stantial loans to three of the four

Middle Eastern deiendants in the

Financial General suit cisining a

conspiracy to take it over . Moreover,

according to the Kraus allida vil , one

of those delendanis Faisal Saud Al

Fulaij received a $ 5 milhon lawn

from a BCCI subsidiary to purchase

www.uy ....

his ihures ul Financial General

FINANCIAL GENERAL'S' share.

holders are entitled to know thal

Bank of America the largest bank

ing institution in the United States

hus concluded that BCCI is engaged

in hanking praclices that fail to meet

Bank of America's standards andlor

which mighi be considered to be un.

sale and unsound in comparison to

prevailing American banking stand

ards." The bank holding company

coniends in the allida vit ,

That contcntion - that sharehold .

crs are entitled to know more about

groups who may gain control of the

rompany - has been made repeal.

cdly by Financial General as it pro

ccids al length to obtain depositions

Irom principals named in the civil

action that has dragged on for seven

months .

" Disclosure of this information is

especially important , since the facts

developed to date strongly suggest

That BCCI will ellectively control the

operations of FG il the forthcoming

lendor older by the Middle Eastern

defendants is successful." insists

Kraus .

Middle Eastern delendants in the

civil action have already served no

uice that a formal tender offer will be

made for Financial General stock.

Thal disclosure was madı: following

a consent agreement resulting from

a Securities and Exchange Commis.

sion action charging several delend.

anis , including Bert Lance, BCCI and

the Middle Eastern principals of vio

laling the Securities Act in

Durchasing FG stock .

COURT PAPERS filed yesterday

disclosed for the first time that

Financial General believes that the

forthcoming lender offer for shares

will be made by Credit and Com .

merce American Investment , B.V., a

Netherlands corporation that is sup.

posedly owned and controlled by

Credit and Commerce American

Holdings . N.V .. a Netherlands An.
lilles corporation .

Documents filed yesterday also

claim that discovery actions show

That Agha Hasan Abedi. BCCI's

president , met with several advisers

in London recently to discuss , among

oiher things. " who should become

the president and chief executive

ollicer of FG in the event that a ten .

der oller is successful . Thus , it is

apparent ihai BCCI would not only

manage the operations of FG but is

also actively engaged ... in select

ing the management leam that would

Irun FG il the lenderoller succeeds."

Financial General argues that

BCCI's objeciions 10 Bank of Ameri.

ru's produciion of the documents in

question are nothing more than an

improper altempt to interfere with

FO's discovery righis ",
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. : The papers relating to this inquiry were setrieved from the Prime Minister's

House only in May, 1973. In the following month the Federal Investigation

Agency was directed to reopen tbe inquiry. The results are still awaited. The

Emily
ramifications of the deal are many excluding the question of the surcharge

in deposits and ihe interest charges thereon.

XTbc. Party : Funds

:-* : The main 'account of the PPP was maintained in the Habib Bank Limited ,

Cantt. Branch, Kashmir Road, Rawalpindi. The account number is 22830.

The account was maintained in the name of the Chairman PPP and was opera

ied by Mr. Zulfikar Ali Bhutto himself.

1
. ***

1

Annexure 249 is a signed statement by the Senior Manager of the concerned

bank ,, which shows the month-wise amount available in this account from 1st

July, 1976, to 6th July , 1977. The position for the calendar years 1976 and

1977 emerges as follows :

Year Deposits Withdrawals

1976 18,95,401.54 10,14,384.00

1977 59,66,525.75 6.89.890.90

Total 78,61,927.29 17,04,274.90

A perusal of the account shows that hardly seven or eight withdrawals were

made from the account during the tovo calendar years mentioned above. Among

The major withdrawals are two made in favour of Mr. Nasir Ali Rizvi, Secretary

Gederal , PPP . A sum of Rs. 2.00,000 was withdrawn in bis favour on Octo

ber 21 , 1976 and another sum of Rs. 2,95,206 on January 28, 1977. Another

major amount of Rs . 3,48,800 was withdrawo in favour of Mr. Hamid Jalal

( Additional Secretary , Information ) on 1st June , 1977 .

The only other significanı withdrawal which was made during the period

under review was Rs . 5.60.230 in favour of the Chairman . Evacuee Trust Board .

It would appear that this amount related to the purchase of a plot on Lawrence

Road , Lahore , for the purpose o constructing the party headquarters.

According to the bank statement, the balance in this account on Jaouary

1 , 1977 was Rs . 8.84,017 . During the months of January aod February, 1977 ,

the balance steadily mounted up and reached a peak of Rs. 55,22,616/ 14 on

February 1 , 1977. Most of the money came by way of deposits of Rs. 1,000

each from the applicants for the party tickets for the National Assembly and

Rs . 500 each from those who were desirous of contesting for the Provincial

Assembly on behalf oi the PPP . This was a legitimale source of party funds

but the most astonishing part of the siory is that the amount thus collected was

never utilised for election purposes. As stated earlier, only seven or eight with .

drawals were mads from this account . The rest of the moncy i.e. about Rs . 5 :

2 : 5
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lacs was lying as fixed deposit with the bank :: Annexure 250 is one sbect of

ibe bank statement which shows a transfer of Rs. 51,44,000 to the fixed deposit

account on February 14, 1977.

The only possible inference can be that apart from the provincial party funds,

Mr. Z. A. Bhutto relied mainly on the secret service funds , disbursed by Mr. Afzal

Said Khan and his section officer, for election purposes . The ::disbursement

of the secret funds has been discussed earlier in this chapter. The payments

made to the NWFP Chicf Minister and other party leaders, for example, were

from these funds . This was. Of course , apart from the misuse of Siate resources

like transport, media , telephones etc.

The other large source of funds was the money brought in by Agha Hasan

Abdi. This was disbuned by Begum Bhutto as disclosed by Mr. Ayzal Said

Kian and indirectly confirmed in the pole ( Annexure 17 ) of Mr. Rafi Raza

of October 9 , 1976. Pan of this money may have been diverted to the provincial

pany funds. Contribusions from industrialises and businessmen also were

collected

To sum up. about two or inree crores of rupees were brought in by Agha

Hasan Abdi. The diversion of Rs . 1.92 crores from the secret funds stands

confirmed . The expenditure . iudged by the Punjab figures, does not quite add

up in the collections which are on the cards. There must be substancial balan

cos sull floating around in cash or in hiddeo accounts .

The other account which has been examined in some detail seems to belong

10 the Punjab Provincial PiP which was operated by the Secretary to the Chief

Minister. The account was maintained by the Allied Bank of Pakistan , WAPDA

House Branch , Lahore. Eight sheels of the bank account can be seen al Anoe rur:

251 to 228 .

This bank statement covers the period January 21 , 1977 , 10 July 5 , 1977

The clection campaign period and afier. The statement opens with a cash deposit

of Rs . 15 lac on June 21 , 1977. There are only four subsequent accretions 10

this account as detailed below :.

Amount Date

15-2-1977

13 : 2-1977

Rs . 59.500 (by transfer from S.B.A'C No. 1363 )

Rs . 15,00,000 (cash)

Rs. 14.95.000 (cash)

R. 5.00.00 ( by iransi :)

26-2-1977

2 :15.9 ?

in

It will thus be seen that cul oi a tolal amount of Rs . 50.53.500

da? :cx ? Viricliding the inviat cash dopisit ! R. ! :: lacsi This

2ccount , all but a mil ? T : C. ni F. 5.55.600 wis unsted in cash

The c !al amoun ! ? ilised during the ca: cial cleciion pers!
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out of this account. The list of persons who were given moncy out of this fund

can be seen in the bank statement itself. Nouablc poliucal persons were the

Secretary General of the PPP, Shaikh Rashid, Dr. Mubashi: Hasan, and more

significantly, Rao Khurshid Ali Khan, who used to be identified as a PPP “ rebel.

What takes the cake is ibat three Deputy Commissioners of Multan, Dera Gbazi

Khan, and Muzaffargarh have also been paid certain amounts. No better proof

could be provided to show bow the district administration became a tool of the

清

ruling party.

Similar pariy accounts must have been maiolained at the other three pro

vincial headquarters. There are clues to other accountsijunds as well which are

being identified and have yet to be investigated.

PVA Funds

How the PNA fought the general elections or raised the necessary funds

is not the subject matter of this White Paper which is basically confined to the

conduct of the general elections-a task shared by the ruling party and the

Election Commission . Mr. Bhuno, however, did express his opinion on the

source of the PNA funds . In fairness to him . this must be put on record .

Addressing the joint session of the National Assembly and the Senate on

. \ pril 28 , 1977 , he observed :

“ Is it a secret thai in the past few months , foreign currency

has flooded Pakistan ; so much of it has come thai I can find no

parallel for this influx. The rare oï the dollar in Karachi, as a

result , has gone down to seven nipees, to six rupees. The money is

being used to bribe people to do various things ; they are being

bribed to go 10 jail . they are being bribed to give a aans (the

Muslim call to prayer ) , many postmen , milkmen and meter- readers

are being bribed to distribuie anti -PPP literature .

" Dollars have been dished about. My party men :bers hore

been bringir.. this to my notice . But I did not rush out to pro

test .

Another reference in the official papers to the doldus influx is to be found

in the minutes or the daily meetings of the then Information Minister, Mr. Tahir

Mohammad Khan , with niedia chiefs . The minutes of the mecuing held on

April 27, 1977 , refer to a directive to the PPP to circulate a news-story that the

dollar was selling at a chcaper rate at Queita and Peshawar. The idea perhaps

1725 io prepare the ground for Mr. Bhullo's charge . The charge was leveled

bui Mr. Bhutto preverred 10 cite the Karachi market.

.

1. his cainiaking speech in the newly “ clected National Assenibly on

March 28 , 1977 , Mr. Bhutto , however, had spoken in a slightly different vein .

Joha: speech he had said :

2 : 7
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0

Liwiu : :) :1.01:shall;-if.provoked.and if the context is relevall quote chapter

s': jion ...and yerse.how . ubes. claimed in their inger coincil that their streogth ,

4018 hili - scsodrces and finances.came from far. beyond the occaos.

isda " 491: Was it ägol for the opposition members to behave so inss.
!: ,

iseri)

ponsibly as to claim thatthey wereboundto win in the election because
10:07 their resources came from far beyond the frontiers of Pakistan ?..

.. : . 1 would Dot Oke to believe the claims made by the Opposition

in this regard ; they seem to be frivolous, immature and irrespon

sible, because, as you know , our relations with all countries of the

world are excellent.....

From the PPP platform in subsequent speeches the charge contioned to

reverberate that ibc PNA bad received foreign assistance . The figure of Rs

25 crore was mcacioned . It was even suggested that the Pakistan currency had

disappeared from the Gulf market. If it did, it night have bad something to

do, apart from the doins of the PNA, with the travels of Agba Hasan Abdi,

loaded as be used to be with baghuis of money .

Mr. Bhutto, for his part, oever quoted the promised “ chapter and verse

to stick the cbarge on the PNA. He ocver produced any aber evidcoce while

he remained in power , or afterwards. Although original letters are being pro

duced before the Supreme Court by his lawyers, oo documeots pertaining to the

foreign funds, allegedly received by the PNA, bave so far come to light.

The records retrieved from the Prime Minister's Secretariat do contain

references to intemal financing of the PNA. A source report ( Annexure 259 ) ,

sent by Rao Rashid to former Prime Minister vide bis letter ( Andexure 260 )

darcd April 12, stated :

Among thesc who bave copinbuted large sums of money to

the PNA fund in Lahore are : Mingo Shabzada Nasim Sebgal,

Fazal Din and Sons, Sheikh Salim Ali (of Dio Taxis ) ....

“ The largest contribution to the PNA agitation fund is reported

to have been made by the Gujranwala traders....Among the several

persons named was one ' Haji Black ' whose ocpbew, Aziz Ansari

(oow in jail on charges of attempt to murder and other bffences )

was politically most active . ... He should not be released as long as

the agitation coououes ......

The locome Tax Department, the Excise and Taxation De.

partment, etc., may be asked to take care of these industrialises so that

they be engaged clsewbere and cease taking interest in the agitation

The Commerce Ministry may also be asked to blacklist these persons

for the time being and col to issue any import -expon liceoses to

them until the agitation ends, so that they may give more attention

to their business problems and less to the political agitation ."
.

238

50-820 0 - 92 - 11- -
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Avuonno

In Some Arab States

Helped in Plane Sales

ini Envoy and a Saudi slide

Had a Part in Egypt Deal:

Firm Denies Any Payoffs

SEC' vs. State Department

By JERRY LANDAUER

stull No.ro/ TOKWALI,NTNUGT JUISAI,

WASHINGTON - In the lucrative Middle

East alrcralt markel. Boeing Co.'s domi

nance stands out like the Pyramids of Egypt

or so it seems at times lo Boeing's chief

competitors.

For example :

In the winter of 1975 , executives of Mc .

Donnell Douglas Corp. believed they had

scored a business coup. McDonnell Douglas

had just received a letter of Intent from

Egyptair, the Egyplian government airline .

to buy a lleet of six Jetliners. Egyptair had

even sent a small down payment .

Yet the Egyptian government withheld

approval for the big order. Within a month

Egyplair rescinded the commitment to Mc .

Dunnell Douglas and switched the jetliner

business to Boeing - after Boeing had swiftly

mobilized a secrel nelwork of power brokers

that few other American exporters can

match

Such events have led to an almost three .

year investigation by the Secunties and Ex .

change Commission of Boeing's overseas

commission payments . But the company

stuully denies that it paid any bribes to for .

eigt government oflicials, and the SEC

hasn't produced evidence lu cuntradict that

contention

Keeping the Names Secret

Meantime . Boeing has managed to keep

the names of ils Mideast supersalesmen

from public view . This has been accom .

plished with signilicant help from the State

Depariment , which entered a court light be

Iween the SEC and Bueing to argue that dis .

closure ul Bocing's " highly placed " consul.

tanis abroad could harm C.S. foreign policy

interests. Nonetheless . Through sources in

and out of povernment. It is possible to re

vral a glimpse of Boeing's well.connected

alhes in sume Arab governments .

To win the Egyphan order . for example ,

Bexing called up its biggest pun. He is

Mahdi Tajir , ambassador to London and

Parts from the United Arab Emirates : this

is a federation of seven sheikdoms in the

Persian Gull that includes vastly wealthy

Abu Dhabi . Ainbussador Tajir is a Inend of

the ruler ol Abu Dhabi . Sheik Zayed bin Sul .

lan al.Nayhan , who devotes part of his oil

revenues to the cause of Arab solidarity En :

couraged by the ambassador. Sheik Zayed

agreed to advance Egypt up to $ 90 million .
according to US government agencies

Thal sunt was far more than enough to buy

Next . James McDivitt. Boeing's vice

president for international sales in Beirut.

called Kanial Adham into the Iray. Mr. Ad.

ham , who is related by marnage to the

rayal lamily of Saudi Arabia, then headed

the Saudi foreign -Intelligence service. He

was the late King Faisal's designated con :

tact man with the U.S. Central Intelligence

Agency

Mons In Commissions

Mr. Adham is especially close to Presi.

dent Anwar Sadat of Egypi. & country that

requires Saudi subsidies to keep going . Aci.

ing on Boeing's behall, U.S. agencies say.

Mr. Adham intervened at high levels of the

Egyptian government to make sure that the

sheik's money was used to buy Boeing

planes.

So Boeing was in - although at a price.

Over the years , the company has pald many

millions dollars in commissions to Mr.

Adham and tu Ambassador Tajir, the Intend

of the openhanded shelk .

Buxaing's executives believe, and have of

ten sald . that the company has won a major

ity share of the world market for commer.

cial alrcrali by ollerme superior products

and beller service . Yei Buetag's Muldeust

connections have also helped and not just in

Erypi.

Succor for the Syrians

In 1974, the shelk of Abu Dhabi agreed to

advance the government of Syria more than

$ 100 million to help the Syrians recover

Irom losses sustained in the Yom Kippur

war against Israel.

The sheik's $ 100 million came as Syrian

Arab Airlines was deciding what kind ol Jet.

liners lo acquire , Among the major compeu..

cons were Boeing. McDogoell Douglas had

Lockheed Corp. Lockheed was thought to

hare the laside truck. But, ulthe

Esypuair deal. Boelag aguin prevalled .

mosty because Dode of Boelog's comped .

lurs had equal access to Ambassador Tajir's

umely welstance or , through him , to Sheik

Zayed's financing.

First, the shell's 100 million wus placed

in an interest.beanng Sviss account for

many months . Then li was used by the Syr.

can government to buy two Boelag special

performance 7475 plus three advanced ms.

Tbe tolerest on ebe sbeck's money . W million

or more , noved foto 1 kcret account at

Banque de Gestion Foeaclere ua zunicb. It

is believed last ndea vbo had seened Syria's

business Lo Boedas shared to the proceeds.

por porte reusa, courte Shield Zayed

became artistad un loc int Ambassador

Tur medunge Lolder dan gee adriace

from Abu Dbad ,Lesce a un milioa, lo

Klag Hussels al Jordua for lobe purebere al

noBorlag 1478. Ya, oreo u ide bolo peo

rere belde Lexemdled to searches the sett

balked . Brennully, though . De breded King

Husexio's preus id pronded Jordan 20

milboo . The remaining cools, more une fo

mulboo bad to be fouced by Jordan 10

per mu i crdu trom the U.S Repori.lm .

port Bank

Betore the quadruphing a all prices eas

Please ront Page a Catura !
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Last Urt, 15, copies of purchase agree

Inents show , the new formi bought two 73is

from Boping . Un the same day, il resold the

planes tu Saudi Arabian Airlines Corp. The

distributor has also purchased from Boeing.

and immediately resold . a 747 equipped with

waborate custuin inade interiors , for use by

Continued fron First Page

bied Ambassador Tajir ļo unzip the sheik's

bulging purse. Boeing's Middle East sales

efforts were aided by other Mideast finan .

ciers . One wus Roger Tamra , a Harvard

educaled financial whli who formerly vis

chairman of a Beirul subsidiary of Kidder

Peabody & Co.

Mr. Tamu camed large commissions

from Boeing for assisting with Mideast alr .

erah sales For example , us chairman of

the Kidder Peabody subsidiary. in 1972 he

arranged the first significant commercial

loans to Egyplair - SS4 million to buy lour

Boeing 7075.

In late 1976. after inquines by the sec's

enforcement division , Kidder Peabody in :

vestigated suspicions that Mr .: Tamruz

might have instructed Boeing to funnel un

der -the-table payments to political personal

ilies in the Middle East. But an internal in

vestigation failed to turn up evidence of

wrongdoing Mr. Tamraz had resigned

from Kidder Peabody in 1974.1

Buring also received unusual help from

the U.S. embassy in Beirut in 1968 in a piv.

olal sale that helped establish Boeing's

strong position in the swiftly growing Middle

East market. On that occasion . Boeing was

competing against British Aircraft Corp. for

sales in Lebanon . Al a critical point, Mr.

McDivitt was away pursuing aircrall deals

in Turkey. So. diplomats report, the U.S.

embassy in Beirut made a commitment on

Boeing's behall to pay two inlluential Leba.

nese businessmen for persuading Middle

East Airlines lo delay a purchase decision

until Congress passed the then.pending Ex .

purt Expansion Act .

Passage of that law, which loosened U.S.

credit terms. enabled the Export- Import

Bank to match Britain's favorable financing

oller. Laler. Boeing appointed the two Leba

nese businessmen as consultants and paid

them probably $ 1 million , according to une

U.S. diplomat in the Mideast .

Occasionally we seek and receive ad

vice from U.S. embassy stalls in various

parts of the world to help us market our

products," a Boeing executive says, speak .

ing generally But the support we receive

is no greater than would be extended to any

other American firm whose sales help the

nation's balance of payments problems."

Boeing also contends that the company's

identificalwn with questionable sales activi :

ties abroad since the government began in :

vestigating " has been seriously overblown.

During the SEC's long investigation of

Huring's overseas payments, the company

has quietly changed its Middle East ses

arrangements. Now . for the first time,

Puring isn't selling aircralt directly to the

vltimale rustomer . Instead , it is selling

planes 10 a distributorship. Overseas Inter .

national Distributors ( 0 .; it was organized

in Europir by Mr. Mc Livill , the former

Bursing vice president who helped engineer

Eryptaur's choice of Boxing over Mir Donnell

Durlas in 1970 in essence . Mr. McDovilt

buys the aircrall from Boxing. aller ublain

ink orders for them in the Middle East.
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Hueing issurd press releases announcing

thuse orders . But the announcements re.

Iruned from saying that the aircralt were

sold 10 Mr. McDivili's distributorship for re.

se iu Saudi Arabia . For example , the

press release on the iwu 1375 said only that

" Iwo more 73i iwin jets have been ordered

by Suudi Arabian Airline's lur delivery later

this year

The SEC and the Justice Department

are monitoring recently urganized distribu.

torship arrangements such as Mr. McDiv.

ili's . The purpose is to inake sure that ex .

porters aren't setting up sham sales organi:

zations abroad to shield themselves against

the tough sounding but vaguely worded for

pixnbribery law enacied by Congress last

December . Under that statute, an executive

could be sent to jail if he is found guilty ul

knowing, or having reason to know ." that

bnbrs were paid to promote his cumpany's

loreigu sales.

Mr. McDivili's ( verseas International

Istributors is registered in the Nether

Juuls, primarily for lar purposes, and oper

atles from Ceneva . It is backed by s group

ul non Americans who clearly have inllu

ence. Buring says the company doesn't

know who they are , and Mr. McDiviti won't

identuy them . But Overseas International's

impressive sales record certunly success.

and high U.S. government officials believe.

that he is working with at least some of the

supersalesmen who helped Boeing in the

past.

The Balue Over Confidentally

Boeing contends that the names of these

operauves constitute highly sensitive pro .

prietary information , and the company has

been battling with the SEC for nearly three

years to prolece this information against

compelilors.

All wong , 100 , Boeing has consistenuyas.

serted that the 570 million II paid ja sales

commissions, on gross foreign orders of $ .5

billion from 1970 10 1975, was leglumale.

"We are one of the very few firms which

has contended it hasn't made any illegal

overseas payments,“ Boeing has said . “We

reluse 10 concede that any of our commnis.

sion payments were illegal."

The State Department also wants lu

avoid publicizing details of Boeing's sales

activities because idenulying the company's

network of overseas agents , the department

says, “ could reasonably be experied 10

cause damage to the foreign relations of the

United States. "

Lale last year , the department impor

tuned a lederal court of appeals to seal a list

of 18 " highly placed " Boeing consultants .

The department contended that some names

listed in response to an SEC subpoena “ are

those of officials of foreign governments or

of persons closely associaled with them ."

Boeing acknowledges that all paid lees 10

employés of foreign governments in severa:

instances, these don't constitute payolls, the

company asserts. because the employes

weren't in position to influence aircrall pur

chases . 1

Publicizing the names of Boeing's consul .

lanks before prool of any wrongdoing would

be unfair and should be avoided for for

Pign policy reasons . “ the Siale Department

urged . and the appeals court upheld that

position

But further court conflicts could le

ahead. Though the SEC's long inquiry hasn't

uncovered solid evidence to support suspi

cions of bribery , the commission still has

indicaled that some court action allerling

Boeing sales practices is prussible . The cuni

pany says it hopes to sellle any SEC suit

without tenginy litigation
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1 :

Date :

دبسلاعبنونةحصىلعقداصت

عنملاينانبللايرامعمزیزعبيبح
نیدلازعوباراونبسكنعانا

ةبعرشةلاكوبجبينوناقبساحم

اهيلععالطالامت

We cortily on the signature

of Labib Aziz MAMARI authorized

by legal power to sign on behall

of Fouad Abu Izedia and co ; cer

tilied and Public Accountants .

D
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ريغةدجبةينانبللاةرافسلا

ةتيلولادمتایوتحمنعةلوؤسم ل.لصتيلةغلابلامسرلاىلوتسا

قانعلانودلايرهفلداعياميا

لامیابجومبكنتواهذافنتهبلمننعباوت

ملحلحنیرت
يدجمقر

ةد

\۱۱۹۰کت

.:ازو
ةتينولاتوتحمنعةينه:

ىدنىلاةديلوقوش

رلد

ء۱۹۸۸

نالادنا

رم
ةيجراخلاتانودک
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INFORMATION STATEMENT

OF

KAMAL ADAAM

Business Address : P.0 . Box 1150

Jeddah , Saudi Arabia

citizenship : Saudi Arabia

Position ( s ) and/or office ( s ) currently held ( or to be held )

with CCAH and/or CCAI : None

Total number of shares of Common Stock of CCA which are

now ( or it is contenplated will be ) owned , beneficially and

of record :

19,020 shares ( 19.020 ) .

Certain of these shares are subject to an agreaent ,

dated July 25 , 1980 , wong Messrs. Adhu , Pulais , and

Syaington , a copy of which is attached us Exhibie i to

Annex A ( the 'syning ton Agreement ' ) .
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Allied Arab Bank Limited

Cunard House

88 Leadenhall Street

London ECJA 3DR

Telephone 01.280 9111

sex 835959

Telegraph Arabal London EC3

Our ref : - FX / FF
19th June , 1978

H.E. Sheikh Kamal Adham ,

77 , Eaton Square ,

London , S.k.l.

Your Excellency ,

We are pleased to confirm the following balar.ces as at

19th June , 1978 of amounts placed with us by you , on call

and on fixed terms :

1 . US $ 514,680.29
on call presently at 6 3 / 4.4 per annum

( Statement attached )

2 . US $ 1,000.000
fixed from 5.12.77 to 5.12.78 at

6 7 / 8% per annum

3 . US $5,000.000
fixed from 12.4.78 to 12.4.79

at 7 3/8 o per annum .

4 . US $ 3,000.000
fixed from 1.6.78 to 1.6.79 at

7 3 / 4% per annum .

assure you of our very bestMay we take this apportunity to

attention at all times .

Yours faithfully ,

For Allied Arab Sank Limited . "

Lichana
hiloe.

F.C.J. Fernando
E.S ahoo .

Registered in London No 489604
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Allied Arab Bank Limited
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AlliedArabBank Limited

Granne Hours

17-101 Camontowe

London ECAN KAD

Tulephone 01-23 1111

Telai no131011013402

Tatograph Arabel London ECA

33ad April , 1981

Ir . lobort Altın

C11880rd • Torat.

113 Coan.cticut Avoau.

Tooliastoa D.C. 30006

0.8.A.

Dour Sir ,

Tº nadmetand that you requir. i buat roborosc. for

11. Bocollorcy leiti tumal Adla uad 16 give u. front

plessure to udri .. you that vi har had dollags vita

this goatlonia sor several your und der Souad this

relationship to be satirely satisfactory .

11. Bxcollorcy Thoikh Iuıl Adha is on. of the 10.8

pronlarat citisoa1 08 Saudi Arabia iad do is highly

rogerdod ia busi101 . sad flancial circles .

substantial fladacial resources et 11. diopoml

lacluding lovostavat , 10 rol ostite , bubia wad

tridiet ind industrial activi : 10. ja Saudi Arabia

ud abroud .

I. is kron , to vive the capacity to sto substantial

813uial couituats and majoys the reputation of

no.t11 set couitants .

Yours suitirully ,

Son
11. SIUKI

Imaging Director

i cii . 330eutico

Regletered in London No. 103004
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VICZ.CANI

BARCLAYS BANK LIMITED

34 LOMBARD STREET

LONDON, EC3P JAH

22nd April 1981

Mr. Robert Altman ,

Clifford & Warnke ,

815 Connecticut Avenue ,

WASHINGTON D.C. 20006 ,

U.S.A.

Dear Sir ,

aWe understand that you require bank reference for His

Excellency Sheikh Kamal Adham .

We are pleased to advise you that K.E. Sheikh Kamal idhala

is one of the most prominent citizens in Saudi Arabia . He is highly

regarded and enjoys a first class reputation in business and financial
circles .

Sheikh Kamal has important financial resources at his disposal

and possesses very substantial investments in Saudi Arabia and abroad ,

in real estate , banking, and in trading and industrial companies.

There is no doubt that he has the capacity to make substantial financial

commitments .

Yours faithfully ,

lian Natha

J.P.G. WATHEN
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1.5

Comptroller of the Currency

Administrator of National Banks

Washington . D. C 20219

March 12 , 1981

Board of Governors of the

Federal Reserve System

Washington , D.C. 20551

Dear Board Members :

This is in response to a letter of November 28 , 1980 , from the Federal Reserve

Bank of Richmond requesting the views and recommendation of this office on the

application of Credit and commerce American Holdings , N.V. , Netherlands

Antilles , and credit and Commerce American Investment , B.V. , Netherlands , for

prior approval to become bank holding companies. Holding company status would

be achieved through the acquisition of up to 100 percentof the regular common

stock of Financial General Bankshares, Inc., Washington , D.C. , a registered

bank holding company incorporated in the Commonwealth of Virginia .

Our analysis of this matter has focused principally upon information contained

in the application , the confidential supplement to the application and facts

gathered as a result of our direct supervisory authority over seven of

Financial General's subsidiary banks . In addition , on December 11 , 1980 , a

meeting was held , at their request , with counsel representing the proposed

investors group . That meeting provided useful clarification of the group's

post -acquisition plans regarding Financial General.

The current application is an update and resubmission of a similar application

filed with the Federal Reserve Bank of Richmond in October , 1978. In a letter

dated December 26 , 1978 , in response to a request for comment, this office

advised the Board that additional information considered pertinent to the

application was required before an informed recommendation could be made .

Since the current proposed transaction involves the same principal Investors ,

our prior concerns continue to be relevant . The status of the five major

items listed in our December , 1978 letter , (a copy of which is attached ) is

discussed below in light of the information submitted with the Federal Reserve

Bank of Richmond's November 28 , 1980 , request and other information available

to this office as a result of its supervisory responsibilities :

( 1 ) Detailed biographical and business experience background information
on the proposed new senior management of FinancialGeneral was not

submitted in either application . At the December 11 , 1980 meeting,

counsel for the investors group acknowledged the importance of strong
management . They indicated that , prior to final Board action on this

application , the candidate selected to become the chief executive

officer of Financial General by the representatives of the investors
group would be submitted to the Board for consideration . They also

::: " !!!

R 01766 Sho, :::.610k
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indicated that the investors group would be prepared to submit to the

Board a comprehensive operating plan for Financial General and would

be willing to discuss with the agencies those plans in relation to

the holding company system's future operations . Satisfactory

accomplishment of these commitments will minimize uncertainty and

concern regarding the future direction of Financial General inder

proposed new ownership .

( 2 ) The October , 1978 , application did not provide complete information

on the sources of the funds needed for the acquisition . Additional

detail was included in the current application , especially with

respect to the actual amount of personal funds that will be

contributed toward the acquisition by each investor . We have been

informed by counsel that none of the investors are borrowing to

finance their respective equity contributions . Although a definite

loan commitment has not yet been obtained for funding the residual

balance of the total acquisition cost , we were informed by counsel

that negotiations were proceeding toward obtaining the necessary

financing . Before taking final action on this application , the Board

may wish to obtain all pertinent facts regarding the funding

arrangements for the loan . Particular attention should be given to

terms , backgrounds of the lender and broker , if such services are

utilized , and any relationship the lender or broker may have with

members of the investing group . The overall financial strength of

the investors and the potential earning capacity of the Financial

General organization do not suggest that there will be significant

problems with the arrangement of a viable financing package .

In this connection , we note that in the October , 1978 , application a

relationship between the investors group and the Bank of Credit and

Commerce International ( ECCI) was outlined . Members of the proposed

investors group for Credit and Commerce American Holdings , N.V. , and

Credit and Commerce American Investment, B.V. , also hold an interest

in BCCI. It has now been represented to us that CCI will have no

involvement with the management and other affairs of Financial

General nor will &CI be involved in the financing arrangements , if

any are required , regarding this proposal. This commitment is

critical , both now and in the future, since such a relationship with

another financial institution would be a significant factor in

appraising this application . This is especially important in light

of the overlapping ownership which will exist between Credit and

Commerce American Holdings , N.V. , Credit and Commerce American

Investment, B.V. , and BCCI. Moreover , any enhanced direct or

indirect affiliation or relationship between BCCI and Financial

General would take on even greater significance in light of the fact

that CCI is not subject to regulation and supervision on a

consolidated basis by a single bank supervisory authority .

Our December, 1978 , letter expressed concern regarding the possible

need for an additional injection of equity capital into several of

the banks within the Financial General system . Responding to that

concern , applicants have provided for an equity capital increase of

$12 million at the consummation of the acquisition and have indicated

( 3 )

II 12767
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their commitment to inject additional capital funds as needed . This

injection , and adherence to the capital plan submitted by applicants ,

should be sufficient to preserve adequate equity capital positions in

the nationally - chartered subsidiary banks .

(4 ) The original application provided no financial Information regarding

the investors . Since the applicants are new entities formed solely

to facilitate this acquisition , the financial ability of the members

of the investing group was and remains extremely important. While

detailed balance sheets and income statements , most of which were

certified by public accountants , were provided in the confidential
portion of the current application on all the private citizen and

corporate investors , conventional financial data has not been made

available on certain of the investors. Applicants assert that the

data is unavailable due to local custom and practice . In response to
the agencies' concerns , however , the applicants have provided
estimates of these investors ' personal net worths , which appear

adequate .

Our additional request concerning information regarding the

identities of proposed minority investors was adequately answered by
the submission of detailed biographical information on each proposed

investor associated with the group .

( 5 ) Analysis of the October , 1978 , application did not indicate whether

the investors would receive remuneration in forms other than common

stock ownership , such as management fees or commissions. It has

since been represented that the investors will receive nothing other

than common stock in return for their equity contributions to the

applicants .

Accordingly , assuming that the investors group's proposed new chief executive

officer and operating plans for Financial General are satisfactory to the

Board and that the Board is satisfied that the financial strength of those

investors whose financial disclosures are less than conventional is

satisfactory , the concerns we expressed in our December , 1978 , letter have

been addresses

.

Very truly yours ,

C. F. Muckenfuss III

Senior Deputy Comptroller for Policy

li 192765
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BANK OF CREDIT AND COMMERCE INTERNATIONAL
SU TETE ANON ) ME

NEW YORK REPRESENTATIVE OFFICE 375 PARK AVENUE NEW YORK NY 10152

KKE / gs1

October 14 , 1982Mr. Kemal Shoaib

Central Planning Division

BCCI London

Dear M. Shoaib ,

RE : MONTHLY PERFORMANCE REPORT FOR THE MONTH OF SEPT 1982

Enclosed is the report of certain activities of the Representative

Office for September 1982 .

Notable exceptions not included in the report are as follows :

1. Attending the IMF Conference held in Toronto .

2. Advising First American Bank in the acquistion of space for

their New York Bank .

3. Arranging for the interview of Mr. Abedi with Mr. David

Mizrahi of the Middle East Report for articles to appear

in the World Aress ' and Institutional Investor in October .

Yours truly ,

IMA
KHUSRO KRAMAT ELLEY

Enclosures .

OC 00
46
30
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BANK OF CREDIT AND COMMERCE INTERNATIONAL

SOXIETE ANOS YME

NEW YOAK REPRESENTATIVE OFFICE 375 PARK AVENUE NEW YOAK NY 10152

KKE /gs1

December 13 , 1982M. Swaleh Naqvi

CSO

BCCI London

Dear M. Naqvi ,

Re : First American Bank New York

A meeting was held between M. Feghali, myself and M. Robert Altman

in New York office on December 10th at which the following subjects

were covered .

1 ) Subleting of space 350 Park Avenue .

2 ) Renovation of space and possible acquisition of furniture

fram Manufacturers Hanover .

3 ) Selection of Board Directors .

47 Recruitement of Key Staff .

5 ) Selection of Auditors .

6 ) Selections of Lawyers .

7 ) Selection of Data Processing Equipement .

8 ) Compensation package including fringe benefits .

9 ) Projections for first years operations.

10 ) Coordination with Holding Company and Share Holders .

This is for your information .

Yours sincerely, 7

A
KHUSRO KARAMAT ELLEY

DC
AO4631Wh

y
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BANK OF CREDIT AND COMMERCE INTERNATIONAL
SOCIETE ANUNYME

NEW YORK REPRESENTATIVE OFFICE 375 PARK AVENUE NEW YORK NV 10152

KKE /gsl

December 23 , 1982M. Swaleh Naqvi

CSO

Bank of Credit & Camerce Intl

London

Dear M. Naqvi , .

Re : Board of Directors,' First American Bank of New York

I am enclosing for you the particulars of an individual who I've

knarn for the last four or five years and who I consider to

be eminently suitable to be a member of the Board of Directors

of the First American Bank of New York .

M. RichardM. Paget is president of a very prestigious management

consulting firm . He is on the Board of a number of companies

including the Washington Post . My relationship with him are

fairly close and I feel we could not only use his name but

also his contacts which are at very high levels . M. Paget is

69 years old . Recently he has also been awarded the U.S.

Navy Civilian Service Metal and has agreed to became Chairman

of the American Friends of the Australian National Gallery

Foundation .

t .
I would like you and,M. Abedi to meet him on your next vi:

Yours truly ,

" VAV
KHUSRO KARAMAT ELLEY

Enclosures :

- far oble
pels
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DATE
100 LEADENHALL STREET LONDON EC3A 3AD September 27 , 1985

TO

FROM

Central orrice Division The Manager

BCCI

Los Angeles Agency

SUBJECT MR K.K. ELLEY
HOUSE LOAN ACCOUNT

It has been agreed to transfer the House Loan Account of Ms K. Elify –
from BCCI Luxembourg to BCCI Los Angeles Agency . You are requested

to open a new House Loan Account in the above name and remit

US$292,037.51 , value date 30th September 1985 , to BCCI Luxembourg

for the credit of account no . 11002716 (House Loan Account of

Mr K.K. Elley ) .

The details of this loan will be forwarded to you shortly . This

transaction has the approval of Mr Kemal Shoaib .

Regards ,

tea
MOHAIDUAD AZILTULLAH

r

OC 01000



335

1STAMERICAN
FIRST AMERICAN LANK OS ME VOAK

KMUSRO KARAMAT ELLEY

é necutive Vice President

Is. Beth

January 31 , 1989

Mr. Saeed Siddiqui

General Manager

Bank of Credit & Commerce

International

501 West 6th Street

Los Angeles , CA 90014

Re : Loan Payment -February

Dear Mr. Siddiqui :

Enclosed please find my check ( no . 604 ) in the amount of

$ 3,000 ( Three Thousand Dollars ) , representing payment of

interest and principal ( account # ' s 163 , 174 and 185 ) on the

mortgage of my house at One Scarsdale Farm Road , Scarsdale , New

York .

Thank you .

Sincerely

liberoܝܝܪ݁ܟ
ہی:

Khusro K.' Elley

KKE : pc

Encl .

350 Pant Awonu . • New York , NY 10022.6004 • ( 217 ) 750.00

D 010204
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linutes of U.S. Marketing Sleetina

Held on April 24 , 1985 in New York

The following attended :

1. Mr. Aijaz Afridi

2. Mr. Tariq Jamil

3. Mr. Khusro Karamat Elley

4. Mr. Amjad Awan

5. Mr. Raja Allahdad

6. Mr. Dilip Munshi

7. Mr. Shafiqur Rehman Khan

8. Mr. Sultan Mohiuddin

9. Mr. Niusarrat Rizvi

10. Mr. Hasan Parvez

Mr. Louis Saubolle , Mr. S.M. Shafi and Mr. Sani Ahmed could not attend the

meeting because of their other engagements .

Alatters Discussed

Purpose of the Meeting Mr. Aijaz Afridi opened the meeting and emphasized

that the purpose of the meeting was to coordinate

the efforts of different locations of BCC and other

institutions so that the President's desire to have

a totality in approach is achieved . It is a great

challenge that the Group faces in the present and

future U.S. operations and this is only by the

joint efforts and coordination that we could be

able to successfully meet this challenge .

n

*

Mr. Tariq Jamil described it as very timely meeting

and he mentioned of our obligation to succeed

and that it is only possible if it's done collectively .

Mr. Shafiqur Rehman described this first meeting

as the initiation of our efforts to move into the

future on BCC in U.S.A. in a calculated and

planned way with the uniformity of approach and

totality in operational objectives. Ti is in totality

in operations that success Ties and an individual

or an entity operating in isolation can never grow .

The future objectives and greater interests are

more important than the present achievements

which would have been possible by our individual

or isolated approaches . It is through the meetings

of this nature that the information will flow , assistance

will be provided and the collective view on the

U.S. operations will be presented to the C.S.O.

so that it may assist them in carving out the

policies on growin , expansion , credits and

personnel matters .

CCOO0050
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Marketing
Mr. Aijaz Afridi opened the discussion on marketing

by referring to the concept of clear perception

and clean instinct and defined clear perception

as , " Capacity for comprehension , building a mental

picture and then trying this to clear instinct

which is feeling all enveloped by the grand vision

of what BCC shall be " . He said that our major

task in the U.S. should be to build market share .

BCC had been a success in Third World and now

we are embarked on establishing an equally

successful business in the most competitive

country in the world . He requested the members

to work together to overwhelm the U.S. market

and act in a unified manner and be supportive

to each other .

Mr. Tariq Jamil described the U.S. market as

information driven and information prone . There

is a need to update our knowledge of marketing

and be fully informed as to the needs of the

customer . Historically we have not made

calculated approach to the local indigenous

market and have kept depending on the traditional

sources of funds . The banking industry is

undergoing tremendous changes and this is in

the fold of this change that the success resis .

The change always creates opportunilies .

Mr. Sakhia advised that we should concentrate

on increasing the customers deposit base . As

our operations are new and we are trying to build

up a bridge between 6CC and the prospective

market in South America and Caribbean , it is

imperative that the customer should be introduced

to BCC by every possible effort even if at times

we have to attract them by offering better than

market rate of interest . Once the relationship

are developed the required adjustments in the

composition of such deposits could be made . He

mentioned that our greatest asset are the people .

He suggested that we should set up a coordination

desk at every center so that the information is

passed on to each other on clienis and business

whenever there is a movement of these ino facices

from one place to another .
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NationalBank of Georgia
To updale each member of the operations of different

units it was agreed to discuss briefly the size and

volume of each location's business . Mr. Tariq Jamil

presented the following report on NBG : ( As on

31/12/64 )

-

Deposits

Assets

Profits

Advances

996 Million

1303 Million

10.4 Million

742 Million

Nature of Business

A. Retail and Consumer .

B Mid-Size Market ( Commercial ) Profitable and

Relationship Oriented .

c.
Trustee Business .

D. Bankers to Government Agencies .

E. Small to Mid-Size Corporate Sector .

F. Wholesale banking division established to

address large corporate sector .

To increase the profitability by growth the following

actions have been taken ;

A. Expansion - obtaining charter .

B. Added more people to marketing .

C. Decentralizing marketing .

D. Expenses control .

He mentioned that consumer business is more

profitable than commercial business .

BCC Canada

Mr. Allahdad mentioned that it is difficult to operate

on the same lines as NBG has been doing because

of the difference in operational situation and credit

policies for 5CC Canada and that of NBC . BCC

Canada cannot enter into :

A. Consumer Loans

B. Commercial Loans

C. Credit Card Operations
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He was not also happy with the capability of BCC

computer facilities to meet the needs of the consumer

in the local market place . He mentioned inat till

1981 , BCC had no acceptability in the local market

and the situation has changed totally now and their

CD's have an excellent listing . Their customer

deposits are around $ 200 million , out of which 55 %

are corporate funds and 451 from the relail sector .

The loan portfolio is around $ 90 million . Mr. Taria

Jamil discussed with him the possibilities of customer

CD's for smaller amounts on the lines of N50 and

requested Mr. Raja to explore the probability in

the Torure. Mr. Allandad mentioned that the reason

of low profiiability is lesser thrust in the consumer

market as compared to more resourceful banks and

mainly depending on corporate sector that offers

very thin margins on the deals and deposits . In

the interest of profitability the capitalisation costs

have been kept very low that are negating the efforts

to expand .

New York Agency
Mr. Rehman aprised the members of the present

situation of the Agency and the process through

which it has passed during the last one year .

Because of its inability to open customer deposit

accounts much could not be done in this sector and

most of the time was consumed in setting up the

office and systems so that it could be ready to

accommodate all business that has to come .

In march , 1965 after the passage of New York S : 2 :

Omnibus Banking Bill the Agency has been aw : horized

io accept all kinds of non- resident / non U.S. citizen

deposits of all denominations . The initial work has

been compleied on the printing of account opening

forms etc ... , and after the concentrated marketing

efforts positive resulis as expected . On the business

side there has been an increase at an acceleraies

pace and the take off situation is very near . The

New York Agency is fully automa : ed and is rember

of S.W.I.F.T. and associate member of New York

Clearing House . It has the operational capability

to handle all kinds and volume of iniernational

business .

C 200
3
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Alianii Mr. Sakhia informed that the Miami Agency stands

in third position among the foreign agencies in

Miami. The Caribbean Region has contributed

13.5 g to the growth of total deposits to the Group

during 1984 . BCC has all the acceptance of the

local financial community . Mr. Sakhia sugested

that they should have a joint approach in handling

the U.S. business and that a consolidated and

unified presentation should be made to C.s.o.

to understand our operational problems and that

a coordination team should be formed to collect

information on the movement of the existing clienis

and the prospective clients .

Latin American Region Mr. Musarrat Rizvi informed that their region

nas generated 200 Million dollars of deposits out

of which 80 Million dollars has been placed in

other BCC units . The projected figure for 1985

is 800 Million dollars oui of which 150 Million are

expected to be placed with other offices of BCC

during 1985. Their operation in Peru and Argentina

will start this year and it is expected that the

Latin American Region will give a profit of 10

Million in 1985. He assured that every possible

effort will be done to assist all the centers in their

growth .

San Francisco Because of the nature of operations San Francisco

Agency had mainly been catering for the Chinese

businesses . Mr. Mohiuddin recently traveled in

the Middle East and was successful in generating

substantial amounts of deposits that has been

placed with the Agency . He was confident that

all efforts will continue to increase the size and

effectiveness of their office .

Los Angeles Mir . Munshi informed that his market is predominanily

the ethnic community for retail deposits . Like

San Francisco they have to depend on deposits

from Hong Kong . Canada and Middle East. He

had poor response from most American companies

that mainly deal with other U.S. Banks and he

consequently concentrated on inter - bank money

market . He was of the opinion that in the inierest

of profitability the loan portfolio is to be increased .

In order to have an entry in High neiworin

Individuals sector , they are planning to open an

office in Beverlyhills very shortly .

C 3000054
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First American Bank

Of New York

Mr. Elley gave a background of the history of FAB

Group , expecially New York , describing the role

of the investors and how the emphasis was on

developing New York . He described that in

addition to providing a range of full services from

New York , the main focus would be on crealing a

powerful International Division and very strong

Money Market and F.X. Operations , since these

are two areas which had not been available in the

FAB Group . He reported that the Bank in New York

was fully operatoinal and offerred in the International

Ares, Correspondent Banking Services , Trade Finance

and Private Banking. Additionally, they were doing

Domestic Banking through a network of 44 Branches ,

which were engaged in all the retail services from

Mortgages to Auto Loans . A corporate Division

looked after the Middle Market and the larger

companies , while the Treasury area was now very

active in Money Market and Foreign Exchange

Markets . FABNY is also a member of CHIPS and

SWIFT , and had started handling the accounts of

a number of BCC Branches .

Partly as a result of a number of acquisitions made

in the previous year , the Bank has now achieved

a size of $ 800 million in assets and has a capital of

$ 100 million . It was expected that by the end of

1985 , Assets would reach $ 1 billion in New York .

They were presently facing the following problems :

1 . New York City overheads were high and

the dilemma was how to be in profit from

year one .

2 .
Because of its acquisition programme ,

the Bank was currently a combination

of 3 Banks , and a lot of Management time

was being spent to form them into one

Bank .

3 . Sophisticated automation and systems had

been put in place . This initially created

teething problems , which are now almost

resolved , but they had nevertheless taken

up considerable time .

They were having to work very hard in

creating a joint personality of ihe Senior

Nianagement .

cccocc
55
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Washington Representative

Orlice

The question of Mr. Jamil on the application of

funds Mr. Elley explained different outlets and also

agreed with Mr. Jamil that he would do a research

on the processing or cash Letters of Savings and

Coans Associations , Thrills and Credit Unions that

has been ignored by money center banks.

Mr. Amjad Awan was requested to provide the timely

information on domestic and international deals .

lur . Jamil described Washington as a seat of decision

making on major policies on trade and banking

business . Mr. Awan assured that they are gearing

up to meet the increasing requirements and expectations

of assistance of BCC Group .

Mr. Elley concluded that in America we are sitting

on 7 Billion dollar assets and this is just the beginning.

There is much to do and inspite of diversity of

operations as diferent agencies and banks we have

to find common denominator . The U.S. Team STR

should play an imporaint role in Tdentifyingme

products in the market and also to improve the

resources and also set up an overall direction .

Conclusion

Mr. Sakhia expressed that it is a " uniques experience"

the U.S. operations have been started by a team

of younger and energetic individuals . He suggested

that these meetings should be a continuing process

and while we meet next time we should come up with

recommendations and proposals on what we could

do for each other .

It was agreed by consensus that instead of isolated

approaches to C.5.0 . to present our problems a

joint approach should be made that would give a

clear prospective on the needs and requirements

in the U.S. market ..

The participants unanimously agreed to nominate

Mr. Shafiqur Rehman Khan as coordinator of these

meetings . The next venue of the meeting was

decided to be in Miami on June 1 , and specific items

for the Agenda to be advised to Mr. Shafiqur Rehman

for circulation .

C2005: 56
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AUSE TRANSMIT THE FOLLOWING

OD

1911.38 Istan

TELEX MESSAGE

224 ;

76MESSAGENO. MIN

: $

TELEX NO DATE 5/4/86 TIME

TEST NO To : MR . ROBERT ALTMAN

PRESIDETT

FIRST AMERICAN CORPORATION

WASHINGTON , D.C.
AMOUNT

VALUE FROM : A.R. SAKHIA

IT IS MY PLEASURE TO INCORM BOU THAT BCC BOCA RATON

HASSAKRAVULD FOR FIRST AMERICAN NEW YORK A CUSTOMER

DEPOSIT GH USS 4,200,000 FOR 6 MONTHS AT BLIGHELY

PELOW MARKET PATES . THIS IS IN ADDITION TO DEPOSIT

CF CUNILLEONLION ARRANGED EARLIER .

WE HOPE WE WILL TALE IANY MORE FRUITFUL RELATIONSHIPS .

REGARIS ,

diri . SAKHIA

CC : KENAL

FROM

BANCAECOM MIAMI

NOT TO BE TRANSMITTED

Authorsed Signature Authorced Songture Dept

VESANOCHARGES RECOVERED FROM CLIENT

DEBIT C000 : 85 .
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BC
Third meeting of the Americas Coordinating Committee of Bank of

Credit and Commerce International was held at New York on July 22 ,

1985. Following were present:

CHAIRMANS, M, SHAFI

AIJAZ AFRIDI

AMJAD AWAN

FEROZ DEAN

T. JAMIL

SHAFIQUR RAHMAN

ABDUR R. SAKHIA

ANIS ZULEVI(DIR. )

.

Mr. Sant Ahmad, Mr. K. Kelley, Mr. A. D. Raja, Mr. Soubole could

not attend and were excused .

It was discussed that if permanent members could not attend

an alternate member must attend. Meetings of this committee are

going to play an important role and this committee is in the long

run will be the managing Committee of Americas.

Minutes of the last meeting were discussed . Typing errors

pointed out to be corrected and minutes were adopted.

Points arising from the previous meeting were raised .

1 . Names of Officers handling Latin America in First

American Bank to be given by Mr. Afrid1 to Mr. Shafi .

2 . All business passed on by BCC to FABNY may please be

reported to Mr. Afridi .

3 . Asif Mujtalla was named co -ordinator of business

with N.B.G. Mr. M. H. Zubairt to be co - ordinator in

Banco Mercantil.

á . It was suggested that co -ordinators should meet

soon.

C DOCC14
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5. Credits -Chairman pointed out that no comprehensive

proposals were received by the Secretary from

various members. It was requested that proposal

may please be received by Ist week of August.

6. Computer -Chairman confirmed that all points

raised in the minutes about computarization were

indeed discussed in the previous meeting. It was

also decided in that meeting to receive suggestions

from all units as to study what other banks were

doing, what services various units would 11ke to

offer and what computer facilities will be

required to provide this service. It was discussed

that market is changing . Banks come out with

different products everytime. We can not compete

. without support of the Computer Division nor can we

wait . It is a dilema , We should bring this to the

notice of London.

It was agreed that all units please communicate with

this committee to communicate with C.5.0.

RETURNS No action has so far been taken and number of returns

continues to increase. List of returns to be compiled

and sent to C.5.0. to study possible duplication.

C 000014
2
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APPLICATION FOR GREEN CARDS

Mr. Shoa ib's letter was discussed . It was felt that no hard and

fast guideline could be developed , however following points must

be observed.

1 . It will not be automatic right of the staff.

2. Only International staff wil1 be considered .

Cost will be borne by officer.3 .

Application would be considered in the 3rd

year of posting in the U.S.

5. It wtil not mean that officers services are not

transferable from the U.S.

6. Sponsoring such a request will not make obtaining

of Work Permit difficult.

7 . In all cases it will be done upon recommendation

of Regional General Manager .

VISIT OF PRESIDENT

Impending visit of Agha Saheb was discussed . It was agreed that

List of Participants will be as per Agha Saheb's approval. It

was felt that it may be suggested to Agha Saheb to include the

following :

1 . All members of all R. Mc's,

2. Members of this co - odinating Committee and

all members .

3 . All reference desk officers.

܀50£:ܪܪ
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It was also suggested by members from Washington that all units

contacting official agencies in Washington may inform or

enclose copy to Washington Representative Office,

It was discussed that the various dealing rooms within this area

may try to increase business with each other and help support each

other, It was agreed to have meetings of Dealers in Americas soon .

Meeting ended with a vote of Thanks to the Chairman and to

Mr. S. Rahman for hosting the meeting.

A.R. Sakhia

SECRETARY

AMERICAS COORDINATING COMMITTEE

S.M. Shaft

CHAIRMAN

AMERICAS COORDINATING COMMITTEE

C05:03 :
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PRESIDENT'S MEETING WITH FAR EAST REGION

SENIOR EXECUTIVES IN HONGKONG 23.4.87 (4:15 P.M. )
..
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The fact that I am sitting before you addressing you itself

indicates the importance of this phenomena.

I have requested some of the other colleagues who are not directly

concerned with this subject , to join this meeting , with a view to

letting them know what is the importance of this programme
• the

process of this phenomena. R
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If I was to describe or convey to you ( if I am capable of doing

thac ) the importance of the meaning of this , new concept in the

Bank , the effort that we are launching - I can

simple words :

that

happened in September 1972 , when theseRankicambiozo being . If I

were to be honest with you I second to that but it

is just as important as that .

This Bank has become a Banking institution in the

..comoittte of banks internacionally . You are now with the First

American Group of banks , at the moment , over $ 27 billion in

assets and we will be $ 30 billion by the end of this yeat. We

are now being recognised in the brotherhood of international beak :

as an important factor to the banking system of the world ! This is

not being said by me but I'- repeating the words of many senior

bankers , regulators and auditing firms.

significa EDERALI

O

It was a vision in 1972 , come true in 1987 .

You know our definition of vision !

Vision is not a vision undess it has a built -up power for transiting

itself , otherwise it is isagination - it is a fantasy .

A new vision is (now) bom of no less importance and this is EMP.

BOARD OF GOVERNORS

FEDERAL RESERVE SYSTEM

EXHIBIT

TIA3447
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ALIMAN Depositing

6/23/88
VIRGINIA BANKS HARIS cases

1
MR.MERNICK : Ang I take it you are not

2 .
asserting any privilege ?

3 MR . CANLEY : I am uirecting that it has

gone beyond the scope of any discoveraole evidence that

5 I can possibly conceive of , ano it is just trying to

6
satisfy some ia le curiosity , which he ooesn't need to

7
answer .

8
MR . STUMP : un behalf of the directors , I

9 associate myself with the objection . I of Course do not

10 nave power to airect Mr.
Altman one way or another , but

11 I certainly object to this as intended to insert heat

12 rather than light into the case .

13
BY MR . MERNICK : ( Resuming )

14
0 . Are you going to adhere to your counsel's

15 instructions not to answer tnat question ?

16 A. I am .

17 0 . Mr. Altman , does Sheik Kamal Adham own more

18 than 50 percent of the stock of CCAH ?

19
( Witness corters with counselil

20
MR . CAWLEY : I'm also going to direct him not

21 to answer what percentage of stock Mr. Agham owns

22 CCAH .

50-820 0 - 92 - 12
.
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1 6 Y MR . MERAICK : ( Resuaing !

2 0 . Mr. Altman , 00 you have occasion strike

3 that .

May I sately assume tor the balance of this

5 deposition inat if your counsel instructs you not to

6 answer a question you in fact will adhere to tnat

7 instruction and will not answer the question ?

8 A. That is a valla assumption .

9 Q. Mr. Altman , are there occasions on which you

10 communicate with one or more of the investors of CCAM ?

11 A. Yes .

12
Q. Is there any particular investor witn whom you

13 communicate on
a regular basis , as opposed to the other

14 investors ?

15 A. NO .

16 Q. Do you communicate with all of tnem with equal

17 frequency ?

18 A. NO

19 Q. Is there an investor with whom you communicate

20 with greater frequency than with the others ?

21 A. There is no particular pattern to it .

22 Sometimes some of the investors call me or at times ]
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1
1 wilt contact one of them . At times I will contact ail

162 of them .

3 Is it your testimony , then , that you on those

4 occasions when you contact one , as opposed to all of

5 them , contact them with equal
frequency , one

as opposed

6
to the other ?

;

7
A. NO .

8
0 . Is there one whom you contact more regularly

than the others or more frequently tnan the others ?

10 A. well , I would be speculating because I don't

11 know the number of times I have talked to any particular

12 investor . I believe over the years I woulo have talkeo

13 to Sheik Kamal Agham more frequently than otner

14 investors , but it is just a guess .

15 Q. And you indicate a moment ago that there are

16 investors who contact you or initiate contact with you ?

17 A. Yes .

18 a . Is there an individual investor mno initiates

19 contact with you more frequently than the other

20 inolvidual investors do ?

21 A. I don't think there is any particular

22 pattern .
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ILTA FIRST AMERICAN BANKSHARES, INC.

CLARK M. CLIFORD

Chairman of the Board

October 16 , 1990

Mr. Faisal Saud al Fulais

London , England

Dear Mr. Fulaij :

In accordance with our letter dated August al., 1990 , this

is to confirm that a meeting with the shareholders of Credit

and commerce American Holdings , N.v. to discuss important

developments at First American Bankshares in the United States

will be held on Tuesday , October 23 , 1990 , at 2:00 p.m. at:The

Claridge Hotel , Brook Street , Mayfair , London , England wi .

7 Each shareholder is cordially invited to attend the

meeting or designate a representative to attend on his

behalf . If youare able to attend and do not wish to send a

representative , we woorpido pulgased to provide you with a

writtenreport regarding the discudes.CATED ! the meeting . I
Please check with the manager at the Caridge Hotel on October

23toobtain theroom Losetion 2 BOARD
meeting. 270 +2sunt

For your information , we also enctose copy of our

letter dated October 9 , 1990 to H.E. Sheikh Kamal Adham , a

principal shareholder , addressing the critically important
capital needs of the Company at this time .

We hope you or a representative will be able to attend

this important meeting on October 23. We will be available to

continue our discussion on October 24 as needed . For planning

purposes , we wouldappreciate it if you would notify us this

week by telefax ( 202/659-0065 ) if you plan to attend .

Cordially yours ,

leads he .
clark M. cliffordoggend

Enclosure

1Sth and H Streets NW Washington , DC 2000 $ (202) 383-1400

2192
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for LI. SOANE LAIKOD BIN SULTAN AL NAHYAN
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يبظوبل-۲:ب.م

MEMORANDUM

Dato : 27 October 1990

Το ::H.E . The Chairman

From : Atique Azad

Subject : First American Bamksharos

.

Asinstructed by Your Excellency .I attended tho shareholdersmeeting of First

American In London on 23/24 October 1990 .

Themeeting was attended by Mr. Clark M. Clifford and Mr. Robert Altman from

First American . Tho shareholders or their representatives present were H.E. Kamal

Adham , Mr. Gauhari , Mr. FaisalA.Futalj and mysel .

The meeting wasopened by Mr. Cliffordwho gave a background of First American

and # 's progress to date .

Itwas polnted out by Mr. Cliffordthat the contact maintained by First American and

It's shareholders were through Mr. Aga Hassan Abed ,who acted as a flaison

betwoon both parties and this was the first time that an attempt was made to

contact the shareholders directly .

The main focus of the meeting was on the issue of certain requirement of First

American , which are as follows :

1 ) AnImmediate roquirement of a bridge loan of U.S.$30 myn at

markot rates .

2 )Anoffering of U.S.$ 125 myn 9 % cumulative perpetual preferred

stock .

1 ) The problemfacing thebank which is of a very Immediateandurgent nature is

the requirementofU. $ .$30 myn . The Fed hasbeen reviewing theloan portfolio of

First American and have asked the bank to provide against some of their non

Page 1
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portorming loans . The majority of these loans are in thereal estate / realestate

related sector of themarket.As a result ofproviding for these loans , First

American is in danger dt violating notworth covenants h loan agreements that k
has signed .Violation of those loancovenants can result inacalforimmediato

payment of $ 105 mynfrom the lenders .

Tho First American officers have stated thatRio dl vitalImportance that this

requirementle mot by the 3181 Oct. 1990 .

1. Including the other shareholders present pointed out that the period of notice
provided was notsufficiont to oven look into this matter in depth ,leave asido

providing the funds that they art asking for . Thebank officers pointed out that
they themselves woro notmade aware of this tal very recently and that they have

como to us as soon as they had reviewed the situadon themselves .

Mr. Clifford explained how the bank had received offers for purchase of the bark at
over S 1 Byn and feels that overtime the value will wol excood that . At the present

time however , dueto theslowdown in the economy in general and ospecially in the

banking sector such a move wouldyield no results .

It has to be borno in mind here thatwhat is at stake hero isa substantial Investment

In the partof the shareholders . The othermoro soniicantand Importantfactis
that one cannot afford to get on the wrong sido a tho magulatory authorities in the

United States .Thebanking industry in generalto undergoing a microscopic review

due to the S & L situation and the regulatory authorities are bearing downon the

banks as a matter of policy .

If we were toprovide the funds that are required , I should be in a pro rata basis

including all the other shareholders . In theabsence of an updated shareholders

list alongwith percentage holding ofeach I am unable to state the impact this will
have on the shareholders .

2) Theother point that was ralsed was thelasuance of $ 125 of 9 % cumulativo

perpetual preferred stock . Such shares of preferred stock will be convertible into
shares of the Company's common stock atany time at 75 % of the book value of

the Company's common shares on September30 , 1990 .

The proceeds of the offering will be used to repay the $ 30 mynshort-termloan

mentioned above . In addition to this ,the offering would provide additional capital

funding to First American and H's subsidiary banks .

A detailed explanation was provided as to the Federal Reserve and other regulatory

Page2
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Private Department

LL SHANTI LIED BIN SULTA AL NANTML

D.O.Ben 77 - otha Dhake a da

ةسماخلاةرئادلا

نايهنلآناطلسنبديازخيشلاومسلابحاصل

يبظوبل-۳:

authorities omphasis on the adequacy of bank and bank holding company capital
ratios .

Asoto alternatives were discussed which included the following :

• Maintain status quo.

• Grow h al existing markets through acquisitions .

- Soll the company .

• Restructure and focus on core franchises .

The above ahornativeswere discussed in details including the merits and domertts

doach. Ishall not go into the detallsasa handout has boon provided covering the
samo .

The matterof thes 30myn short term loan remains. Itoldthe bank executhes that
Ishall brief the relevantauthorities on this and gotback to them . Iwas also

approached by the other shareholders present and requestod to come up with
samosolution . To this and Mr.Gacharwolunderstand also represents the

Interests of H.E.Kamal Acharn ,has come to Abu Dhabi to tak to the shareholders

or to the appropriato person who will decide on this matter to come to an

agreementwhichwould satisfy all the shareholders .

Inconclusion I would like to state that it is ofutmost importance that wo deal with

this matter very carefully and urgently as the US regulatory authorities will not be

flexible if anyproblemsword to arise. The bank itsel is unique andwould be very

profitable to it's shareholders butmore involvement willbe required .

I request Your Excellency to look into this matter and await further Instructions .

Respectfully .

litique Myad

ATIQUE AZAD .

Page3

ةرملاهبررملةصانلنارشملا

ةرئادلاسينربكم

اوچراولامنردقارمواحب::

- Amin ... Shoovhes
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BCC ANNUAL CONFERENCE VIENNA 1984

( 26TH 27TH FEBRUARY )

LIST OF PARTICIPANTS

HILTON

INTERCO :

BOARD OF DIRECTORS

-ABEDI, Agha Hasan

AL -MAZRUIshanim Faris

RITTIP.C .

VAN PENEN, J.D.

President

Director

Director

Director

1

I

I

GUESTS

Attock Oil

I

AMINUDDIN , Usman

BAQI , M.A.

CHAUDHRI , Amjad

KHAN , Afzal

LODHI , T.A.T.

SALIM , M.

i

1

Auditors

FEAR , Richard

HARRIS , R.

HAY , K.

HEATH ; R.

STONE , T.

Price :Waterhouse

--Price Waterhouse

Ernst & Whinney

Ernst & Whinney

Ernst &Whinney

BCC Foundation

ALI; Abid

-SAEED , Afzal

Creait Commerce Insurance

BHIMJEE , R.

HASAN , Nawab

KHAN , Aziz

WALAJAHI , S.A.

Cromwell Hospital

KHAN , Amanullah ( Dr )

NIZAMI , Asghar (Dr )
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Health

HAMEED , K. ( Dr )

International Travel Corporation

ANWER , Saghir 1

Khalij Commercial Bank

RAZA , Ahmed I

National Bank of Georgia

BATASTINI , W.W.

CARLSON , R.P.M.

CATER , Vince

FREEMAN , Guy

HARREL , Richard

JAMIL , Tariq

KENEMAN , Richard C.

MUJTABA , Asif

PLOMGREN , Theodor

RAZA , Mehdi

WALKER , James

I

I

I

1

I

I

I

!

I

1

Special Invitees

I

1

girdi olib cocine?

AFRIDI , Aijaz

AHMED , M.M.

AL TAYER , Obaid Humaid

ALI , Majid

ALTMANN , R.

ELLEY , K.K.

FREEMANTLE , Anthony

KHAN , Ikramullah

PROF A MONEIM EL-MELIGI

RICHTER ; Bruno

STEVENS , R .:

I

Third World Foundation

GAUHAR , Altaf

GAUHAR , Humayun

AFFILIATES

Ahmed Bin Oboud Jeddah

HASAN , Asrar

BCC Emirates Abu Dhabi

IALLARAKHIA , Mahmood S.

ASIF , Kh . Mohammed

GHANI , S. Sacedul
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BCC Emirates Abu Dhabi (cont'd )

GILANI , S. Jawaid

HANNANI , Ghulam

HASAN , Raza

IQBAL , Zafar

JAVED , Mansoor Ahmed

KHAN , Javed Ali

KHAN , Naeem

KHAN , Rashidul Hasan

KHAN , Shamsuz Zaman

KHURSHID , Mohsin

KIRMANI , S. Saeeduddin Ahmed

MINHAS , Jamshaid Akhtar

QURESHI , Ziaullah

RASHEED , Kh . Toseef

SHEIKH , Ajmal

SHER , Anwar Qayum

SIDDIQI , Aqeel

TAHIR , Bashir A.

1

1

I

1

I

I

BCCI Lebanon

FAYYAZ , S.M.

RAJI , Assaad Abi

I

I

.BCCI (Nigeria ) Ltd.

I

1

AHMED , Alhaji A.

ANKA , S.S.

BHATHENA , M.D.

KARKERA , D.S.

KRISHNAMURTHY , T.N.

MADOJEMU , J.O.

MALIK , Ghazanfar Ali

OGUNDA , B.O.

OGUNMOKUN , W.0 .

RAZA , S. Qaiser-

SACHEDINA , S.M.

SATUR , R.J.

1

1

BCP Switzerland

CHAUWDHRY , Aziz Ullah

HASSAN , N.

SPOERRI , W.

Ital Finance Italy

HAQ , Shaukat

LUIZ , Kevin

H
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LATIN AMERICA

Regional Office

I

AKBAR , S.M.

HASAN , Bande

RIZVI , S.M.H.

SHAFI , S.M.

Brazil

PRUD'HOMME , Eric 1

Colombia

BILGRAMI , Akbar

ZARATE , Eduardo

I

I

Grand Cayman

HASSAN , Sharaful I

Uruguay

SHABBIR , S.A. 1

Venezuela

ANEZ , Luis E. ( Dr ) I

NEW YORK

I

I

ALAM , Khurshid

HELMY , Abol

JHALA , K.G.S.

KHAN , Shafiqur Rehman

LODHI , Amer

SHARIH , Khalid

WASHINGTON

AHMED , Sani

CALVO , A. (Dr )

I

1

WESTERN AMERICA & PACIFIC

Regional Office

IO'BRIEN , Patrick

SAUBOLLE , Louis E.

San Francisco BCC ( HK ) Ltd

MOHIUDDIN , Sultan
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BOARDOF GOVERNORS

FEDERAL RESERVE SYSTEM

EXHIBIT

12

ANNUAL

CONFERENCE

LUXEMBOURG

1986 MAY 2ND & 3RD 1986

LIST OF PARTICIPANTS

INTERCONI

SHERATON

BOARD OF DIRECTORS

.ABEDI , Agha Hasan

AL -MAZRUI , Ghanim Faris

HARTMANN , Dr. Alfred

KANDIAK , Peter

LAMARCHE , Y.C.

TWITCHIN , P.C.

VAN OENEN J.D.

I

I

I

I

I

I

1

E : .::..

283

ADVISORS

IPIRBHAI , M.R.

YUNUS , Dr. M.

AUDITORS

COWAN , Christopher

HARRIS , Richard

HAY , Ķen

STONE , T.

I

I

GUESTS

AFRIDI , Aijaz

ALTMAN , Robert

BATISTINI , W.W.

CARL SON , R.P.M.

ELLEY , .K .

I

I

I

I

I
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CONFIDENTIA ! 5
9

100 LEADENMALL STREET LONDON ECZA 3AD DATE 23 December 1986

FROM Saleen Malik

CSO Legal Division

TO Mr Swaleh Naqvi

BOARD OF
GOVERNORS

FEDERAL RESERVE SYSTEM

EXHIBIT
SUBJECT $ 140 MILLION LOAN TO DR PHARAON

OPTION AGREEMENT & RELATED DOCUMENTS

A 185

I visited Washington from 18-20 December and had reetings with Mr Altman ,

Mr Lesher and lawyers from the law firm of Mullbank Tweed (who are

advising Mr Altman on New York Lave ) .

The Option Agreement and Pledge Agreement were signed on 18 December 1986

and CCAH remitted the Option Price .

After consultation with Mr.Altman and Hellbank Tweed , they advised that
the Loan Agreement and Pledge Agreement signed and date'd lo

mid - January or early February 1987, us by treba reasonable period will

have elapsed since signing the Option andthe " Integrated transaction "

arguement would not be successfull. Accordingly, ope to return to New

York next year and have the Loan / nod Rie Agreements executed ,

tentively a closing date of January 1987 has yeen set .

<

The executed Option and Pledge agreenean should now be forwarded to

Dr. Pharaon ; please advise hour to whitesh me to be done, personally or by

courier , or should we wait anch thig Loan and Pledge have been executed ,

when all the agreements can behande te over at one time ?
F
E

As regards BCCI SA London holding the Pledged Shares , after long dis

cussion , Miilbank Tweed advised that a supplement to the Pledge Agreements

will not be needed . BCCI SA NY Agency can simply request London to hold

the shares to their order with notice_co_CCAH of such fact . However ,

Millbank Tweed are still of the view that the shares may be better

protected in New York; they will advise us if they can provide us

conclusive opinion to this effect. Förho moment , they have no major

legal objections to London holding the Pledge Shares .

Additionally , Mr Altban has executed a Subordination Agreement which

BCCI (0) Led has yet to execute . Mr Altman , has requested that the

Subordination should be executed as a matter of urgency . (A photocopy is

enclosed) .

I should be happy to discuss any of the above points at your convenience .

Respectful regards ,

nafhaled

Saleem Malik

rio3
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۔گ
BOARD OF GOVERNORS

FEDERAL RESERVE SYSTEM

EXHIBIT

AD 379

PLEDGE AGREEMENT

& ReaDated as of December 18 , 1986 Raaff
Lecose

from

DR . GHAITH R. PHARAON ,

INTEREDEC (GEORGIA ) LIMITED ,

INTEREDEC (GEORGIA ) N.V. ,

and

NBG FINANCIAL CORPORATION

to

BANK OF CREDIT AND COMMERCE INTERNATIONAL

( NEW YORK AGENCY )

G
A
I
S
E
D

as agent for

V.

CREDIT AND COMMERCE AMERICAN HOLDINGS BOARD
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THIS AGREEMENT dated as of December L. 1986 from
DR . GHAITH R. PHARAON , a citizen and resident of the Kingdom

of Saudi Arabia ("Dr. Pharaon " ) , INTEREDEC (GEORGIA ) LIMITED

( " Interedec (Ltd.) " ) , a Bahamas corporation , INTEREDEC

(GEORGIA ) N.V. (" Interedec (N.V.) ") ; aNetherlands Antilles

corporation , and NBG Financial Corporation ( " Company " ) , a
Georgia corporation , to BANK OF CREDIT AND COMMERCE

INTERNATIONAL , S.A. (NEW YORK AGENCY ) ( the "Pledge Agent " ) ,

acting on behalf of CREDIT AND COMMERCE AMERICAN HOLDINGS,

N.V. " CCAH " ) .

.
F
I

Ra
a

a
n
g

*
*

M

Dr. Pharaon and Interedec (N.V.I have entered into

an Option Agreement dated as of December 1 , 1986 (as in

effect at any time , the "Option Agreement T with CCAH

pursuar.: to whichCCAH has been granted an option ( the

" Option " ) to acquire all the outstanding common stock of

Company , a registered bank holding company under the Bank

Holding Company Act of 1956 . In consideration thereof and

in order to induce CCAH to enter the Option Agreement and

for other good and valuable consideration , the receipt and

adequacy of which are hereby acknowledged , Dr. Pharaon ,

Interedec (Ltd. ) , Interedec (N.V. ) and Company hereby agree

for the benefit of CCAH as follows :

the

1

SECTION 1. Definitions.

Terms defined in the Option Agreement and not

otherwise defined herein shall have , as used herein the

respective meanings provided for therein. The following

additional terms , as used herein , shall have the following

respective meanings :

S
.
A
R
D

" Collateral " means the shares , and aproperty of any nature stated to be asta aldrother

collateral

security under Section 2.A herein .

" Default " means any Event of Default , or any event

or condition which would constitute an Event of Default

without giving effect to any provisions for the giving of

notice or lapse of time .

" Event of Default " means any one or more of the

following events or conditions :

1

1
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2

( a ) Dr. Pharaon and Interedec ( N.V. ) shall fail to

repay the Option Fee on the Expiration Date , unless

Notice of Exercise has previously been given , or to make

payment of the Cancellation Price on the Cancellation

Date or the Termination Date , as the case may be , or

shall default in the payment or performance when due of

any other obligations ;

(b ) Any representation , warranty or certification

made in this Agreement, the Option Agreement or in any

document furnished in connection herewith or therewith

by Dr. Pharaon , Interedec ( Ltd. ) . Interedec (N.V. ) or

Company shall prove to have been filse or misleading as
of the time made or furnished in any materially adverse

respect ;

( c ) Any of Dr. Pharaon , Interedec ( Ltd. ) .

Interedec (N.V.) or Company shall ( 1 ) apply for or

consent to the appointment of, or the taking of
possession by, a receiver , custodian or trustee or the

liquidation of Interedec ( Ltd. ) . Interedec ( N.V. ) or

Company or of all or a substantial part of the property

of Dr. Pharaon , Interedec ( Ltd. ) . Interedec ( N.V. ) or

Company , as the case may be; ( ii ) make a general

assignment for the benefit of the creditors of Dr.

Pharaon , Interedec ( Ltd. ) , Interedec ( N.V. ) o campany,

as the case may be ; ( 111 ) commence a voluntary case

under the U.S. Bankruptcy Code ( as now or Kereafmeyin

effect ) ; ( iv ) file a petition , make applications

otherwise commence proceedings seeking to take advantage

of any other law of any jurisdiction relationto

bankruptcy, insolvency, reorganization , suspension of

payments , moratorium, winding - up , or composition or

readjustment of debts :, (v ) fail to controvert in a
timely and appropriate manner, or asguience in writing

to , any petition or application fee aga ynst Dr.

Pharaon , Interedec ( Ltd. ) . Intereder Ny.) or Company ,

as the case may be, in an involuntary Kase or proceeding

under the U.S. Bankruptcy Code or any other law of any

jurisdiction relating to bankruptcy , insolvency .

reorganization , suspension of payments, moratorium ,

winding - up , or composition or readjustment of debts ; or

( vi ) take any action for the purpose of effecting any of

the foregoing :
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( d ) A proceeding or case shall be commenced ,

without the application or consent of Dr. Pharaon ,

Interedec ( Ltd. ) . Interedec ( N.V. ) or Company , in any

court of competent jurisdiction , seeking ( 1 )

liquidation , reorganization , dissolution or winding-up ,

or the composition or readjustment of debts of Dr.

Pharaon , Interedec (Ltd. ) . Interedec ( N.V. ) or Company,

as the case may be ; ( 11 ) the appointment of a trustee ,

receiver , custodian , liquidator or the like of Interedec

( Ltd. ) , Interedec (N.V. ) or Company or of all or any

substantial part of any of the assets of Dr , Pharaon ,

Interedec ( Ltd. ) , Interedec ( N.V. ) or Company, as the

case may be; or (111 ) similar relief in respect of Dr.

Pharaon, Interedec ( Ltd. ) . Interedec (N.V.) or Company

under any law of any jurisdiction relating to

bankruptcy , insolvency , reorganization , suspension of

payments, moratorium , winding-up , or composition or

adjustment of debts , and such proceeding or case shall

continue undismissed, or an order , judgment or decree

approving or ordering any of the foregoing shall be

entered and continue unstayed and in effect , for a

period of thirty ( 30 ) days; or an order for relief.

against Dr. Pharaon , Interedec ( Ltd. ) , Interodos (N.

or Company shall be entered in an involuntary cas

the U.S. Bankruptcy Code ;

( e ) Any shares of the capital stock of nittonal

Bank of Georgia ( " Bank " ) ( a national bankinnassociation

organized under United States federal lawat Company,

Interedec ( N.V. ) or Interedec ( Ltd.Y share at any time

become subjecttoany lien or be solchessigned or
otherwise transferred ( or become subject to any

agreement of sale , assignment or transfer ) , except ( i )

pursuant to this Pledge Agreement, ( 11 ) in the case of

the shares of Company, pursuant to the option , ( iii ) in

the case of Bank shares, with respect to the sale of

directors ' qualifying shares , or ( iv ) with the prior

written consent of CCAH ;

( 8 ) Any of Dr. Pharaon , Interedec ( Ltd. ) .

Interedec ( N.V. ) or Company shall default in the

performance or observance of any covenant, condition or

undertaking contained in this pledge Agreement or the

Option Agreement ; or
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( 9 ) Any of Dr. Pharaon , Interedec ( Ltd. ) ,

Interedec (N.V. ) or Company shali default in the payment

when due , by acceleration or otherwise , of any amount in

respect of any indebtedness or obligation secured, directly

or indirectly, by the Collateral, and such default shall

continue beyond the applicable grace period , if any.

specified in the note , agreement or other instrument

relating to such debt, or any other event shall occur under

any note, agreement or other instrument by which any such

debt is evidenced or under which any such obligation is

created which entitles the holder of such debt to cause such

debt to become due prior to its stated maturity or payment

date , and such default shall not be cured within the

applicable grace period , if any , specified in such note ;

agreement or other instrument .

" Obligations " means any and all obligations ( now

existing or hereafter arising ) of Dr. Pharaon , Interedec

(Ltd. ) , Interedec ( N.V. ) or Company under this Agreement or

under the Option Agreement ,

: ! T
E
D

D
o
m
i
n
o

SECTION 2 . collateral.

A. Pledag . As collateral security for the full

and punctual payment and performance when due:-( whether

stated maturity, by acceleration or otherwise) of ; the

Obligations , Dr. Pharaon , Interedec. (Ltd.) . Interesee TN.V. )

and Company hereby, pledge, 1881gn , hypoteket ede, transfer and
deliver to and with the Pledge Agent and for the benefit of

CCAH , and Dr. Pharaon , Interedec (Ltd. ) Imberedec ( N.V. )

and Company grant to the Pledge Agent for the benefit of

CCAH , a first lien and a prior perfected security interest

in , ( i ) all shares of the capital stock of Interedec ( Ltd. ) ,

Interedec ( N.V. ) , Company and Bank , respectively , whether

now owned or hereafter acquired, directly or indirectly , and

( ii ) any cash dividends or other cash payments, additional

shares or securities or other property at any time

receivable or otherwise distributable in respect of , in

exchange for , or in substitution of , any and all such

capital stock , together with all of the proceeds of any

thereof.
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S

If any

B. Delivery . The certificates evidencing the

shares pledged under Section 2.A herein shall be delivered

to the Pledge Agent , duly endorsed in blank or with executed

stock powers in blank annexed to each certificate .

shares , securities, or other property required to be pledged

under Section 2.A herein are hereafter received by Dr.

Pharaon , Interedec ( Ltd. ) , Intoredec ( N.V. ) or Company , such

party agrees forthwith to transfer and deliver to the Pledge

Agent such shares , securities or other property so received

( with appropriate endorsements , if any , and together with

the certificates for any such shares and securities duly

endorsed in blank ), all of which thereafter shall be held by

the Pledge Agent , pursuant to the terms of this Agreement ,
as part of the Collateral . If any Event of Default shall

occur and be continuing , any cash payments received by Dr.

Pharaon , Interedec (Ltd. ) or Interedec ( N.V. ) in respect of

in exchange for or in substitution of all or any portion of

the shares pledged. hereunder shall be received in trust for

the benefit of CCAH , shall be segregated from other funds of

Dr. Pharaon , Interedec ( Ltd. ) or Interedec ( N.V. ) , as the

case may be , and shall , without the necessity of any demand

by the Pledge Agent , be paid over to the Pledge Agent and

thereafter shall be held by the Pledge Agent pursuant to the

terms of this Agreement in a separate cash collateral

account .

Dr. Pharzóneo
C. All Shares to be pledged .

Interedec (Ltd.) . Interedec (N.V. ) and company » 111 copo
the shares pledged hereunder to constitute at all times not

less than 100% of the total number of shares then

outstanding ( including treasury shares but excluding
directors ' qualifying shares ) of the capital stoot of

Interedec (Ltd. ) . Interedec ( N.V. ) , Company and Bank , and

will not permit interedec (Ltd. ) , Interedec (NVA) . Company

or Bank to issue or have outstanding any shares of any other

class of its capital stock or to have outstanding any

subscription warrants , rights or options , acquire any

shares of any class of its capital stock , ' other than the

Option , or as consented to in writing by CCAH .

D. Registration in Pledge Agent's Name . Etc. The

Pledge Agent shall have the right (in its sole discretion )

( i ) to hold any certificates representing the Collateral in

its own name , or in the name of Dr. Pharaon , Interedec

I Ri
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( Ltd. ) . Interedec (N.V. ) or Company endorsed or assigned in

blank or in favor of the Pledge Agent , ( ii ) to have the

colliteral or any part thereof registered in the name of the

Pledge Agent or in the name or names of the Pledge agent ' ,

nominees , or ( 111 ) to exchange , at any time and from time to

time , the certificates delivered hereby for certificates for

smaller or larger denominations for any purpose consistent

with the Pledge Agent's performance under this Agreement .

SECTION 3. Representations and warranties . Each

of Dr. Pharaon , Interedec (Ltd. ) , Interedec ( N.V. ) and

Company represents and warrants, jointly and severally , to
CCAH as follows :

( 1 ) Dr. Pharaon , Interedec ( Ltd. ) , Interedec

( N.V. ) and Company are and will be the legal and

equitable owner of the shares of stock of interedec

(Ltd. ) , Interedec ( N.V. ) . Company and Bank ,

respectively. pledged hereunder and will not make any

assignment, pledge, mortgage , hypothecation or transfer

of any thereof or of any part thereof, except the pledge

provided for herein , the option or as consented to in

writing by CCAH .

( 11 ) All such shares are and will be duly

authorized , validly issued , fully paid and

nonassessable .

6
:
2
3

F
E
S

( iii ) Dr. Pharaon , Interedec ( Ltd. ) , Interedec :

( N.V. ) or Company ( as the case may be ) yil own. Il such

shares free and clear of all liens , society interests

and encumbrances of any nature whatsoever biens").

except the pledge provided for herein , the option and as

consented to in writing by CCAH .

( iv ) Except for directors ' qualifying shares ,

Company directly owns all of the shares of capital stock

of Bank , which constitutes the entire outstanding stock

of every class and kind of Bank, there being outstanding

no options, warrants , subscription agreements ,

convertible instruments or other rights to acquire any

sharo : of any class of said capital stock .
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7

( v ) The execution , delivery and performance by Dr.

Pharaon , Interedec ( Ltd. ) , Interedec (N.V.) and Company

of this Pledge Agreement have been duly authorized and

do not and will not ( a ) require any consent or approval

( other than such consents and approvals that have been

obtained and remain in full force and effect ) , ( b ) vio

late any provision of the organic documents of interedec

( Ltd.) . Interedoc ( N.V. ) , Company or Bank , or any law ,

rule , regulation , order , writ, judgment , injunction ,

decree , determination or award presently in effect

having applicability to Dr. Pharaon , Interedec ( Ltd. ) .

Interedec ( N.V. ) or Company , ( c ) result in a breach of

or constitute a default under such organic documents, or

any indenture or loan or credit agreement or other

material agreement , lease or instrument to which Dr.

Pharaon , Interedec (Ltd. ) , Interedec ( N.V. ) or Company

is a party or by which he or it or his or its properties

may be bound or affected , or ( d ) result in , or require,

the creation or imposition of any Lien ( other than the

pledge provided for herein ) , upon or with respect to any

of the property now owned or hereafter acquired by Dr.

Pharaon, interedec ( Ltd. ) , Interedec ( N.V. ) or Company .

This Pledge Agreement is the legal , valid and binding

obligation of each of Dr.Pharaon , interedec (Ltd
Interedec ( N.V. ) and Company , enforceable against each

of them in accordance with the terms herein .

• : .::
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SECTION 4 . Further Assurances . 11.Dr Riision ,

Interedec (Ltd.) . Interedec (N.V.) and Company, joihtyy and

severally agree that from time to time, so their expense ,

they will promptly execute and deliveremfünthet
instruments and documents, and take all further action , that
may be necessary , or that the Pledge Agent reasonably

request, in order to perfect and protect the assignment,

pledge and security interest granted or purported to be

granted hereby or to enable . the Pledge Agent to exercise and

enforce the rights and remedies provided hereunder, with

respect to any Collateral . Without limiting the generality

of the foregoing , Dr. Pharaon , Interedec ( Ltd. ) , Interedec

( N.V. ) and Company jointly and severally will : ( 1 ) if any

Collateral shall be evidenced by a promissory note or other

instrument , deliver and pledge to the Pledge Agent hereunder

such note or instrument duly endorsed and accompanied by
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duly executed instruments of transfer or assignment , all in

fort and substance satisfactory to the Pledge Agent;

( 11) execute and file such financing or continuation
statements , or amendments thereto , and such other

instruments, endorsements or notices, us may be necessary ,

or as the Pledge Agent may reasonably request, in order to

perfect and preserve the assignment, pledge and security
interest granted or purported to be granted hereby ;

( 111 ) will defend the collateral against any and all Liens

howsoever arising ( not including the security interest

created by this Agreement ), prior to or equal to the

security interest cruted hereby; and ( iv) if deemed

necessary by the Pledge Agent to effect o sale of all or any

portion of the shares pledged hereunder , register , at the

expense of Dr. Pharaon , Interedec (Ltd. ) , Interedec (N.V. )

and Company , such shares under the Securities Act of 1933

and / or the applicable Blue Sky laws of any state or other

jurisdiction as may be requested by the pledge Agent .

(b ) Dr. Pharaon , Interedec (Ltd. ) , Interedec

( N.V. ) and Company hereby authorize the Pledge Agent to file

one or more financing or continuation statements , and

amendments thereto, relative to all or any part of the

Collateral without the signature of any of Dr. Pharaona

Interedec (Ltd. ) . Interedec (N.V. ) or Company wherg

permitted by law . Copies of any such statement of amendmalet

thereto shall promptly be delivered to Dr. Phapaon ,

Interedec (Ltd.) , Interedec (N.V) or Company, 18 the edge

may be, but failureto make such delivery shall pot affect
the validity thereof .

T
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of the Exercise Price to the Pledge Agente RAL.S.35.:

.77SECTION 5 . Exercise of option Upon payment

the Pledge Agent

shall deliver to CCAH all certificates ewidencing the shares

of Company and Bank pledged hereunder dulyendorsed in blank

or with executed stock powers in blank annexed to each such

certificate, and release from the Lien established herein

the remainder of the Collateral . Such delivery of the

shares of Company and Bank shall operate to divest all

right, title, interest , claim and demand , either at law or

in equity, of any party to this Agreement (other than the

distributae) in and to the shares of Company and Bank and

shall be a perpetual bar both at law and in equity against
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the parties to this Agreement and against any person

claiming or attempting to claim . such shares of Company from ,

through , or under such party . The Exercise Price shall be

applied as follows :

(a ) first to the payment of all costs and expenses

of the Pledge Agent , including reasonable compensation

to the Pledge Agent and its agents and counsel;

( b ) then to the satisfaction in full of any

indebtedness (whether or not then due and owing) secured

by any other pledge of the Collateral consented to by

CCAH ; and

( c ) any surplus remaining shall be paid to Dri
Pharaon, Interedec ( Ltd. ) , Interedec (N.V.) or Company

or to whosoever may be lawfully entitled to receive the

same .

SECTION 6. Voting Power Dividends Payment . Etc.

A. Rights Absent an Event of Default . Etc. ( a )

Unless and until an Eventof Default has occurredangs

continuing , Dr. Pharaon , Interedec (Ltd. ) , Interedeeld.v . )

or Company shall have the right to exercise a voting

consensual and other powers of ownership pectaintog goes

shares pledged hereunder for all purposes, ngt incandestent

with the terms of this Agreement or the option Agreement,

provided that such party agreesthat it will give the

Pledge Agent at least ten (10) daygrtas patste of the
manner in and purpose for which it tendasto exercise , or

the reasons for refraining from exeraison any such power ,

( 11) not vote such shares in any manndhat is inconsistent

with or would cause a default under the terms of this

Agreement or the Option Agreement, and ( iii ) neither

exercise , nor refrain from exercising, any such power if , in

the judgment of the Pledge Agent , any such action or

inaction would have a material adverse effect on the value

of such shares or any part thereof .
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(b ) The Pledge Agent shall execute and deliver to

Dr. Pharaon , Interedec (Ltd. ). Interedec ( N.V. ) or Company

( as the case may be ) or cause to be executed and delivered

to Dr. Pharaon , intoredec (Ltd. ), Interedec ( N.V. ) or

Company ( as the case may be ) all such proxies , powers of

attorney, dividend or other orders , and all such

instruments , without recourse , as Dr. Pharaon, Interedec

( Ltd. ) . Interedec ( N.V. ) or Company may rasonably request

čor the purpose of enabling Dr. Pharaon , Interedec ( Ltd. ) ,

Inter.dec (N.V. ) or Company to exercise the rights and

powers that he or it is entitled to exercise pursuant to the

preceding provisions of this Section 6.0 .

B. Blahti Upon Occurrence of Event of Default '.

etc. As a supplement to the rights under otherprovisions

of this Agreement , if any Event of Default shall have

occurred , then so long as the same shall continue , and

whether or not CCAH exercises any right , or seeks or pursues

any other relief or remedy , available to it under applicable

laws or the Option Agreement:

( 1 ) The Pledge Agent , or its nominee or nominer's,

shall forthwith , without further act by any party have

the sole and exclusive right to exercise all voting,

consensual and other powers of ownershippertaining to

the shares pledged hereunder and shall exercice such

powers in such manner as the Pledge Agent, in its sole

discretion, shall determine to be nocessary; appropriate

or advisable, and , if the Pledge Agent shall so request,

Dr. Pharaon , Interedec (Ltd.), Intereses (N.V.) and

Company agree to execute and deliver to the Pledge Agent

such other and additional powers , authorizations ,

proxies , dividends and other orders , and such other

documents , as the Pledge agent may request to secure to

the Pledge Agent the rights , powers and authorities

intended to be conferred upon the Pledge Agent by this

Section 6.B ; and

( 11 ) All dividends and other distributions on or

constituting any of the Collateral shall be paid

directly to the Pledge Agent and retained by it as part

of the Collateral , subject to the terms of this

Agreement , and , if the Pledge Agent shall so request ,

Dr. Pharaon , Interedec ( Ltd. ) , Interedec ( N.V. ) and
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Company agree to execute and deliver to the Pledge Agent

appropriate additional dividend , distribution and other

orders and documents to that end .

F

SECTION 7 . Pledge Agent Appointed Attorney - in

Fast . Each of Dr. Pharaon , Interedec ( Ltd. ) . Interedec

( N.V. ) and Company hereby irrevocably appoints the Pledge

Agent as their attorney- in-fact ( which appointment as

attorney- in- fact shall be coupled with an interest ) , with

full authority in the place and stead of Dr. Pharaon ,

Interedec ( Ltd. ) . Interedec ( N.V. ) or Company ( as the case

may be ) and in the name of Dr. Pharaon , Interedec (Ltd. ) ,

Interedec ( N.V. ) or Company ( as the case may be ) or

otherwise , from time to time in the Pledge Agent's

discretion to take any action and to execute any instrument

that the Pledge Agent may deem necessary or advisable to

accomplish the purposes of this Agreement ( the Pledge Agent

not being obligated to do any of the foregoing ) , including ,

to ask , demand , collect , sue for , recover , compound, receive

and give acquittance and receipts for moneys due and to

become due under or in connection with the collateral , to

receive , endorse , and collect any drafts or other

instruments , documents and chattel paper in copection

therewith , and to file any claimsor take any ogonor
institute any proceedings that the Pledge Agent max deem

necessary or desirable for the collection thereofod to
enforce compliance with the terms and conditionthereof.

1

1Pledge Agent Districtive

SECTION 8 . the powers

conferred on the Pledge Agent heceu de Ball not impose any

duty upon it to exercise any such power . Except for the

safe custody of any collateral in its captualpossession , the
accounting for moneys actually reactwa by it hereunder , and

the delivery to CCAĦ in accordance with the terms of Section
5 herein of the shares of Company and Bank pledged

hereunder , the Pledge Agent shall have no duty as to any

Collateral or as to the taking of any necessary steps to

preserve any rights pertaining to any Collateral .

SECTION 9 . Rights and Remedies . ( a ) If any Event

of Default shall have occurred and be continuing , all

payments received by Dr. Pharaon , Interedec ( Ltd. ) ,
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Interedec ( N.V. ) or Company under or in connection with the

Collateral shall be received in trust for the benefit of

CCAH , shall be segregated from other funds of Dr. Pharaon ,

Interedec (Ltd.) . Interedec ( N.V. ) or Company and shall be

forthwith paid over to the Pledge Agent in the same form as

so received (with any necessary indorsement or instrument of

transfer ) ;

( b ) If any Event of Default shall have occurred

and be continuing , then, in addition to any other rights and

remedies provided for herein or that may otherwise be

available , the Pledge Agent may without any further demand,

advertisement or notice ( except us expressly provided for
below in this subsection ( b ) ) , exorcise all the rights and

remedies of a secured party under the applicable Uniform

Commercial Code (whether or not said Code applies to the
affected Collateral ) , and in addition : ( 1 ) may apply the

moneys , if any , then held by it as part of the collateral,

for the purposes and in the order provided in Section 10

herein and ( 11 ) if there shall be no such moneys or the

moneys so applied shall be insufficient to satisfy in full

all Obligations, may sell the collateral , or any part
thereof , as hereinafter provided . The Collateral

sold in one or more sales , at public or private , sals

conducted by any officer or agent of, an auctioneer
attorney for , the Pledge Agent , at the Pledge. Agent !supráce

of business or elsewhere, for cash , upon creditoge other

property , for immediate or future delivery, and touch

price or prices and on such terms as the Pledge Agent shall,
in its sole and absolute discretion , deem sporopriate. The

Pledge Agent or CCAH , subject, however Foureceipt of any

necessary regulatory approval, may be the purchaser of any
or all of the Collateral so sold at a public sale and

thereafter hold the same , absolutely free from any right or

claim of whatsoever kind and the obligations of Dr. Pharaon ,

Interedec (Ltd. ) . Interedec (N.V.) or Company to such

purchaser may be applied as a credit against the purchase

price . The Pledge Agent may , in its sole discretion , at any

such sole restrict the prospective bidders or purchasers as

to their number, nature of business and investment

intention , including a requirement that the prospective

bidders or purchasers represent and agree , to the

satisfaction of the Pledge Agent , that they are purchasing
the Collateral for their own account , for investment, and

way .
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not with a view to the distribution or resale of any

thereof . Upon any such sale the Pledge Agent shall have the

right to deliver , assign and transfer to the purchaser

thereof the collateral so sold . Each purchaser ( including

CCAH ) at any such sale shall hold the Collateral 80 sold ,

absolutely free from any claim or right of whatsoever kind,

including any equity or right of redemption , of Dr. Pharaon ,

Interedec ( Ltd. ) . Interedec_ ( N.V . ) or Company, and Dr.

Pharaon , Interedec ( Ltd. ) , Interedec ( N.V. ) and Company

hereby specifically waive , to the full extent they may

lawfully do so , all rights of redemption , stay or appraisal

that they have or may have under any rule of law or statute

now existing or hereafter adopted . The Pledge Agent shall

give Dr. Pharaon , Interedec ( Ltd. ) . Interedec (N.V. ) and

Company at least ten ( 10) days ' notice (which Dr. Pharaon ,

Interedec ( Ltd. ) . Interedec (N.V.) and Company agree 18

reasonable notification within the meaning of g 9-504 ( 3 ) of

the Uniform Commercial Code ) of any such public or private

sale . Such notice , in case of public sale , shall'state the

time and place fixed for such sale . Any such public sale

shall be held at such time or times within ordinary business

hours as the Pledge Agent shall fix in the notice such

sale . At any such sale the collateral may be sold in one

lot as an entirety or in separate parcels . The Kedge Agent

shall not be obligated to make any sale pursuant to ągy such
notice . The Pledge Agent may , without notice or

publication , adjourn any public or private ,sale orenuse the

same to be adjourned from time to time by: announcement at

the time and place fixed for such sale , and any such sale
may be made at any time or place to which the same may be so

adjourned without further notice or publication . In case of

any sale of all or any part of the carlatecay on credit or

for future delivery , the collateral so obyd may be retained

by the Pledge Agent until the full selling price is paid by

the purchaser thereof, but the pledge Agent shall not incur

any liability in case of the failure of such purchaser to

take up and pay for the Collateral so sold , and , in case of

any such failure , such Collateral may again be sold pursuant

to the provisions herein ;

( c ) Instead of exercising the power of sale

provided in Section 9 ( b ) herein , the Pledge Agent may

proceed by a suit or suits at law or in equity to foreclose

the assignment, pledge and security interest under this
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Agreement and sell the Collateral or any portion thereof

under : judgment or decree of a court or courts of competent
jurisdiction ;

( d) The Pledge Agent as attorney - in - fact pursuant

to Section 7 herein may, in the name and stead of Dr.

Pharaon , Interedec (Ltd. ). Interedec (N.V. ) and Company .

make and execute all conveyances , assignments and transfers

of the Collateral sold pursuant to Section 9 (b ) or

Section 9 ( c) herein, and Dr. Pharaon , Inter.dec (Ltd. ) ,

Interedec (N.V. ) and Company hereby ratify and confirm all

that the Pledge Agent, as suid attorney - in - fact, shall do by

virtue hereof . Nevertheless, Dr. Pharaon , Interedec ( Ltd. ) ,

Inter.dec ( N.V. ) and Company shall, if so requested by the

Pledge Agent, ratify and confirm any salo or sales by

executing and delivering to the Pledge Agent , or to such

purchaser or purchasers, all such instruments as may, in the

judgment of the Pledge Agent , be advisable for the purpose;

( • ) The receipt of the Pledge Agent for the

purchase money paid at any such sale made by it shall be a

sufficient discharge therefor to any purchaser of the

Collateral , or any portion thereof, sold as aforesaid ; and

no such purchaser (or the representatives or of such

purchaser ), after paying such purchase moneysuch receipt , shall bebound

to

see
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any
whatsoever be answerable foranyloss, misappiteation or

nonapplication of any such purchase monk or any part

thereof, or be bound to inquire as to the authorization ,

necessity , expediency or regularity of my miex sale ; and

The Pledge Agent shapincha no liability as a

result of the manner of sale of the totalgeral , or any part

thereof, at any private sale conducted a commercially
reasonable manner . Dr. Pharaon , Interedec (Ltd.) , Interedec

( N.V. ) and Company hereby waive , to the full extent

permitted by applicabl . law , any claims against the Pledge

Agent arising by reason of the fact that the price at which

the collateral, or any part thereof, may have been sold at a

private sale was less than the price that might have been
obtained at a public sale or was less than the aggregate

amount of the obligations, even if the Pledge Agent accepts

the first offer received that the Plodge Agent in good faith
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deems to be commercially reasonable under the circumstances

and does not offer the Collateral to more than one offeree .

To the extent permitted by law , Dr. Pharaon, Interedec

( Ltd. ) , Interedec ( N.V. ) and Company shall have the burden

of proving that any such sale of the Collateral was

conducted in a commercially unreasonable manner .

SECTION 10. Application of Proceeds. If an Event

of Default shall have occurred and be continuing , all

proceeds of any sale or enforcement of the Pledge Agent's

rights in respect of the Collateral , and all moneys then

held by the Pledge Agent as Collateral , shall be applied as

follows :

( a ) first to the payment of all costs and expenses

of such sale or enforcement including reasonable

compensation to the Pledge Agent and its agents and counsel;

( b ) then to the payment in full of the

Obligations , provided, however, that 14 at the time ofsuch
distribution the Obligations are not due , then the Pledge

Agent shall hold all proceeds and moneys remaining after the

payment of costs and expenses provided for by Section 10 ( a )

herein until the Obligations are due and owing :

indebtedness secured by any other pledge of tha: Cobateral

( c ) then to the satisfaction in fyxi DED!

consented to by CCAH , provided that , if such Indebtedness is
not then due , then the remaining proceeds shaltbe held by

the Pledge Agent until such indebtedness shant Become due

and owing ; and

.

( d ) be paid to Dr.

Pharaon , interedec ( Ltd. ) , Interedec (N.V. ) or Company or to

whosoever may be lawfully entitled to receive the same.

any surplus remainingshSEDEFAL

SECTION 11. Consents by Dr. Pharaon . Interedes

ILtd Interedec (NV ) and Company . ( a ) Each of Dr.

Pharaon , Interedec ( Ltd. ) , Interedec ( N.V. ) and Company

hereby consents that, without notice to it :
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( 1 ) at any time or from time to time, the time for

performance of or compliance with any provision of the

Option Agreement by Dr. Pharaon or interedec (N.V. ) may

be extended or such performance or compliance may be
waived by CCAH ;

( 11 ) any of the acts permitted in the Option

Agreement may be done ;

(111) the Option Agreement may from time to time be

amended by Dr. Pharaon and Interedec ( N.V. ) and CCA ) for

the purpose of adding any provisions thereto or changing

in any manner the rights of CCAH or of Dr. Pharaon and

Interedec (N.V. ) thereunder; and

( iv ) any collateral security ( including the

Collateral) for all or any part of the obligations may
be exchanged , surrendered or otherwise dealt with and

CCAR's interest therein may be released and may or may

not be perfected , all as CCAH in its sole discretion may

determine ;

all without affecting the liability of Dr. Pharaon ,

Interedec (Ltd. ) , Interedec (N.V.) or Company heroinder.

hereby

consents to the jurisdiction of the courts to the uit

extent provided with respect to Dr. Pharaon and prevedec
( N.V. ) in Section 19 of the option Agreementi bereby

appoints the Process Agent referred to therein a'Its agent

for the purposes contemplated by said, Section ,and otherwise
makes the same agreements as Dr. Photson and Interedec
( N.V. ) under said Section .

(b ) Each of Interedoc (Ltd.) and compenED

C
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SECTION 12 . Amendments. Etc. O amendment or

waiver of any provision of this Pledge Agreement nor consent

to any departure by Dr. Pharaon , Interedec ( Ltd. ) , Interedec

(N.V. ) or Company horefron shall in any event be effective

unless the same shall be in writing and signed by the Pledge

Agent , and then such waiver or consent shall be effective

only in the specific instance and for the specified purpose

for which given .
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SECTION 13. Addresses for Notices. All notices

and other communications hereunder shallbe given in

accordance with Section 20 of the Option Agreement . Such

notices shall be sent to the following addresses . If to Dr.

Pharaon , Interedec (N.V. ) or to CCAH , to the respective

addresses specified in Section 20 of the Option Agreement.

If to the Pledge Agent , at : 320 Park Avenue , New York, New

York 10022 , Attention Manager Cable : video . If to

Interedec (Ltd.) , atni TA Attention : Mausgai cable :
If to Company, at 2000 Riveredge Parkway ,

Atlanta , Georgia 30326 , Attention : Treasurer ;. Cable : 859958 ,

Answer Back : NATL BKGA .
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SECTION 14 . Continuing Assignment . Pledge and

Security interest . This Agreement shall create a continuing

assignment, pledge and security interest in the Collateral

and shall ( 1 ) remain in full force and effect for the

benefit of CCAH until the earlier of exercise of the Option

or satisfaction in full of the obligations, ( 11 ) be jointly

and severally binding upon Dr. Pharaon, Interedec ( Ltd. ) ,

Interedec ( N.V. ) and Company and their respective successors

and assigns and ( iii ) inure , together with the rights and

remedies of CCAH hereunder , to the benefit of CCAH red its

successors , transferees and assigns .

Upon the earlier of ( 1 ) payment of the nata

Price to the pledge Agent and delivery to CCAW accedance
with Section 5 hereof of the shares of Companyiand Bank

pledged hereunder, or ( 11 ) satisfaction in foil the

Obligations , theassignment, pledge and security vinterest
granted hereby to the Pledge Agent on behalf EICCAH shall

terminate and thePledge Agentwill, the pense of Dr.
Pharaon , Interedec ( Ltd. ) , Interedec 8.V.KOH Company,
deliver to Dr. Pharaon , Interedec (Ltd.or Company such documents as Dr. Pharaon Fenceredec (N.V. )

ishteredec (Ltd. ) ,

Interedec ( N.V. ) or Company shall reasonably request to

evidence such termination .

SECTION 15 . Governing Law : Terms. This Agreement

shall be governed by , and construed in accordance with , the

law of the State of New York . Unless otherwise defined

herein or in the Option Agreement , terms used in Article 9

of the Uniform Commercial Code in the State of New York are

used herein as therein defined .
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SECTION 16 . Headings . Headings used in this

Agreement are for convenience of reference only and do not

constitute part of this Agreement for any purpose.

SECTION 17. Severability . The parties hereto

agree , to the fullest extent that they may effectively do so

under applicable law, that in the event that one or more of

the provisions hereof is held to be invalid , illegal or

unenforceable in any respect in any jurisdiction , ( a ) the

remaining provisions hereof shall not be affected or

impairedand shall remain in full force and effect and shall

be liberally construed in favor of CCAH inorder tocarry

out the intention of the parties hereto as nourly as may be

possible , and ( b ) such invalid, illegal or unenforceable

provisions shall not be affected or impaired in any other
jurisdiction .

IN WITNESS WHEREOF , Dr. Pharaon , Interedec ( Ltd. ) ,

Interedec ( N.V. ) and Company have duly executed and

delivered this Agreement as of the data fins above written .

Dr. Ghaith R. Pharaoncoимо

INTEREDEC QEORGIAP
o

( Seal ) Ву

Managing Micector

INTEREPIC GEORGIA ) N.V.

[ Seal ) By. Vino baisano

Managing Director

7131



382

19

NBG FINANCIAL CORPORATION

RiceW.Batasten( Seal ) By :

Title :

Accepted :

Bank of Credit and Commerce International , S.A.

(New York Agency )

By : ( Seal )

Title : MICAR hisbrain
Credit and Commerce

American Holdings , N.V.

By: Plut a. Attunen
( Seal )

Title : Managing Dircan
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PLEDGE AGREEMENT

CERTIFICATE OF WITNESS

The undersigned , Sileon MAZIL

DOES HEREBY CERTIFY that on the

Ga day of December in the year 1986 , Dr. Ghaith R. Pharaon ,

personally known to me to be the person whose name is

subscribed to the attached PledgeAgreement , datedasof

December 1986 , individually and as Managing Director of

Interedec (Georgia ) Ltd. and Interedec (Georgia ) N.V. ,

personallyappeared before me and executed anddelivered such

instrument and acknowledged to me that , being informed of the

contents thereof , he executed and delivered the same ,

voluntarily in his individual capacity and in his capacity as

Managing Director of Interedec (Georgia) Ltd. and Interedec

(Georgia) N.V. , for the purposes therein stated .

IN WITNESS WHEREOF , I have hereunto set my hand this

day of December , 1986 ., .

بئالطصا
DISTRICT OF COLUMBIA ) SS :

Cot

op this, LE day of December in the year 1986 , before
me ilmin E ioniz a Notary Public in andforsaid District

of Columbia , personally appeared bihem mais

personally known to me (or proved to me on the basis

satisfactory evidence ) to be the person whose name is

subscribed to the above Certificate of Witness , who executed

and delivered such certificate and affirmed to me under the

penalty of perjury that the facts certified to therein were
true and correct .

IN WITNESS WHEREOF , I have hereunto set hand and

affixed my official seal the day and year this day of

December, 1986 .

Clara & Balle
Notary Public

(Notarial Seal )

My commission expires :

• Boolecabes 30, 2008
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DISTRICT OF COLUMBIA ) 38 :

on this day of Decemberinthe year 1986 , before
me clasa E Bank , a Notary Public in and forsaid District

of Columbia , personally appeared William W. Batastini,

personally known to me (or proved to me on the basis of

satisfactory evidence ) to be the person whose name is

subscribed to the attached Pledge Agreement, dated as of ::

December 18 , 1986 , as the Treasurer of NBG Financial

Corporation , one of the companies that executed and delivered

such instrument , and acknowledged to me that , being informed

of the contents thereot , he executed and delivered the same ,

voluntarily in his capacity as such, for the purposes therein

stated , on behalf of NBG Financial Corporation as the free act

and deed of such company .

.

INWITNESS WHEREOF ,I havehereunto set myhand and
affixed my official seal this he day of December , 1986.

Clara & Bank
Notary Public

(Notarial Seal )
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My commission expires :

en ple hommebis 2008

7134



385

mo

COUNTY

CIR OF NEW YORK

STATE OE NEW YORK }

On this 18 day of December in the year 1986 , before

Dari s. Permica NotaryPublicInandfor tett districtthe Ste
New York of Cozume, personally appeared Adis AQUA and

A. SAOSOUL ,personally known to me (or proved to me
on the basis of satisfactory

evidence ) to be the persons whose

names are subscribed to the attached Pledge Agrooment, dated
as of December 18 , 1986 , as so office und

en ufficer of Bank of Credit and Commerce

International , S.A., one of the companies that executed and

delivered such instrument, and acknowledged to me that, being

informed of the contents thereof , they executed and delivered

the same , voluntarily in their capacity as such , for the

purposes theroin stated , on behalf of Bank of Credit and

Commerce International , S.a. is the free act and deed of such

company

::

IN WITNESS WHEREOF , I have hereunto set my hand

affixed my official seal this is thday 04 December, 1986
PO
CT
ET
ES

Notary Public

( Notarial Seal )

My commission expires :

DAYD 120

k

Na

IN

combien poress
677
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DISTRICT OF COLOMBIA 1 888

20 thneEday of December in the year 1986 , before
of Colombo a Notary Public in and for said District

of Columbia , personally appeared Robert A. Altman , personally

known to me for proved to me on the basisofsatisfactory
evidence ) to be the person whose name is subscribed to the

attached Pledge Agreement, dated as of December 18, 1986 ,as a

Managing Directorof Credit and Commerce Anerican Holdings ,

N.V. , one of the companies that executed and delivered such

instrument , and acknowledged to me that, being informed of the

contents thereof , he executed and delivered the same ,

voluntarily in his capacity as such , for the purposes therein

stated , on behalf of Credit and Commerce American Holdings ,

N.V. as the free act and deed of such company .

4

13

IN WITNESS WHEREOF; Lave hereunto setmyhandand
affixed my official seal this 102 day of December , 1986

Cana Ei bruk

Notary Public

(Notarial Seal )
C
O
R
D
O

.
.
.
.
.

R

A

T

E

D

3

My commission expires :
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E
D
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L

M
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V
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BOARD OF GOVERNORS

FEDERAL RESERVE SYSTEM

EXHIBIT 58

380

Raa
SUBORDINATION AGREEMENT, dated as of December 18.

1986 , made by Bank of Credit and Commerce International S.A.

( " BCCI " ) in favor of Credit and Commerce American Holdings ,

N.V. ( " CCAH " ) .

PRELIMINARY STATEMENTS :

Raa

.

Ra
a

c
o

( 1 ) Dr. Ghaith R. Pharaon ( "Dr. Pharaon" ) and

Interedec (Georgia ) N.V. ( " Interedec (N.V. )" ) have granted

to CCAH an option ( the " Option" ) to acquire the shares of

NBG Financial. Corporation ( " Company " ) by agreement dated as

ofDecember11, 1986 (as in effect at any time,theoption
Agreement" ) ( all obligations , now existing or hereafter

arising , of Dr , Pharaon or Interedec ( N.V. ) under the Option

Agreement being hereinafter referred to as the "Option
obligations " ) . To secure to CCAH the prompAlpayment and

performance of the Option obligations . Déc Pharaon,

Interedec (Georgia ) Limited ( " interede std . by Interedec

(N.V.) and Company haveexecuteda pledge Agate omentdated as
of December L. 1986 (as in effect at any Bitoe the " CCAH

Pledge " ) in favor of CCAA , and delivered to the pledge Agent

referred to therein the shares of Interedec ( Ltd. ) .

Interedec ( N.V. ) . Company and the National Bank of Georgia
( " NBG " ) , respectively.

( 2 ) Dr. Pharaon , on own behalf and on behalf

of certain related entities , hors borrowed from BCCI and

availed of certain outstanding credit lines and facilities

evidenced by promissory notes of Dr. Pharaon and secured by

a Memorandum of Deposit dated January 1 , 1985 . BCCI also

may provide Dr. Pharaon additional credit and banking

facilities and accommodations , secured by a pledge from Dr.

Pharaon , Interedec ( Ltd. ) . Interedec ( N.V. ) and Company to

BCCI of the shares of Interedec ( Ltd. ) , Interedec ( N.V. ) ,

Company and NBG , respectively .

( 3 ) The terms of the CCAH Pledge prohibit Dr.

Pharaon , interedec ( Ltd. ) . Interedec ( N.V. ) and Company from

continuing in effect the Memorandum of Deposit or making an

additional pledge of the shares of Interedec ( Ltd. ) .

Interedec ( N.V. ) . Company or Bank absent the consent of
ССАН . CCAH is willing to consent to the continuing effect

of the Memorandum of Deposit and a further pledge of the

shares of interedec ( Ltd. ) , Interedec ( N.V. ) . Company and

NBG to BCCI provided that BCCI subordinate any and all

PR
ED
EF
AL
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o
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5.7

obligations , now existing or hereafter arising , including
interest accruing thereon subsequent to any insolvency or

similar proceeding , of Dr. Pharaon , interedec ( Ltd. ) .

Interedec ( N.V. ) or Company to BCCI ( the " Subordinated

Debt " ) to the prior paymenē and performance of the Option

Obligations.

Unless otherwise defined herein , terms defined in

the Option or the CCAH Pledge shall have herein the meanings

provided therein .

NOW , THEREFORE , in consideration of the premises

and in order to provide for the subordination required by

CCAH , BCCI hereby agrees for the benefit of CCAH as follows :

SECTION 1. Agreement to Subordinate / CI agrees

that the Subordinated Debt ( including any lien vécuning all

or any thereof ) is and shall be subordinate to the extent

andin themanner hereinafter set forth . In Highnot payment
to the prior payment and performance in full of the option

Obligations .

SECTION 2. Loan Limitation BCC agrees that, so

long as the Option remains outstoking and any of the Option

Obligations remain unpaid , the aggregate outstanding amount

of the Subordinated Debt secured by the shares of Interedec

( Ltd. ) , Interedec ( N.V. ) , Company or WBG shall not exceed

$ 140,000,000.00 .

SECTION 3 . Ne Payment on or Enforcement of the

Subordinated Debt . BCCI agrees not to ask , demand , sue for ,

take or receive from Dr. Pharaon or Interedec ( N.V. ) .

directly or indirectly , in cash or other property or by set

off or in any other manner ( including , without limitation ,

from or by way of collateral ) , payment in respect of any of

the Subordinated Debt , or enforce any rights or exercise any

remedies in respect of the Subordinated Debt, unless and

until the Option Obligations shall have been paid in full ;

provided , however, that BCCI may receive and Dr. Pharaon may

make payments of principal and interest on the Subordinaied

Debt, if at the time of making of any such payment and

immediately after giving effect thereto , no event of default

under the Option Agreement or CCAH Pledge and no event that ,

with the giving of notice or the lapse of time , or both ,

would become an event of default thereunder , shall have
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occurred and be continuing. For the purposes of this

Agreement , the Option obligations shall not be deemed to
have been paid in full until the Option shall have been

exercised , cancelled or terminated in accordance with its
terms, the Option obligations have been paid in full and the
CCAH Pledge shall have terminated in accordance with its
terms .

SECTION 4 .

agrees as follows :

in Furtherance of Subordination . BCCI

( a ) Upon any distribution of all or any of the

assets of Dr. Pharaon , Interedec ( Ltd. ) . Interedec ( N.V. ) or

Company to creditors of Dr. Pharaon , Interedec ( Ltd. ) .

Interedec ( N.V. ) or Company upon the dissolution , winding

up , liquidation , arrangement , reorganization adjustment ,
protection , relief or composition of Dr Pharaon , Interedec

( Ltd. ) , Interedec (N.V. ) or Company or his orats debts ,
whether in any bankruptcy. insolvency'r arrangement,
reorganization , receivership , reljef or smsvar proceedings

or upon an assignment for the benefits of oteditors or any

other marshalling of the assets and ligbjxities of Dr.

Pharaon , Interedec ( Ltd. ) , Intøredecit.v .) or Company , or

otherwise , any payment or listribution of any kind ( whether

in cash , property or securities that otherwise would be
payable ordeliverable upon o raith respectto the
Subordinated Debt shall be paid or delivered directly to

CCAH for application to the Option obligations until the

Option obligations shall have been paid in full .

( b ) If any proceeding referred to in subsection

( a ) above is commenced by or against Dr. Pharaon , Interedec

( Ltd. ) , Interedec ( N.V. ) or Company ,

( i ) CCAA is hereby irrevocably authorized and

empowered ( in its own name or , after 5 days notice

to BCCI , in the name of BCCI or otherwise ) , but

shall have no obligation , to demand , sue for ,

collect and receive every payment or distribution

referred to in subsection ( a) above and give

acquittance therefor and to file claims and proofs

of claim and take such other action ( including

enforcing any security interest or other lien

securing payment of the Subordinated Debt ) as it

may deem necessary or advisable for the exercise or
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enforcement of any of its rights or interests
hereunder ; and

( ii ) BCCI shall duly and promptly take such

action as CCAH may request ( A ) to execute and

deliver to CCAH such powers of attorney .

assignments or other instruments as it may request

in order to enable it to enforce any and all claims

with respect to , and any security interests and

other liens securing payment of the Subordinated

Debt , and ( B ) to collect and receive any and all

payments or distributions that may be payable or

deliverable upon or with respect to the
Subordinated Debt . . V

I
A
T
E
D

pathQ
A
R
D

( c ) All payments or distributions upon

respect to the Subordinated Debt that are received By BCCI

contrary to the provisions of this Agreement shall be

received in trust for the benefit of CCAN bybe

segregated from other funds and property inate by BCCI and
shall be forthwith paid over to see in the same form as so
received (with any necessary endorsement

( d ) Upon payment of the Exercise Price to the
Pledge Agent , BCCI shall release the shares of Company and

NBG from the lien of the pledge securing the Loan

Obligations and shall execute such releases or other

documents as CCAH may deem desirable to evidence such

release .

SECTION 5 . Rights of Subrogation . BCCI agrees

that no payment or distribution to CCAH pursuant to the

provisions of this Agreement shall entitle BCCI to exercise

any rights of subrogation in respect thereof until the

Option Obligations shall have been paid in full .

SECTION 6. eption obligations Hereunder Net

Affested . All rights and interests of CCAH hereunder , and

all agreements and obligations of BCCI under this Agreement,

shall remain in full force and effect irrespective of :

( i ) any lack of validity or enforceability of

the Option Agreement , the CCAH Pledge or any other

agreement or instrument relating thereto ;



391

54

( ii ) any amendment or waiver of or any consent

to departure from the Option Agreement or the CCAH

Pledge ;

(iii ) any exchange , release or non-perfection

of any collateral , or any release or amendment or

waiver of or consent to departure from any

guaranty , for all or any of the Option Obligations ;

or

B
O
A
R
D

( iv ) any other circumstances that might

otherwise constitute a defense available to , or a

discharge of . Dr. Pharaon , Interedec td . ) ,

Interedec ( N.V. ) or Company in respect of the

Option obligations or BCCI in respect of this

Agreement .

This Agreement shall continue to be effective be

reinstated , as the case may be, y at any time any payment
of any of the Option obligations 15 çesad need or must

otherwise be returned by CCAH upon the Insolvency ,
bankruptcy or reorganization of Dr.

DEPharaon, Interedec
( Ltd. ) , Interedec ( N.V. ) or Company or otherwise , all as

though such payment had not been wade .

SECTION 7 . Waiyer . BCCI hereby waives promptness ,

diligence , notice of acceptance and any other notice with

respect to any of the Option Obligations and this Agreement

and any requirement that CCAH protect , secure , perfect or

insure any security interest or lien or any property subject

to the Option Agreement or the CCAH Pledge or exhaust any

right or take any action against Dr. Pharaon or any other

person or entity or any collateral .

SECTION 8 . Addresses for Notices . All notices and

other communications provided for hereunder shall be in

writing and , if to BCCI , mailed or delivered to it , at the

address shown below , if to CCAH , mailed or delivered to the

address specified in the Option Agreement or as to each

party at such other address as shall be designated by such

party in a written notice to each other party complying as
to delivery with the terms of this section . All such

demands , notices and other communications shall , when mailed

or telegraphed , be effective when deposited in the mails or
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delivered to the telegraph company, as the case may be ,
addressed as aforesaid .

SECTION 9. No Waiver : Remedie No failure on the

part of CCAH to exercise , and no delay in exercising , any

right hereunder shall operate as a waiver thereof; nor shall

any single or partial exercise of any right hereunder

preclude any other or further exercise thereof or the

exercise of any other right . The remedies herein provided

are cumulative and not exclusive of any remedies provided by

law .

SECTION 10 . Continuing Agreement This Agreement ::

is a continuing agreement and shall remain in full force and
effect until the Option Obligations shall have been paid in

full . The terms of the CCAH Pledge plovida itkat upon
payment in full of the Option obligatföns,atre CCAH Pledge

shall terminate and the shares of interedec/ (Ltd . ) . Toe

Interedec ( N.V. ) . Company and NBG shaNt be released from the
lien established by the CCAH Pledge RAM shall provide

such documents evidencing such

BCCI may reasonably request .

SECTION 11 .

Miscel
laneou

s

Sance

w
i
t
h, the

law
o
f

This Agreement shall

be governed by , and construed in

the State of New York and shall bevinding upon the use

respective successors and assigns of the parties hereto.o

This Agreement may not be amended unless such amendment is

in writing and signed by BCCI and CCAH .
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INWITNESS WHEREOF, BCCI has duly executed as an

'instrument under seal and delivered this Agreement as of the

date first above written .

BANK OE CREDIT AND COMMERCE

INTERNATIONAL S.A.

| seal ) By :.

Title :

Address for notices :

CREDIT AND COMMERCE AMERICAN

HOLDINGS , N.V.

By: Reet G. Alturena
Title : Managuy Divector

C
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R
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MEMORANDUM

labTO : Robert A. Mtaan
BOARD OF GOVERNORS

FEDERAL RESERVE SYSTEM

EXHIBIT

FROM : A. Viaceat Scoffone Aus
ADA

SUBJECT : Acquisition of NBG

DATE : May 1 , 1986

You have usked me to analyze the potential acquisition of the National Bank of

Georgia ( " NBG * ) .

Value of NOG

AC March 31 , 1986 , NBG's total stockholders ' equity vas $93.9 ullloa . For

purposus of deterainias a fair value of NBG , I have ustuned that NBG'o tangible
act worth is equal to its stated book value . NBG does report $ 27,000 la

latangible assets but that thouat 11 lasigaitliceat
. The lavastacat portfolio

at year-end 1985reflects appreciationofapproximacely $3elllon. offsectiag
this could be potential losses to the loga portfolio spomlag tror acarly $ 23

allion la aon - pertoning losas and other real estan

Potential Purchase price ام
یر

)

R
E
C
A
T
E
D

E
S
T

O
F

M
E
B
O
A
R
D

The latat information we have la hosit

refLLA

the past twelve rontho

183 deals oationwide have been entovúced ches for stock and 65 for cash .
The median purchasepriceto book value ja 2x and the aedlan purchaseprice
to earnings vus 12.56x . For NBG , dhe plourd put the purchase price at $ 152

million us i sultiple of book and smallloa us a multiple of 1st quarter

1986 annualized urniags . '

NBG may be a unique situation because of its location in Atlanta , Georgia and

therefore e prealuu over the aedlen purchuse price ray be appropriate . la

revievlog sales of beaks in Georgia , Florida and South Caroliai, 1 bedien
purchase price of 2.11x book value vas detenlaed . Once again the prenlua over

the oationwide aedlaa purchase price is the result of these beaks being located

la che Southeust region of the United States .
boleh

It 11 B opleion that I for purchase price for NBC vould peroxlagte 2 : 25 %
book value . This would yield purchase price or 5211 211109. This would

represent i mltiple or 16.37 lit quarter 1986 aaāualized tičnings :

Structure of Treasuction

First American Bankshares , Inc. ( " FABI “ ) do prevented from acquiring NBG

because of Georgia lev requiring an out - of - state acquiror having 802 of its

deposit base located in the Southeast Region , u defiaed . Pirst American doa

not beet the deposit test because of its baoks located 18 New York , Maryland

and Washington , D.C.

7916
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IC 16 ay understanding that • least 25% of the purchase price would be funded

by borrowed funds and that the reasining 757vould be funded chrough equity

capital . I have looked at the possibility of setting up a foreign or donestic

company to sake the acquisition . Such • cospany would be considered a bank

holding company and us such would have to sake application to the Federal

Reserve for approval .

In revieving the tlnancial aspects of the transaction , I have deterained that

this company would have difficulty in getting an application approved frou two

aspects . First, this company's potential cash flow fron dividends from NBG and
tex benefits derived from its tax operaciag losses would aot be sufficient to

fund the acquisition debt op i current busis . Secondly , at e purchase price of

2.25x book , sigailicaat goodwill would be geaerated . In vieving the capital

adequacy of this company , the Federal Reserve vould offset the goodwill against

the equity capital , lesviag this company la • poor capital adequacy position .

I do not believe that setting up a shell bank holding company is the

appropriate way to proceed .

A better way to proceed would be to have one or more of our foreiga tovestors ,

Individually or us e group agree to acquire NBG . Dependlo . upon how the group

1s structured , comptrolle of the Curreacy and /or Federal Reserve approval

vould be necessary .

3207

Economic Aspects of the transaction

At a potential purchase price of $211 aillion

with cash of $160 aillion and ss1 aillkor

Holdings , N.V. ( CCAN " ) stock .

be structured

Commerce American

The $ 160 million la cash vould cone from Podrces 1 ) $ 100 million from

lavestors ovo capital and_2) $60 aillioner i third party lender known to the
Investors such u BCCT or BAII.

C
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The $ 51 Billion la CCAB stock vould represent approximately 1,700 shares valued

at approxiestely $6,600 per share of approxlautely 6.32 of outstanding sharus .

Summary

In summary , this treasuction would be highly beneficial to the present owner of

NBG . The beak vould be sold at a significant premiua over both the national

and local sediaa sees prices . The seller would realize 75% of the proceedo la

cashwith the raulolng 252 la stock of a company that has appreciated lo value

significaatly to the put four years and whose potential for further

appreciation 1. unliuied based upon the location of the ussets of the company .

7917
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National Bank of Georgia

Acquisition Alternative

PBASL 1 104

1 . One to four foreign lavestors or sore agree to acquire National Bank

of Georgia ( * NBGⓇ ) Individually or acting as a Group .

Regulatory approval will have to be obtained fron either the

Couptroller of the Currency or the Federal Reserve Board .

2 .

3 . Consideration to be paid by the lavestors for NBG will consist of

the following :

* $ 160 alllon la cash , plus , if necessary

$50 - $60 aillloa la CCAB stock now owned by the ſavestors -

stock and amount subject to aegotiation with Seller ( CCAH

stock valued at 3 class book )

4.

Source of funds will be from the followings

$ 100 allloa trou ( avestors ova

$ 60 million frou chird party

lender

Such CCAR stock cum Xuvertors us aeeded

s .

Result of transaction :

CO
PR
EZ

A
N
D
SE
O

AT RE
QU
ES
T

OF
F
E
D
E
R
A
L

R
E
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3
0
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n
g
l
e
r
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II

co
ul
d

be

lavestors ova 100 % NOG

Seller of NBG owns approxisately 5.0% of CCAR , 10 CCAA stock

becoues part of purchase price

8

• It is noted that NCHB 1s currently trading at nearly tine book and could

value its stock higher la negotiatioas with the Seller . A three tiges

multiple for CCAH equals NBG's ruleiple la their deal and is not

unreusouable .

7918
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National Bank of Ceorgia

Acquisition Alternative
1
0
3

PELASE 2

1 . Best effort is made to persuade Federal Reserve or change Georgio lav

to allow CCAR to acquire NBG . ( Estiested else to succeed - 1 year )

Investors then concribute 100 % of NBG stock valued at 3 tieel book

- in exchange for approxlutely 15,000 shares of CCAH and CCAH usuaes

$ 60 afllloa debt.

2 . .

3. CCAR records the stock of NBG on its books at underlying net assets .

CCAR contributes Its 100 % ovaership la NBG dovo through the chain of

companies to PABI and FABI issuads the debe of CCAA .

S. FABI records the 100L ovnership la NBG at underlying aet urets,

astunus the $60 aillion la CCAA debt and records the difference au

capital contributioa .

6.
S
O
C
A
T
E
D

G
O
B
O
A
R
DResult of transaction :

TABI ovas 100 % of NBG beint underlying net ussets .
* FABI's capital is LevensduLSTOF

difference between the

underlying net soovi se bodo che usuaption of the $60

atllloa debe (o BerdoriaiFABI's long -teradsEDEərbe nst million ) .

lacreused by $60 millioa .

# FABI ' . cash flow is sufficient to fund the acquisition debt .

FABI hus acceptable debe/equity and capital/asset ratioi

following the acquisition of NBG by CCAA .

CCAR ovaership by NBG seller 1. reduced to approximately 4.02 .

:

· lacluding lacreue la NBG value during the year .

7919
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National Bank of Georgia

10 Year Projections

( $ in villions )

12

Averest
Assets

Net Income
Average

Capital
Dividends"

1985 $ 1,409.0 $ 11.058 $85.7

1986 1,620.0 14.580 97.2 3.1

1987 1,863.0 16.767 111.8 2.2

1988 2,143.0 19.287 128.6 2.5

1989 2,464.0 22.176 147.8 3.0

!

1990 2,834.0 25.506 170.0 3.5

1991 3,259.0 29.331 195.5 3.8

1992 3,748.0 33.732 4.3

1993 4,310.0 38.790 $ .1

383

1994 4,957.0
3.0

** PRO
PIE

C

:-
)
SÉ
LÆ
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D

1995 5,700.0 $ 1.300

AT IC
I
E
S
T

O
FFE

DE
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L
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E

BO
AR
D

342.0 6.7

1996 6,555.0 56.995 393.3 7.7

1
15% Compound Growth

2
0.92 Return oa Assets

3

62 Gross Capital to Asset Ratio

4

Amount to salataia 6% Capital Ratio
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National Bank of Georgia

Acquisition Debt

( $ la aillions ) lol

Debt

outstanding

Total

Debt

ServiceIncerust ? Principal

1986 $60.0 $6.0 $ 6.0

1967 60.0 6.0

.

6.0

1988 60.0 6.0 6.0

1989 60.0 6.0 6.0

1990
34.0 5.4 6.0 11.4

1991
48.0 4.8 6.0 10.8

1992 40.0 4.0 8.0 12.0

1993
32.0 8.0 11.2

1994 22.0 10.0 12.2

1995 12.0 10.0 11.2

CO
PI
EC
.4
.1

!" SA RE
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TE
D

AT RE
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ES
T
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E
D
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1996
12.0 12.0

Assumed takedova at 1/1/86 .

2
Average Interest rate over life of debt fixed at 10% .

3
Priacipal payaents beglo la sth year sad ucalate .

3

-
7921
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Nacional Bank of Georgia

Cash Flow Related to Acquisition

( $ in alllions )

Total

Cash

laflov

Тах

BenefitsDividendo

Debt

Service

Net

Cash

Flow

1986 $ 3.1 $2.8 $ 5.9 $ 6.0 $ -0.1

1987 2.2 2.8 3.0 6.0 -1.0

1988 2.5 2.8 3.3 6.0 -0.7

1989 3.0 2.8 3.8 6.0 -0.2

1990 3.3 2.5 5.8
11.6

-5.6

1991 3.8 2.2 6.0 10.8

1992 4.3 1.8 6.1 12.0 -5.9

1993 s. 1 1.5 11.2

1994 5.8 1.0 12.2 -ş.4

1995 6.7 11.2 -3.9

1996 1.7 7.7 12.0 -4.3

C
O
P
I
E
D

A
N
D
S
E
G
R
E
G
A
T
E
D

!

A
T
R
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1
site , andmet growth , 0.9% return on

adjusted to aslataia 62 capital ritio .

2

Dividends from NBG based upon 15,FEDEFALRESC!M : BOARD

46 % of laterat expense .

3
Principal and laterust payudoti (at 10%) on $ 60 lllon debt

laterest only .

first 4 years

:

Divideodo can aot be paid la 1986 vithout lacurriag 30 % vithholdlag tu.

lavustors vould have to service debt for finit year until CCAI acquire NBG .

.-

7922



401

52

IN WITNESS WHEREOF, BCCI has . duly executed as an

'instrument under seal and delivered this Agreement as of the
date first above written .

BANK OF CREDIT AND COMMERCE

INTERNATIONAL S.A.

| seal ) By :

Title :

Address for notices :

CREDIT AND COMMERCE AMERICAN

HOLDINGS , N.V.

Reet G. Altun

Title : Manazug Director

By : C
U
F
.
D
E

S
O
M

n

o

A
T
F
E
C
O
3
V
o
f

F
E
D
E
R
A
L

F
E
S
E
R
V
E

B
O
A
R
D

: 78900
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CAILL CLINT

TELEN OSI . EL

TELEONE

12ota 40

OF GOVERNORSCliffond& Warnke

Attorneys and Counsellon et Law FEDERAL RESERVE SYSTEM

815 Connecticut Svanur
Ap 10

Washinglon , D.6. 20006

EXHIBIT

ROIERT A. ALTMAN
bontot Lut Qor ) ... 44

May 8 , 1986

Mr. Swaleh Naqvi

Bank of credit and commerce

International

100 Leadenhall Street

London , England EC3A 3AD

G
R
E
G
A
T
E
D

B
O
A
R
D

O
F

Dear Mr. Navqi :

I am enclosing the memoranda gonic Alig the acquisition

of the National Bank of Georgia this we discussed in

Luxembourg . Several points should se neted:

1. The memoranda consider possible payment by the
investors of 50-60 million dollages or their CCAB stock in

addition to cash . It is hope that negotiations a payment

involving can stock would not be recessary . Any such payment

that is required would have to comerom the stock currently

held by the investors since CCAH itself is not now acquiring

the company . When the investors subsequently contribute the
NBG stock to CCAs , and receive additional shares of the

Company , it will - depending on valuations effectively

dilute the initial ownership position of Dr. Pharaon in cca .

2 . In discussions with Dr. Pharaon , it should be noted

that significant tax advantages would appear to accrue to him

by reason of the sale to the investors rather than a sale to

NCNB .

3 . In an analysis prepared by Mr. Scoffone , Senior vice

President and Treasurer of First American Bankshares , NBG

financial statements as of March 31 , 1986 were used which

disclose stockholders ' equity of 93.9 million . This figure

is , of course , higher than the year -end numbers on which we

had been relying , and which Dr. Pharaon had mentioned .

4 . In making our analysis , certain assumptions were

necessary . These have generally been explained in footnotes

in the documents .

76.31
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0

Mr. Swaleh Naqvi

May 8 , 1986

Page 2

5. The transaction we structured contemplates $60

million in debt . It would be appropriate 16 BCCI itself

wished to consider being a lender .

6 . Our review makes clear that the creation of a

separate company to acquire NBG until ccah is able to own it

would raise significant financialproblems . Were our inves

tor ( s ) to purchase the bank individuals or as a group, we

could avoid these problems , including creation of signi

ficant goodwill on the books of the
NT ,

OLod
uce

a deal

O
F

7. It is hoped that negotiraFGBTst

D
O

for $160 - $175 million in cash , with no stock . Mr. scoffone
provides information concerning harfor other bank sales , but

it is clear that we are nearing the sint at which this pur

chase is too expensive . And hape never seen a written bid
from NCNB .

We understand that NCHE Yeaked news of their NBG

acquisition , and several brokes are aware of it . It becomes

increasingly important to conclude this matter one way or the

other as soon as possible .

If you have any questions , please call me . I trust you

will forward this information to Mr. Abedi .

a
t

C
O
P
I
E
D
A

F
R
A
L

Sincerely ,

Rossi Altman
Robert A. Altman

Enclosures
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cuun

TELEA ILIL CLE

recut

taota ...400

Clifford& Warnke

Althomasand Counsellors at Low
815Gannsationdu

Washington D.C. 20006

BOARD OF
GOVERNORS

FEDERAL RESERVE SYSTEM

EXHIBIT

196

September 4 , 1986

VIA COURIER

Mr. Swaleh Naqui

Bank of Credit and Commerce

International

100 Leadenhall Street

London , England EC3A 3AD

Re : Option to acquire NBG Financial poration

R
E
Q
U
E
S
T

R
o
s
e
F
i
S

B
O
A
R
D

Dear Mr. Naqvi :

for your review in

connection with the proposed orta on temaatquire NBG Financial

Corporation ( NBG Financial ) and thestaan by BCCI to Dr.
Pharaon :

I enclose the following
doctorTCD

1 . Option Agreement ;

2 . Loan Agreement ;

3 . Pledge Agreement ;

4 . Subordination Agreement ; and

5 . Unconditional Guaranty .

The main features of these documents are summarized in Attach

menta . They assume that there is no debt secured by the

National Bank of Georgia ( NBG ) shares except as may be later

authorized with respect to the BCCI loan to Dr. Pharaon .

In addition , I enclose a "back-up" option which would

also be executed by Dr. Pharaon and Interedec ( Georgia ) N.V.

whereby one or more of the individual shareholders of CCAH

would be in a position to acquire NBGFC at the same purchase
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22

Mr. Swaleb Naqvi

September 4 , 1986

Page two

price in the event that CCAB is legally unable to do so within

the 18-month period available under the main option .

In . adaition to the documents accompanying this letter ,

payment of the option fee by ccal and execution of the BCCI

loanagreement with Dr. Pharaon would

receipt of routine opinions of , counset

natters set forth on Attachment B.

3 :

T
o
r
d
i
t
i
o
n
e
d

u
p
o
n

I look forward to discuss the

after you have had an opportunity
EBOARD

Sertain general

thes documents with you

rew them .

O
F

C
O
F
I
B
R
E
G
A
T

A
T

E
K

F
E
D
E
R

e
r
e
l
y

,

Pant Alten
Robert A. Altman

Enclosures
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ALTMAN Deposition

6/23/28

VIRGINIA BANK Sitrin

43

1 A. gon't recall .

2 Q. what was the amount of the secono rights

3 ottering with respect to tne National Bank of Georgia

4 that you indicated took place approximately a year

5 later ?

6
A. I bel leve it was approxlaately $ 150 aillion .

* But again , I don't recall exactly .

8 Q. And were all of tne funds raised in that

9 rights offering oevoted to the acquisition of the

10 National Bank of Georgia ?

11
I don't believe that they all were , no .

12 Q. Do you recall what portion of them were not so

13 devotea ?

14
A. well , the cost of the National Bank of Georgia

15 transaction was approximately 3255 million . whatever

16 was raised In addition to that was used for working

17 capital of the company or to meet regulatory

18 requirements .

19 And there was no rela : i on ship between the

amounts and any other particular transaction .
he

20 excOSS

21 just made a rights offering anticipating the need for

22 continued working capital because primarily of the

ALDERSON REPORTING COMPANY, INC.

1071 A2.300
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حيابد

100 LEADENHALL STREET LONDON ECJA JAO DATE

14 January 1986

FRON
Shahid Jamil

TO

Mr Agha Hasan Abedi

The President , BCC

cc Mr S Naqvi

SU & ECT VALUATION OP CCAN SHARES

INTRODUCTION

In recent years , the banking industry in the USA has virtually

led all other industries in the number of mergers and acquisitions .

Most banks are beginning to seek economies of scale which are

being forced upon them by nonbanking financial institutions and

interest rate deregulation . In this context , the hightened

bank Berger and takeover activity can be seen as one response

to these earning pressures as individual banks now seek to tap

new and relatively attractive markets , to develop larger customer

bases over which to spread fixed costs , to maximise opportunities

to price on a value added basis and to support development of

new technologies .

MAJOR INVESTMENT VALUATION FACTORS

1
Given the initiative of individual states in passing interstate

banking legislation and the sanctioning of this process by

the judiciary system , the nature of current merger activity

18 shifting in favour of Interstate combinations . At present ,

27 states have passed some core of -begtstation with several

other states currently considevi Ebie to sue. Looking ahead ,

berger activity is likely to ncrease both in numbers of

transactions and in size of a oase -deal . While 40be -or

the most visible mergers to date have occurred to the south

East and New England ( whose states were early in passing recipe

rocal interstate legislation ) 1t 18 probable that other regions

of the country will have significant mergers of their own .

2 Merger activity is 11kely to continue to be dominated by

transactions made between regional banka . At the same time ,

terstate legislation has been enacted by an increasing number

of itates . Interstate merger activity is no longer a sole

prerogative for the states in the SouthEast and New England .

Regional banks with strong franchises in their home states

can be expected to seek entry into new markets aggressively .

Indeed , given a relative scarcity of attractive potential

combinations in most states , there has been a strong incentive

for banks interested in baking acquisitions to move quickly

to reach understandings .

3 Considering the growing scarcity of suitable banks for

acquisition , the fast pace of recent merger agreements and

the acquisition premiums which have continued to grow higher

( premiums of better than two times book value have been quite

Compon ) many investors in acquired institutions continue to

be rewarded handsonely .
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1
The rising trend in premiums paid relative to book values

of acquired institutions have increased noticeably over the

last three years ( 1983/4/5 ) and particularly in the first

three quarters of 1985 compared to earlier periods . The

efficiency of the market in discounting potential takeovers

has made 1t increasingly difficult for future acquirers to

profit from possible future mergers . Increasingly high

premiums over book value will be commanded by medium sized

institutions with strong aarket franchises , good asset quality

and superior records of profitability
.

SPECIAL ADVANTAGES APPLICABLE TO FIRST AMERICAN BANKSHARES

1
In addition to the applicable factors listed above , Pirst

American Bankshares has banks in 5 states ( including DC ) where

each bank has a network of branches covering its respective

state . It is the only multistate bank holding company in

the USA which has full service commercial operations in both

New York and the nation's capital . It owns and operates

a network of 212 branches of First American Banko in New York ,

Maryland , Virginia , Washington DC and Tennessee .

.

2
First American Banks are also uniquely positioned to take

advantage of the compact between 13 SouthEastern states , hair

of which have passed Interstate banking legislation and the

others are considering the same . On this basis , Pirst Americ

an Banks will have the legal right to expand by setting up

or acquiring banks in a growing number of neighbouring states .

3 Many US money centre banks , particularly those from New York ,

who have so far been largely excluded from interstate banking

are very keen to buy First American Bankshares because of

its rare and unique franchise of having banks da Songteten

and the possibility of these banta Eura ,-gaining accomo

to other states . Many New Yote Bakr are particularly keen

to enter the Washington DC market because of the large.4.99

Government business and foreign pergmanenteabassy buaisa .
and related spinoffs which are presentty - andled by some

Washington DC banke .

BASIS OP VALUATION OF CCAM SHARES

1 In order to gauge the rising trend in premiums paid relative

to book value , we give overleaf data on sany selected commercial

bank Bergerı over the past three years , 1983/4/5 . This data

1. useful in drawing conclusions regarding the premiums paid

by done stic acquirer. for banko which have a presence in one

state only .

073
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Bankı Acquired 100 % Announcement Date Time : Book Value

04.01.83

19.04.83

16.08.83

1.62

2.12

1.79

1983

Bank of Commerce

Peachtree Bancohere . Inc

Ellis Banking Corp

First Bankohare , Cord of

South Carolina

Florida Coast Banks Inc

Plorida Coast Bank , Inc

Southwest Plorida Bank , Inc

02.09.83

19.09.83

29.09.83

26.10.83

1.78

1.79

1.99

1.79

1984

Pirst National Bank L

Trust Kearney ( NJ )

Florida Coast Banks Inc

Citizens Trust Co ( VA )

Georgia Bancshares Inc

Trust Coa pany of Georgia

NBC Bancshares Inc ( LA )

Centran Corp ( OH )

14.02.84

14.03.84

11.04.84

11.05.84

29.06.84

29.08.84

24.09.84

2.10

2.05

2.48

2.70

2.07

2.12

7.58

EDA1985

Pirst Atlanta Corp ( GA ) 17.06.85:

DC Nat'l Bancorp Inc (DC ) 01.07.65

Bankers Trust of S.Carolina 03.07.85

Union Trust Bancord ( VA ) 16.07.85

Arizona Bancvest Corp ( AZ ) 29.08.85

United Bancorp of Arizona (AZ ) 05.09.85

citizens & Southern Corp ( SC ) 17.09.85

2126

2.79

2.37

2.49

2.64

2.66

2.53

2
In view of the fact that Pirst American Bankshares can also

be acquired by another foreign bank holding company and has

an existing Interstate presence in 5 states and is also uniquely

positioned to expand into other neighbouring states , it would

be appropriate to conservatively value this in the middle

of the above spectrus of banko acquired by donestic acquirers

in 1985 which would be around 2.50 tlac , latest twelve months

book value .

3 In conclusion , the rising profitability trend of Pirst American

Bankshares over the past 3 years since its acquisition by

Middle East investor, in 1982 , day well enable them to receive

a higher presiun than 2.50 tine: book value from interested

buyers .

funnid 74
Shahid Jamil

J73 ?
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BANKOF CREDITAND COMMERCE INTERNATIONAL

GC
SOCIETE ANONYME

100 LEADENIAL STREET LONDON CA30

f

16 May 1988

Mr. Robert A.Aliman ::

Clifford • Warnke

815 Connecticut Avenue

Washington D.C. 20006

U.S.A

Dear Mr Altman

Pursuant to our telefax message of 31 March 1988. we enclose

certificates numbered 72 and 73 of the shares of Credit

and Commerce American Holdtbe N.V. registered respectivley
In Mr Cuirford's name anell

A
T
E
D

P
R
E
Q
U
E
S

REBERIODOARD

P
E
E
G e

x
o
r
e

A
l

giving

detials
Also enclosed is a

of the new share certificates

with best regards .

Yours sincerely .

frui
en

IMRAN MA IMAM

Encs

PHONES 01.263 8566

Inconsiruind in Lusemmary

30/1 FAX 01-626 9598

A Niharidwn 1 17lendingelurerSA
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Hill and knowlton

Public Affairs Worldwide Co.

Washington Harbour

901 31st Street, N.V.

Washington , D.C. 20007-3838

202-333-7400

Tolecony 202-333-1638

Tolex 440143 HKDC

Frank Manklowicz

Vice Chairman

MEMORANDUM

From : Frank Mankiewicz

--forseny
Attached is the first American memorandum addressing the

issues concerning Mr. Clifford's and Mr. Altman's ownership

of the company's stock .

I believe First American has fully covered this subject ,

and then some , and I hope you will find the detailed

information provided to be of use .

I would like to stress a few points :

The fundamental contention of The Washington Post

story of May 5 , indeed its lead sentence - is untrue ,

and worse , never supported in the remainder of the

article . The Post says regulators were told " that

BCCI would have no financial relationship with First

American and its senior management . " No such

statement was ever made . In fact , First American was

free to have financial dealings with BCCI on an arms

length basis - as it did with many banks - and audits

have confirmed that no impropriety occurred . As to

financial dealings with senior management , I have no

idea what representation or discussion the post is

talking about .

- These investments were secretive ownership ;

rather , the Directors had full knowledge of both the

purchases , and approved them . They were also

encouraged by shareholders , and the ownership was

timely reported to regulators , as required .

1
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- The loan from BCCI was made with the advice of New

York counsel who had been involved in the original

regulatory proceedings . None , then or now , believes

the loan contravened any commitment to the Federal

Reserve . And even if one reads the one sentence of

the 1981 application with the interpretation the Post

suggests , it seems to me this is a hypertechnical

issue , considering the loan was repaid in full , with

interest , more than three years ago .

- If you look , and I strongly encourage you to do so ,
at compensation packages provided other senior
officers at comparable institutions , by any

reasonable standard the compensation of Mr. clifford

and Mr. Altman for the past nine years is modest .

Asyou know , million- dollar-olus salaries and extensive
corporate

perquisites
are commonplace ; Mr. Clifford

and Mr. Altman had neither .

- Mr. Clifford's and Mr. Altman's stock interests in
First American are not subject to civestiture in

connection with
allegations

concerning
BCCI's alleged

control over any CCAH shares .
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Recent questions have been received concerning stock

ownership in First Anerican by Mr. Clark Clifford and Mr.

Robert Altman . Absent compelling reasons for public

disclosure , Messrs . Clifford and Altman consider their

financial affairs to be private and confidential .

Nevertheless , in the interest of a full understanding of the

facts . and to avoid unwarranted speculation or error , the

following compilation of facts has been prepared on this

subject .

clark clifford was asked by the shareholders and Board to

serve, as chairman of First American in 1982 in connection with

the acquisition of the Company : when he accepted the

position , he informed them that while he intended to devote

his energies, to building, and revitalizing the company , he was

aware that success was not assured, and was therefore not

prepared t
to accepta large salary . He and the Board agreed

that he would accept a'payment of $ 50,000 per year . This has

remained unchanged for the past ,nine years . "

It was Mr. Clifford's feeling that if he and his partner ,

Robert Altman (who was to become president of First American

Corporation , but without salary ) , were successful in develop

ing the potential of the franchise , and able to increase

substantially the value of the stockholders ' investment , he

would expect that later on he and Mr. Altman would be given

the opportunity to acquire stock in the Company .
In that way

they might prosit from their efforts . In effect , they took on

Neither Mr. ciifford nor Mr. Altman has received any of

the perquisites such as use of corporate aircraft , life or

health insurance , club memberships , profit sharing arrange

ments , pensions , or cash bonuses which are usually a part of

compensation packages for individuals in similar senior

positions in banking . Mr. Clifford , as Chairman , was provided

access to a company car beginning mid- 1987 . Mr. Altman has

never had a company car .
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the task on a contingent basis. '

The first four years were a period of intense effort by

Mr. Clifford and Mr. Altman with major investments of their

time and energy . Each bank was carefully analyzed , and a

close association with the directors , officers , and employees

was developed . Basic bank strategies , financial targets , and

operating procedures were set , : and additional banking

professionals were recruited to supplement the existing
officer group . The banks began to flourish . Substantial

growth came from within , but also some strategic acquisitions

were made ,-particularly ; in New York and Virginia .

By 1986 , it was chear that the project was thriving under

the stewardship of Messrs . Clifford and Altman , and successful

years lay aheads In those four years , assets had increased

from $ 2,3 billion to $ 7.2 billion . Deposits grew from $1.8

billion' to $5.9 billion , Annual income had doubled from $ 20

million to $41 . pillion . The profit to the shareholder's on

their investment, was large and growing ... Given this degree of

progress , it then appeared appropriate to Messrs . Clifford and

Altman , and to the Board and shareholders , for each of them to

acquire stock in the Company..

As the company grew , funds needed for expansion were

raised by periodic rights offerings to the shareholders . ( The

first such offering took place in 1983. ) . In 1986 a , rights

offering of $ 150 million was made . If an offering was

undersubscribed by the existing shareholders , the shares not

purchased would be offered by the Board , at its discretion ,

to other persons at the same price . This occurred in the 1986

offering , which gave Messrs . Clifford and Altman the

opportunity to purchase some of the unsubscribed shares .
Mr.

* The firm of clifford & Warnke has served as general

counsel to First American and its parent holding companies

which do not have in-house corporate legal affairs departments
since 1982 with Board and shareholder approval .

Appropriate bills have been submitted for legal services
rendered in accordance with firm practice . A number of other

highly regarded law firms also have rendered ongoing legal

services and advice to First American and its parent companies
over the years . Mr. clifford and Mr. Altman have participated

in the partnership income of clifford & Warnke as members of
the firma .

clifford & Warnke's representation of the shareholders

had existed for some four years prior to 1982 . The legal

representation of First American would have occurred after the

acquisition without regard to whether Mr. Clifford and Mr.

Altman accepted corporate positions at the Company .
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Clifford bought 4495 shares for $ 9.9 billion and Mr. Altman

bought 2247 shares for $ 4.9 million . First American

shareholders encouraged the purchases , and the directors of

First American's holding company approved the transactions .

Such ownernsip was also reported to the Federal Reserve and

appropriate state banking authorities in annual filings made

by First American .

The price paid for the shares by Messrs . Clifford and

Altman was exactly the same price that was paid by all the

shareholders -- book value . Selling stock at book value to

raise capital is a practice that was followed in all First

American offerings ; the same practice was followed by First

American's subsidiary banks in selling shares to the public .

Mr. Clifford and Mr. Altman never received any gifts of stock ,

stock options , incentive stock awards , or discounted purchase

prices for stock .

After negotiating with two foreign banks , the purchases

were financed by 18 -month ( Libor based ) loans from BCCI - the

bank that had served as the investment adviser and

communications link to the shareholders of First American

since the purchase of the company , The loans were

negotiated at arms length , with the advice and assistance of

New York counsel to Clifford and Altzan , and were concluded on

a non- recourse basis , fully collateralized by pledges of the
shares . TO service the loans , substantial interest payments

were made while the loans were outstanding , by both Messrs .

A question was raised concerning representations made to

bank regulators in 1981 in connection with the acquisition of

the company that BCCI would not be a lender with respect to

the " acquisition " by the investors of the shares of the

Company . Counsel to First American has confirmed that this

representation was intended to relate solely to the tender

offer financing in 1982 to acquire the company , and there was

no blanket regulatory prohibition against later borrowings

from BCCI or any other bank .

It should also be pointed out that throughout the time of

these transactions there was no reason to consider the

involvement of BCCI as a lender to be inappropriate or

controversial . Indeed , given BCCI's familiarity with First

American and its owners , it was in an excellent position to

consider the value of the collateral being offered for the
loan . The current notoriety about BCCI did not occur until

late in 1988 in connection with charges of money laundering ,

and allegations that BCCI may have gained control over some

First American stock at some time during the past nine years

arose subsequently in 1989 and 1990 .
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As a result of the purchases , Mr. clifford and Mr. Altman

had stock ownership that was consistent with customary share

incentive plans for senior corporate officialsin the United
States . Messrs . Clifford and Altman retained legal title to

the shares at all times , including voting rights .

In 1987 , with First American continuing to thrive,

Messrs . Clifford and Altman , as shareholders , participated in

the next capital rights offering by the Company , each

subscribing to his respective pro rata allotment of shares .

Mr. clifford bought 951 shares for approximately $2.3 million ,

and Mr. Altman bought 475 shares for approximately $ 1.15
million . Again , First American shareholders encouraged the

purchases , and the directors of First American's parent

company approved them . The ownership was again reported to

the banking authorities . They were financed in a manner

similar to the 1986 purchases .

In 1988 when First American was enjoying a record year

and shares of banking companies similar to First American were

trading at signifiant premiums, Messrs . Clifford and Altman

decided to sell a portion of their holdings . By that time the

shareholders had invested approximately $ 550 million in First

American ; based on numerous , published banking transactions in

the United States during this period, the Company was

conservatively worth $ 1.5 billion (based on a multiple of book

value ) , leaving a potential profit for the shareholders , after

only six years , of approximately $1 billion .

In response to Messrs . clifford and Altman's inquiry ,

another of the existing shareholders of the Company made an

offer to purchase 4800 shares , for cash , at $ 6,800 per

share.21 We understand that other sales transactions

in the stock between other shareholders were made at similar

prices . we are informed , for example , that another

transaction between investors occurred during this period at

approximately $6,100 per share . In March 1988 Mr. Clifford

accepted the offer and sold 3200 shares representing

The purchaser later died in 1990 and his heirs now have

claimed legal ownership of those holdings . At the time of

this transaction , neither Mr. clifford nor Mr. Altman knew

whether the purchaser , a wealthy investor , had obtained

Pinancing for the purchase , or the source of any such

financing Nor was there any reason for them to have inquired

as to these matters .

Recent information provided by the purchaser's estate

representatives indicates that the purchaser has no personal
loans from BCCI and that his first American shares are not

pledged to BCCI . First American has no independent

information about such matters . The shares , which were

purchased in the shareholder's personal name , are claimed as
- . - -
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approxinately 60 % of his holdings ; Mr. Altman sold 1600 shares

representing approximately 60 % of his holdings.:

on March 31 , 1988 , Messrs . Clifford and Altman received

$ 21,760,000 and $ 10,880,000 respectively for the purchase of

their stock . Using the proceeds of the sale, Messrs , Clifford

and Altaan paid off in full the principal and remaining

interest on their loans that same day . As shown in the table

below , after repaying all the indebtedness , commissions , and

Federal and state taxes , Mr. Clifford's net cash from the sale

was approxinately $ 2.75 million ; and . MI., Altman had received

approxinately- $ 1.35 million . Each owned , and continues to

own , the balance of his stock free and clear .

COT

clark Mi cliffordM

.;:ܶܚܰܝܐܢ:

Amount :Received $21,760,000.00

Less :

Costs and expenses Raid.

Repaid Note: of July 25 , 1986

Repaià Note of August 14 , 1987

Interest, paid on loans

Eomaission on - sales

Subtotal :: .

( 9,960 , 920.00 )

( 2,310,930.00 )

. ( 1,411,831.00 )

6,500,000.00 )

$ .6,576,319.00

State and Federal Taxes ( approx . )

Net cash to Clark M. Clifford

( 3.825,000.00 )

$ 2,752,319.00

Robert A.Altman

Amount Received $ 10,880,000.00

Less :

costs and expenses paid

Repaid Note of July 25 , 1996

Repaid Note of August 14 , 1987

Interest paid on loans

Commission on sale

Subtotal

( 4,979 , 352.00 )

( 1,154,250.00 )

( 725 , 289.00 )

( 750,000.00 )

$ 3,271,109.00

iii918,000.00).State and Federal: Taxes. (approx . ).

Net cash to Robert A. Altman 1,353,109.00

It is incorrect to assume that the cha : : s retained by

clifford and Altman could be assigned the same value per share

as those sold to one interested purchaser .
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In 1989 another rights offering was made to the
shareholders . Again , Messrs . Clifford and Altman each

purchased the pro rata number of shares available to them with

the approval of the company's directors : the resulting
ownership was reported to the regulatory authorities . These

purchases were not financed through any bank .

In 1990 a sale of $ 30 million of convertible debentures

was offered to shareholders . Again Mr. Clifford and Mr.

Altman purchased their pro rata allotment of the debentures

without financing from any bank . Mr. Clifford purchased a

debenture with a face amount of approximately $ 250,000 and Mr.
Altman purchased a debenture of approximately $ 125,000 . Each

continues to bold their debentures :

Mre.clifford and Mor.'Altman : remain small - shareholders of

the Company , owning .83 and :41 percent, respectively, :of the

shares , outstanding . Their stock : ownership continues to be

reported in annual filings with bank regulatory authorities .

Mr. Clifford and Mr. Altman have continued to have all right ,

title ;:-and interest in the shares registered in their .

respective names . There is no existing lien or claim against

the shares by any person or entity . There is no way to place

asvalne op Me. Clifford !'s, and MrsAltmanisëpresent stock .

holdings because there is no :market for the sharesá .

In summary , at least two points should be emphasized :

1 ) The financial benefits received by Mr. Clifford and

Mr. Altman over the past nine years , however computed , are

exceedingly reasonable when compared to executives in similar

positions . It is also important to note the enormous value

they have been central in creating for shareholders .

-2 ) There was no reason at the time of these transactions

for any one to consider the role played by BCCI to be

remarkable or inappropriate . The transactions , including BCCI

loans , were reviewed at the time by other legal counsel for

Mr. Clifford and Mr. Altman who were familiar with the history

of the case and all relevant factors .
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Washington . I.. 6. 20006

Cun M CurrORD Dietc . We thon .416 .

July 25 , 1986

ftung

Bank of Credit and Commerce

International ( Overseas ) ltd .

10 terror that Fort Street , P.O. Box 1359 ,

both tryinnot tuto
George Town , Grand Cayman .

RE : Note and Pledge Agreement for US $ 9,960,920.00 dated

July 25 , 1986 i " Note " ) payable to the Bank of Credit

and commerce International ( overseas ) Limited

( " BCCI " ) by clark M. Clifford ( the " undersigned " ) of

same date for the stock of Credit and commerce

American Holdings , N.V. ( " CCAH " ) .

Gentlemen :

with regard to the Note and the Pledge Agreement ( jointly

referred to herein as " Loan Documents " ) , AQD notwithstanding

any provision of said loan documents to por contrary , BCCI and

the undersigned hereby confirm and agres as tollas:

ريغ

1l certain clients of BCCI have given BCCI a Era

commitment to purchase any and all of the under

signed's CCAH shares at such time as the undersisBed
wishes to sell said shares .

2 ) BCCI shall arrange for the sale of said CCAH settes

to such clients , or to other interested buyers in

such manner , amount , and at such prices as BCCI and

the undersigned shall mutually determine . BCCI and

the undersigned shall consult as to the timing of

such sales , the sales price per share , and the

amount of shares to be sold . This shall serve

further to confirm that BCCI is authorized to sell

the CCAH shares as stated herein .

3 ) IC or any reason here is a delay arranging th

sale of said CCAH shares and the Note becomes due ,

BCCI shall assist in refinancing said loan and

interest accrued thereon on the same basis as the

zme
BOARD OF GOVERNORS

FEDERAL RESERVE SYSTEM

EXHIBIT

1717 366
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Bank of Credit and Commerce

International ( Overseas ) Ltd.

July 25 , 1986

Page 2

Note provides , or shall roll over the Note for such

periods as may be mutually agreed between BCCI and

the under signed .

4 ) As a result of the arrangements set forth in

paragraph 1 , BCCI has a ready market for the CCAH

shares held as collateral by BCCI to secure

repayment of the Note . Accordingly , and , not

withstanding any provision of the Note or Pledge

Agreement ( or any other document relating to the

loan by the undersigned to BCCI ) to the contrary , it

is understood and agreed that the undersigned shall

not be obligated personally to repay to BCCI the

loan principal or any interest accrued thereon .

BCCI shall be limited solely to the undersigned's

interest in the CCAH shares and any proceeds thereof

to repay the loan and interest thereon as set forth

in the Note and related documents. Proceeds from

the sale of CCAH shares in excess of the amount

sufficient to pay the principal ach interest due on

the Note shall be paid to treeundebeignende

party , such assignment would be subject to add :
EDEin the event BCCI assigns the note to any other

governed by the undertakings and confirmations
forth herein .

5 )

4
.)

If the foregoing correctly sets forth your understanding

of the transaction , please indicate in the space provided
below .

Sincerely ,

Clark M. Clifford

Understood and Agreed :

Bank of credit and commerce

International ( Overseas ) Ltd.

limat

banBY

1713
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815 Contact Sirus .
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July 25 , 1956

Bank cd C : edi : and Conr ::: 6

Interna : ! onal ( Ove : seas ; L : d .

100 Leadet1 ! 1 stree:

Loudon , 1 : 8 ! 1 :.- ECZA JAD .

**N : Mr. Swaleh Naqui

Ge.. ::e : e :

I a : e :: ! 05 : 1.9 2.2 exec :::: 1.0 : o ! the Bri4 de : Y

25 , 1995 , ( " printe ! 00 : 1 " ) which cors:::.- Sen ex : 161t to : ?

typ !! 7 : : 155 :: y No : ::::: y 25 , 1987 ( +372 0.0 : ' ) ,

conce ... 1029 tot 16: 5.g..ed in the d . 07 : 0 !
$ 1,979,312.00 .

It is express : ide : 5.00 $ and ag : - ! that , notwith

standing any provision in the printed note to the cenirery , ! ..

any and al ! instances mé; e there is a con : ! 1c : be : ween the

provisions c : the type nete and the provisions of the p :: - : e :

note , ins:: dir.9 , without 12: sacion , provisions concerning : 1.6

term o : the r.086 , 874 : 0 0 : ayrient , and collateral , the
type : note shall in all respect govern and control . 1 : the

foregoing correctly sets forth you understanding of our

agreement concerning the above resenced loan , please execuie

this letter in the space provided below .

sincerely ,

Polis a Que
Robert A. Altnan

AGREED A. 09: 275.009 : .
k sug

gen

C'
s

3. sz : 2 : 5 cort::::

18 : 12 : 18 :02 ( 01Ers :

16 : 3

2 cit
a

Tru
mbi

ng
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in .
3. LAKI CL !SFOAD 2:

Sug .
1 .

in !e::::_ olcuie:: 22_02_1649

appan

Bop

मारt. : 22475 So. 110027 ;

ises tal acce

Lens : ; :: : ; . :

LSS 1 ! .922.23 ) .92

( USS 9.52..923.cc

iman
i

azt cut

in . ceri
: - : 1:05 : .c.1: 7e3

re! . :: of ... terest ra: d

USS ! . $ 51.373.52

USS 672.362.10

ifta in

ic : al or interest • charge .

ca ... e loan USS 2,633.735.02 ging

3 .

2. 16 : 47.0 No. 11002385
نہلد

USS

( L'S

2.526 , : 26.99

2.3 : 0.929.90 )

Lees bele..ce

Less : $ :!7.01 ; . !

icial or rte : 05 : • etc: 5

C :. :: 104 LISS 2.5.:96.93

Tc : si cr interest and cha: fes

on th 104..S USS 2,848.933.00

II . Evaluation the capital Cela
COCC6

For the purpose or calculatios capitalerens tir, secord !can !

treated by the IRS u . run : the PL contained us ene tos : 6 .
Furtherzore , the profit of US $ 3.0 ailliant tris 6o.n.

Proric poyable USS 3.000.000.0.
00

Interest • charges USS 2,848,91:00

P : ncipal of the 2nd lou USS 2,310,930.00

DATED

e
Cein pypadlo to the borrover USS 8,159.863.00

This ruin is taxable et 28% . Under the agreement, the tu 1105 : 1 ::y

1. to be reimbursed to CMC . This sein is there ?ore treated us

re : 1an, and the crous roin is calculate : u follows:

Nel ruin ( NC ) • Cross 11 !: ( CC ) - 2es of con rain

NG CC ( 1 285 )

or GO NG

0.72

Ges : • IS !!! : CSS :: . ? :: . : 13.06

0.72

iu co Coss 6 : 1 . lzes L'SS 2.:73,290.06

.

*
*

1773

2
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POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS THAT THE UNDERSIGNED HAS

MADE , CONSTITUTED AND APPOINTED , AND BY THESE PRESENTS

DOES HEREBY MAKE , CONSTITUTE , AND APPOINT , ROBERT A. ALTMAN ,

OF THE LAW FIRM OF CLIFFORD & WARNKE , AS THE UNDERSIGNED'S

TRUE AND LAWFUL AGENT AND ATTORNEY- IN-FACT TO ACT IN THE

NAME , PLACE AND STEAD , AND ON BEHALF OF , THE UNDERSIGNED

WITH RESPECT TO ANY AND ALL MATTERS RELATING TO THE TRANSFER

SALE OR OTHER DISPOSITION OF REGISTERED

SHARES IN CREDIT AND COMMERCE AMERICAN HOLDINGS N.V. ( THE

' COMPANY ' ) , HELD IN THE NAME OF THE UNDERSIGNED , GIVING

AND GRANTING UNTO SUCH AGENT AND ATTORNEY IN -FACT, FULL

POWER AND AUTHORITY TO DETERMINE THE PRICE PER SHARE TO

BE PAID AND , UPON VERIFICATION OF RECEIPT OF THE UNDERSIGNED

OF THE FULL PURCHASE PRICE , ENDORSE OVER THE CERTIFICATE

OPURCHASER AND TO PERFORM

EACH AND EVERY ACT AND TSOEVER REQUIRED AND

NECESSARY TO BE DONE

INCLUDING ARRANGIMO DELIVERY OF SAID CERTIFICATE TO

THE PURCHASER AND THE PROPER ENTRY ON THE SHARE REGISTER

OF THE COMPANY . THE UNDERSIGNED HEREBY RATIFIES EACH

AND EVERY ACTION TAKEN BY MR . ALTMAN AS THE UNDERSIGNED'S

A GENT AND ATTORNEY - IN - FACT WITH RESPECT TO ANY ACTION

TAKEN BY HIM IN CONNECTION WITH ANY OF THE FOREGOING MATTERS .

ON BEHALF OF THE UNDERSLONECK

CÔ
NF
O

A
Q
U
E
S
T

SE
RV
IC
ES

S
E E
F
E
C
T
O
A
T
E

T
H
E

T
R
A
N
S
F
E
R

O
F

O
W
N
E
R
S
H
I
P

,

TH

IN WITNESS WHEREOF , THE UNDERSIONED HAS HEREUNTO SET HIS

HAND AS OF THE DAY OF

MOHAMMAD M. HAMMOUD

RY :

TITLE :

178:5
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POWER OF ATTORNEY

.

.

OF 2,940

KNOW ALL MEN BY THESE PRESENTS THAT THE UNDERSIGNED HAS MADE , CONSTITUTED ,

AND APPOINTED , AND BY THESE PRESENTS DOES HEREBY MAKE , CONSTITUTE , AND

APPOINT , ROBERT A. ALTMAN , OF THE LAW FIRM OF CLIFFORD & WARNKE , AS THE

UNDERSIGNED'S TRUE AND LAWFUL AGENT AND ATTORNEY - IN -FACT TO ACT IN THE

NAME , PLACE AND STEAD , AND ON BEHALF OF , THE UNDERSIGNED WITH RESPECT TO

ANY AND ALL MATTERS RELATING TO THE TRANSFER , SALE OR OTHER DISPOSITION

REGISTERED SHARES IN CREDIT AND COMMERCE AMERICAN HOLDINGS

N.V. ( THE COMPANY ' ) , HELD IN THE NAME OF THE UNDERSIEREA AND EVIDENCED

BY CERTIFICATE NO . 16 ( THE ' CERTIFICATE ) , QUINS AND GRANTING UNTO'

SUCH AGENT AND ATTORNEY- IN- FACT FULL POWER AND AUTHORITY •TO DETERMINE THE.

PRICE PER SHARE TO BE PAID AND , UPON VERIFICATION OF RECEIPT OF THE

UNDERSIGNED OF THE FULL PURCHASE PRICE , TO ENDORSE OVER THE CERTIFICATE

ON BEHALF OF THE UNDERSIGNED TO A PURCHASER AND TO PERFORM EACH AND EVERY

ACT AND THING WHATSOEVER REQUIRED AND NECESSARY TO BE DONE TO EFFECTUATE

THE TRANSFER OF OWNERSHIP , INCLUDING ARRANGING THE DELIVERY OF SAID

CERTIFICATE TO THE PURCHASER AND THE PROPER ENTRY ON THE SHARE REGISTER

OF THE COMPANY . THE UNDERSIGNED HEREBY RATIFIES EACH AND EVERY ACTION

TAKEN BY MR . ALTMAN AS THE UNDERSIGNED'S AGENT AND ATTORNEY - IN -FACT WITH

RESPECT TO ANY ACTION TAKEN BY HIM IN CONNECTION WITH ANY OF THE FOREGOING

MATTERS .

IN WITNESS WHEREOF , THE UNDERSIGNED HAS HEREUNTO SET HIS HAND AS OF

THE DAY OF 1983 .

تو

Mohammed Husain Qabazard

BY :

TITLE :

1359
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OL
H2O PMAK AVENUE NEW YORK NY1004 DATE : December 19 , 1988

FROM : Laila Alizat
TO : Mr. Amer Saleen

U.S.R.O

SUBJECT: M.M. Hamoud /Congressional Place

Please refer to your approval for issuance of a Standby LC for $ 380,000

favoring the city of Alexandrus . As already advised to Shahbaz last

veek , FABNY advises ebat FAB Vlogioia 1. villing to issue the Standby

LC @ 1% p.d .; FABNY's charges will be in additional .502 p.e. I have

discussed this vich Mr. laciaz Ansari of Mr. Hammoud's office today ,

and he has agreed to an all la rate of 2.752 ; this would leave us with

1.251 p.d.

Please provide approval for these charges urently .

Regards ,

faile Alizin

06 001 : 13
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320 PARK AVENUE NEW YORK NY 10022 DATE :

August 16, 1990

FROM TOCredit Department

New York Agency

Mr. Shahbaz Raheem

USRO Credit Department

SUBJECT: ZURICH CORPORATION M.M.HAMMOUD

As you are aware, the interest on the loan of $ 10 million given by First American Bank to Zurich

Corporation under our SBLC of $10.1 million is not being serviced by Zurich . Accordingly, First

American have debited our account with the following amounts .

DATE AMOUNT

7/2/90

7/25/90

$ 90,416.67

$ 87,500.00

Please advise which account should be debited in order to respond to these entries.

Our account with American Bank has also been debited with the following amounts :

BORROWER SBLC AMOUNT AMOUNT DEBITED DATE REMARKS

M. M. Hammoud
$ 378,081 $ 1,890.41 5/21/90 Commission for

period 6/5/90 to

12/5/90 First

American Bank

New York

M. M. Hammoud $378,081 $ 946.00 6/15/90 D.O. Frs Andrican

Bank Virginia.

Carlson Farms $ 150,000 $ 750.00 7/14/90 Commission for

period 6/7/89 to

6/1/90 First

American Bank

New York

Please advise regarding these amounts also.

Regards,

Wom
Raghu Bahadur

CC : Mr. Mohammed Ali

NY
0006030CONFIDENTIAL
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Clifforel Wärnkor

Allonozó zod Courseltow artiLow

815 Connacliau service

Washington D1,20006

no.cat A. ALMAN
Deci c 10.1... !

{

July 23 , 1987

CO CREGATEDAQUEST OF
Bank of Credit and contece

International loverseas). EEQI E BOARD
Fort Street , P. 0. Box 1359 ,

George Town

Grand Cayman

ATTN : Mr. Swaleh Naqvi

Gentlemen :

Enclosed is my check in the amuunt of $ 336,106.26

in full payment of one year's interest on my loan in

the principal sum of $ 4,979,352 U.S. Dollars , which

was extended to me on June 25 , 1986. . Thank you for

your assistance in this matter .

Sigcerely ,

Rows 0. Alta
Robert A. Altman

Encinsure

Y ITO . .'imyli.vila

136ROBERT A. ALTMAN

015 CONNECTICUT AVE ., NW .

WASHINGTON , D.C. 70006
June 23 1987

1

PAY TO THEBank of credit and camorce Int'l (Ove sez $$ 336,106.26 **
ORDER OF Ltd.

Teze lladred mirty- six Thousand One Hundred six and 26: 100NOLLARS

NAMERICAN
Dica

Pult.C. AlitumFOR lucerest on loan thru 2/21 ! 37

1 : 0 51.0000431; S 433 44
167 :

27

BOARD OF GOVERNO
RS

FEDERAL RESERVE SYSTEM

EXHIBIT

353
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56

PURCHASE AND SALE AGREEMENS

This Agreement is made this 26th day of April , 1988 , by

and between Clark M. Clifford , 815 Connecticut Avenue , NW ,

Washington , D. C. 20006 ( "Seller " ) and Bank of Credit and

Commerce international , 100 Leadenhall Street , London , England

EC3A 3AD ( " Buyer " ) , concerning seller's agreement to sell , and

Buyer's agreement to purchase , on the terms and conditions set

forth herein , the shares of Credit and commerce American

Holdings , N.V. ( " CCAH " ) owned by the seller .

WHEREAS , CCAH is a closely held , private company owned by

foreign investors ; and ,

WHEREAS , the CCAH shares owned by the Seller represent a

small percentage of the shares of CCAH outstanding ; and ,

WHEREAS , no cash dividends on the CCAH shares have been

paid to date , nor are any expected ; and ,

WHEREAS , the seller would like to assure liquidity of his

CCAH shares in the event of his death ; and ,

WHEREAS , Seller's heirs and representatives might

encounter serious difficulties and /or delays in arranging a

sale of seller's shares ; and ,

WHEREAS , Buyer serves as financial adviser to certain
and;clients that are shareholders

of

CCMHED

WHEREAS , Buyer is expected to protect the business an
financial interests of said clients ; and ,

WHEREAS , said clients of Buyer are available from time to

time to purchase additional shares of CCAH when offered for
sale , and Buyer has arranged such sales in the past ; and ,

WHEREAS , it is believed by the parties to be in the best

interests of all shareholders of CCAH to avoid undue

fragmentation in the shareholdings of the company ; and ,

WHEREAS , the value of seller's CCAH shares after his

death is uncertain , particularly given the small percentage of

CCAH stock that Seller owns .

BOARD OF GOVERN
ORS

FEDERAL RESERVE SYSTEM

EXHIBIT

348

i69 ?
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NOW , THEREFORE , in consideration of the mutual promises

herein contained and for other good and valuable

consideration , it is hereby understood and agreed , as follows :

TERMS AND CONDITIONS

In no event

( 1 ) In the event Seller owns any shares of CCAH at the

time of his death , Seller hereby agrees ito sell , and Buyer

hereby agrees to buy , all of said CCAH shares , for cash , at a

price of $ 2,310.00 ( U.S. ) per share which currently represents

Seller's average cost per share . The closing on the purchase

and sale of the CCAH shares shall take place promptly follow

ing receipt of written notice to the Buyer from Seller's

representative advising Buyer of Seller's death .

shall the purchase and sale of the CCAH shares be delayed more

than 90 days following receipt of said notice to Buyer .

( 2 ) At the closing , seller's representative shall

deliver to the Buyer certificate ( s ) representing the shares to

be purchased , appropriately endorsed and in proper form for

transfer , and the Buyer shall deliver a certified or cashiers

check payable to the seller's order in the aggregate amount of

the purchase price .

( 3 ) Nothing herein shall prevent the Seller from selling

or disposing of any CCAH shares he owns prior to his death ,
nor shall BCCI be obligated to purchase any CCAH shares owned

by the Seller prior to seller's death .

( 4 ) The laws of the State of Marylandsthall govern the

interpretation , validity and performapce of the terms of this

Agreement regardless of the law that fight be appited under

the principles of conflicts of laws . Both parties to this

Agreement consent irrevocably to the personal jurisdiction of

the courts of the State of Maryland and of anya federal cor

located in such state over both of them in connection with any

action or proceeding relating to this Agreement and /or any

breach of this Agreement . Neither party shall contest itrat

the proper venue for filing and maintaining such action shall

be in the State of Maryland .

( 5 ) All notices and other communications provided for

herein shall be in writing and shall be deemed to have been

duly given if delivered personally , or sent by registered or

certified mail , postage prepaid , to the party to whom it is

directed :

1623
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( a ) To the Seller , to him , at

815 Connecticut Avenue , NW

Washington , D.C. 20006

( b ) To the Buyer , to it , at

100 Leadenhall Street

London , England EC3A 3AD

or at such other address as the party shall have specified by

notice in writing to the other as provided herein .

( 6 ) This Agreement constitutes the entire agreement , and

supersedes all prior agreements and understandings, both

written and oral , between the parties with respect to the
subject matter hereof .

( 7 ) This Agreement is binding upon the parties and their

respective legal representatives, heirs , executors , adminis

trators , successors, and assigns , in accordance with its terms .

IN WITNESS WHEREOF , the parties have executed this

Agreement as of the date first above written .

BANK OF CRERAT AND COMMERCE)

INTERNATIONAL

line
BY

DO

CLARK M. CLIFFORD

earch
pada

1629
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PURCHASE AND SALE AGREEMENT

.This Agreement is made this 26th day of April , 1988 , by

and between Robert A. Altman , 815 Connecticut Avenue , NW ,

Washington , D. C. 20006 ( " seller " ) and Bank of Credit and

Commerce international , 100 Leadenhall Street , London , England

EC3A3AD ( "Buyer " ) , concerning seller's agreement to sell , and

Buyer's agreement to purchase , on the terms and conditions set

forth herein , the shares of Credit and commerce American

Holdings , N.V. ( " CCAH " , owned by the seller .

WHEREAS , CCAH is a closely held , private company owned by

foreign investors ; and ,

WHEREAS , the CCAH shares owned by the Seller represent a

small percentage of the shares of CCAH outstanding ; and ,

WHEREAS , no cash dividends on the CCAH shares have been

paid to date , nor are any expected ; and ,

WHEREAS , the seller would like to assure liquidity of his

CCAH shares in the event of his death ; and ,

WHEREAS , Seller's heirs and reptésentatives might

encounter serious difficulties and /or delays in arranging a

sale of Seller's shares ; and , and/

WHEREAS , Buyer serves as financial adviser to certain

clients that are shareholders of CCAH ; and ,

WHEREAS , Buyer is expected to protect the business and

financial interests of said clients ; and ,

9 .

WHEREAS , said clients of Buyer are available from time to

time to purchase additional shares of CCAH when offered for

sale , and Buyer has arranged such sales in the past ; and ,

WHEREAS , it is believed by the parties to be in the best

interests of all shareholders of CCAH to avoid undue

fragmentation in the shareholdings of the Company ; and ,

WHEREAS , the value of seller's CCAH shares after his

death is uncertain , particularly given the small percentage of

CCAH stock that seller owns .

BOARD OF GOVERNO
RS

FEDERAL RESERVE SYSTEM

EXHIBIT

1632 349
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.NOW , THEREFORE , in consideration of the mutual promises

herein contained and for other good and valuable

consideration , it is hereby understood and agreed , as follows :

TERMS AND CONDITIONS

( 1 ) In the event Seller owns any shares of CCAH at the

time of his death , Seller hereby agrees to sell , and Buyer

hereby agrees to buy , all of said CCAH shares , for cash , at a

price of $2,310.00 ( U.S. ) per share which currently represents

Seller's average cost per share . The closing on the purchase

and sale of the CCAH shares shall take place promptly follow

ing receipt of written notice to the Buyer from seller's

representative advising Buyer of seller's death . In no event

shall the purchase and sale of the CCAH shares be delayed more

than 90 days following receipt of said notice to Buyer .

( 2 ) At the closing , Seller's representative shall

deliver to the Buyer certificate ( s ) representing the shares to

be purchased , appropriately endorsed and in proper form for

transfer , and the Buyer shall deliver a certified or cashiers -

check payable to the seller's order in the aggregate amount of

the purchase price .

( 3 ) Nothing herein shall prevent the seller from selling

or disposing of any CCAH shares her owns prior.de his death ,

nor shall BCCI be obligated to purchase any CCAH shares owned

by the seller prior to Seller's death .

14 ) The laws of the State of Maryland ' shall gove on the

' interpretation , validity and performance of the terms of this

Agreement regardless of the law that might be apölies Ander

the p : inciples of conflicts of laws . Both parties to this

Agreement consent irrevocably to the personal jurisdiction of

the courts of the State of Maryland and of any federal court

located in such state over both of them in connection with any

action or proceeding relating to this Agreement and /or any

breach of this Agreement . Neither party shall contest that

the proper venue for filing and maintaining such action shall

be in the State of Maryland .

( 5 ) All notices and other communications provided for

herein shall be in writing and shall be deemed to have been

duly given if delivered personally , or sent by registered or

certified mail , postage prepaid , to the party to whom it is
directed :

1631



439

51

ses

( a ) to the seller , to him , at

815 Connecticut Avenue , NW

Washington , D.C. 20006

( b ) To the Buyer , to it , at

100 Leadenhall Street

London , England EC3A 3AD

1

ve

or at such other address as the party shall have specified by

notice in writing to the other as provided herein .

( 6 ) This Agreement constitutes the entire agreement , and

supersedes all prior agreements and understandings , both

written and oral , between the parties with respect to the

subject matter hereof .

( 7 ) This Agreement is binding upon the parties and their

respective legal representatives , heirs , executors , adminis

trators , successors , and assigns , in accordance with its terms .

IN WITNESS WHEREOF , the parties hay executed this
Agreement as of the date first above written

BANK OF FRED.IT: AND COMMERCE

INTERNATIONAELE

25

O!

ned
BY.
lina

Redaan
ROBERT A. ALTMAN

on

2

p

5

1632
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date any loans were originally 6 :anted . It would also be useful
to provide information on the repayment history of any such

loans .

If you have any questions , please do not hesitate to

contact the undersigned at ( 202) 452-2722 .

Very truly yours ,

Gieramegina
willien A. RypacDeputy Associate Riscrezi

:
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i
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PRIVILECED & CONFIDENTIAL January 31. 1990

Mr. Robert Altman , Esq . ,

clifford & Warnke .

815 Connecticut Avenue , N.W.

WASHINGTON DC 20006 .

U.S.A.

Dear Mr. Alcman ,

CO
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I am writing in response to your inquiry concerning whether

there were any loans from Bank of Credit and Commerce

į Internacional. S.A. to any of the shareholders of Credic and
Comerce Aderican Holdings, N.V. in connection with the

acquisition of Financial General Bankshares in March 1982. I

have reviewed a copy of the letter dated Deceber 13 , 1989

addressed to you from Mr. William A. Ryback of the Federal

Reserve that you provided me , as well as the original and

current list of First American shareholde: s which you also made

available .

:

cannot

can none

As I explained , I
provide you with confidential

information about our customers ' financial arrangements with

BCCI without their express p:ior authorization .

On a preliminary basis , I am able to confi:n the accuracy of the
representacions cade to the Federal Reserve in the Boa : d

application that the acquisizion of Financéal Gene : a1 Bankshares

was not financed in any respect by BCCI . Inso a : as the Federal

Reserve has been informed that "some of the loves:0: s may have

borrowed from BCCI, " we coni170 cha : of the

shareholders involved in the acquisition had a :: y personal loans

froa BCCI during the years 1981 ( when the application was diled )

or 1982 ( when the acquisizion was compieies ) . The Board's

asiapression may be due to the existence of some unrelated

loans from BCCI for working capital requiredents of various

othe: businesses in which certain shareholde :s had bnierests . Of

course no stock of CCAY or Financial Gene: a ) was placed 2s

collateral for these loans . I trust this is helpful as

interim report . When I am able to provide bull details , 10

should be completely dispositive .

an

You should be aware that in the years following the acquisition ,

some of the persons who are on the list o shareholders of

Credit and Commerce Agerican Holdings , N.v. have from time to

tide borrowed from BCCI for various purposes. Oche: individuals

-- including some who appear as the large : Investors in F1:50

Ame : icon -- have not borrowed from BCCI, and do not have any

CCAH stock pledged to secure outstanding loa :: s .

mwen , 707 TEISY DC2741 BAY 01.676 OSOA

..12
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aI further understand that a copy of this matter miay be provided

by you co Mr. Ryback on a confidencial basis .

Sincerely .

SWALEH NAQVI

C
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E
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Crespirat Works

wilcone cord Cornwellow al.Low
815Cucur dicaine

Mashington DC 20000

.or... MAN ... OMSI...)

February 5 , 1990

BY HAND

Mr. William A. Ryback

Deputy Associote Director

Division of Banking supervision

and Regulation

Federal Reserve Boa :d

washington , D. c . 20551

Dear Mr. Ryback :
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I am writing in response :o you : le :te : dated

Deceber 13 , 1989 , and as a follow up to the telephone

coníerences we have had regarding the 1ssues you have raised .

as we have discussed , we do not have access here to

100Jetion regarding any financial arrangements that signa
exist bezween a shareholder o : Ciesi : and commerce ane : ican

Holdings , N.V. and other financial 108 : !!u : ! ons , including the

Bank or credit and commerce Interne : ? 0721 , s.n. ( ' BCCI " ) .

Based on our consultations with the residen: :: naging direcio:

20 : credit and co.nzerce herican Holdings in the recherlands

Antilles , we can only conii. tha : no please o: security

interest has ever been recorded on the company's share
resisie : by any lender .

In o :der to be properly responsive : o you: inqu ! ry , Biru

çiven the prac: ical d1:: cuicy in conuenica : lng quickly

wish these shareholde : s , we concludes :ha ::he mos :

expeditious way to procure the ini0512 : 100 would be to ask

6CCI Cirectly to furnish It . Asco:dingly , ! spoke with Mz .

Saleh Nequi, the Chief Executive 0!! 1ce ?, and provides hacen a

copy or your leiter together with a list of the original and

curreris shareholde 6 .

I have today received a reply :: 07 . Ne unich

is self - explanatory . While BCCI hes no: ye : provided the

detailed in cordedon we are requesiing, we are pleased thai /
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ve :: e : to Mr. William h . Ryback

February 5 , 1990

Page 2

the letter conrioms the accuracy of the representations made
by the investors in their Board application . M :. Nequod sia : es

slutly that ACCI C ! A nei finance the acquisit ! on in any

respect . ' Mr. Nagus has asked enos ndalolle . Lo handdod on

a con ? idential basis by the Board .

I shall , of course, press chead with = requerido :

the detalles insortua : lon you wish to revie-, with sy unde : -

stending that your primary interesi is the current state

be:rowings iron Boci by any of the 11:55 he: 1can saves

including any stock that say have been pledged escape
10: loans . I furthe : understand tha : you e36 besojf!

Interested in loans to various businesses place
holders may haveinterests, but instead 05601 STORE

1o their personal borrowings or any other dean's secured by

Firs : haerican stock. I shall Xeep you suLEDE ! edas
I 05: ain additional in cotation :: 08 the streholders and/o :

1:00 BCCI .

GI
BT
ED

AR
E
U
N
D

:

I trust this 16 helpful as a prelizinary report .

you have any questions or comments , please de : de xow .

I

Sincerely ,

Pult a Autoren
Robert å hitman



446

Privileged a contencial

May 8 , 1990

TOPLOZrO THE FILE

25 : meering with Federal Reserve Sta !!

A meeting was held at the Federal Reserve beginning at

6:00 PM with William A. Ryback (Deputy Associate Directo:,

International supervision and applications , Banking Supervision

and Regulation Division ) , Don 2. Kline (Associate Director ,

Bank Holding Companies , Banking Supervision and Regulation

Division ) , Jezus Keller ( Legal Division ) , and a M. Barnes

to discuss with the staff any concerns that say have arisen

following the publication of articles in Boutle's and the

ha!! Sizeet Journal . In this regard , we also wished to

discuss mr . Ryback's urilor inquiry concerning any BCCI loans

to fi:st dezicun shareholders in connection with the acqui

sizion 0 : Financial General by the investors , or vbicb 15.

otherwise of interest .

Mr. muttle stated that the purpose of the Reeting was to

enswe: any questions the stil! Bight have arising from the

2.5icles , to address any issues about BCCI's relationship vith

First naerican , and to report to the current 1080ution

available concerning any BCCI funding of the 1982 ecquisizion

0 : Financial Gene :21 . No. Altain revieves e lotter !:02 BCCI

President , Mr. Sualen taqui, a copy o : which had previously
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been sent to Mr. Ryback , advising us that BCCI had not financed

the acquisition in any respect . See Attacheent A. Mr. Altaan

further reported that follow -up letters had been sent to each

of the First Aderican shareholders requesting confirmation

that the original purchases were nade from personal funds and

seeking authorization to review with BCCI loans bade subse

quently to the investors which may bave been secured by

pledge of cars shares . See Attachment B.

Mr. Ryback indicated he was not really interested in

subsequent loans from BCCI , but asked Instud that we seek . Mr.

Naqui's permission for Ms. Ryback to share the Naqvi letter

with other supervisors . Specifically , he would 11xe to

provide a copy to the regulatory authorities overseas which

apparently had first riised the matter with hin . He did not

identify the regulatory body or bodies . The suggestion was

that by forvarding to then a copy of Mr. Naqui's letter , he

should be able 'to close his file on this matter . ' Mr. Altsan

said he would contact Mr. Naque and request such permission :

we did not anticipate iny objection . Ks . Ryback will be

raveling for the next 10 days or so and we should secure a

response by the tu, he returns .

Ms. Altban revieved our reaction to the Begardle's and

Ba

wall size Journal pieces , and advised thu of a subsequent

outing with two reporters frou the Washington Post .

reported that documentation developed during the regulatory

proceedings approving the applications refuted the basic
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allegations in the Regardle's article as to ( 1 ) the allegedly

unsavory background of the investors and ( 11 ) the suggestion

that federal and state regulatory approvals had been obtained

on the basis of bere representations by legal counsel . Copies

of correspondence from the N.Y. State Banking Department to

Congrussaan Rosenthal and congressional testinony by commer

Federal Reserve Bourd chainman , Henry Wallich , vere furnished

to the Board still . Sue Attachments C and D. Mr. Kelleë

noted that the Board start had in fact undertaken a very

thorough regulatory review of the transaction , and he agrud

with the assessment of the N.Y. Banking Departaent letter and

the wallich testimony that the reviev vas extraordinarily

coaprehensive .

Mr. Altman further advised that testlaony in the Tampa

criainal proceedings by the government's chief vitness

appeared fully to rebut the wall street Journal contention

that widespread poney laundering vas known and condoned at the

highest levels of BCCI senior unaguent. In fact , the

testimony ustablishes to the contrisyi such activity vus

contrıry to clous BCCI policies and those engaged in such

wrongdoing it lover levels bad to keep it secret from senior

panaguent .

HI . Mtain next tumed to the issue of the BCCI / First

Aperican relationship . The acquisition of BCCI by Abu Dhabi

vas noted ( along with reported svieping nanagement changes )

which substantially lessened the shareholder overlap between
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the companies . Mr. Altman , however , advised of afforts to

pursue the issue raised by Mr. Ryback and stated that

identical letters had been sent to each can shareholder

requesting confirmation that their acquisition of First

American had been with personal funds and seeking further

Information regarding loans , if any , from BCCI that night have

been granted by a pledge of CCAH sharus . copies of the letter

sent to Kanal Adham were given to the Board start as a

sample . · Attachment B. Mr. Altman reported that we had

received a response from Adhar ( continuing BCCI had not

financed the acquisition ) , that ve vere expecting sore

responses , and that ve vould be happy to provide the Board

state with such letters when they are received .

There was then discussion regarding the regulatory impli

' cations of possible BCCI loins to the shareholders ( subsequent

to the original acquisition ) that may be secured by a pledge

of CALH shares . Mr. Altun pointed out that he had no

concrete intorution , but bad board reports of loans by BCCI

to certain shareholders in uounts ringing iron $ 400 aillion

to over $1 billion . He did not know how accurate these

reports vei, or what would be the purpose of any such louns .

Mr. Hituan further indicated that an insonul, off - the - record

inquiry had been ude of Price Waterhouse who advised that

theri ver. loans to shareholders that appeared to be properly

documented . However , Mr. Mtzan said he did not get any

specific information . We did understand assets vere securing
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such loans and believed the collateral was CCAH stock in some

instances . (We also noted that there were no cu bearer

shares , and that there was no lornal pledge of siock recorded

on the books of CCAH . ) Finally , Mr. Altaan indicated his

understanding that the shareholders from Abu Dhabi have never

borrowed from BCCI or any other bank . We enphasized again

that this information could not be entirely reliable ; it vas

only what we had hard . In this regard , ve stated that the

shareholders have never advised us of their financial dealings

after the acquisition vus completed in 1982 .

Mr. Kline expressed some interest in BCCI loans , noting

that Mr. Nagui's letter appears vorded not to puke representa

tions about post - acquisition lending against Cari sharu .

agreed that Mr. Naqvi udvises such loans have been bade , though

no security for the loans do detailed . HI . muttle suggested

that , even assuming that there vere significant borrowings

against card stock by Pinst merican shardholders , the key

regulatory issue is only whether BCCI is in soue vay exercising

a controlling influence over first dverican . Then is no

legal or regulatory prohibition against borroving from BCCI ,

view apparently shared by the start . As to this basic control

issue , there can be no question that the current 0.8 . unage

pent of first drarian runs the operation and establishes and

Taplesents the coupany's policies and progrus . This has been

the case from the beginning and has been broudly Iclonovledged

by regulators themselves , including in the recent exagination
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by the Richmond fed in connection with its review of the

application to retain ownership of the Bank of Escambia , N.A.

It has also been observed by state banking orlicials such as

Comaissioner Bailey in Virginia . Mr. Alt an invited the

Federal Reserve to audit the company or talk to any First

American senior orlicer is ther. vere any questions at all on

this point .

Mr. Ryback concurred in this view , and sophasized that

his linited concern was only to inquire as to any BCCI

financing of the original acquisition in view of Information

supplied him by foreign supervisory authorities . we agreed

again to get permission frou Mr. Naqui to release the BCCI

letter .

Following this discussion , Mr. Nitaan took the opporo

tunity to advise the Board stall us to further developments

regarding any possible sale or nerger of First Loerican , as

well as the possible purchase by Sheikh Zaied of some small

22ount 8 percent of 10 percent -- o : caur stock . Ho

emphasized that such utieri vere still uncertain -- that no

final decisions bed been ruched , but that he vented the Board

start to know that such subjects vere under consideration .

Mob . Algun noted that the corpany had received expressions of

serger interest froi I nuber of southuust regional banks

which we vere considering and there vas sore indiation of

interest by the Government of Kuwait (although the degree of

such interest had not been made cluar ) . another possibility
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is that Abu Dhabi might seek to acquire the company . Mr.

Ryback lightly noted that the deals involving a southeast bank

or Kuwait were preferable , given recent developments with Abu

Dhabi's acquiring control of BCCI .

The pecting lasted approximately 15 minutes .
It was

epphasized by Mi. Altaan and Mr. Tuttle that good relations

with the Board were of parnaount importance and that if the

stalt had any concerns or questions they should immediately

contact us . We would endavor to secure any information they

wished to obtain .

Robert A. Altuan

Baldvin B. Tuttle

J. Griffin Lasber

Attachments'

ܘܙܙܙܐ
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HA FIRSTAMERICAN BANKSHARES, INC

CLARK M. CLIFORD

Clairman of the Board

October 10 , 1989

PRIVILEGEDE CONFIDENTIAL

H.H. Sheikh Humaid bin Rashid al Naomi

Ajman , U.A.E.

12 2013

Your Highness :In recent months, there has been 1pGREGATED

easedmerger and

The markets served by
First American Bankshares no

acquisition activity among

large

baa
sba

nks

in th
e

sanks are within this
important geographical area . Suchresulted from the view now held Rihterést has generally

many banking institutions

that they must become larger i size and scopeto compete
successfully in banking in the coming years .

In this regard , we have been approached by the management

of a large banking organization called Barnett Banks , Inc. to

discuss their interest in a possible merger or acquisition

arrangement with First American . Barnett is a $27 billion ,

publicly held banking institution headquartered in Florida and

is the largest bank holding company in that state, We have

reason to believe that there may be other , large regional

- banks interested in a similar combination withFirstAmerican .

In order to meet our fiduciary obligations to each of the

shareholders of credit and Commerce American Holdings, N.v.

( CCAH ) and to protect and promote this important investment

in First American , we have undertaken a serious study and

evaluation of the matter . We have retained the services of

Goldman , Sachs & co . , perhaps the finest investment banking

fin in the United States specializing in bank acquisitions

and mergers . Goldman , Sachs has been asked to evaluate the

express interest of Barnett Banks as well as other possible

candidates . To inform you of the efforts by Goldman , Sachs,

we enclose a copy of their letter to us setting forth their

preliminary assessment of the Company and their proposed

program .

Isub and H Streets NW Washington, DC 20005 (202) 383-1400

-

3349
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15

1 First American ? TESTIMONy - liqust 8 25
2 Mr. Rahman : Well , it was one of the easier things to

3
conclude in view of the lack of paper , and once we had made

4 that recommendation that we unwind that forthwith , and we were

5 informed that indeed Goldman , Sachs had been appointed to try

6 and find evaluation and a buyer .

7 Senator Kerry : When was that appointment made ?

8 Mr. Rahman : I think late in '89 .

Senator Kerry : Now , with respect to the First American

10 shares , was there some talk of a reverse divestiture in that

11 First American might somehow think of buying out BCCI ?

12 Mr. Rahman : I don't think it was seriously discussed as

13 strategy , but in passing people you know , Mr. Naqvi

14 mentioned , well , that perhaps it will be better if they buy

15 US .

16 - Senator Kersy : What was the purpose of that , to clear up

17 the ownership issue ?

18

19

Mr. Rahman : Yes , to clear up the ownership issue . It

would mean that the whole of the BCC group would then have a

home in America , effectively , instead of Luxembourg .20

21 Senator Kerry : Now , what was the second area of inquiry ?

22 Mr. Rahman : The second one was in relation to this bank

23 within a bank . That was a very , very serious case in the

s'ense that first it shocked me that an ICIC foundation which24

25

was supposed to be our savings and our shareholding in the

ALDERSON REPORTING COMPANY , INC .

1111 FOURTEENTH STREET , N.W.

SUITE 400

WASHINGTON , D.C. 20005

( 202 ) 289-2260

( 800 ) FOR DEPO
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1 situation of UK . They had a $4 billion balance sheet , for

which only 40 percent was in advances; 60 percent was liquid .
2

3 Senator Kerry : 60 percent was liquid ?

4 Mr. Rahman : It was liquid funds , and they closed the

5 whole bank .
It is unbelievable that the Bank of England

6 should

7 Senator Kerry : But did they not close the bank because

8 of the fraud ? I mean this was not a decision based

9

୨ exclusively on liquidity , et cetera .

10 Sir , I think that in banking terms , youMr. Rahman :

close the people .11 You do not close the bank .

12 Senator Kerry : Well , this is the judgment , obviously ,

13 which people are going to have to take a look at .

14 Mr. Rahman : It will come out that even in UK , you will

15 . have the same people , the same names coming up again .
And not

16 the 2,500 people who work there , or the 300,000 clients who

17 have suffered over there .

18 Senator Kerry : Let me just take one minute here .

19 ( Pause 1

• 20 Senator Kerry : Let me go back to one thing that you

21 raised earlier that may have piqued some people's curiosity .

Back in 1990 , when you discovered these problems , you

23 mentioned to me that a number of large investment houses were

contacted regarding the sale of First American shares .
Is

25 that accurate ?

ALDERSON REPORTING COMPANY, INC .

1111 FOURTEENTH STREET , N.W.

SUITE 400

WASHINGTON , D.C. 20005

(202)289-2260

( 800 ) FOR DEPO
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Mr. Rahman : Well , Goldman - Sachs was supposed to try ·

locate a potential buyer .

Senator Kerry : A potential buyer for?

Mr. Rahman : First American .

5 Senator Kerry : First American so they were suppose.

6 to find a buyer for a bank owned by a foreign bank , selling

7 the American bank which was not legally held at the time , c:

8
legally owned by the foreign bank . Is that correct ?

9 Mr. Rahman : Yes .

10 Senator Kerry : Did they know that ? were they notifieć

11 of that ?

12 Mr. Rahman : I think they were asked on behalf of the

13 shareholders .

14 Senator Kerry : Well , were they told that ?

Mr. Rahman : No , I think that they were told that it is15

16 on behalf of Kamal Adham and other shareholders .

-17 Senator Kerry : That they simply want to sell some

18 shares ?

19 Mr. Rahman : Sell , I think maybe sell some shares . I do

20 not know whether the whole bank or some shares .

21 Senator Kerry : So you do not know what: the story is: with

22 .: , respect to that ?

23 Mr. Rahman : But is what was inform to the

24 committed .

25 Senator Kerry : Did BCCI entertain lavishly? Did i :

ALDERSON REPORTING COMPANY , INC .

1111 FOURTEENTH STREET, N.W ..

SUITE 400

WASHINGTON , D.C. 20005

( 202 ) 289-2260

( 800 ) FOR DEPO
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crantono. MC 20296

Terophane 105 1374-9005

NCNB

Hugh L Mecalde.

Chemen di the food

Hay ) , 1990

Nr . ciurk X. Cilfford

Chains of the Board

First Amerioun Dankaharos , Ine .

; First American Dank building

15th and X Itruots , X.M.

Washington , D.C. 20005

Dear Mr. Clifford :

*

At your request , we are pleased to convey La thi . ' 'letter our :

interust LA pusnuing a transaotion with first Amerious Bankshardi , Ino .

( " IN ' ) in the son of 1 merger of loquisition or other untually

agrocable fonnt. As I condition to providing this letter of interest ,

• Wo request that you trust the content and axistance of this letter as

confidential , and disclose such contents and their existence only to

Goldsen , Sachs & Company , and to those of your aployees and agents who

are working on the utter . On advice of counsel , we do not believe this

lattor triggers a soportable event for other party , but should you

believe otherwiso me would wish to discuss this with you or you

counsel . Our proposal oontanplater the soquisition of all outstanding

sharı of PN common stock La exchange for a combination of our common

stock and cash or other sourities , which will provide PN sharo

holders . the ability to continue to roap the benefits of their invest

mont In TNB through the continued tunings growth of the combined entity .

.

As we have discussed , woben Bot yot had the opportunity to

finalls ous evuluation of PAS by means of a complete due diligence

kovin and veridiontion of its ouret financial position and earnings

* potential , operations , loua portfolio , personnel or other factors or the

structure of this transnation and would look forward to discussing our

viene we provod forvard . Although we are concerned over the trends

in the first quartos surnings and low quality, we believe that

detailed due diligence Investigation should detenaine whether there are

temporisy doolino , or coprosent a trend . lased on the financial

intonation provided to w , our proliunery valuation is approximately

$1 billion . This prolluinary value roprusente approximately 12 tiver

your projeotad 1990 earnings and approximately 1.3 tin , tangible book

value . To the extent that asets or eatities other than IN
to be

purchased of excluded as part of this transaction , this valuation will

be adjusted accordingly. In addition , this proposal is dependent upon

the rolution of a number of issues , Inoluding but not listed to thos .

outlined balows

A ) .00639

1663
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( 11 atletastory completion of nonnul business and legal que

diligenco by both you and us ( with particular wapbasis on

current and futuro ruraingo pewar ) s

( 11 ) negotiation and complotion of u dofioitino purchase agree

nent including reoeipt of stisfactory representatioas and

warranties ;

( 111 )
Joud of Director and shareholder approvalo aad woonditional

approvalo by federal and stato regulators without conditions

that en unsatisfactory to other party , and

other usual and russonable conditione walch issht ui.. out

of additional que diligence of disalonurus by PN or ito

: nurageant .

( iv )

ti are preporod to begin due diligence promptly and once begria ,

expeat this work oun be completed withia • diar period of approxiastoly

thirty days . laudlately upon aanleving mutually satisfactory results

frou due diligence , vould expect to begia the negotiation of a

definitive agreunent . A conditions to ou proocoding with this

Proodji , Wo will expect you and you agents too

( 1 ) executo i confidentiality agricoot with us ,

( 11 )
completo you due diligence on the value of our company

concurrently with our due diligence review of FN ; und

( 111 )
provide w with a list of shareholders along with their

respective ' porcentage omurship positions da order to assor

tbo pro forna Ownership of the combined antity .

It is expected that approvals frou regulatory agencies , Joards of

Directors and shareholders would also have to be accomplished to

consummate this transuotion , vad unustable tintable set.

We believe that our proposal would be fals and most generous

the shus.bolderi of Tad iad hope that this letter conveys in adequate

expression of our laterest and comitant to further pursuing

tansactlon .

In conclusion , m believe the partioipation of your shareholders

and employous La te combined mtity reprosats a truly unique long - ten

opportunity . No would apprioleta i rosponse from you no later than May

10 , 1990 , so that both you Lad wo un proceed with due diligence ,

Binoerely .

Hugd Kecoli, Jr.

1662

ED cotxa

5
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Gordmor , Sacho & Ca los Broud Svest I Now York , Now Yoru 10004

Tel. 212-902-5583

1. Christopher Flowers

Partner

Sinuman
Saries

PERSONAL AND CONADENTIAL

May 10 , 1990

M. Robert A. Altman

Cliford & Warnko

815 Connoctaut Avenue

Washington , D.C. 20000

Doar Mr. Altman ;

Wo we wrling this lotter to review with you the status of ProjectConsutugon. Wo understand that

you may forward this letter to the shareholders of Firat American Bankshares, Inc. ( the Company )

and coriain of their financial advison .

In July 1989 , you usked us to review vulousaltematves to accomplish the long-term prolltand

growth objectives of the Company'o shareholderand managoment. In this regard ,wo examined

an initial public offering of tho company. Joint venturo opportuniues for the company and the salo

of the Company. In examining auch alternatives, we analyzed the Company extonsively and made

certain comparisons of the company to its peons.

After such analysis. you Instructed us to focus on possible business combinations to maximize the

value of the shareholders' Investment. The nature and broadth of the Company's franchise, as well

as contain regulatory restrictons, lod us to focus our offons principally on large, well-managed
banks in the Southeastern United States.

To ascertain tho offoct of the company's combination with these flims . wo Dropared pro forma

analyses Illustrating the impact on the company's earnings and sharoholders' oqully and the
ownership posluonthe Company's shareholders would hold in the potential combined entities .

Because it is most likely that the company would achieve the highest value for its franchise by

accopting the stock of a potonual mergor partner, we also provided extensive analysis on the

expected future stock price pertormance of conan potonual partners.

Allor reviewing such analysis. you authorized us to approach olx banks: Bamer Banks , Inc. , First

Union Corporation, First Wachovia Corporation , MNC Financial, Inc. , NCNB Corporation and

SunTrust Banks, Inc. The Southeastem banking market has been one of the most dynamic in the

Unlod States and despite rocont difficulties, its prospects are considered excellent.

Most of thoso Institutions demonstrated a high degree of Initial Interest in the Company's unlque

franchiso. However, a slowing economy and overduit real estate markets have reduced the stock

prices, and to a lessor extent the earnings, of the six firms. All but one of these Instletons have

Fo.co641
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foldma
Saries

Mr. Robert A. Alunan

May 10, 1900

Page Two

elected not to pursue a transaction at thla timo. Despite the fact that Barnot Banks, Inc. did not

submit a proposa, however, we bollovo that le suhi potable that they will be a bloder.

One of the most interested parties, NCNB Corporation ("NCNB7. submited aproliminary proposal

to pursue a mergerwith the company and indicated that its proloninary valuadon is approximately

$1 billion. After signing a confidenuailty agrooment and prior to submitting to proposa ,NCNB was

allowod to roviow tho
confidential mömorandum prepared by ourselvos with the ussistance of

Company personnel and other confidential reports prepared by tho Company. Howover, the

management of NCNB has not met with the company's management nor hasit had the opportunity

to conduct in -depth on -alto duo dilgence. The prollminerproposal and valuation eso tentative and

subject to the comploton or furtherduo diligence byNCNBon the Company, the nagodation of a

sallatactory merger agroomont and regulatory approvals. The Company, assisted by us, would

portorm due diligence on NCNB us well.

NCNB'sproposal offers to acquire all the company's common stock in exchange for a combination

of NCNS common stock and cash or other securities. Though the wording of the proposal is

ambiguous, wo bellovo, busad on conversations with NCNB senior management and then ilnancial

advisons, that NCNB's final proposal will contain a significant amount of common stock and possibly

be all common stock

Assuming the current NCNB Hock price of $ 38.78 per share and an all stock ranuection, $1 billion

would translate into 25,806,452 shares of NCNB'S common stock . If the sharoholders of the

Company woro to exchange thele shares for such an amount of nowly Issued NCNB shuros, the

shareholders would would own collectively, approximately 20.3% of NCNS common stock .

We believe that NCNB's preliminary valuation is an attractivo lovol andmodis carotul consideration.

The valuavon is approximately 1.2x stated book value and 1.5x tanglblo book value us of year-end

1989 and roprosents a multiple of 13.0 Amos 1989 samnings. As you know , the proferred currency

for large bank merger transactions in this environment is all common stock versus all cash or a

package of securitas.

Since we first began discussions on this matter in the summer of 1980, the prices of many bank

stocks, including NCNB, have declined significantly. For example, the 25,806,452 shares ofNCNB

worth $1 billion today would have been worth nearly $1.3 billion in July 1989 when NCNB's stock

was $ 50 per sharo . A $ 1.3 billion dollar valuation is approximately 1.5x statod book value and 1.9x

tangible book value and represents a multiple of 19.5 imas 1989 samnings.

Dospllo the decline in NCNB's stock price, wo remain positive onNCNB and lia stock . NCNB's

prica declino sinco summer is not out of lino with the stock priae partormance of other southeastern

banks and, in additon, the decline la llikely to rusuk In the Company recalving a greater number of

shares in a potental transaction than it would recalvo li transaction occured when CNB's stock

price was higher. Finally, we believe that NCNB's stock should perform well in the future end It Is

عي.ميکور
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Mr. RobertA Alinen

May 10, 1900

Pogo Three

recommended for purohus , by our bank Industry resourch analysis. We have included our

resouch analyuta molt recent reports on NCNB and Bamath

We believe that the best course for the Companyprobably is to pursue thesemorger dlocussions

with NCNB and Bumott Delaying the processMake losing the Interest of NCNB. As noted above.

kmay be that the depressed stock prloss of NCNB and Barnett may onable the Company's

shusholdanto receive mori shuros; put another way, wo think that it is better to bargainfor

sharuswhen they are chosp . In addition, moving forwardnow brings the Company's shareholders

closer to an opportunity to realiza substantial benefits such as conarvings and dividend payments

through a combination .

We hope you find this review helpful. ll you have any questions, please do not hostate to call.

Sincerely ,

i

J. Christopher Flowers

16
72
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First American Courted for Merger

NCNB Is Among Banking Firms Making Acquisition Overtures

ican have not shown any interest in year with the announcement of a

those inquiries and the bank is not merger between Sovran Financial

for sale . " Corp. and Citizens & Southern Corp.

However, other sources familiar that will form the largest regional

with the bank's operations said they bank holding company in the nation .

believe First American would be Clifford said the Sovran - C & S deal

available for sale if the right offer prompted a number of phone calls be

came along
tween bankers, including calls to First

NCNB spokesman Dick Stilley de . American. Robert Aliman, president

clined to comment on a possible
of First American Corp., also said that

merger between NCNB and First recent financial trouble at Perpetual

American , but he reiterated that the Savings Bank , the largest thrift in the

Washington market is one of great Wasbiogton area , has set regional

interest. "
banks on edge and prompted further

The interest in First American fol interest in mergers and acquisitions.

lows a wave of bank mergers along
First American's financial health is

the East Coast, which climaxed last See FIRST AMERICAN , D5, COLI

By Joel Glenn Brenner

and Jim McGee

WellSud Wren

North Carolina banking giant

NCNB Corp., which has long been

Looking to expand its reach into the

Washington area , recently made

overtures to First American Bank

shares, parent firm of First American

Banks of Virginia, Maryland and D.C.

First American Chairman Clark M.

Clifford yesterday confirmed that

NCNB and several other banks have

approached him to discuss possible

mergers. But he said that the Arab

shareholders who control First Amer .

w
i
r

6
-
5
-
9
0

NCNB Makes

Overtures for

First American

1

PIRST AMERICAN , From D1

suffering. With earnings down sharply

Last year to $66.7 million from $ 80.2

million in 1988. Analysts said the

bank's return on assets has been low

and the bank also has been spending

millions of dollars on new technology,

which has hurt the bottom line.

Arnold Danielson , president of

Danielson Associates Inc., a local

bank consulting firm , said the combi

nation of depressed earnings and re

cent controversy make First Ameri

.can "extremely attractive" to

potential buyers , who might sense

they could buy the bank for a bargain

pnce .

The bank recently was the subject

of articles in Regardie's and the Wall

Street Journal that raised questions

about the overlapping ownership in

terests of First American and the

Bank of Credit and Commerce Inter

national, which recently pleaded .

guilty to money laundering charges

and is suffering massive losses.

Danielson said First American is

one of the three best franchises in

Washington, following Sovran and

MNC Financial Corp. , parent of

Maryland National Bank and Ameri

can Secunty. "If I wanted to buy any

one in this area , that would be the

one ," he said .

C

2

C
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100LAOC LL STREET LONDON COA JAD DATE July 30th , 1990 .

mnou MR . J.D. VAN OENEN TO MR . S. NAQVI

c.c. MR , ZAFAR IQBAL

SUOJECT:
CCAH

:)

Enclosure B outlines a series of alternative solutions . From

the information so far obtained , it is apparent that there

are many problems of which we were not fully aware . The main

difficulties : revolve around the restrictions on interstate

banking , those on foreign ownership in Virginia and Florida ,

the ' Home - State ' and deposit - limitations and , finally , the

status of the New York operation .

To complete the survey , and to pursue the matter further ,

I need the following : -

1 .
A list of preferred options , in order of priority , so

as to save time , money and effort .

2 . A modest but adequate budget to obtain legal , taxation

and other professional help , and to cover out of pocket

expenses such as travel .

3 . Information on the status of the discussions between CCAH

and Goldman Sachs, and what further action is presently

being taken by them ( or us ) , if any .

An assurance to maintain complete confidentiality in and

outside the organisation ( including CCAH and Goldman Sachs

at this stage ) . There should be no discussions with outside

institutions without prior liaison with me .

5451

Cours of

Lacy

Even if the regulatory climate changes sooner than expected ,

the legal complexities and the general economic and banking

conditions could still cause delays . For an early ' optimum '

solution we must therefore be prepared to go through an interim

Fo.co649
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2 .

stage which will require some help from the shareholders .

The financial consequences of carrying 70 % of these loans

have been worked out in Enclosure A. They show that we may

already be a further $60 / 70 million in deficit for the year

1990. Urgency is therefore of the utmost importance , without ,

however , creating the impression of a ' distress ' sale .

jan
a

fo
ne

Until now the approach remains one of eliciting offers ,

more particularly through . the sale of the outstanding loans ,

although I doubt whether Goldman Sachs has worked on this

basis . I have made two foreign contacts but this may havo to

be widened further to a maximum of five or six institutions ,

all on a discreet and personal basis .

i

ܕܝܢܘܝܝܚܝܝܝ Quan

r ...

3367 FD.cob
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Encl . A

Valuation / Carrying cost

The following very rough calculation may serve to put the situation

into perspective . It illustrates the cost of carrying these loans

as it would appear to an outside financing institution .

Book Value on 31/12/1989 $ 856.8 million

61%.
Circa 104 in the form of loans $ 600.- million

Advance equalling a security value of 2.475

12.75 x book less 100 ) $ 1485.- million

Loan Funding cost Est . 9.001 p.a.

Blocked capital cost

( 8t of asset )
Est . 0.726 p.a.

9.720 p.a. $ 145.- million

1989 Net earnings $55 million ( after tax )

of which 700 $ 39. million..

Annual deficit $ 106 million

II

Note

Tax aspects which because of the

Netherlands Antilles structure

can be of major importance have

been left out of account . Also the

interest on interest factor as

profits are not distributed .

A 00651
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Based on present interest rates and profit performance , this

means that the security value in the absence of any loan

interest and fee income would have to increase by at least

0.175 x book per year to reach break - even point. In other

words the advance valuation would have to go up from 2.475 x

to something like 3 x book if the CCAH profits do not improve

dramatically and loan conversion takes more than two years.

This means that until then the loans require an annual subsidy

at least $ 100 million without even counting an adequate

i

of

return on the loan assets .

Fo.co 652
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Note : Items marked • need further

enquiry

CCAH

Legal changes to lift the current interstate bank barriers

are under very active consideration by the U.S. Treasury and

State authorities . Reciprocity between New York and California ,

time
ly

for instance , has already been agreed upon and will be introduced

Cal
o

in 1991 * . Many institutions believe that country - wide

restrictions on banking and on financial services will be

removed by 1993 * . This vastly increases the number of potential

buyers
-

both domestic and foreign and perhaps the sale - value

of the banking Group , particularly if non- bank institutions .

sh
ti
n

would also be permitted to engage in banking business. Already

there are clear signs of moves and arrangements , especially

on the part of the large money - centre banks , to become more

closely associated with out -of- state regional banking institutions .

For the present , we still have to base ourselves on the existing

lawe , which leaves us with four alternatives :

I. ' Internal' solution

a . Although this option is now closed to BCC , an ownership

solution even if temporary could be of interest

mt
um
i

wra
tin

g

to our shareholders ( ADIA ) as a potentially profitable

investment . Current restrictions would nevertheless

3168 Fequire a stop-gap solution involving shareacquisition

a co 653
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( below 250 ) on a personal basis . This needs further

study as the authorities do not permit related ownership

situations . To what extent ADIA could act as one of

the shareholders ( below 250 ) would also need investigation ..

b . Another route would be for ADIA , if this is possible ,

wholly or partially . to take over the role of the

financing institution , call the loans , at a time of

i ing
ly

AI
TA their choosing . take possession of the security and

thus gain two years breathing space to dispose of it .

In the interval , unless BCC compensates for the

difference , ADIA would bear the interest cost which

would only be partially off- set by the increase in the

CCAH book value ( see Encl . A ) . One problem is that

calling all loans simultaneously may give rise to

suspicion and accusation of having exercised

unauthorized control ( section o ) .

c . To buy.. time , and to allow the Bcc balance sheet to be

slimmed down , the loans

could be ' garaged ' with one or more other institutions :

garage
1. On a re-purchase basis . This would move the

Repo

assets from above to below the line , but this would

not help us in our capital- ratio requiremento apart

from having to find a ' willing ' institution to assist

without substantial guarantees or margins . It also

does not solve BCC's regulatory and external auditors

( provision ) problems .
✓

3461
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2 . As an outright sale . Unless there are other

considerations ( see II and III below ) . the risk

factor will require a strong degree of ' comfort :

Outri
ght

to the buying institution , as they will assess the

transaction on book value . It will almost certainly

have to be in the form of a ( partial ) guarantee

Lo
ve 7

Tha
na

!

from our shareholders .

A transaction along these lines would also raise

fee . , capital ratio . , and funding considerations

for the lending institution , the cost of which , to

Foundi
ngcon

osc
hat

.co
m

some extent , would be influenced by their interest

in a ( potential ) relationship with our shareholders

as well as their own investment intentions . There

are several ways to compensate for the ' cost ' factor ,

such as funding on favourable terms ( although there

could be some conflict here under present u.s. law* ) .

and providing partial capital support through the

purchase.of. subordinated.capital. notes : Whatever

· form it takes we must accept that a loan financing

solution would be very expensive ( see Encl . A ) , although ,

on the other hand , it would help to spread the impact

over a number of years , i.e. until CCAH is sold .

One of the consequences of delaying action is the

danger of impeding CCAH's natural growth . Retention

Capi
tal

of earnings may not be sufficient , and it is therefore

necessary to make a study of the Holding Company's

capital requirements over the next three or four years ,

547 )
including determining the extent rights issues, if any .

FD.ccesso
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can be replaced by the injection of subordinated

( convertible or non - convertible ) capital

notes * . The advantage of this alternative is that

bo
sc
li
ni
ca
l

the interest would be paid by CCAH , although diluting

Sub
M
a
n

their ( after- tax ) earnings and share value .

Another difficulty is that the present owners do

not exercise any control over the management in

.

i

Man
age

men
t

fact they may not even be kept fully informed . Although

management performance appears to have been satisfactory

consideration must be given for one or morë knowledgeab:

' shareholders ' representatives ( unconnected with the

financing institution ) to be seconded to the Holding

Company ( I could recommend one or more highly experience

people ) .

If BCC remains at risk , we still have to face not

only the current profit -haemorrhage ( see Encl . A ) ,

but also the attitude of the external auditors ( and

Pre
cis

ion
e

i Sa
nt
a

ngai

you

the regulators ) in respect of the assessed security

value of the CCAH shares . So far , no provisions have

been demanded , but unless an acceptable solution

is found before the end of the year , they may well

insist on 20/301 against the non -Abu Dhabi Governmental

holdings .

ن!
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I u.s. Domestic solution

Because of the lega ! problems , this approach must be split

into two :

1. Southeast Regional

a ) As the laws stand today, this is by far the easiest

route and clearly represents the solution on which

Goldman Sachs ( retained by CCAH ) appears to have

concentrated . The details supplied in their letter

C

of September 29th are very vague , but they state..that

certain Super -Regional Holding Companies in the

Southeast could acquire the institution although perhaps

without New York .

Apparently , discussions have taken place with North

Carolina National Bank and with the Florida - based

Barnett Bank . The first is said to have offered 1.5

times book , while Barnett was said to have shown no

interest * . We should be given more details of the

discussions that took place ( particularly the terms

of the NCNB offer ) and also of the mandate given by

CCAH to GS .

b ) To what extent other qualifying institutions have been

approached is not clear but it is important to know

Reverse
which and their reaction . There is a long potential

mogen list even omitting those that could qualify for a

' reverse ' solution referred to by CCAH's legal adviser

ند7ہن through merger with a smaller holding company, which

could permit retention of the New York operation .

FD.c0657
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First National Bank la multi - state operation in

Georgia , Maryland , North Carolina , Tennessee , Alabama )

Southeast Bank ( Florida )

Citizens & Southern Bank (Georgia , Florida ,

South Carolina )

First Union National Bank

Do
me
st
ic

Ba
nd
s

Maryland National Bank ( Maryland )

Signet Bank (Maryland , Virginia )

Central Fidelity Bank ( Virginia )

Sovran Bank ( Virginia )

i
Cresta Bank ( Virginia , Maryland , D.C. )

Riggs National Bank ( D.C. )

First Wachovia Bank ( N. Carolina & Georgia ) .

The potentiality of the banks in this list may require

further review . Some background information has already

been collected .

C

c ) Assuming that Goldman Sachs have approached all ,

or most , of these institutions without success , the

NCNB offer could indicate that either CCAH does.not

rate too high in their future plans , or a lack of adequate

capital .. It could , of course , also be an attempt to

take advantage of what they may view as a ' distress

sale ' .

By all available information NCNB , apart from being

one of the most logical candidates , is believed to be

doing very well at the moment , and it may therefore

Roof
be appropriate to re- open our negotiations which ismy. Kah

in

wit
h
NC
NB

why it is necessary to know what exactly has been discussed .

A coisis
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The reports on Barnett Bank are mixed ( perhaps

they have some real estate problems ? ) , although

still generally favourable . We should not immediat

rule them out .

2 . Dependent on the identity of the potential buyer,

( even taking into account a now possible earlier

1 than expected removal of merger restrictions which

Remova
ls

inicia ?
might raise CCAH's value ) consideration should be

ergen
given, subject to current legal restrictions, to

offer one or more ' sweeteners ' as , for instance :

Provide finance in the form of Due From placements
.

or loans , perhaps on favourable conditions .

Sw
wm
an

b . Accept payment in instalments .

C. Agree to purchase some ( convertible? ) subordinated

.

capital notes , assuming --that --the - purchasing

bank needs to raise -additional capital . The

convertibility aspect , which at present is limited

by law , could give us a potential stake in any

profit improvement resulting from a merger .

d . Agree on a type of ' pay later ' premium for instance

in the form of special warrants .

i

e . Accept part payment in marketable shares .
5171

It is not entirely clear. to what extent First American

New York is or can be , a factor . If it is negative ,

2.Oress
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consideration may be given to split the New York

operation off , although ( because of the grandfather

status ) the group would then lose some of its attract:

at least as the law stands today ..

2. U.S. Banks outside the Southeast

a . Under the existing legal restrictions , these

institutions would not quality , partly because of

their 'home ' location , partly because of the

overall 808 Southeast deposit condition . As mentioned

earlier , several larger banks are nevertheless preparing

themselves for a lifting of the existing interstate

barriers by acquiring troubled Les institutions ,

and/or through the purchase of upto 58 of non-voting

shares in regional banks , which is the current legal

maximum . Although present laws are very restrictive

and option arrangements , etc. although not specifically

füled out, are subject to limitations (Section 209.4 ) .

there may be other ways of reaching an understanding * .

As there are already signs of greater flexibility

on the part of the regulatory authorities , we should

explore this further , although the share - financing

should be in a form where the financing bank could

not be considered as taking indirect ' control ' .

( Carrying on with the existing share-holder group

could , however , create ' documentation ' problems,

an aspect that should be very carefully investigated * )3473
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b . Apart from the National banks , a change in the

legal climate could also bring a number of

investment banks or non - bank institutions into

play : commercial and real estate finance companie :

trust and life- insurance companies , etc. Unlike

the banks , they are completely blocked at the

present time to take any stake or interest .

although , within certain limits , ' reverse '

investments through a higher level holding Company

are feasible . Perhaps we should explore this

route also but it would be time - consuming .

fo.colli
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III . Foreign bank solution

The legal complexities are even greater as in addition

to the 801 Southeast deposit requirement, there are

also the restrictions on foreign bank ownership in

Virginia and in Florida .

The potential candidates can be divided into three groups :

a . with a ' home ' - base in the U.S. Southeast

There are very few . The most obvious one is the

National Bank of Abu Dhabi ( partly owned by ADIA )

which through a locally incorporated subsidiary

of their Curacao subsidiary has a single location

in Washington D.C. Assuming that they meet the

808 Southeast deposit requirement this very small

entity ( assets $ 150 million ) could theoretically

qualify for a ' reverse ' procedure by merging into

CCAH , thus permitting them to retain their New York

grandfather rights and yet to transfer control to

the foreign (Abu Dhabi , institution . May be we should

take some advice , although the chances do not rate

very high . At best it would be a very complex and

lengthy exercise , and perhaps involve litigation

in Virginia and Florida .

! jur ?
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2

b . with no significant 'home ' base outside U.S. Southeast

The overwhelming number of foreign banks operating

in the United States have already selected California

or New York as their 'Home ' base . Most with no or only

an insignificant presence in the U.S.A. , would be rather

' small banks , unable to digest an investment of the type

we have in mind . Cheoretically , a few of the somewhat

larger ones could shift their activity to the Southeast

if they have only a very small presence elsewhera , but

it seems unlikely that any would seriously consider

doing so as long as Virginia and Florida . ' impose

restrictions on foreign ownership . Unless that problem

is overcome las may be the case when new legislation

is introduced ) , this route is not pursued , although

a list of potential candidates is nevertheless being

compiled .

0
7
3
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c. with a major 'Home' -base outside the U.S. Southeast

Despite the Home -base and the 80 $ deposit problems ,

this may still be the most promising group , if only

because the banks are generally larger , and probably keen

to strengthen their U.S. dollar funding base . There

is no reason to think that several of the more aggressive ·

major foreign banks would be reluctant to follow the u.s.

national money - centre banks along the same path .

The region certainly could be seen as a potential adjunct

to their New York operations ( once the current restrictions

are lifted ) .

For the present , our efforts are directed towards the

banks in this group . except for those that already have a

major presence in other U.S. locations . Perhaps a small non

voting stake ( below 58 ) with a ( joint ? ) share - financing arrange

ment * outside the United States ( and , of course , a firm

commitmenes could produce, a solution until..the.. more. onerous

restrictions are removed . In any event, a potential conflict

with other U.S. locations needs careful study * . Whatever

may be the prospects , concessions , possibly of the type listed

in the previous sections , undoubtedly , will have to be made

to compensate for the loss to be incurred on the interim loan

portfolio financing.

FD.co6t4
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IV . Break -up solution

This would involve selling the independent parts , possibly

split into Metro Bank , Georgia / Florida and New York . It

is hard to say whether the CCAH multi - state structure would

lose or gain in value once , as is now seriously expected ,

the
U.S. financial system is liberalised .

Although a piece -neal sale may not help to improve our security

it would have a favourable effect on our loan outstandings ,

the interest accrual factor , and BCC's capital ratio .

The Georgia / Florida component was acquired for about 2.5 x

book against an NCNB bid of circa 2.6 x ( which included part

payment in shares ) . At this price level ( the tax consequences

would need to be further examined ) we could reduce our loan

exposure by circa $ 250 million which would be a welcome relief .

Perhaps NCNB would still be interested if they do not wish

to pursue a merger with the entire group .

Disposing of New York separately , would not be particularly

advantageous because of its relatively high cost • and low

profitability • structure ( footings $ 1600 million , equity

$ 100 million , after tax earnings $ 4.3 million ) . It probably

has more value as part of the original multi - bank Holding

Company

It is unlikely that any foreign bank would feature in a break

up type of solution .

Fo.c0665
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100 LEADENHALL STREET LONDON ECJA JAO DATE

15th August 1990.

FROM : TO :

Mr JD van Oenen Mr Swaleh Nagui

SUBJECT:

CCAH CC Mr Zafar Iqbal

STRICTLY PRIVATE

Apart from all the legal and regulatory complications ,

the present climate , as explained in our discussion:

on August 8 , 18 not favourable to effect a sale at an

acceptable price .

on

There can be little doubt that full interstate banking

will be permitted in the foreseeable future probably

around 1993 . The removal of the restrictions , including

thos'e foreign ownership , will certainly make the

bank more marketable ( in whole or in part ) , but whether

this would greatly add to the value is doubtful . One

of the main current attractions is the interstate network

combined with the New York grandfather operation , but ,

as explained in my analysis of July 30 , this can only

appeal to a very small group of banks at the present

time . This special attraction will disappear once

try -wide branching is permitted, although there will

always remain some interest in the acquisition of well

run banks , especially if non-banking institutions

allowed to enter this field .

coun

Specific reasons why there is so much market reluctanco

are the following:

( 1 ) The serious concern felt over the health of the

US banking system and it is expected that there will

be an increasing number of bank failures . The money

Centre banks are certainly experiencing serious diffi

culties , while the major Regional banks , although gener

ally believed to be in better shape , have not remained

unaffected evident by the recent withdrawal of a

Fo.00646
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stock issue of US$ 150M by NCNB ( for the purpose of making

a bid for Centrust ) . Bank shares are being quoted at

deep discounts , partly also because of expected further

Federal tightening up in respect of capital ratios ,

dividend payments , and regulatory controls .

( 2 ) Balance sheet ( equity ) restraints experienced by

most foreign banks , more particularly the Japanese ,

but also many in Europe .

( 3 ) The current Gulf problems , with the resultant econ

omic and financial complications , not only in the USA ,

but worldwide . The involvement of Arab shareholders

( and indirectly of BCCI ) does not help in this respect

and , in fact , could easily create the impression of

a liquidity problem and /or a forced sale .

( 4 ) The inevitable connection made with BCCI'S U.S.

legal problems , some of which could be considered

possibly affecting CCAH , directly or indirectly .

as

( 5 ) The size of the transaction itself , whether as

a ( potential ) share acquisition and/or in the form of

a sale of secured loans .

.

Under the circumstances , it may , perhaps , be better

to take low posture for the time being , which was

also the personal advice received from the Chairman

of a major North American bank . On the other hand ,

a decision cannot be postponed too long in view of the

estimated net carrying cost of over US $ 100M per year

at present interest rates to which
we should really

add another us$20 /25M for lost profit margin .

a

If PW insist on producing their own valuation we may

find ourselves having to make provision totalling

US$225M on the basis of their earlier figure of 2.1

times book , or , if they reduce it to , say . 1.5 times

546 ?
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book , as much as US$585M . This would make an horrendous

impact on Our P & L that can only be avoided by any

of the following means :

1 . a ( partial ) guarantee from our main BCC share

holders

ii . sale of loans ( without recourse ) .to ADIA

iii . substitution of the borrowing shareholden by

new investors who would not rely on BCC financing .

SOMO

There is little chance that there will be an early uptura

in confidence in the US banking sector, although there

could be improvement ia merger prices once the

situation , particularly the real estate market , shows

signs of stabilising , but that will not take place this

year.

Because of the peculiarities of the US legal situation ,

all the above alternatives will require further investi

gation . Until this is done , my recommendation is:

( 1 ) Continue to sound out in a very discreet manaer

one or two potential foreign prospects .

( 2 ) Explore re - opening discussions with NCNB

with an offer of some capital inducements

the sale of NBG / Florida as a separate entityb .

( 3 ) carefully sound out one or two major US banks .

on

In the meanwhile , I would appreciate receiving your

comments the four points I raised in my analysis

of July 30 , particularly on the subject of the discuss

ions that have so far been held by CCAH and Goldman

Sachs .

5163
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FIRST APAERICAN CORPORATION

ROBERT A ALTMAN

President

October 9 , 1990

VIA COURIER

PRIVILEGED CONFIDENTIAL

H.E. Sheikh Kamal I. Adhan

Garden City

cairo , Egypt

Your Excellency :

Prior to our meeting in London on October 23 to discuss

First American Bankshares, we wish to raise a pressing issue

with Your Excellency that will require action before the end

of this month . G
A
T
E
D

As you know , earlier this year we were approached by

several large u.s. banks concerning a possible merger or sale
of First American . One Yarge banking institution made an

initial offer , in writing, of one billion dollars for the

Company. This was obviously just an opening bid to start

negotiations . However, it confirmed the verysubstantial
market value of this company . It is our responsibility to

protect this value for the shareholders .

Recent financial developments in the United States

affecting the banking industry make it necessary for First
American to obtain $ 30 million before October 31 , 1990 . The

failure to secure these donies may create bank regulatory
issues and will likely result in technical defaults of loan

covenants by First American in October , with the possible

acceleration of calls for repayment of some $ 100 million in

debt that First American has secured on favorable terms . This

could cause a loss of confidence in the company in the market

and threaten the enormous present value of this company for

our shareholders . Accordingly , CCAH wishes to borrow $ 30

million at market rates this month which monies would be

downstreamed and invested as equity in First American .

Taking a somewhat longer perspective , First American

should strengthen its capital position further before the end
of this year . The financial declines in the U.S. economy in

15th and H Streets NW Washington, DC 2000S (202) 383-1400

2198
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H.E. Sheikh Kapal I. Adham

October 9 , 1990

Page Two

general , and the banking industry in particular especially

with respect to real estate markets -- are causing many large

U.S. banking institutions to examine the adequacy of their

capital base . In addition , increasingly stringent capital

requirements are being imposed on banks by federal bank

regulators in response to market conditions .

First American like many other banks has had to respond

to these developments and needs to strengthen its capital

position this year when larger reserves are being established

in anticipation of loan portfolio weakening . First American

has had a large and profitable real estate loan porttolio

which is now affected by the precipitous drop in real estate

values . While real estate markets will hopefully strengthen

in the next 12-18 months , a capital infusion is indicated

during this down period .

In this regard , it is also noted that at the time it I

acquired the National Bank of Georgia in 1987 , First American

committed to the Federal Reserve Bwoyds meet certain capital
ratios . In this regard , we adresegiwa may seek to raise an

additional $ 100 million in her equity no later than the end of

1989. Accordingly , the Lost rights offering was initiated in

June 1989 in the amount of $50 miVion, with plans to make a

second offering in theplane anoint in the fourth quarter.
Subscriptions to the first offering raised the full $50

million, but the second ortet ing was postponed . The company

satisfied its commitmetothe FederalReserve through
internal resources , and thereby alleviated fora timethe

making of an additional demand on the shareholders .

raising of that second $50 million is, however , now needed .

Moreover , market conditions warrant the raising of an

additional $50-75 million , if possible , for a total of $ 125

million in new capital. We believe this is necessary and

would be properly responsive to bank regulatory concerns .

We thus need to discuss the possibility of completing a

stock offering this year to raise $125 million in equity by
CCAH . Itis anticipated that unlike priorrights offerings,

these shares would involve preferred stock that provide an

attractive annual cash yield of 9t , together with certain

other rights . This matter will be explained in greater detail

at our meeting later this month in London. This new capital

will serve to preserve the value of your present investment in

First American , and , indeed, permit the Company to avail

itself of opportunities which would further enhance substan

The

2199
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H.E. Sheikh Kamal I. Adham

October 9 , 1990

Page Three

tially the value of the Company if a sale or merger is again

entertained .

of immediate concern , however , is the fact that CCAH must

secure a short - term loan or loans totaling $ 30 million by

October ji in order to satisfy regulators and avoid any

default under "adjusted net worth * loan covenants binding on

First Anerican . Such short - term borrowings would pay a market

rate of interest , and could be repaid from the proceeds of any

1990 rights offering . Our hope is that Your Excellency ,

perhaps jointly with H.H. Sheikh Zaied , H.H. Sheikh Khalifa ,

or others , might be in a position to arrange such funds for

First American until we can complete a nem rights offering .

I trust this preliminary

repory
supplements my July

forecast is helpful . We had wanted #lert you to this

matter before we meet in London so that you could be consider
ing it . We are , of course , happy to answer any questions and

will brief you in detail on this and other matters when we
meet .

Mr. Clifford and I send our warm personalregards and
look forward to our important meeting on October 23 .

sincerely ,

Ralut Q. Altman
Robert A. Altman

2209
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Enci . B

Note : Items marked • need further

enquiry

CCAH

Legal changes to lift the current interstate bank barriers

are under very active consideration by the U.S. Treasury and

State authorities . Reciprocity between New York and california ,

por el for instance , has already been agreed upon and will be introduced

Cad
o

in 1991 * . Many institutions believe that country-wide

restrictions on banking and on financial services will be

removed by 1993 * . This vastly increases the number of potential

buyers both domestic and foreign and perhaps the sale-value

of the banking Group , particularly if non- bank institutions *hando

is theta
le

would also be permitted to engage in banking business . Already

there are clear signs of moves and arrangements , especially

on the part of the large money - centre banks , to become more

closely associated with out-of- state regional banking institutions .

.

For the present , we still have to base ourselves on the existing

laws , which leaves us with four alternatives :

I. ' Internal' solution

a . Although this option is now closed to BCC , an ownership

solution even if temporary could be of interest

int
ern

i

www
.en

rin
g

to our shareholders ( ADIA ) as a potentially profitable

investment . Current restrictions would nevertheless

i

j 168 require a stop-gap solution involving share acquisition

TU

A00653
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( below 250 ) on a personal basis . This needs further

study as the authorities do not permit related ownership

situations . To what extent ADIA could act as one of

the shareholders ( below 258 ) would also need investigation

b . Another route would be for ADIA , if this is possible , *

wholly of partially , to take over the role of the

financing institution , call the loans , at a time of

Cam
AJ
IA their choosing. take possession of the security, and

thus gain two years breathing space to dispose of it .

In the interval, unless BCC compensates for the

difference , ADIA would bear the interest cost which

would only be partially off- set by the increase in the

CCAH book value ( see Encl . A ) . One problem is that

calling all loans simultaneously may give rise to

suspicion and accusation of having exercised

unauthorized control ( section o ) .

.8"

c . To buy time , and to allow the BCC balance sheet to be
.

slimmed down , the loans

could be ' garaged ' with one or more other institutions :

Low

garage
1. On a re - purchase basis . This would move the

Refe

assets from above to below the line , but this would

not help us in our capital- ratio requirement * apart

from having to find a ' willing ' institution to assist

without substantial guarantees or margins. It also

does not solve BCC's regulatory and external auditors

( provision ) problems .

.
.
.

3463
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2 .
As an outright sale . Unless there are other

considerations ( see II and III below ) . the risk

Out night

factor will require a strong degree of ' comfort .

to the buying institution , as they will assess the

transaction on book value . It will almost certainly

have to be in the form of a ( partial ) guarantee
tra

ns
?

Th
am

?

from our shareholders .

A transaction along these lines would also raise

fee - , capital ratio - , and funding considerations

for the lending institution , the cost of which , to

Fandun
g

con
sid

era
tio

n

some extent , would be influenced by their interest

in a ( potential ) relationship with our shareholders

as well as their own investment intentions . There

are several ways to compensate for the ' cost ' factor ,

such as funding on favourable terms ( although there

could be some conflict here under present u.s. lav . ) ,

and providing partial capital support through the

purchase . of. subordinated - capital. notes . Whatever

.
- form it takes we must accept that a loan financing

solution would be very expensive ( see Encl . A ) , although ,

on the other hand , it would help to spread the impact

over a number of years , i.e. until CCAH is sold .

One of the consequences of delaying action is the

danger of impeding CCAH's natural growth . Retention

Capi
tal of earnings may not be sufficient , and it is therefore

necessary to make a study* of the Holding Company's

547 )

capital requirements over the next three or four years ,

including determining the extent rights issues, if any .

FD.cc655
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TarA FIRST AMERICAN BANKSHARES, INC

CLAUS M. CLATORD

Cherms of the Board

MEMORANDUM

TOI Shareholders of credit and commerce Anerican Holdings , N.V.

clark m . ciirtora SumuFrom :

Dato : Novonbar 2 , 1990

RE : Capital Requirements - First American Banksharus , Ing .

I an enclosing a lotter received today fron Arthur Anderson 6

Company , First American Bankshards ' Independent auditors ,

confirming that the company noods $175,000,000 of additional

equity capital for 1991, with an immediato advanos of $30,000,000

böroro the end of November .

The additional capital is intended to protect the

shareholders ' investment during the economia downturn now being

experienced throughout the banking industry in the United States.

The capital call thus reflects discussions with federal bank

regulators and our financial team .

The requested Lunds would protect the enormous value that has
bean created in First American during the past eight years .

you will recall , we received an opening bid of ona billion dollars

for First Anorican lou than 6 months ago , and we no doubt could

have negotiated a substantially higher price had the shareholders
directed us to do so . for reasons earlier provided , we aro

requesting additional capital immediately to safeguard your
Investuont .

As

Mr. Robert Altman and I will be pleased to provide you any

other intoraation you may request , and stand ready to best at any

time if you tool that would be helpful to you .

13th and H Suomus NW Washington, DC 2000S (202) 13-1400

166 ?

fo.0063
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LatA FIRSTAMERICAN BANKSHARES, INC.
12

CAR M. amore

Omoth loud

MEMORANDUM

Tot

Trou :

shareholders of credit and Commerce American Holding . , N.v.

Clark H. clifford come

November , 1990

Special Board Meeting with Federal Bank Regulatory
Authorities

Dato :

RO :

This memorandum is written to advise you that a special

nesting of the Board of Directors of First Anarloan Bankaharı :

and its 0.3 . parent , First Anarican Corporation , vas beld on

Tuesday , November 6, at the request of the federal Reserve

Board . In addition to representatives of the Federal Reserve,

the heating was attended by stast naabers of the office of

Couptroller of the currency and the Pederal Deposit Insurino .

Corporation . The purpose of the meeting was to discuss the

regulatory examinations of First American and its subsidiary

banks .

During the course of this important noeting, the

regulatory agencies focused on our offorts to obtain addi

tional capital for First American from the shardholders .

It was emphasized to the Directors that bank shareholders ar .

expected to be a source of financial strength to the organi

zation and that the current economic environnant nade capital

investnants mandatory now for First Aaerican ( and for our

conpetitors ) . wo responded that the matter of additional

capital was under consideration in the Middle East and we

would report to the regulators as soon us decisions were

roached . We vori asked to convey to the shareholdors tho

inportance of addrusing this matter at their earliest

convenience .

In this regard , cortain First American shareholders

recently Inquired about the ability to revive dicussions we

had last spring with other major bänks regarding the sale or

1su sad H Survet NW Washington, DC 2005 nom 303-1400

Fo.Cot30
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一 、

aerger of First American . As you recall, our shareholders did

not wish to pursue such a transaction at that time . Current

market conditions, however, make any ouoh deal impossible at

prosent. such a transaction would neosssarily involve payment
with marketable stock , not cash . In this regard , I attach for

your information • chart which reveals the sharp dooiino in

market value of bank stocks during the past year . Buch sharos

now trade at a fraction of book value when & short while ago

they were trading at pultiples of 1.5 to 3 times book (for

non - control blocks) . Thus , market conditions, us voll us

regulatory factors, proclude a deal going forward now .

You , of course , will understand that the very substan

tial , Inherent value of this unique franchise remains despite

the inability to consunnato • nargor or sale under procent

market conditions. It is noted that the total shareholder

cash investnent in First American to dato is approximately

$600 aillion, and , of that amount , approximately one- third was

invested only in the last few yearı. Yot , less than six

months ago, vo had an opening oftor fron : major 1.8 . bank to

acquire first American In a transaction which wouldilkely

have more than doubled the amount the shareholders have

Invested to date . And , we believe it is possible to enhance

further the return on our shareholders ' investment .

We are confident that the market value of this Company

can be rulized when the market strengthens and we urg .

favorable consideration of sonior management's proposal for

additional capital to protect the enormous value of this

franchise that has been cruatod for shareholders . We ramain

available to meet with you or to answer any questions you may

have about thes . patters .

Attachment

FD 00631

-
-
-
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CAGLC CLINC

TELEX 1.536 CIC

CICO

202 . : JOA

Clifford• Warnke

Attorneys and Counsellons alLaw

815 Connecticut Avenue

Washington.2.020006

DOCCI LAC 202.20 42
NOICAT A ALTMAN

September 7 , 1988

HAND DELIVERED

Jack Blum , Esg .

Special counsel

Committee on Foreign Relations

449 Dicksen Senate office Bldg .

Washington , D. C. 20515

Dear Mr. Blum :

This is to confirm that we will meet at your office on

Friday , September 9 , 1988 at 2:30 pm . to discuss prelimi

narily the matters relating to the subpoenas served upon the

Bank of credit and commerce International ( Overseas ) itd . and

two of its employees . This shall further confirm our under

standing that a second meeting will be held on Wednesday ,

September 14 , 1988 at your office , at which time we shall make

partial production of documents in this matter , and discuss

how you would like your investigation to proceed .

If there are any changes in this schedule , please let me

know ,

Sincerely ,

elys
Rene Q Qu
Robert A. Altman
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C.COALC CLINIC

LES 1955. Cicy 1202 : 120.400

Clifford& Warnke

Attorneys and Counsellors at Low

815 Connecticutshenue

Washington. D.C.20006

DIRECT LINC (2021 0... 239LOOCRT A. ALTMAN

September 14 , 1988

Jack A. Blum , Esquire

Special Counsel

Committee on Foreign Relations

United States Senate

Washington , D.C. 20510

Dear Mr. Blum :

Enclosed herewith are the documents being produced

pursuant to our understanding concerning the subpoenas issued

to the Florida offices of Bank of Credit and Commerce

International (overseas ) , Limited ( " BCCI " ) and to Mr. S.M.

Shafi and Mr. Amjad Awan . Certain of the documents being made

available for your review are confidential and must be

protected from public disclosure by adequate safeguards to be

mutually agreed upon .

You are advised that in making the production of

these documents neither BCCI nor the individuals referenced

above waive any rights or privileges relating thereto , all of

which are expressly reserved .

It is understood that you will today review these

documents in our presence and we shall then agree upon the

manner in which they are to be reproduced and delivered to the

custody of the Committee .

Sincerely ,

Phant G. Delen
Robert A. Altman
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September 14 , 1988

Attorney-client Work Product

Privileged and confidential

INDEX OF BCCI DOCUMENTS

Vol . I. Annual Reports and Financial statements

1 . BCCI Annual Report 1987 .

2 . Financial Statement Panama .

3 . Annual Reports Colombia .

Vol . II . Records of Depositors and Borrowers

1 . Miami Agency :

( a )

( b )

list of Panamanian or colombian depositors ;

list of colombian depositors with deposits

in excess of $5 million ;

list of colombian borrowers with a limit in

excess of $ 5 million ;

( c )

( d ) Panamanian depositors or borrowers with

balances in excess of $ 5 million .

2 . Boca Raton and Tampa Agencies :

( a )

( b )

list of Panamanian or colombian depositors ;

Panamanian or colombian depositors or

borrowers with balances in excess of $ 5

million .

Vol . III . Internal BCCI Memoranda and Florida Licenses

1 . Compliance circular : Carribean Regional office .

2 . Minutes of Management Committee Meeting .

3 . Florida Licenses .
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vol . IV . Shafi Documents

1 . Business Expenses .

2 . Compensation Records .

3 . Travel Diaries .

4 . office Telephone Bills .

5 . Residence Telephone Bills .

6 . Car Telephone Bills .

Vol . V.
tur

Awan Documents

rue caus

Business Expenses and Travel Records . hans og w Cerca

and in woor

2 . Compensation Records .

1 .

3 . Telephone Bills .
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test
UIC CLS

15131 I... CIC 02 ...100

Clifford • Warnke
Allomas and Counsellors at Law

815 Connecticut Avenue

Washington. 2. 6. 20006

September 19 ,
1988

BY HAND

Jack A. Blum , Esquire
Special Counsel

Committee on Foreign Relations

United States Senate

446 Dirksen Senate office Building

Washington , D.C. 20510

Dear Mr. Blum :

As discussed during the meeting on September 14 ,

1988 that Messrs . Altman , Sanders and I attended at your

office , and as I later mentioned to Kathleen Smith in a

telephone conversation , we are forwarding herewith copies of

the documents earlier produced under various specifications of

the subpoenas issued to the Florida offices of Bank of Credit

and Commerce International (overseas ) , Limited (" BCCI ") and to

Mr. S.M. Shafi . As you are aware , we are to schedule within

the next several days a more extended period of tine during

which you can review the records from BCCI's Agency offices in

Miami, Boca Raton and Tampa . We have requested of the Bank

that it provide us with computer print -outs of the same type

of information for additional periods which you reviewed when

we were at your office . Those print - outs should be here this

week , and we understand you will examine this baterial

together with that which you have already seen at a date to

be agreed upon .

Specifically , the copies being forwarded today
include :

( 1 ) The compliance circular from the

Caribbean regional office of BCCI and

portions of the minutes of a Management

Committee meeting of BCCI , both of

which you reviewed on September 14 ,

1988 .
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Letter to Jack A. Blum , Esquire

September 19 , 1988

Page TWO

( 2 ) Various documents relating to Mr. S.M.

Shafi including business expense

records and travel diaries . You may

again decide to examine Mr. Shafi's

office telephone bills , residence

telephone bills and car telephone bills
at a subsequent date to determine

whether they should be photocopied .

( 3 ) A document styled , "Statement of

Affairs' for BCCI Panama for the period

ending June 30 , 1988 .

It is our understanding that having reviewed Mr.

Shafi's records of compensation , you do not need copies of

those materials . Further , the documents to be produced by Mr.

Amjad Awan are due on or before September 22 , 1988 . We were

called on Friday , September 16 , by John Grabow of Ginsburg ,
Feldman and Bress , who has been retained by Mr. Awan . We

shall await a meeting with his before proceeding on any

documents that relate to Mr. Awan because we do not know

whether Mr. Grabow intends interposing any objections to the

Subcommittee's subpoena .

Finally, we must reiterate the points raised

with you during our neeting and in Mr. Altman's letter of
September 14 regarding the confidentiality of this material .

It is our understanding that the materials which are being

provided herewith shall be accorded confidential treatment by

you and your staff . Before we can provide additional

confidential information to be retained by the Committee , we

will require written assurance that acceptable confidential

treatment has been approved by the Committee and will be

provided .

We will be in touch again by telephone regarding the

other scheduling batters yet to be worked out .

sincerely ,

Prokmi
John F. Kovin

Enclosures



498

United States Senate
WASHINGTON, DC 20810

TELECOPY TRANSMITTAL FORM

Deto : JOLY 7 1989

Send to : Mr. Clark Cilsford

CLIT! ORD AFD WARAKS

From :
SENATOR JOHN KERRY

Office of Senator John Kerry

Receiving Telocopy number:
202 659 0065

Sending Telecopy number for response is (202 ) 224-8525

To confirm receipt of telecopy call ( 202 ) 224-2742

Number of pages being sent , including cover 2
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COMMITH ON FOREIGN RELANONS

WASMINTON , DC 208 12 4235

July 7 , 1989

clerk clifford

clifford and Warnke

815 Connecticut Avonue NW

Washington DC

Ros Bank of Commerce and Crodit , International

Doar Xr . Clifford

As you may cocall , ve net on september 26 , 1988 at my

office to discuss BCCI's response to the issuance of a

subpoona by the foreign Relations Committoe issued July 27 ,

1988 for documents from the Bank of Commerce and Credit

International in connection vith an Investigation bythe

Subcommittee on Terrorism , Narcotics and International

Operations into narcotics tratficking, money laundering , lav

enforcement and foreign policy .

At the time , you advised the subcommittee that you ver

awarı of no documents regarding General Nosloga vhich vor

under the possession or control of BCCI, apurtfrom tho snull

numbes turned over to the Subcommitt.. by lojad Avan , and
agreed that if any such documents existed , they would be

turned over to tho Subcommittee La accordance vith the

subpoena .

Rocently , the Subcommittee has learned that a number of

documents under the control of BCCI and rosponsive to the

subpoons ver. not turned over to the subcommitto pursuant to

the Committe . subpoena , Thus , documents included ricordo

relating to us bany us seven accounts et BCCI controlled by

Norloga.

According to a receat broadcast on WBC Nightly Nemi ,

docunents from BCCI sirod by British authorities and since

turned over to the us show that Norloga deposited at loust 50

million dolları since he opened the account at acci la early

1982. The NBC broadcast alio alleged that the BCCI documenti

found included a lettor from General Noriega to ks . drea .



500

2

According to NBC , the lotter from Noreigu to dvan instructed

Awan to keep the accounts secret and orderod that no bank

statonents over be sent to Noroiga in Panama .

I have no doubt that you vero unaware of the existence

of these documents at the Elmo no met . In fact , I rocall that

you gave me the assurance that they would be provided the
Subcommittee should they located . It is now clear that the

documents referr.d to by NBC came vithin the clear ambit of

the subpoena to BCCI , and thatthey veri aot dollvered to the

Subcommittee as provided by the subpoena .

Accordingly, I formally request that in your capacity as
attorney for BCCI that you take u rapidly as possible tha

necessary steps to secure all additional documents responsive

to the original subpoena to BCCI from the foreign Relations

Committee regarding or relating to Noriega's relationship

withBCCI, including but not llalted to those documents
referred to in the NBC broadcast .

In light of the fact that at least sose of these

documents are apparently already in the possession of other

government agencies , I would appreciato prompt production of

the documonts, with delivesy to take place by the close of

business July 19 , 1989 .

The Subcommittee will be holding further hearingo on

narcotics matters later this month , and may wish to invito

BCCI by 1 :1 oflicors or attorneys to tastity regarding the

involvement of BCCI in hendling Central Norlega's accounts .

In the event that no documents are produced , the Subcommitto .

will wish to question a representative of BCCI at hearings on

July 27 or July 28 as to why the documents nn not produced

in response to the subpoena , other last your or to date .

If you have any questions , plouse doel frue to contact

me , Jonathan Wines , my counsel (telephone 224-2742 , or the

counsel to the Committee , David Keaney, (telephono 226-9034 )

who will be available to receive the documents.

I appreciate your attention this matter .

19 €

yangМ. ,
Yohn Kerry , Chalanga
Subcommittee on retroris ) ,

Narcotics and international

cparations

CC : Senator Pell

Senator XcConnell
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UNITED STATES OF AMERICA

Congress of the Enited Etates

Bank of Credit and commerce international , Led .
To

304 S. Foderal Highway

Boca Raton , Florida

Cetethet

Fasant to lowful authority . roU ARE TREBT COKHLXDED to
foreign Relations

nppror before the Committee on .

August 11

of tho Broto of the United Statu , on 10_",
Nine

o'sloob hom , at ther committer room 216

Hart Senate office Building

Was Here

to tutty what you may knowo rolottvo to the nuboot matter wider como

odoroton by cold committoa.

and bring with you the documents described in Attachment A.

Keret tall not , as you with arwwer your default under the point and pen

Althus in owok ossu mode and producto

the United States Marshals Service or any other authorised

to seran en el referens

then under my hand, by order of the committee,this

27th day of July
ta theyear of our

eighty -night
Lord one thousand nine hundred and .

Clin
Foreign relations

Chatrnon , Committee
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Attacbaent A

relating . referring or
All books , records and paperi ,

embodying the following :

1. The BONITOROnt of 11eta
for Manuel Antonio

Xoriera .

2. The holding of assets a custodian for Manuel

Antonio Noriega .

3. Corporations , partnerships and other business

entities under the direction and control of Manuel Antonio

Noriegs .

d . The benefpont of assets for Michael Harari .

6. The holding of assets for Michael Harari .

6. Corporations , pertnorobips and other business

entities under the direction and coatrol of Michael Harari .

7. The banesenent of ussets for privato clients in

Colombia .

8. The holding of assets u cuitodion for privat.

olients in Colombia .

9. All Panapunina ollonte for whom the Bank

manases siseti .

10. All Colombian climat , for when the Jook

manas0 Ls.ti.

ܬܐܐ truito which buvo Panamanian11 .

beneficiaries .

12. All trust, which have Colonbina beneficiaries .

For the period January 1 , 1988 to June 1 , 1988 :

All Books , records and paperi rolating , referring ,

to , or onbodying travel and telephone and telephone col
munication by Kulid A. Awan and 8. M. Shari .

b . , All books , records , and papers rotorring . rolat

ing to or eabodying the compensation of Kalid A. Awan and

8.M. Bhuri .

1
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All reporte describing , sumnorising , and discurslag
the Bank's trust and money aina genent operutions .

For the purpose of this subpoena u "pocord" inoludes

all aedi. capable of storing Information which can be rund ,

and includes all intoraation stored olectronioully - owhether

on coaputer disk or otherwise .

2
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NIGHTLY NTUS THURSDAY , JUNE 15 , 1906

ABERNETHY : Il 0.8 . troops loft Europe , would that boan a

Houtral Germany ?

MUN I thinx one can trust the Germans . They , they uri

Vosy . puch looking now to the Last . But tho know that their

pooltion 15 in the West .

ABERNETHY : The tension betroon druns and reality continued

as Gorbachev traveled on a high - speed , experlaontal train that

vas delayed an hour by a bomb scari . In his four days here ,

Gorbachov touched West Germany's deep dosire for « lis dangerous

Lurope and revived the soul - siarching about where the federii

sepublic should stand between last and West . Bob Abernathy ,

NBC News , Sonn .

HITI

GARRICK UTLEY ! In this country , the Suprui court hands

down another important decision on öivil rights . And beneral

Manuel Noriege of Panan . Anerican authorities teint they way

now have found the saoking gun . Wo'l1 bave thet , u ve continue .

XIT : coxOVERCIAL

RIT :

GARRICK UTLSY : Tor nori than 1 yournow , the 0.8 . governo

sent thes been pursuing General Manuel Worloga, the rule of

Panaba . He has already been indicted for ale role in drug

triilicking . Put Savoitigatori vanted sora, dard evidence of som

aoney ,nonas ude . Now , they believer , they found it , men than
one thousand page of doormants of Noriego ' , socrot , maabarna
bank accounts overius . Brian lori lo son nou vit do axolu

sive report . Brian .

* MUM ROSS : Garrick . dwarian authorities hy they

1
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NIGHTLY NEWS THURSDAY, JUNE 15 , 1989

consider these bank documents tobe the spoking oun in the drug
caso against General Noriega . The documents were seired lust

October in London by British authoritius after the bank used by

Noriega, the Bank of credit ind Conrerce , vas Itselt indicted in
i drug soney case in Florida .

Aster months of going through all the documents sessed in

the bank, Brition authorities this week turned over twelve boxes

of material, including the records of us many as seven secret
accounts controlled by Noriege.

The records show that Noriege, while receiving an Assy

salary of about fifty thousand dollars • your , deposited at least

118ty aillion dollars since be opened the account in arly 1982 .

According to authoritie vho have seen the bank records, i key

document is a letter fron Noriega.to his benker , tagad Ävan , nov

underarrest in Florida , instructing the banker that the accounts

Bust be kept secret and that no bank statements ever be sent to

Noriega in Panan .

Authorities believe that most of the money come fra ,

Noriego's doulings with colombian drug bossos , vith International

1ons dealers , and with the CIA , which had Norlege on the payroll.

Authoritia kuy one transaction in particular stands out . The day

altor Noriega vas indicted on drug charges, twenty-seven million

dollars of Noriega's noney vai trinsferred out of secret

account in London to another secret tocount in Luxembourg , noney

American authorities may nou try to seise . Gurrick .

HIT :

GARRICK OTLEY : Thank you , Brian .

The Supread court today sade sigilloent ruling on civil
rights . It continued the right of an Individual to go to court

and sue for dinagus in case of private racial alıcrizination .

what is important is this decision is that although thecourtbus

veakenedcivilrights progress in recent rulings, dore it refused
to override an ariier court decision . That ii the power of ..

legal precedent . carl stern explains.

HIT :
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MEMORANDUM

CONTENTS COVERED BY ATTORNEY

CLIENT AND WORKXPRODUCT PRIVILEGES

TO : Confjetentiarile gl Bank of credit and commerce

Internatyonat (overseas) Limited

FROM : Roma W. Thleus , I 1

DATE : September 24 , 1990

Inquiry of the Kerry CommitteeRE :

aApproximately two -weeks ago I met with highly

reliable , confidential source (the " Source" ) to further

discuss the subpoenas served on Robert Altman ( " Altman " ) and

Raymond Banoun ( " Banoun " ) by the 'Kerry Committee . The

meeting lasted approximately thirty (30) minutes and resulted

in my receiving information from the Source that was

predicated upon his personal contacts in Washington , D.c.

The Source advised that there is no return date for

subpoenas that have been served on Altman and Banoun by the

Kerry Committee . In response to those subpoenas , the source

stated that Altman and Banoun are opposing the subpoenas and

doing everything within their power to call in " political

markers " . Consequently , it may be that Altman and Banoun

will succeed in quasbing their subpoenas or having then
withdrawn ; and not end up 'testifying before the Kerry

Committee .

According to the source, the Kerry Committee and its

Staff have a strong belief that - the Bank of credit and

Commerce International (Overseas ) Limited ( " the BCCI" ) Sisja

" bad " or " evil " bank . Indeed , the Source stated that the

Kerry Committee and its staff genuinely believe that BCC

has furnishedwholesale advice to its customers regarding the

structuring of federal rincome taxgevasion and that BCCI nas
deliberately sought and accepted as deposits hot moneyou

with respect to the structuring of federal income tax

evasion, the source stated that the Kerry.com Letee and its
Staff believe that BCCI has furnished advise to customers

about off -shore deposits ;-off -shoresloans ; letters of credit ;

and offshore transactions. The common thread concerning all

such advise , according to the Source , is the evasion of

payment of federal income taxes :



539

Page 2

Additionally , the Source stated that the Kerry Committee

and its Staff are deeply concerned about the overlap of

ownership ng to BCCI, First American Bank and other entities .

with respect to this matter of the overlap of Ownership , the

Source stated that the Kerry Committee and its Staff intend

to question Altman closely in his capacity as a banker .

with respect to the overlap of ownership issue , the

Source surnised that Garon Pharone ( " Pharone" ) might be

subpoenaed by the Kerry Committee . Pharone would be a likely

candidate to be subpoenaed to testify before the Kerry

Committee because of his contacts and association with Bert

Lance .

The Source stated bluntly that the Kerry Committee is on

a " crusade " . In short , from the information available to the

Source at this time , it appears that the Kerry Committee

wants to put BCCI out of business .

The Source stated that the Kerry Committee and its Staff

are also concerned about past contacts between such committee

and Altman and Benoun . These past contacts may have resulted

in representations having been made by either Altman or
Banoun or both that were not accurate . The Source suggested

that these inaccurate , or perhaps false , representations may

have related to the production of documents or cooperation

with Government .

The Source stated that it is anticipateable that the

Kerry Comittee will direct its questions to Altman in his

capacity as a banker , not in his capacity as a lawyer . The

Source further stated that it is expectable that Banoun will

be questioned about representations he made to the Kerry

Committee regarding document production and/or cooperation

with the Government .

ne

The Source emphasized that the matters he was revealing

to vere extraordinarily sensitive and confidential .

Accordingly , he stressed that the utmost in confidentiality

should be observed in order to preserve and protect the flow

of information on this matter .

The Source stated that the intense effort being made by

the Kerry Committee was very unusual . However , the Source

did not know , and had not heard , what triggered these very

intensive efforts by the Kerry Committee regarding BCCI . The

Source did note , however , that the Kerry Committee had

received substantial , negative information about BCCI
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preliminarily from the United States Customs Service; and
that such a negative information had been reenforced by

fuüer condemnation c: BCCI by the IRS .

The foregoing accurately summarizes the highlights of my

meeting with the source approximately two -weeks ago . The

within nemorandum is not, and is not intended to be ,

verbatia account of that meeting with the Source . Moreover ,

because of the singular nature of much of the intormation and
the direct and personal contacts made by the Source, this

nemorandum and its contents should be disseminated on only
the most selective basis .

a
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CONFIDENTIAL

March 1 , 1990
320 PARK AVENUE NEWYORK NY 10022 DATE:

FROM : TO :B.A Palkhiwala

USRO - New York

Mr. Swaleh M. Naqvi

President

SUBJECT:

STATUS REPORT ON MIAMI AGENCY LICENCE

SYNOPSIS OF DEVELOPMENTS TO DATE TO ENABLE COURSE OF ACTION

On Wednesday, February 28th, accompanied by Larry Wechsler and Greg Baldwin ,

the undersigned met with the Criminal Investigation Department of the U.S. Internal

Revenue Service in Fort Lauderdale.

Attending the meeting were Mr. Daniel M. Dockum , Chief of the Criminal

Investigation Division and his Assistant, Mr. Tom Ferris.

The purpose of the meeting was to present BCC's case to the IRS which was

pressing for a possible indictment against the Bank in the Southern District of

Florida. BCC's Plea Agreement and other cooperation agreements were made with

the Middle District of Florida and apparently, the Southern District does not

necessarily have to abide by them .

If the IRS decides to press for an indictment, the case would be referred to the U.S.

Attorneys Office in Miami for their concurrence and, finally, indiciment and trial .

To cut the long story short (detailed Minutes will be provided by our Legal Group) ,

this was the first time that the IRS came face - to - face with a BCC person . The

historical background of the Bank, its shareholders, its activities, its regulatory

progress of the past 18 months, etc. were not known to them in any significant detail,

nor did they appear interested in such details . Their focus was only in bringing

about the successful prosecution of various U.S. citizens or entities who they felt

were evading U.S. taxes, and proceeding against the Bank who they felt was possibly

in collusion with such entities and corporations to assist in U.S. income tax evasion .

All they wanted to know was "what can you really do for us, how can you help us,

if we were to decide not to indict you ?". As plain as that . As a corollary, they

expressed doubts as to how they can ensure that if a deal was struck , the Bank would

honor it .

Messrs. Wechsler, Baldwin and I went through every aspect and explained our

position , explained that cooperation had already begun and that the IRS would

giving nothing away because the Bank, besides being on a 5 -year probation , could

be indicied at any time in the future and hence , the advantages lay with the

Authorities.

DC oộ7501
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At the end of it all, Mr. Dockum stated that much would depend on what Mr.

Gerald Lewis would do. We explained that the loss of the Miami Agency license

would be an unfortunate but localized situation and that possibly, the Bank would

continue to exist (and cooperate ) in New York and California.

However, an indictment has other overtones involving overseas regulators, financial

institutions, government institutions, customers, market confidence, etc. They

appeared to understand the differentiation we were attempting to explain.

At the conclusion of the meeting, Mr. Dockum stated that the meeting had been

very useful and we got the impression that we might have stopped the head-long

rush towards another indictment, but whether we have eliminated it or not, remains

to be seen.

The turning point, if any, was the outline of how the Bank could cooperate and the

tremendous advantagesof assisting the areas where the IRS would have little success

by itself. Mr. Dockum hinted that in view of the IRS' very meager resources, such

assistance would be of considerable value - provided they got it.

Conclusion : Cautious optimism.

(If an indictment would come, it would not be earlier than 4 weeks and not later

than 8 weeks. The IRS' recommendations would go from Miami to Atlanta 10

Washington for finalization .)

OPTIONS ON MIAMI AGENCY LICENSE

If a second indictment were to occur, there is no question that the Miami Agency

License would cease to exist as the media pressure would be extreme .

If we assume that the indictment is not coming , then the focus is on the options that

Mr. Gerald Lewis can exercise on BCC Miami Agency License .

OPTION 1

He may decide to revoke/cancel the Miami Agency License prior to the

expiration date of March 14 , 1990 .

In such an eventuality, BCC has the right to demand an Administrative

Hearing. If the request for the Hearing is approved , the Miami Agency

License is deemed to be continuous until such time as the Hearing is

concluded . The possible time frame for such a Hearing from start to finish

could be up to 6 months, at the end of which iwo things can happen:

Dc oo7502
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1) The Judge may uphold Gerald Lewis' decision and the Miami License

would stand cancelled. BCC would have the right to appeal to a

higher Court. Alternatively, BCC could accept the verdict and ask for

a 60-90 -day period to wind up its affairs in Florida.

2) The Judge couldrule in BCC's favor andthe State of Florida would

have to renew the License. They could, however, impose further

sanctions, i.e. substitute the MOU with a Cease and Desisi Order and

any other restrictions.

The consensus is that Mr. Lewis will not cancel or revoke the License.

OPTION 2

Mr. Gerald Lewis may simply allow the existing License to lapse on March

14th. This could be done by a letter addressed to BCC prior to March 14th

stating that the Renewal Application has been rejected .

( As a corollary, it is felt that BCC is more likely to learn of this rejection

from the press as the letter to be addressed to BCC could be in the hands of

the media before it arrives at the Bank. This would be a retaliation for the

manner in which Mr. Gerald Lewis learned of the BCC Plea Agreement in

Tampa.)

There are no Florida Statutes that call for the continuation of the Miami

Agency License once the Renewal Application has been rejected .

BCC would have to resort to the Courts to obtain an injunction and a

continuance of License pending a request for a Hearing. Once the Hearing

has been granted - which could again last up to 6 months - the License would

be deemed to be continued and the Bank could continue to operate until the

conclusion of the Hearing.

Whatever would the decision be of the presiding Judge , the same procedure

would thereafter apply as outlined under Option 1 .

The consensus of our Legal Group is that Mr. Gerald Lewis is most likely to

exercise this Option.

OPTION 3

Under this Option , Mr. Gerald Lewis may decide to renew the License on a

probationary basis for continuing short periods , say 60 or 90 days at a time

pending the resolution of further investigations, deals, ctc.

3
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Besides being a highly unsatisfactory solution , the danger is that at the end

of a period close to November, 1990, Mr. Lewis may make the final decision

not to renew in order to get maximum fresh political advantage just prior to

the November elections.

ADVANTAGES AND DISADVANTAGES OF PROLONGING OF THE

LICENSE PERIOD THROUGH HEARINGS PROCEDURES

The Hearings, as outlined in Options 1 and 2, could provide the advantages of

buying time.

During this period of a few months, it may be possible for the Bank, with the

assistance ofour Legal Group, to demonstrate to the various Authorities(Federal,

U.S. Attorney, IRS, DEA, etc.) the actual cooperation given by the Bank and the

benefits thereof to the Authorities. If these benefits are clearly demonstrated to be

of great importance to the Authorities, then some or all of these government entities

could be induced to press our case with and, hopefully, convince Mr. Gerald Lewis

to reinstate the Miami Agency License.

It could also give a breathing space with the Florida State Banking Authorities and

Mr. Gerald Lewis to work out some other arrangements that maybe acceptable 10

them. Mr. Bruce Roberson of Holland & Knight in Tampa, who has his finger on

the pulse, estimates that BCC's chances at a Hearing are, at best, less than 50-50.

It is conceivable that during this period of Hearing, the chances could improve over

50%.

If the decision of the Judge goes against BCC, the Bank will have on its record the

fact that its License had been cancelled. This could obstruct the chances for BCC

to obtain a license anywhere else in the world or to purchase a Bank anywhere else

in the United States or anywhere else in the world .

It is my personal opinion that extra weighage should not be given to this factor

because as matters stand at present, the Bank is already labelled as a convicted

felon, a fact that can have no better or worse effect on any future license application

than if any of its licenses has been revoked or cancelled . In other words, we are

already ai a disadvantage as of February 5th when our guiloy plea was accepted at

the Federal Court in Tampa.

However, we should consider whether winning a decision at the Hearing is worth the

effort for BCC.

Is it worth for us to have won the right to operate in an environment of hostility

from the State Regulators , hostility from press and media, hostility from the

constituents and hostility from the local financial institutions .

DC Oo7504
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The fact is that continuing under a 5 -year probation as imposed by the Federal

Court in Tampa, additional restrictions from the Florida State Authorities and an

unrelenting press continuingits witch -hunt, only the flimsiest of excuses, justified or

otherwise, could cause our License, our reputation and our continuance in that State

to come under pressure . In other words, in spite of our victory, we could be

hounded to death . Does an international institution with $20 billion in assets have

10 contend with such an existence in one of its secondary locations.

At this point, we should consider the decision 10 withdraw our Application for the

renewal of the Miami Agency License and preempt any aggressive move by Mr.

Gerald Lewis largely for reasons of political advantage. We will have left voluntarily

instead of the stigma of being asked to leave.

But then, one might argue, did we not state earlier that the cancellation of the

License can hardlyput us in any worse position than that the Bank is in as convicted

felon ?

Not a worse position. It could put us in a better position, i.e. in a position of some

slight advantage.

By this I mean that the Regulators, financial institutions and key clients are aware

that we have pleaded guilty under the doctrine of criminal responsibility, where a

Bank is deemed to be guilty because of the acts of some of its employees.

Institutions outside of the U.S. realize that the Bank would not be guilty in any other

country except the United States because of this particular U.S. law . In the light of

this , a voluntary withdrawal by BCC in Miami would be an advantage .

However, this decision, if it is to be made, has to be finalized by the end of business

Friday, March 2nd, as it is likely that Mr. Gerald Lewis may announce his decision

in the following week. Everyday thereafter, we increase the risk of being beaten to

the punch by a possible announcement from Tallahassee.

SECOND INDICTMENT: HOW DREADFUL IS IT ?

We have been so focused and tension - ridden about the possibility of a further

indictment that we have bestowed upon it the power to signal a catastrophe for

ВСС.

But let us pause for a moment and think . Of course a second indictment will be

dreadful. Yes, it will upset the Overseas Regulators. Yes, it will lead to another

open season against BCC in the press and media .

However, let us analyze what this second indictment will be all about .

5
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The IRS have stated that the indictment would be brought about as a result of

investigations and activities going back to 1988 and earlier. No indictment is

expected for any fresh event during 1989 and after.

We have gone through all our accounts with the Legal Group and Price Waterhouse,

central audit and wehave ourselves cleaned our shop. In truth, the indictment will

be counter-productive;they will be beating a dead horse as they will be looking at

events which happened in 1988 (or before ) and after the Bankin the U.S. was re

organized, re -fitted, upgraded, automated and has passed the strictest Federal and

State Examinations in all locations in 1989.

This fact will be clear in the minds of the U.S. Regulators and can be explained to

all the overseas Regulators and Central Banks.

On the one hand, we have the U.S. Justice Department, the U.S. Attorney's Office

and the Federal and State Regulators, including Florida State Regulators, confirming

the progress of BCC the new professionalism and the fact that the Bank is now

considered to be a good corporate citizen . On the other hand, some governments

department are hostile and refusing, by their actions to acknowledge this fact.

Hence, whereas a second indictment will cause considerable discomfort, we should

not attribute to it greater destructive powers than it possesses. If it comes, let us

face it.

At one time, we were much worried with the superseding indictment. It happened.

I do not wish to minimize the impact of such an eventuality but let us take the

terror out of it and review it in the cold light of day.

PUBLIC RELATIONS

It is my strong recommendation that should Mr. Gerald Lewis hold a Press

Conference at the time that he decides to pull the Miami Agency License, we should

be prepared within 24 hours to issue our own statement which should be blunt,

factual and aggressive. We should not be afraid to tell the public that in our view

this is a situation where State Officials have gone against the recommendations and

opinions of Federal, State and other government departments, possibly for political

gain .

In the U.S. , silence could be mistaken for guilt. We have to speak out.

We have to prepare two draft releases and keep them ready by Friday, March 2nd.

One: to promptly deal with an announcement from Mr. Gerald Lewis' Office

allowing our License to lapse. Two: to deal with the withdrawal of our Application

by ourselves.

6
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I have recommended to Larry Wechsler and Greg Baldwin that both of these should

be kept ready and Larry Wechsler has informedmethat one press release is ready

and that he would discuss the matter with Mr. Altman to prepare the second release

and keep it ready. USRO has plans at each Agency to immediately approach the

Regulators and thercafter, key institutions to explain either move.

If mine were the decision , I would voluntarily move out of Miami because it will be

impossible to survive in a hostile environment. We could consolidate the manpower,

assets, deposits and all businesses in New York and I have confidence that we could

make New York one of the most profitable operation in BCC. We could do much

of the business in New York that is now being handled by Miami. We will grow and

expand in the environment in New York where a more mature FederalReserve

Bank and more mature Regulators sympathize with our position and where decisions

affecting a Bank of the stature of BCC will not be subject to the whims of a

politician.

I would welcome the opportunity to discuss and clarify any of the above, keeping in

mind that the clock is running.

Kindest regards,

Pomaludimet
B.A. Palkhiwala

GeneralManager - USA

Mr. Robert A. Altman , Clifford & Warnke, Washington

Mr. Lawrence H. Wechsler, Janis, Schuelke & Wechsler, Washington

Other Attorneys

cc:

7
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BANK OF CREDIT AND COMMERCE INTERNATIONAL S.A.

UNITED STATES REGIONAL OFRE10 PARK AVENUE NEW YORK MY 10022

March 7, 1990

VIA TELEFAX

Robert A Altman , Esq.

Clifford & Warnke

815 Connecticut Ave. NW , Suite 1200

Washington, D.C. 20006

Dear Mr. Altman :

I have been trying to reach you since yesterday.

Greg Baldwin has set up an appointment with Carol Wilkinson

(REDACTED)

The meeting is on Thursday at 3:30 PM and I sincerely request you to have Larry

accompany us.

Kindest regards,

Amacubinaldo
B.A Palkhiwala

General Manager-USA FAXED

CC : Mr. Lawrence H. Wechsler - Janis, Schuelke & Wechsler, Washington, D.C.

HN 0019

PHONE : (212) 715-2800 TELEX: 425802 BCA NYEO FAX: (212) 715-2880 CABLES: BANCRECOM

berpendur

(373
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Altman

BANK OF CREDIT AND COMMERCE INTERNATIONAL S.A.

UNTED STATES REGIONAL OFFICE 320 PMAK AVENUE NEW YORK NY 10022 Sza

pag
e
3

CLIENT /ATTORNEY PRIVILEGE

March 21, 1990

Mr. Robert A Aliman

Clifford & Warnke

815 Connecticut Ave. NW, Suite 1200

Washington, D.C. 20006

Dear Mr. Aliman :

Events have moved so rapidly and on so many fronts during these last 3-4 weeks that I felt

that I should provide my comments for purposes of coordinating this multi -sided situation .

My comments are aimed at ensuring firstly, that we provide priority where necessary, and

secondly, that items of secondary priority do not inadvertently drop between chairs .

This letter may possibly serve as one of the basic pieces around which some discussions can

jake place in London next week .

1 ) PERSONNEL ISSUES

When Messrs. Wechsler, Baldwin and I met Ms. Carol Wilkinson on March 9th , the

issue of the Bank taking action against ils errant employees, irrespective of whether

any Government Agency moved against them or not, was an issue that was forcefully

presented to us. I gather from her comments that she felt that Tariq Jan should

have been fired "the customer's documents (Prati) found in his desk drawer"

episode. The pointed reference to a person in London" remains unidentified .

TELEX. 425802 BCCI NY EOPHONE: (212) 715-2800

leropanda Larry

FAX: (212) 715-2880 CABLES BANCRECOM

A Saten KUIMapTour SA

DC oi83
46
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Mr. Robert A. Aluman

Clifford & Warnke

Page 2

Several months ago, we identified certain people, particularly the gentleman in

Jamaica who should be given his walking papers. Nothing bas yet bappened and

if your investigations bave revealed goodreasons to fire this individual,we should

do it immediately. If there are other games on this list, we must also move on them

immediately if we are to follow up on our commitments and not lose credibility with

key officials and departments.

As these employees will be outside my jurisdiction, I would appreciate your

comments as to what action to take, because in -action will merely ensure that any

resulting debris will wash up on my doorstep.

Another issue is that both the Florida and New York Regulators havequestions the

large staff at Miami Agency (82 employees) and New York Agency ( 72 employees

+ Regional staff of 29).

Mr. Sullivan of the New York FED and Caroline Harless of Atlanta FED have both

pointedly remarked that not only is the staffing excessive, but there are

discriminatory processes of the benefits paid to international staff as opposed to local

staff. International staff are those officers who are appointed by London and get

special housing loans, furloughs, country allowances and other privileges. Up to now,

the local staff has got not but I have instituted pusing loan, car loan and

personal loan for them . There is some justification for non -American personnel

being assigned to the USA on an international staff status. There is no justification

for US citizens to be given international staff status. There are 6 of these and it is

deemed to be a discriminatory practice because these US citizens get benefits that

other US citizens do not

Patrick Lynch, Marvin Hancock and Khurshid Alam are US citizens enjoying

international status. I have tried in vain since September, 1989 to have all US

citizens converted to local staff status but I have failed. I need permission to convert

all US citizens to local staff no later than March 31, 1990 or we may attract US

Regulators' criticisms.

I believe that a reduction of at least 20 employees at each Agency is feasible, along

with a cut of 7 people in the Regional staff. The US must reduce from a total staff

strength of 224to approximately 170. If Miami closes, the maximum staff strength

should be not more than 100 .

In addition to overstaffing, the profit picture is suffering dramatically and the US

Region must be given a free hand to rationalize or face the consequences.

DC 018847
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AC

Mr. Robert A. Aluman

Clifford & Warnke

Page 3

2) INDEPENDENT INVESTIGATION

We came away from the meeting with Carol Wilkinson on March 9th convinced that

we are facing a serious situation, perhaps second only to the October, 1988

indictmeal, and with greater potential for danger than anything Gerald Lewis or the

Plea Agreement can muster.

For wbatever reasons, right or wrong, I came away with the feeling that a second

indictment was a near certainty and a serious effon on our part displayed by

actions and not words could perhaps avent disaster. Perhaps . I am equally

convinced that a lack of such a display will make action against the Bank inevitable.

In my conversations with Larry Wechsler after the March 9th meeting, I had

expressed this view which Larry had promised to convey to you. I am now

reiterating this view because we must have something additional to lay on the table

by mid -April if it is not to be our last supper.

When I briefed Mr. Naqvi after the March 9th meeting, he agreed with the need 10

conduct a private investigation but with the provision that there must be some

concrete evidence against the employee before he would be prepared to dismiss

them .

Private investigations, along with # 1 above, require top priority as we are committed .

3) COURTHEARING AND RELATED STRATEGY

Everyone, verbally and in pring, has stated that our chances for success at the

Hearing are slim . The strategy is to use the time in order to make a coordinated

deal with all relevant Government Agencies, Districts, etc. to give the Bank some

protection against maverick indictments in exchange for codified cooperation , some

of it already demonstrated by the Bank .

However, I would be opposed to offering ad -hoc cooperation to any Government

Agency if firstly, the results of such cooperation are used against the Bank, and

secondly, an overall understanding with all concerned Government Agencies has not

been reached.

Dc 01884
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HC

Mr. Robert A Aluman

Clifford & Warake

Page 4

Our past efforts bave shown that cooperation has resulted in the Bank being faced

with a congratulatory pat on the back from one side, along with the possibility of a

slap in the face from another. This ongoing dichotomy has to be rectified or the

Bank can't function in the USA

k

I thought that I would bring these objectives to your attention and join you on the banking

side, to accomplish them under your guidance .

By the way, I would mention that copies of any of my letters are only sent to those who are

addressedor copied. If you agree, however, Iwouldlike to place the contents of this letter

on the Agenda for London, unless steps have already been taken to makethese items

obsoletc.

Kindest regards,

Pomacantina
B.A Palkhiwala .

General Manager-USA

CC : Mr. Lawrence H. Wechsler - Janis, Schuelke & Wechsler, Washington, D.C.

Mr. Raymond Banoun · Areat, Fox, Kintner, Plotkin & Kahn, Washington, D.C.

DC 018849
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March 27, 1990

GC FAX TRANSMISC.ON
192

TO FAX NO .Mr. Robert A Altman

Clifford & Warake, Washington, D.C.
NO . OF PAGES 1 of 1

REF . NO

I wish to bring the following to your attention .

1 )

2)

(REDACTED)

3)

I have been chosen to take the place of London Credit Committee Officials and give

my deposition on Thursday. Therefore, I may be unable to reach New York until

Friday night but you can reach me, care of Feroze Deane.

They don't call me Lucky Pierre (apologies to Banoun) for nothing.

Kindest regards,

(dictated by from London by Mr. B.A. Palkhiwala )

CC: Me. Raymond Banoun - Arent, Fox, Kintner, Plotkin & Kahn, Washington, D.C.

Mr. Lawrence Wechsler • Janis, Schuelke & Wechsler, Washington, D.C.

ΗΝ 0023
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March 27, 1990

GC FAX TRANSMIS ON

TO FAX NO .Ms. Robert A. Altman

Clifford & Warnke, Washington, D.C.
NO . OF PAGES 1 of 1

REF . NO .

I wish to bring the following to your attention .

1 ) The telepbone oumber for Kerry Rothschild, a friend of Gerald, is (813) 253-6551.

Trust you will issue suitable instructions.

2) I am informed by Romit Basu that FIBA bave removed our game.

This unprofessional action deserves a firm response, especially as I had met with the

President and Chief Executive Officer and explained our inability to defend ourselves

because of the Gag Order. They bad agreed to permit me to address the Members

and /or their Executive Committee at an appropriate time and had stated that they

would take no further action at the present time.

For a Bankers' Association to act in this irresponsible manner, at a time when we

are under appeal in the Court inthe State of Florida, is pathetic and my humble

view , which is shared by Feroze Deane, is that we shouldmake an aggressive and

unmistakable response which we can copy to other Bankers' Associations who are

Sigbring to ensure that cavalier action is not taken against banks.

I don't know if you will agree with this view but if you do, I suggest a draft response

should be prepared and reviewed by all prior to despatch.

Re: Amin Jindani, the Bank had sponsored him for Permanent Residence several

months ago when be was to transfer from LACRO 10 USRO. The transfer did not

materialize. Please phone Barcella.

3)

4) I have been chosen to take the placeof London Credit Committee Officials and give

my deposition on Thursday. Therefore, I may be unable to reach New York until

Friday night but you can reach me, care of Feroze Deane.

They don't call me Lucky Pierre (apologies to Banoun ) for nothing.

Kindest regards,

(dictated by from London by Mr. B.A Palkhiwala )

CC :
.

Mr. Raymond Banoun - Aren , Fox, Kintner, Plotkin & Kahn, Washington, D.C.

Mr. Lawrence Wechsler - Janis, Schuelke & Wechsler, Washington, D.C.

DC 01629
7
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MONEY LAUNDERING
lo

ALEXT
Reprinted from Money Laundering Alert, August 1991

Copyright 1991. All rights reserved .

Clifford firm served as paymaster in Tampa BCCI prosecution

Performed role before hidden BCCI interest in D.C bank was known

From an account at First American Bank in Washington , D.C. , the law firm of Clark M.

Clifford, from 1988 to 1990, served as the paymaster in the Tampa money laundering prosecution

of BCCI and eight of its employees.

The firm paid the legal fees of all defendants and all BCCI employees who were witnesses

in the case. It also paid theices of the accounting firm of Price Waterhouse, a number of private

investigators, and others who were recruited with the firm's blessing to provide services in the

Tampa case .

The firm's checks bore the legend "BCCI Legal Defense Fund."

The law firm , Clifford and Warnke, continued as bursar for the defense long after its

clients, BCCI S.A. and BCCI (Overseas) Ltd., pleaded guilty to numerous money laundering

charges in the Tampa federal district court.

The Clifford firm's influence in the money laundering case, which was the first time BCCI

had ever faced criminal charges anywhere, went beyond the payment of fees.

Even after the guilty plea by the BCCI entities, the firm's lawyers were kept informed of

discussions at periodic meetings, usually attended by more than 20 lawyers, accountants,

investigators and others, devoted to coordinating defense strategies and to "damage control,"
as one insider puts it .

The Clifford firm was kept closely informed of the course of the trial , and of the evidence

produced, by the attorneys it had hand -picked to monitor the case and to represent BCCI's

employees.

The guilty pleas by the BCCI corporate entities resulted in a $15 million " forfeiture" penalty

to which the government consented . The plea agreement was roundly criticized at the time as
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being too lenlent on the bank.

The BCCI guilty pleas also removed the opportunity for government prosecutors, in a

public trial, to probe the corporate relationships of BCCI such as its then -secret control of First

American Bank .

Clifford and his law partner and protege, Robert A. Altman, are stockholders of First

American Bank and sit on its board of directors.

The pleas also precluded chances to explore other money laundering activities of BCCI

which are now coming to light.

Altman was at the apex of the team he selected to supervise the coordinated Tampa

defense. Within the Clifford firm , John Covin , an attorney, reviewed and approved the multitude

of detailed bills that came from the many persons hired to serve on the defense team . The

payments reached the millions of dollars .

.

Altman's field general was Washington attorney and former federal prosecutor, Lawrence

H. Wechsler, who, in turn, had two former federal prosecutors, E. Lawrence Barcella and

Raymond Banoun, as his principal lieutenants. All three practice law Independently and are not

affiliated with the Cliford firm .

Below them , a number of Independent Washington and Florida lawyers, all of them pald

by the Clifford firm , performed the day -to -day services of representing the BCCI employees.

No BCCI employee, including those who were charged with crimes, was dismissed by

Bccr even though the defendents had been in prison since October 1988. The accused BCCI

employees were convicted in July 1990, after which they were dismissed by BCCI.

At the time of their involvement in the Tampa case it was not yet known that Clifford and

Allman may have misled the Federal Reserve Board about the hidden interest which BCCI had

acquired in 1981 in the offshore holding company which controls First American Bank.

The role that Clifford and Altman played in BCCI's fraudulent acquisition of an Interest in

First American Bank is under investigation by the Federal Reserve Board and New York County

District Attorney Robert M. Morganthau.

Clifford and Altman are stockholders of Credit and Commerce American Holdings N.V.

(CCAH). That offshore company is the parent of First American Bankshares, Inc., which owns

First American Bank .

In announcing a $ 200 million civil penalty against BCCI last month, the Federal Reserve

Board sald that in 1981 Clifford and Altman represented a number of Investors who were seeking

to acquire an interest in CCAH . The investors said they were doing so with their own money. At

the time, there were suspicions that BCCI money was illegally financing the acquisition.

At a hearing before Federal Reserve and other banking regulators in April 1981 , Altman

sald "there is no connection between (CCAH) and BCCI in terms of ownership or other

relationship ."
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At the time of that meeting, money laundering had not yet been made a federal offense,

but the Bank Secrecy Act, which was enacted in 1970, required banks to report large currency
transactions.

It is not known what investigation of BCCI, if any, was initiated by any agency of the

government as a result of that encounter.

Money Laundering Alert, 1460 Brickell Ave., Miami, FL 33131 USA

Telephone (305) 530-1652 Fax (305) 530-9434
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February 26 , 1990

Robert F. Stoll

Bank of Credit and Commerce

International

320 Park Avenue

New York , New York 10022

Dear Mr. Stoll :

John Kovin has referred to me your letter dated

February 16 , 1990 concerning the payment of certain

legal bills . However , we do not have authorization

to pay the $ 380,000.00 in fees that you have refer

enced in your letter from the legal defense fúnd

that we administer .

The legal defense fund is used to pay legal

expenses in those instances where we have reviewed

and approved the bills that are submitted . While

we had earlier agreed to review the bills sent to

New York which relate to Florida , those statements

were not sent to us for our evaluation . Accordingly ,

it would be inconsistent with our commitment to BCCI

if we were to reimburse New York for the fees you paid

when we have no prior knowledge of the bills , or the

appropriateness of the amount .

of course , this appears largely to be an internal

accounting issue , and we would certainly remit the

$ 380,000.00 to the New York office if we are directed

to do so by London , as we must account for all expen

ditures from the fund . I am therefore sending a copy

DC oi
81
83

HN
0014
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Robert F. Stoll

February 26 , 1990

Page 2

of this letter to London so that I may receive advice

and direction .

I trust this is responsive to your inquiry .

Sincerely ,

Ratat
Robert A. Altman

CC : Mr. Swaleh Naqvi

Mr. B. A. Palkhiwala

John F. Kovin , Esq .

DC 018184

HN 0015
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Privilegedi coneidential

May 8 , 1990

MEMORANDUM TO THE FILE

RE : Meeting with Federal Reserv . Start

A meeting was held at the Federal Reserve beginning' at

6:00 PM with Willian A. Ryback ( Deputy Associate Director ,

International Supervision and Applications , Banking Supervision

and Regulation Division) , Don E. Klin (Associate Director ,

Bank Holding Companies , Banking Supervision and Regulation

Division ) , Janus Koller ( Legal Division ) , and a Mr. Barnes

to discuss with the start any concerns that may have arisen

following the publication of article in Regardles and the

wall street Journal . In this regard , we also vished to

discuss Mr. Ryback's warlier inquiry concerning any BCCI loans

to first daerican shareholders in connection with the acquia

sition of Financial General by the investors , or which are

otherwise of interest .

Mr. Tuttle stated that the purpose of the rooting vas to

answer any questions the start aight have arising erou the

articles , to address any issues about BCCI ' , relationship vith

First American , and to report to the current Inforuation

available concerning any BCCI funding of the 1982 acquisition

of financial General . Hr . Altaan reviewed a lottar fra BCCI

President , Mr. Swaleh Naqui , a copy of which had previously



561

2 -

been sent to Mr. Ryback , advising us that BCCI had not linanced

the acquisition in any respect . so Attachment A. Mr. Altman

further reported that follow - up letters had been sent to each

of the First American shareholders requesting confirmation

that the original purchases were made from personal funds and

seeking authorization to review with BCCI loans nade subse

quently to the investors which my have been secured by a

pledge of CCAH shares . Šn Attachment B.

Mr. Ryback indicated he was not really interested in

subsequent loans from BCCI , but asked instead that we seek ME .

Naqvi's permission for Mr. Ryback to share the Naqui letter

with other supervisors . Specifically , he would like to

provide a copy to the regulatory authoritius overseas which

apparently had first riised the matter with him . Ho did not

identify the regulatory body or bodlu . The suggestion was

that by forwarding to tha copy of Mr. Naqui's letter , he

should be able 'to close his fil. on this matter . " Mr. Altnan

said he would contact Mr. Naqvi and request such penission :

we did not anticipato any objection . Mr. Ryback will be

traveling for the next 10 days or so and ve should secure a

response by the tia . he returns .

Mr. Altaan revieved our reaction to the Regarding and

wall street Journal places , and advised tha of a subsequent

meeting with two reporteri fra the Washington Post . Bo

reported that docunentation developed during the regulatory

proceedings approving the applications refuted the basic
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allegations in the Regardle's article as to ( 1 ) the allegedly

unsavory background of the investors and ( 11 ) the suggestion

that federal and state regulatory approvals had been obtained

on the basis of nere reprosentations by legal counsel . Copies

of correspondence from the N.Y. State Banking Department to

Congressman Rosenthal and congrussional testimony by corner

Federal Reserve Board Chairman , Henry wallich , were furnished

to the Board stali . so Attachment . C and D. Mr. Keller

noted that the Board start had in fact undertaken a very

thorough regulatory review of the transaction , and he agrud

with the assessdent of the N.Y. Banking Department letter and

the wallich testimony that the review was extraordinarily

comprehensive .

Mr. Altban further advised that testimony in the Tanpa

criminal proceedings by the government's chiot witness

appeared fully to rebut the wall street Journal contention

that widespread aoney laundering vas known and condoned at the

highest levels of BCCI senior manageent . In fact , the

testimony establishes to the contriry : such activity was

contrary to clour BCCI policies and those engaged in such

wrongdoing at lower levels had to keep it secret fron senior

manageaent .

Mr. Mitman next turned to the issue of the BCCI / First

American relationship . The acquisition of BCCI by Nou Dhabi

was noted ( along with reported swoeping nanagaaent changes )

which substantially lessened the shareholder overlap between
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the companies . Mr. Altman , however , advised of allorts to

pursue the issue raised by Mr. Ryback and stated that

identical letters had been sent to each CCAH shareholder

requesting confirmation that their acquisition of First

American had been with personal funds and seeking further

information regarding loans , 11 any , from BCCI that might have

been granted by a pledge of clay sharus . copies of the latter

sent to Kamal Adhan were given to the Board start as a

sample . s Attachment B. Mr. Altman reported that we had

received a response fron Adhaa ( continuing BCCI had not

financed the acquisition ) , that we were expecting bore

responses , and that we would be happy to provide the Board

staff with such letters when they are received .

There was then discussion regarding the regulatory impli

cations of possible BCCI loans to the shareholders (subsequent

to the original acquisition ) that ray be secured by a pledge

of CCMH shares . Mr. Altun pointed out that he had no

concrete information , but had heard roports of loans by BCCI

to certain shareholders in wounts ranging fron $ 400 million

to over $1 billion . He did not know how accurate these

reports vor . , or what would be the purpose of any such loans .

Mr. Mtaan further indicated that an intonul, oll - the - record

inquiry had been ude of Price Waterhouse who advised that

there were loans to shareholders that appeur.d to be properly

documented . However , Mr. Mtaan said he did not get any

specific information . We did understand assets vor. securing
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such loans and believed the collateral was CCMH stock in some

instances . (We also noted that there were no CCMH bearer

shares , and that there was no formal pledge of stock recorded

on the books of CCAH . ) Finally , Mr. Altnan indicated his

understanding that the shareholders from Abu Dhabi have never

borrowed from BCCI or any other bank . We emphasized again

that this information could not be entirely reliable ; it was

only what we had heard . In this regard , ve stated that the

shareholders have never advised us of their financial dealings

after the acquisition was completed in 1982 .

Mr. Kline expressed son . Interest in BCCI loans , noting

that Mr. Nagui's letter appears vorded not to make representa

tions about post - acquisition lending against Caur sharus . we

agreed that Mr. Naqui advises such loans have been made , though

no security for the loans is detailed . Mr. Tuttle suggested

that , even assuming that theri veri significant borrowings

against CCAH stock by First American shareholder , the key

regulatory issue is only whether BCCI is in some way exordining

a controlling influence over First American . Thor is no

legal or regulatory prohibition against borroving trou BCCI , a

view apparently shared by the start . As to this basic control

issue , there can be no question that the current 0.8 . nanage

pent of First American runs the operation and ustablishes and

implements two company's policia and progru . This has been

the caso from the beginning and has been broadly acknowledged

by regulators themselves , including in the recent examination
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by the Richmond fed in connection with its review of the

application to retain ownership of the Bank of Escambia , N.A.

It has also been observed by state banking officials such as

Commissioner Bailey in Virginia . Mr. Altaan invited the

Federal Reserve to audit the company or talk to any First

Aperican senior officer if there were any questions at all on

this point .

Mr. Ryback concurred in this view , and emphasized that

his limited concern was only to inquire as to any BCCI

financing of the original acquisition in view of information

supplied his by foreign supervisory authoritiu . We agreed

again to get penaission frou Mr. Naqui to rolase the BCCI

letter .

Following this discussion , Mr. Altman took the oppor •

' tunity to advise the Board stase us to further developnents

regarding any possible sol. or aerger of first laerican , as

well as the possible purchase by Sheikh Zaied of sone small

amount 8 percent or 10 percent •• of CCAH stock . MO

emphasized that such uttori veri still uncertain .. that no

final decisions had been ruched , but that he vented the Board

statt to know that such subjects were under consideration .

Mr. Altun noted that the Company had received expressions of

Berger interest frou I number of southeast regional banks

which we were considering and there was son indication of

interest by the Government of tuvait ( although the degree of

such interest had not been made clear) . Another possibility
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It was

is that Abu Dhabi aight seek to acquire the company . Mr.

Ryback lightly noted that the deals involving a southeast bank

of Kuwait vor . proterable , given recent developaents with Abu

Dhabi's acquiring control of BCCI .

The meeting lasted approximately 45 ainutu .

enphasized by Mr. Altaan and Mr. Tuttle that good relations

with the Board vero of paruount Laportance and that if 'the

stats had any concerns or questions they should immediately

contact us . We would andeavor to secure any intonation they

wished to obtain .

Robert A. nitaan

Baldvin B. Tutti .

J. Griffin Lashor

Attachments

66.7L
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(Whereupon, at 6:35 p.m., the subcommittee was adjourned, to re

convene at10 a.m., October 25 , 1991.)





NARCOTICS AND FOREIGN POLICY

IMPLICATIONS OF THE BCCI AFFAIR

FRIDAY, OCTOBER 25, 1991

U.S. SENATE,

SUBCOMMITTEE ON TERRORISM , NARCOTICS, AND

INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m. , in room

SH-216, Hart Senate Office Building, Hon. John Kerry (chairman

of the subcommittee) presiding.

Present: Senators Kerry and Brown.

Senator KERRY. This hearing will come to order.

If I could ask the panelists to take their seats at the panel, that

would be helpful. Dowe have everybody here ? [Pause.)

Senator KERRY. Good morning.

The Subcommittee on Terrorism , Narcotics, and International

Operations will hear this morning from Acting Director Richard

Kerr of the Central Intelligence Agency and from three representa

tives of the State Department: Mr.Alan Kreczko, the Deputy Legal

Adviser, Laurence Pope, Associate Coordinator for Counter -Terror

ism , and Grant Smith, the Deputy Assistant Secretary for Interna

tional Narcotics Matters.

Among the many significant questions that are raised relative to

BCCI are the degree to which the intelligence community had

knowledge of BCCI's involvement in this country and elsewhere

and the steps that were taken to communicate that knowledge of

various agencies of our government.

Questions are raised about the CIA's use of a bank that had been

known at an early time to be engaged actively in an illegal owner

ship in this country.

The first inkling that we had as a committee that there was an

intelligence community involvement with this bank was three

years after the beginning of this investigation. It was then when

we first learned of a CIA report from former Customs Commission

er, William Von Raab, who told my staff that Mr. Robert Gates

had provided him with a report on BCCI when Mr. Von Raab re

quested information on the bank in the course of the C -Chase oper
ation in Tampa .

According to Mr. Von Raab, Mr.Gates referred to BCCI at that

time as the " Bank of Crooks and Criminals." Soon thereafter, Mr.

Von Raablearnedfromadifferentsourceof the existenceofintel

ligence accounts at BCCI.

(569)
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Regrettably, there was a problem inreally getting answers to the

questions that we posed thereafter. We contacted the CIA twice

and were informed that the report did not exist.

Two months later, after pressing significantly, the CIA “ found”

the report. The report was delivered to the Senate Intelligence

Committee in a classified form , on the ground that it contained

" extraordinarily sensitive information ."

When I received the report and I say this as somebody who re

spects the notion that there is incredibly intelligence-oriented, sen

sitive information , and it does exist - but when I reviewed the

report, just as a matterof common sense and some basic judgment,

I must tell you I found nothing, in my mind, in it that could be

classified as " extraordinarily sensitive," let alone anything which,

justified it being classified at all.

It contained the revelation that the CIA knew back in 1986 that

BCCI secretly owned First American and had told Federal law en

forcement of that fact. That fact has since been declassified by Mr.

Webster prior to his departureat my request.

In the meantime, however, the rest ofthat report remains classi

fied for reasons that I must tell you, frankly, I find very hard to

understand .

Subsequent to that,my staff, who were cleared at top secret

level , requested a briefing of what the CIA knew about BČCI, and

we were provided with briefers who were totally unfamiliar with

the basic facts about the bank, including even the identity of a

former head of Saudi intelligence, Mr. Kamal Adham , whowas a

central player in BCCI, whose name we've heard many times in

the course of these hearings.

In early August, on the very day that Congress was leaving for

recess , after all of our inquiries, Nr. Kerr, who is here today, ap

pearedin public to give a speech to a group of students at the Na

tional Press Club, and, indeed, they were able to learn what we

were not, which was that the CIA, itself, itmade use of BCCI.

There were no questions permitted at the time. But I must say

that it struck me as ironic that a group of students at the Press

Club were learning, formally from the Acting Director, of this fact

while a Senate subcommittee hadbeen pressing to get some infor

mation on it for a fair amount of time.

Added to these facts is the fact that Mr. Kamal Adham , the lead

shareholder in First American, apparently had a lengthy relation

ship with the intelligence community, and at least one other share

holder in the original takeover of Financial General Bankshares

was a business partner of the former CIA Director and Ambassador

to Iran, Richard Helms.

Beyond this , we have statements by the Finance Minister of

Pakistan, Mr. Sartaj Aziz, who told the London " Financial Times"

on July 25, 1991 , that it was his understanding that the CIA made

use of BCCI in his country to provide rewards to the Afghan rebels

and Pakistani military officers coordinating that movement.

This past week , we have received additional testimony from an

officer within BCCI who, in his sworn testimony, stated that the

former head of BCCI, Mr. Agha Hasan Abedi, believed he had been

targeted by the CIA. That is not a new belief by many people in

many countries. But additionally , it was felt by some ofthe officers
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working with him that there had been some sort of relationship

that had been created .

Mr. Sakhia , one of the top officers of the bank in this country,

also testified that he was contacted by the FBI for help in unravel

ing the involvement of BCCI in arms sales to Iran as part of the

Iran -Contra Affair .

There are documents which we have obtained independently

from BCCI that confirm a participation in planned arms deals in

1985 and 1986. While someof these deals may have been aborted ,

in the end, they do appear to havebeen negotiated with important

Iran -Contra figures, like Adnan Khashoggi and Manusher Ghor

banifar, who is the arms merchant used by Oliver North and the

NSC for negotiations with Iranian “moderates."

Yesterday,we learned for the first time from Mr. Altman that

his bank, in fact, was a depository of the CIA , despite the fact that

the CIA knew that First American was secretly owned by BCCI.

These are the connections that obviously raise questions.

Now, again , I want to reiterate — and I say this adamantly - I am

not in any sense of the word an opponent ofthe CIA's needto have

bank accounts and to maintain secrecy. This committee respects

that concept,the chairman respects that concept, and I understand

that therewill be a need to have some testimony in private session .

We will do so .

Similar questions arise with respect to the State Department.

There were many signals in many different countries with respect

to the " culture of criminality," as it has been referred to by the

Bank of England, though theBank of England, obviously, didn't re

spond to that any too soon, either. The question is whether or not

in the course ofState Department efforts and so forth there was

some knowledge of the bank's criminality and some failure to act.

There is a propensity up here in the U.S. Congress to look at

things after the fact, and it's all clear as a bell, and people make a

lot of judgments about things that I am not sure any of us would

have made or could have made at a particular time, without the

retrospective made available .

So, this is fact finding and not finger pointing. I hope all of you

will help us to understand exactly what took place here so that we

can try to make some judgments down the road .

I welcome all of you here and look forward to your testimony. I

understand you will have some opening statements, and after that ,

we can proceed with the questioning.

Why don't we lead off, Mr. Kerr,with you, if we can . Then , after

your opening, I'd like to get the openings from the State Depart

ment. Then we will come back.

Does that empty chair represent the gulf between the CIA and

the State Department?

Mr. KERR.No, I think it's an accident.

Senator KERRY. It's an accident, like most. All right.

Mr. KERR. Quite simply , I didn't know that we were going to

have quite thisarray here thismorning.

Senator KERRY. Well, actually, I didn't, either. But we welcome

you . Thank you.

[COURT REPORTER'SNOTE: Dueto an inadvertent oversight, today's witnesses,

Mr. Kerr, Mr. Kreczko, Mr. Pope, and Mr. Smith, were not sworn in prior to giving
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their testimony. However, following their testimony and before the close of the

hearing, Chairman Kerry swore in the witnesses in a retroactive swearing or affir

mation.)

TESTIMONY OF RICHARD KERR , ACTING DIRECTOR OF CENTRAL

INTELLIGENCE

Mr. KERR. Mr. Chairman , thank you .

First of all ,I might say just in a general comment that, as an

intelligence officer for 30 years, I find myself a little reluctant in

an open hearing to talk about intelligence, intelligence sources,

and intelligence methods, and the information that we acquire

through that process.

You pointed out, for instance , thatyou saw a report, or at least

heard about a report, that you didn't find particularly

Senator KERRY. Would you pull the mike a little bit closer, if you

would. That would be helpful.Thank you .

Mr. KERR [ continuing ]. That you saw a report that you didn't

find the information in particularly sensitive. I think often that is

true.

But our concern is not only the information that we get, but also

the way we get it. Sometimes you can get information overtly, out

of a newspaper; and sometimes you can get it clandestinely . It is

the sources and the sensitivity of those sources sometimes that

makes the difference between how we classify and not the informa

tion that is contained in the report.

We are, and I am, responsible, and you have indicated you are

clearly not trying to go beyond this process into the details of the

intelligence operations. I appreciatethat.

Senator KERRY. Let me just say that I totally agree. We're run

ning into a lot of that in the MIA /POW issue. Clearly, sources indi

cate an enormous amount, and there is obviously a reason to keep

sources quiet, to protect them , sometimes their lives, let alone the

network. I understand that.

In this particular memo, it was just a summary written by some

body in the Agency, with no sources mentioned . I tried to separate

that.

Mr. KERR. I understand. But sometimes it's rather difficult, and

maybe it's difficult for us at times to separate the information we

get from the way we get it. So we are often looking at how we get

it as the sensitivity, rather than just the information .

I might also say that, in this case, it is extremely important,

from my perspective, to protect sources and methods because, if I'm

going, as an intelligence organization, if we are going to continue

to collect against areas of importance to national security, I need to

protect those sources . I mean, the very areas I'm going to talk

about today are not areas that are history. They involve activities

and things that are ongoing and that are very important to the

future.

At the same time, one of the reasons I'm here is because I think

it's important to clear theair, and I think it's important to state

what CIA's and the intelligence community's involvement with

BCCI was. I intend to do that as directly and as forthrightly as I

can , while also trying to protect the information as best I can .
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I have a statement that's going to set it out in an unclassified

form . As an introduction , let mestate that CIA conducted a thor

oughreview of its activities over the past several years with regard
to BCCI. We've done that from the management point of view ,

from our own intelligence point of view , andan independent inves

tigation has been conducted by our statutory Inspector General.

The results of our look at this, including the report by our statu

tory Inspector General, were made available to the Senate and

House Intelligence Oversight Committees, which are our principal

funnels into the Congress. The Senate Intelligence Committee has

conducted its own independent investigation of CIA's involvement

with BCCI with the full cooperation of the Agency and of the intel

ligence community. We expect their report will support our find

ings on this issue and the points that I'll make subsequently.

There have been , from my perspective, a number of outrageous

and unfounded allegations of illegal or improper relationships be

tween CIA and BCCI that have been made in the press and else

where. I want to respond to several of those allegations directly .

But first, I'd like to provide the committee with a perspective of

the Agency's foreign intelligence collection program against BCCI.

CIA's foreign intelligence collection focusonBCCI began in the

mid - 1980's, due to their suspected involvement in narcomoney

laundering. As a result of an initial, successful, intelligence collec

tion operation , a larger operational program was developed in the

timeframe from 1986 to 1990.

This operation focused on the people, the mechanisms, and the

way that BCCI laundered narcotics money .

As abyproduct of our effort against BCCImoney laundering, the

CIA collected limited intelligence on such things as the manipula

tion of financial markets, weapons proliferation, and terrorism .

CIA reported in early 1985 that BCCI had succeeded in gaining

controlof Financial General Bankshares in late 1981. As you know ,

Financial General Bankshares later became First American Bank

shares.

During the period from 1979 to 1991, several hundred reports

were produced by the Agency's Directorate of Operations discuss

ing BCCI's activities. BCCI was also discussed ina number of fin

ished Directorate of Intelligence studies, analytic studies, where in

formation about the organization was tied into larger discussions of

terrorism and counter narcotics.

The CIA's intelligence on BCCI was disseminated to a number of

U.S. Government intelligence consumers, including Treasury, Cus

toms, Commerce, DEA , NSA , DIA , Federal Reserve Board, the De

partment of Energy, U.S. Trade Representative, the Department of

State and the FBI.

They were distributed during this entire period, as information

was received , as individual reports.

Now , I might add that not all of the reports went to all of the

consumers. Some reports were earmarked for particular people,

and some were sent to a larger number of customers. The distribu

tion of some was rather limited .

I might also add that's one issue where we have looked back at

our own dissemination and are going to try to tighten it up a bit to

be a little more consistent than we have been in the past, and try

50-820 0 - 92 - 19
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to make sure that we have a little better focus on our dissemina

tion of reporting on issues like this in particular.

As for allegations in the media of CIA illegal or improper rela

tionships with BCCI, let me go down those directly .

CIA did not assist or encourage, either by action or implication,

any wrong -doing on the part of BCCI or its employees. CIA took no

action, including withholding information , to influence or impede

any existing or potential civil or criminal investigation or prosecu

tion of BCCI. Inaddition to providing information concerning BCCI

activities to law enforcement agencies, CIA registered no objection

when it was consulted by law enforcement agencies regarding

whether any CIA equities might be imperiled by an investigation

or a prosecution .

To the contrary, in all the instances where the Agency was con

sulted, CIA responded that law enforcement action would not

impact on Agency interests.

The Agency did not acquire intelligence on thedecisions made by

or the role played by major foreign shareholders in the operation of

BCCI, including Kamal Adham and Adnan Khashoggi. I'll go back

tothis point in a moment.

With regard to BCCI in Panama, the Agency collected intelli

gence on the use of BCCI Panama by major narcotics traffickers.

With regard to the plans and intention of the Chairman, Abedi,

and senior BCCI management, the Agency collected and dissemi

nated intelligence on the overall corporate strategy of illicit activi

ty in international financial markets. The allegations that the

Agency placed Abedi on a watch list or had a director indirect re

lationship with him , or recruited him for CIA activities, are base

less.

CIA was not involved with any alleged BCCI black network of

thugs and assassins, as described in the press.

CIA was not involved with , nor did it have knowledge of, any use

of BCCI for the sale of arms to Iran or the diversion of funds for

the Nicaraguan Contras in connection with the Iran - Contra Affair.

BCCI was not a major banking mechanism used by the Agency

for the support of covert foreign intelligence operations. It was

used on an extremely limited basis for legal banking transactions.

Accounts were also opened with the bank to facilitate acquisition of

information concerning the bank's illegal activities.

BCCI management was not witting of Agency involvement in

these activities. Let me say that again, because I think that's an

important issue and one that we've heard some news about. That is

that BCCI management was not witting of Agency involvement in

these activities.

In summary, from my perspective and in our review of it, I think

CIA did its job and did it well . The Agency collected and dissemi

nated strategic foreign intelligence on BCCI's illicit foreign finan

cial activities to policy makers beginning several years ago. CIA

also disseminated that foreign intelligence through appropriate

channels to the intelligence and law enforcement communities.

CIA conducted a detailed andthorough investigation of CIA's ac

tivities regarding BCCI. No evidence was found indicating any im

proper or illegal activity by CIA , and we feel confidentthat the
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Senate Intelligence Committee's investigation , as I said earlier, will

reach that same conclusion .

We have asked the SSCI to brief the chairman and other mem

bers of this subcommittee on its findings.

I would like to make one point that I think is important to put

CIA's activities with regard to BCCI in some appropriate context.

First of all, BCCI was a target. But it's important, I think, to un

derstand that we are not an investigative agency or a law enforce

ment agency . What we were interested in doing was not trying to

find wrong-doing per se and trying to follow the individuals or

detail their involvement. Our focus was on the activities that BCCI

was involved in with regard to drug traffickers or trafficking,

money laundering, terrorism , or arms deals. We were focused on

larger strategic problems and issues, not on the bank itself or the

individuals involved .

That's one of the reasons why, when you ask us in some of the

interrogatories that you've given us for detailed information about

individuals or aboutspecific actions, we replied that in effect they

werenot targets of our particular collection . We were focused on a

set of activities that really went beyond BCCI, but that were using

BCCI as a mechanism . I think that's an important consideration .

As you've indicated, I would be glad to expand on my unclassi

fied comments in aclosed hearing in additional detail.

Senator KERRY. Well, what I'd like to do, Mr. Kerr, is get you to

expand in open session a little bit on certain areas here that I

think ought to be a permissible area of inquiry. As we discussed

previously on the telephone, where we clearly understand that

we're moving into an area that might compromise something, then

we'll do that privately. But there are some things that I think we

could articulate a little bit further that are raised just by your

opening testimony here. I'd like to come back to it, if I can.

Who's going to lead off ?

Mr. Kreczko. Am I pronouncing that correctly ?

Mr. KRECZKO. Yes.

Senator KERRY. Would you just state your name and who you are

for the record and go right ahead.

TESTIMONY OF ALAN KRECZKO, DEPUTY LEGAL ADVISER,

DEPARTMENT OF STATE

Mr. KRECZKO. Thank you, Mr. Chairman .

I'm Alan Kreczko, Deputy Legal Adviser at the State Depart

ment, and I'm pleased to introduce the Department's testimony

concerning theforeign policy implications of the Bank of Com

merce and Credit International scandal.

As we emphasized in prepared statements submitted to this com

mittee in August, the State Department has viewed this matter

from the outset of the revelations of BCCI's control of First Ameri

can as one properly conducted and controlled by law enforcement

and bank regulatory officials.

The Department has undertaken to cooperate to the fullest

extent in assisting the various investigative efforts of the Federal

Reserve and the Department of Justice. With the continuing sup

port of our embassies and consulates abroad, the Department regu
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larly provides direct assistance to the Federal Reserve and to the

Justice Department in connection with their respective investiga

tive efforts. Questions concerning the conduct of those investiga

tions would need to be put to the law enforcement agencies in

volved .

The committee has sought the Department's views on the foreign

policy implications of the BCCI scandal. We will try to be fully re

sponsive to the committee's questions.

Of course, our assessments are preliminary, since variousdomes

tic and foreign investigations are still underway, and the full

extent of the implications of this case may not have been disclosed .

Moreover, an extraordinarily wide range of allegations has been

made concerning BCCI. While the Department has conducted a

review of its own files, we are not an investigative agency and have

never been involved in foreign investigations of the various accusa

tions that have been leveled against BCCI and its officers.

I am accompanied today byseveral Department representatives,

who will address areas that the committee has indicated to be of

specific concern . Sitting at the witness table with me are : Grant

Smith, Deputy Assistant Secretary for International Narcotics Mat

ters, who will testify as to what the Department knows about

BCCI's role in narcotics operations and money laundering; and

Laurence Pope, Associate Coordinator for Counter-Terrorism , who

will testify as to what the Department knows about BCCI's role in

terrorism .

Sitting behind me and available to answer questions as to what

the Department knows about the foreign policy implications of the

BCCI scandal in particular regions of the world are: Richard

McKee, Director of the Office of Arabian Peninsula Affairs, and

Roberta Jacobson, Deputy Director of the Office of Policy Planning

and Coordination in the Inter-American Bureau .

Mr. Chairman, before turning to these individuals to address spe

cific areas in detail, I would like to provide a general overview .

First, as I've indicated, the Department has reviewed its records

for material related to BCCI. The Department has relatively few

records which pertain to BCCI from the 1970's or early 1980's. We

have some reporting from the late 1970's on the establishment of

BCCI branches in various countries. We have also located a 1978

biographical sketch of Abedi, which noted that BCCI engaged in

" questionable, if not illegal activities, referring to BCCI's effort to

acquire Financial General Bankshares.

In 1983, we received a request from New York State authorities

for information about BCCI when BCCI sought to establish an

agency office there. We solicited the view of our Embassy in Lux

embourg and specifically asked for any comment on trafficking in

arms or controlled substances.

Our embassy in Luxembourg responded at the time that BCCI

was a prominent and reputable financial institution . Thus, our

records from this period contain very little suspicious material
about BCCI.

This situation changed markedly in the mid -1980's, when the De

partment became aware of BCCI's involvement in money launder

ing and terrorism . Mr. Smith and Mr. Pope will explain , subject to
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classification considerations, what the Department knew and how

it responded.

With respect to the foreign policy implications of the BCCI scan

dal, I would distinguish between the implications of our law en

forcement actions on U.S. bilateral relations with the key countries

concerned, and the effects of the BCCI scandal itself in various

countries and regions.

As to the former, U.S. law enforcement actions have not, to date,

had a negative impact on bilateral relations with the key countries

affected.

Our relations with the United Arab Emirates remain very good.

We have explained to the government that our actions are motivat

ed solely by our efforts to enforce the law , and the United Arab

Emirates has indicated from the outset its desire to cooperate with

U.S. investigators. An investigative team from the Federal Reserve

was received in Abu Dhabi last spring, and the UAE Government

subsequently made available a large number of BCCI documents to

the FederalReserve.

More recently, the UAE Government has received a team from

the Department of Justice.

In Pakistan , the initial public response was that the actions

taken by the U.S. and the U.K. were politically motivated and re

flected anti-Muslim sentiment. However, as the breadth of the

scandal has been revealed , Pakistani depositors have shifted blame
to BCCI itself.

There has been extremely close collaboration with the United

Kingdom , particularly between the Federal Reserve and the Bank

of England. There was the potential for a serious foreign policy dis

pute with the United Kingdom when the House Banking Commit

tee subpoenaed the Federal Reserve for documents provided them

in confidence by the Bank of England. Fortunately, an accommoda

tion was reached with the Bank of England concerning congres

sional access to certain of those documents.

However, we remain concerned that the issuance of the subpoena

could have an adverse impact on the willingness of countries to co

operate in connection with subsequent U.S. investigations.

The Department has also monitored more generally the impact

of the BCCI scandal in countriesacross the globe. While the precise

dimensions of the impact cannot be assessed until the various do

mestic and foreign investigations of BCCI are completed , we foresee

the following: damage to the economies of certain countries; inter

national legal tangles over regulatory jurisdiction , bank confiden

tiality, and the disposition of the BCCI group's remaining assets,

perhaps prompting reassessment of laws and regulations governing

international banking; and, in certain countries, adverse political

fallout.

While our analysis is necessarily preliminary at this stage , we

can make a few observations on the current situation.

Thepolitical fallout within Europe from the BCCI scandal has

been primarily limited to the United Kingdom , where the govern

ment's oversight of BCCI has become a domestic political issue . The

political impact in other European countries appears marginal.

The scandal appears to have had limited political or diplomatic

impact in Africa . However, the economic consequences in Africa
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could be considerable. According to press reports, Cameroon , Zim

babwe, and Zambia together could lose up to $ 200 million in assets.

The BCCI shutdown could also adversely affect business activity in

the Sudan, Botswana, Sierra Leone, andthe Ivory Coast.

In Latin America, the impact appears to be primarily political,

rather than economic, with governments opening investigations on

BCCI activities and possible political corruption in Argentina,

Peru , and Jamaica.

In East Asia, local depositors have been hurt by the closing of

numerous BCCI branches. The decision of the Government of Hong

Kong to liquidate the Hong Kong branch of BCCI led to angry pro

tests, but it does not represent a major blow to the Hong Kong fi
nancial system .

In the Arabian Peninsula and South Asia, some have chosen to

see imperialist and Zionist motivations behind the West's attack on

what is popularly viewed as a successful Muslim and Third World

bank. In the United Arab Emirates, there is no evidence the scan

dal has eroded the hold on power of the rules of Abu Dhabi or their

popular base of support. The bank's failure may, however, create

certain cash flow problems for the UAE.

The ramifications in Pakistan will depend, in part, upon what is

confirmed of the press allegations that BCCI operated an arms and

drug smuggling operation from Pakistan .

Closureof BCCI's four branches in Bangladesh will adversely

affect its 70,000 individual depositors.

The impact of the BCCI scandal on terrorism and narcotics traf

ficking will be limited . Although there may be temporary disrup

tions of some financial flows, most terrorist groups and drug traf

fickers will probably be able to redirect funding transfers through

other institutions. Over the longer term , however, the scandal may

lead international banks to be more scrupulous about their bank

ing practices .

With these introductory comments, Mr. Chairman , I would ask

Mr. Smith and then Mr. Pope to comment in more detail on BCCI's

role in money laundering and terrorism respectively.
Thank you.

Senator KERRY. Thank you very much . Mr. Smith .

TESTIMONY OF GRANT SMITH, DEPUTY ASSISTANT SECRETARY,

INTERNATIONAL NARCOTICS MATTERS, DEPARTMENT OF STATE

Mr. SMITH. Good morning, Mr. Chairman.

I am Grant Smith. I have been Deputy Assistant Secretary in the

Bureau of International Narcotics Matters in the Department of

State since October 11 .

My predecessor, Parker Borg, outlined in his statement in

August what we know about BCCI and actions we have taken to

deal with narcotics money laundering.

I'd just like to draw a few comments from that statement.

First, it is important to note that, while the State Department

plays an important role in money laundering policy formulation, it

is not the lead agency in implementation. We cooperate, however,

on a day -to -day basis with those which have the lead on implemen
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tation : Justice, Treasury, the Drug Enforcement Administration,

Customs, and other agencies.

The information we have received is often based on the outcome

of successful cases by those law enforcement agencies.

As a result of growing administration concern and congressional

concern about narcotics money laundering, we decidedto add a

specific money laundering chapter inourannual International

Narcotics Control Strategy Report, or INCSR, beginning with the

March, 1988, report. The 1991 report contained a money laundering

chapter of 63 pages, with detailed reports covering 122 govern

ments .

The 1989 INCSR provided 13 paragraphs of discussion of the

charges against BCCI and its officers resulting from one Customs

operation .Followup reports on this investigation of BCCI were pro
vided in the 1990 and 1991 INCSR reports.

What are the factors which made BCCI suitable for money laun

dering ? Setting aside those instances where BCCI managers know

ingly promoted money laundering, BCCI seemed attractive to traf

fickers for the same reasons thatother banks have been found at

tractive.

First, traffickers seek international banks that are sophisticated

in wiretransfers, that have branches in those parts of the world

where they operate, and which permit quick retrieval of funds .

Second, traffickers seek banks in those countries where national

banking laws afford maximum secrecy to depositors, permit nomi

nee accounts, and do not provide for close monitoring of cross

border transactions or currency movements. These are lessons

which we have learned over the past few years.

I would now like to focus on some of the actions we have taken

torestrict narcotics related money laundering.

Working bilaterally and through multilateral organizations, the

United States has become a leader in the effort to expand the

global consensus on good banking practices to prevent narcotics

money laundering. Cooperation between the financial and enforce

ment communities in many governments has improved consider

ably.

This has been influenced by the ratification of the United Na

tions Convention Against Illicit Traffic in Narcotic Drugs and Psy

chotropic Substances, the Vienna Convention , the adoption of the

recommendations of the Financial Action Task Force, the approval

of the European Community's new policy directive , and other com

mitments, and especially by the deliberations which led to the

drafting and approvalof theseinternational accords.

In accord with the Vienna Convention and the Financial Action

Task Force recommendations, numerous countries have adopted or

are now deliberating on provisions which criminalize money laun

dering, regulate the flow of currency and monetary instruments,

mandate records of currency and other monetary instrument trans

actions, require declarations of beneficial owners of accounts, and

compel disclosure of suspicious transactions.

The challenge, however, is becoming more complex . As we noted

in our 1991 report, we are detecting money laundering schemes in

volving a second tier ofcountries which were not of major concern

to us 3 years ago. Traffickers, and more particularly their profes
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sional money managers, are actively seeking those countries and

territories where there are central banks with minimal capabili

ties, financial systems with limited controls on foreignexchange,

and restrictive bank secrecy practices. We are responding by ex

tending the dialog throughout the world.

While compliance with the Vienna Convention and the Financial

Action Task Force recommendations will remain high priorities,

the challenge for the future will also include the application of

these same standards to nonbank financial institutions.

We need to work to tighten requirements for incorporating or li

censing businesses which might engage in financial transactions or

make use of bearer shares or certificates. We need to develop

means to regulate exchange houses and other traditional family fi

nancial systems, which are at the core of financial exchanges in

many developing countries around the world .

In summary, Mr. Chairman , we have been aware of BCCI's in

volvement in narcotics money laundering for several years and
have indicated that awareness in our reports to Congress. Working

with officials at Justice and Treasury, we have formulated recom

mendations for the Financial Action Task Force and other multi

lateral organizations, as well as for use in our bilateral negotia

tions withother financial center countries on cooperative counter
measures .

We have made important progress in the last few years, but

there is a lot more to be done.

Senator KERRY. Thank you very much, Mr. Smith . Mr. Pope.

TESTIMONY OF LAURENCE POPE, ASSOCIATE COORDINATOR

FOR COUNTER -TERRORISM , DEPARTMENT OF STATE .

Mr. POPE. Thank you , Mr. Chairman.

Mr. Chairman , I am Larry Pope, Associate Coordinator for

Counter- Terrorism for the State Department.

On August 1, Peter Burleigh submitted a prepared written state

ment for the record . His statement summarized the links between

BCCI and terrorism as follows.

In 1986, the intelligence community developed and disseminated

information that linked the Abu Nidal organization and its activi

ties to a BCCI branch in Europe through the use of front compa

nies. The ANO traded profitably

Senator KERRY. What's the date on that, again ? I'm sorry ?

Mr. POPE. 1986, sir.

Senator KERRY. 1986.

Mr. POPE . The ANO traded profitably and successfully in weap

ons, construction services, and other business enterprises. Based on

the information developed by the intelligence community, we

launched a major diplomatic effort to havethe concerned govern

ments, which included the previous communist regimes in East

Germany as well as Poland, expel the ANO personnel responsible

for these businesses and to close down the companies themselves.

The efforts we made with other governments to disrupt the

ANO's commercial activities were successful. The business front

companies that financed a major portion of ANO's activities have

been shut down. Since the August 1 hearing, the full report pre
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pared in 1987 on the ANO front companies on which Mr. Bur

leigh's statement was based has been declassified. Copies of that

report have been provided to Subcommittee staff.

We have continued to review the available information with

regard to BCCI's connections to international terrorism . We have

not uncovered any information indicating that the ANO or any

other terrorist group received financial backing from BCCI.

In a few instances, terrorist groups other than the ANO and one

state sponsor of terrorism maintained accounts with BCCI

branches. I regret that I'm unable to be more specific in a public

hearing.

Mr. Chairman, at the request of the committee staff, we have

also looked into the allegations which have been made in the press

about Mr. Mohammed Hammoud, a Lebanese businessman and

shareholder in BCCI, who died last year, with regard to his possible

links to terrorist groups like Hizbullah. We do not have informa

tion which would support these allegations.

Subcommittee staff has also asked about a possible connection of

the Qassar brothers to BCCI. Mondher and Ghassan Qassar have

been notorious for their involvement in an arms and narcotics

smuggling network which has provided revenue for the operation

of several terrorist groups , including the Abu Nidal organization .

The white paper, which we have made available to the commit

tee, discusses their activities in detail and their close connection to

the business activities of the ANO, which we worked successfully to

breakup.

We also know that the ANO had a banking relationship with

BCCI. But we are not aware of evidence linking the Qassar broth

ers to BCCI directly , although this is plausible given their connec

tions to the ANO.

As investigation into BCCI affairs by appropriate law enforce

ment agencies here and overseas continues, we may learn more.

We willcontinue to followup any leads aggressively from the coun

terterrorism point of view .

Thank you .

Senator KERRY . Thank you very much.

Let me begin , if I can , well, let me sort of run across the board

here .

First reports of the State Department on terrorism were in 1986 ?

Mr.POPE. First reports of the connection between BCCI and the

Abu Nidal organizations.

Senator KERRY. Were in 1986?

Mr. POPE . That's correct, sir.

Senator KERRY. And drug involvement, money laundering, first

knowledge ?

Mr. SMITH . Actually , first knowledge was in 1987, from an inves

tigation which was then underway and which was mentioned in

our 1988 report without giving the name of the bank. We were

able, in the1989 report, to mention BCCI specifically.

Senator KERRY. Well, that was publicly. You had no other knowl

edge of their involvement in money laundering or drug activities

prior to that, even with the existence of five or so branches in Me

dellin ?
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Mr. SMITH . We would have seen the earlier reports. But the spe

cific details were provided by the investigations which were under

way in 1987.

Senator KERRY. So you relied on the law enforcement investiga

tions for your knowledge?

Mr. SMITH . That was the primary source of our knowledge. Yes,

sir.

Senator KERRY. You didn't gain it through State Department

personnel in Colombia ?

Mr. SMITH . No, sir.

Senator KERRY. You didn't gain it from State Department per

sonnel in Panama ?

Mr. SMITH . No, sir.

Senator KERRY. Or any other Latin American countries ?

Mr. SMITH . No, sir.

Senator KERRY. There have been no reports, no cables, no infor

mation whatsoever in the State Department about banks' involve

ment in money laundering prior to that ?

Mr. SMITH. I believe we've done a complete search of our files

and this is what we've come up with, sir. We can check again if

you wish. But we have conducted a search .

Senator KERRY. Well, if you're convinced you've done a complete

search , I don't want you to - I mean, if you've done a complete

searchand I see heads nodding - I take itat face value that that's

when you had your first reports.

Mr. Kerr, what circumstances led to the CIA becoming interested

in BCCI originally, do you know ?

Mr. KERR. Well, Senator, as I indicated earlier, we had an oper

ational lead early on in the mid -1980's that led us to focus on it,

that identified it with money laundering. So that initial focus

turned around the issue of narcotics money laundering, and that
provided the impetus for the future focus of collection , which led to

a variety of others.

Senator KERRY. And that began in the early 1980's ?

Mr. KERR. In the do you know precisely ? (Pause .)

1983-84 would be the timeframe.

Senator KERRY. So in 1983-84, you were gaining information re

garding money laundering. Who did you disseminate that informa
tion to ?

Mr. KERR. We'd have to go through specific reports. But, general

ly, our dissemination list, as I indicated , included the intelligence

community, State Department, the FBI, Treasury , and because

area of narcotics, obviously to those organizations involved in coun

ternarcotics in this country. So it's tailored by our distribution. It's

to some degree tailored by the nature of the reporting with terror

ism going to one set of customers, narcotics information going to

another, and banking information going to another.
Senator KERRY. Each and ever one of those activities would have

involved breaking the law , is that correct ?

Mr. KERR. I'm sorry ? Each activity ?

Senator KERRY. Well, each of those activities represented legal

infractions, didn't they - money laundering, drug smuggling, terror
ism ?
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Mr. KERR. My assumption is that some of those clearly would in

volve the breaking of U.S. law. Others would involve breaking in

ternal, local laws of foreign countries. So there's probably two dif

ferent kinds oflaws being broken. We obviouslyhave obligations

within the intelligence community when U.S. laws are broken to

pass that information to Justice and to our own law enforcement

agencies. We don't have a similar obligation, obviously, when for

eign laws are broken .

Senator KERRY. Agreed.

You made a judgment that in 1985, you said in your testimony,

you issued a report that since 1981 , BCCI owned First American . Is

that accurate ?

Mr. KERR . I think that's a correct statement. Yes.

Senator KERRY. And in 1985, when you made that judgment, to

whom did you disseminate that information ?

Mr. KERR. Principally to Commerce and to Treasury, although

our understanding is the Comptroller of the Currency was in

formed by Treasury.

Senator KERRY. Was Justice informed ?

Mr. KERR . I don't believe on that particular report; it was not in

formed .

Senator KERRY. Was DEA?

Mr. KERR. DEA ? I doubt if it was because that was not , again , a

narcotics issue. It was a banking issue, as we would see it.

I think in this case we would see as Treasury our principal cus

tomer in the United States intelligence community.

Senator KERRY. Was the Fed Reserve ?

Mr. KERR. No.

Senator KERRY. The Fed was not informed ?

Mr. KERR. No. My understanding was it was not .

Senator KERRY. Is there any reason that the Fed would not be

informed that a bank was illegally owned in the United States ?

Mr. KERR. Our assumptionat this point in time I believe was—

and it's hard going back that long to know exactly why a report.

We have two issues, though : the first is the sensitivity of the sourc

ing of the information, and the second was that Treasury, again,

was our, what we believed to be our principal customer on informa

tion of this sort. And our arrangements, by the way, with Treasury,

as with State and with others, is that we have an intelligence com

ponent or an intelligence organization that is essentially counter

part organization ineach of those organizations that we deal with.

Senator KERRY. Now, in retrospect, does this compartmentalizing

and source issue confront us with a dilemma with respect to the

other interests that the banking community might have had?

I mean , here you have Messrs. Clifford and Altman now hauled

before committees and investigations. You have serious issues

about the impact on other countries of what has happened, as testi

fied to by the State Department. You have millionsof small deposi

tors who have been affected, not to mention a lot of businesses and

so forth , as a consequence of BCCI being able to continue to do

what it was doing.

Now , you had knowledge in 1985 that, since 1981 , First Ameri

can , by the judgment of the CIA , was " owned by BCCÍ.”
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Messrs. Clifford and Altman are saying they didn't know that.

Where do you wind up with respect to a responsibility in terms of

the banking laws of this countryand the interests of the financial

regulators being able to enforce that law and guarantee the sound

ness and safety , if you will, of the banking structure?

Mr. KERR. Well, it's easy in hindsightto make judgments about

what the CIA should have done, given the way things have devel

oped. Obviously , if we had that kind of hindsight, we might have

done it differently. However, at that time, I think we saw Treasury

as our principal customer. We understood Treasury informed the
Office of the Comptroller of the Currency. To us, that was a very

specific and direct responsibility.

Senator KERRY. So, in other words, you would say that you feel

you informed the people who needed tobe informed

Mr. KERR . Yes.

Senator KERRY [continuing). And they should have done some

thing with it?

Mr. KERR . You'll have to ask them about their own view of that

and the context they placed it in and their subsequent view of it.

But, even in hindsight, I think that was the appropriate custom

er for us . In hindsight, if we had added the Federal Reserve on ,

that probably would have been useful for this hearing and we

would have been able to demonstrate dissemination to one more

customer, and it might have been useful at that point in time. But,

again , our perspective on that was that Treasurywould be the logi

cal place to receive the information .

Senator KERRY. I understand.

In retrospect, does that mean that there should be a broader dis

semination list ? Does it mean there should be a stricter set of

guidelines as to how that kind of information is used from now on ?

Mr. KERR. As I've indicated to you, we are looking at our own

dissemination practices to see ifwe can make sure that we do dis

seminate our product to the right person . It's a continual drama,

after all to know who's involved in what issue over a wide range of

subjects. You can always improve that, and we are taking steps to

improve it.

One of the difficulties I think it's important to recognize is that,

as intelligence officers, while we have some reasonable insight into

a lot of issues, we do not necessarily have full insight into necessar

ily what breaks the law in terms of banking, or the details of bank

ing regulations. We really have to count on others to provide that

detail.

We have, obviously, an overview of that and have some sense of

what is legal and illegal. But when you get into the fine points of

the acquisition of holding companies, you begin to go beyond our

expertise, and also, as I said , we are not an investigative unit. We

are essentially collecting intelligence for a very specific purpose.

That purpose, quite simply, in this case was primarily, again ,

aimedat the illegal activities that BCCI was involved in - narcotics

money laundering, terrorism , support to terrorism , and other ac

tivities such as that.

Senator KERRY. Well, how many reports would you say that

you

Mr. KERR. Several hundred .
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Senator KERRY [continuing ). Disseminated through the communi

ty ? Several hundred reports?

Mr. KERR . Yes. During this timeframe, we disseminated several

hundred .

Senator KERRY. And these several hundred reports referred to ?

Mr. KERR. Primarily in the narcotics area, in terrorism and in

other reports of other kinds of activities, arms transfers and re

ports of

Senator KERRY. When did you first start sending reports of ter

rorist activities ?

Mr. KERR . Let me ask for specifics. [Pause.]

1986, I'm told , is the first report on terrorist activities.

Senator KERRY. When did you send reports with respect to nar

cotics activities ?

Mr. KERR. That would go back into the earlier timeframe, prob

ably back in — would that be back in 1983? [ Pause.]

From 1984 on .

Senator KERRY. And when did you send reports with respect to,

the first report, I take it, with respect to the ownership issue, was
1985 ?

Mr. KERR. That's right, early 1985.

Senator KERRY. So, in 1984-85, you began generating a fair

amountof traffic onthis issue, is that fair to say?

Mr. KERR. That's fair to say. We began at that point in time.

As I said earlier, we had an operational lead that led us to a

focus, led us to focus our attention. As you might expect, we're a

worldwide organization that has a lot of interests. And so, we tend,

if we pick up a lead or a particular activity , then we focus some

additional resources on it. But we are spread very thin when it

comes to looking at all activities of everyone, everywhere.

Senator KERRY. Now , in your opening statement, you did men

tion that you provided information to the Fed. What kind of infor

mation was that ?

Mr. KERR. Well, we have provided information and they are on

our dissemination list for some products.

Senator KERRY . With respect to BCCI particularly .

Mr. KERR. I believe they were on dissemination lists for a subse

quent report. (Pause .)

They gotreporting, but not the initial report, though, in 1985.

Senator KERRY. Did they in any of the subsequent reports receive

notice about the ownership that you reported in 1985?

Mr. KERR. I believe so . Yes.

Senator KERRY. You do believe so ?

Mr. KERR. Let me ask Ted Price, who can be a little more specif
ic .

Senator KERRY. OK.

Mr. KERR. He was saying we did not provide specific information

to the Federal Reserve on the ownership issue.

Senator KERRY. Why did the CIA choose to use First American

as a depository when it knew it was controlled by BCCI?

Mr. KERR. I assume the same reason a lot of other people used it,

as a normal bank. It was used to transfer money to hold accounts,

savings accounts, and other activities for us. But it is not a, it is
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not an operation , used operationally. It was used as a repository for

normal banking.

Senator KERRY. So the fact that you were generating reports on

terrorist activities, the fact that you were generating reports on
narcotrafficking activities, the fact that you had an illegal owner

ship situation didn't give you any alarm bells about using this

Mr. KERR. But be specific about that, Senator, and that is our in

formation was not onFirst American , what youjust described . Our

information about that activity, terrorism and counternarcotics,

was on BCCI. We do not, number one, collect intelligence on domes

tic organizations, and we did not see

Senator KERRY. You do not do that now , right?

Mr. KERR (continuing). We did not see a link in terms of the ac

tivities of First American. Inotherwords, we had no reason to sus

pect First American of any of the things you just described .

Senator KERRY. And so, the fact that First America was, accord

ing to your determination, owned by BCCI didn't matter ? You con

sidered it a separate entity ?

Mr. KERR. I don't think that was a consideration in terms of our

own banking activities domestically. No.

Senator KERRY. Now what about, I take it the CIA was aware

that President Carter traveled to China, traveled to other countries

inthe presence of Mr. Abedi on a BCCI airplane.

Mr. KERR. I wouldn't assume that. Obviously, we'd know where

President Carter was going just from reading the news. But I'm not

sure we had identified particularly, you know , the mode of his

travel or his association . Again , we don't collect intelligence on our

former Presidents or U.S. citizens.

Senator KERRY. If a President of the United States — well, I take

it you had an interest in the bank . I mean , you've said that.
Mr. KERR. Certainly.

Senator KERRY. Correct ?

Mr. KERR. Yes.

Senator KERRY. And you were watching the bank very carefully,
correct ?

Mr. KERR. Again, I would say,though, it's very important to say

we were watching it in terms of very specific objectives. We were

not watching it as a financial institution . We were not watching

theleadership in terms of its movements or its activities.

What we were watching, or what we were trying to do is collect

information that we felt from our perspective, affected the national

security interest - I go back to that. That was the focus.

Senator KERRY. Was it of national security interest to you that

this bank might be trying to gain a foothold in the United States in

order to further specific Third World or Pakkistani interests ?

Mr. KERR. It was sufficiently of interest to us that we provided

that report to Treasury in the 1985 timeframe.

Senator KERRY. If that is of interest to you , wouldn't it be rather

important to you to evaluate what Mr. Abedi, the head of that or

ganization, might be doing with a former President of the United

States ?

Mr. KERR. I don't think so . I think that would be, I'm not sure

those two are logically connected and I'm not sure we did.

I wouldn't, personally .
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Senator KERRY. Would you not have been concerned about this

bank that you knew was involved in narcoterrorism , knew was in

volved in terrorism itself, and that you knew had an illegal owner

ship, that it was openly appealing to the many interests in this

country ? Did that get relayed to anybody?

Was there any flag raised sayingpeople ought to be notified here

that this is not a good bank and they're getting sucked in?

Mr. KERR. No. Let me go back again .

I said we had several hundred reports that we provided on that

general kind of activity. It seems to me that is our obligation , to

provide the information to the appropriate organizations and to

consistently continue to collect, and wedid exactly that.

Senator KERRY. Did you notify those people who could have

brought legal action against this bank for its activities?

Mr. KERR. We provide information to our oversight committees

and tothe Congress on a wide range of things, and to the principal

executive organizations involved in law enforcement and intelli

gence, and in policy. I think that is our obligation , and we did pre
cisely that.

Senator KERRY. Did several hundred reports go to law enforce

ment?

Mr. KERR. I don't know the precise number, but certainly a large

number went. Of that, certainly several hundred were disseminat

ed. I would say most of, many of them , depending, again , on the

subject, would go to DEA, to the FBI, which is our principal con

duit for intelligence, and to other intelligence organizations and

then to policy organizations.

Senator KERRY. Could you , Mr. Kerr, provide the committee with

a categorization of those reports, a breakdown of who the reports

went to and what reports went to people over the period of that

time?

Mr. KERR . I don't see why we cannot do that. It seems to me

that's appropriate.

Senator KERRY. I think it would be helpful for us to understand

that.

Mr. KERR. We'll provide a general characterization of the

number, of roughly the numbers in closed testimony .

Senator KERRY. Is there any reason that the committee couldn't

have the reports submitted to207?

Mr. KERR. I'd prefer not to do that. But we can talk about how

we might do that. Our problem with disseminating individual re

ports is we come very close to a sources and methods problem.

Senator KERRY. No, no, no. I'm not talking about disseminating.

Could we put them in the intelligence safe over there, so that I , at

least withcode clearance , could review them?

Mr. KERR. I'd be glad to pursue that with you, sir , and work out

some arrangement.

Senator KERRY. Is this going to be one of those long pursuits, or

can we ? (General laughter .]

Mr. KERR. Well, I would rather - I'd like to look carefully at

what we are talking about and how we are going to do that, and

talk to our oversight committee about it , and then let us pursue

that, certainly.

Senator KERRY. Well, let us pursue that .
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Mr. KERR. Let us pursue it.

Senator KERRY. We will pursue that.

Mr. KERR. My problem with that, if I mightadd, is that we

would be glad to characterize them for you. We'll be glad to give

you a briefing on them. We are a little hesitant whenit comes to

providing access to individual, raw reporting that describes sources

and

Senator KERRY. Well, you have provided it to each of these De

partments.

Mr. KERR . Yes; individually, yes.

Senator KERRY. Correct ?

Mr. KERR . Yes.

Senator KERRY. So if they can get it, I believe the U.S. Senate

can get it. Is that fair ?

Mr. KERR. Fair. A U.S. Senator can . We will talk further about

it.

Senator KERRY. Thank you.

Now , what did you learn about BCCI's involvement in the facili

tating of drug trafficking ordrug money laundering?

Mr. KERR. I think it's difficult to go much further into this area

except to repeat what I said earlier , and that is that we did learn

that there were, in a number of countries, as my colleagues here

said that BCCI branches were facilitating the introduction of large

sums of money out of the narcotics business into the banking

system .

Senator KERRY. In how many countries would you say that was

taking place ?

Mr. KERR. I would defer. Earlier, I heard the number that you

gave. I don't have a precise number.

Mr. SMITH . We have a number of ten , which is drawn from inves

tigations conducted by the investigative parts of the U.S. Govern

ment.

Senator KERRY. When did the CIA learn about BCCI's involve

ment in financing international arms trade ?

Mr. KERR. A specific date I don't know . There are only a few re

ports of that. That is not an extensive body of information, and I

don't have let me ask - I don't have a precise date . But we cer

tainly can provide that date to you , Senator.

[ The information referred to follows:)

The CIA advised the subcommittee on November 22, 1991, that the date the CIA

learned of BCCI's involvement in financing the international arms trade was 1987 .

Senator KERRY. Do you recall how many instances or how signifi

cant the arms trafficking information might have been ?

Mr. KERR. I think that, again , I can characterize it a little better

in a closed session , but let me just take a stab at it and say that

those are indirect, and what you have are activities on the part of

a bank official to move weapons or to facilitate the movement of

weapons between two countries. So it is a facilitating role.

Senator KERRY. But you did learn the bank was involved in that

facilitating role?

Mr. KERR. Yes, we did .

Senator KERRY. Fine . I think that's the key.

а
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What did you learn about BCCI's involvement in the handling of

finances of terrorist organizations ?

Mr.KERR. Again, I think the characterization we had earlier was

that that is somewhat indirect. Probably, again , I'd prefer, because

of our continuing interest in this area, to not detail it. But it is pri

marily, again , as front men for activities on the part of terrorists

and helping them with their own front companies primarily in

funding mechanisms for terrorism .

Senator KERRY. Did you learn and are you able to state how

widespread that was within the bank structure itself ?

Mr. KERR. I think it would be fair to say it was not I mean , our

knowledge of it was certainly not extensive. It's rather limited .
Senator KERRY. Fairly narrow

Mr. KERR . Yes.

Senator KERRY (continuing ]. To the top echelon, so to speak , to a

narrow group of people ?

Mr. KERR . Well, it's limited to a specific number of very few

branches and to a very specific number of organizations. I think it
would be unfair

Senator KERRY. Fair enough .

Mr. KERR (continuing ]. To characterize it as widespread and ex
tensive .

Senator KERRY. That's what I'm trying to get at. That's fair .

What about knowledge of involvement in the movement ofpro

hibited technologies to countries who weren't able to get those

technologies on the open market?

Mr. KERR. My own view of that — and I'll have to ask the people

behind me who know the details — I don't think there is specific evi

dence in thetechnology area. There's clearly evidence of material

or weapons that were not, that would not have an appropriate end

user, that would not be appropriate. But I don't know of a technolo

gyissue. (Pause .)

Senator KERRY. Did you want to add ?

Mr. KERR . That's accurate .

Senator KERRY. Did you learn anything about BCCI's involve

ment in making bribes or payoffs, orany other forms of payments

to foreign political leadersor heads of state or other high -ranking

officials ?

Mr. KERR. I don't think we have specific information on that,

direct information .

Senator KERRY. So there were no reports with respect to any of

those matters contained in these reports you made, these over 200

or so reports ?

Mr. KERR. There is certainly a small number that talk about cor

ruption or kind of sharp practices and ways to avoid local taxes - I

mean , in that sense . But I think that would be the nature of the

kind of reporting.

Is that fair ? [ Pause.)

Mr. KERR . That's, I think , a fair description of it. I think of the

kind you are talking about, the kind of issue, I would say no.

Senator KERRY. Did the CIA learn anything about specific serv

icesprovided to the Government of China by BCCI?

Mr. KERR. No.
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Senator KERRY. Did you learn anything about the involvement of

BCCI in the acquisition ofproscribed technologies for Iraq ?

Mr. KERR. Again , I think thereis some evidence of arms

Senator KERRY. Through BCCI ?

Mr. KERR (continuing). Through BCCI using a front. There is

some, I know , specific. But I think an arms, this is not major high

technology

Senator KERRY. What did the CIA learn with respect to the rela

tionship withManuelNoriegaand Panama ?

Mr. KERR. On that issue, I think it would be inappropriate, given

the nature of the trial; the JusticeDepartment would prefer me

not to talk about issues that involve Noriega.

I think that's probably appropriate guidance for me.

Senator KERRY. Can youperhaps at least confirm to the commit

tee that you , through those, that in those reports to other agencies,

there were reports of involvement?

Mr. KERR. What can say is we did collect on involvement be

tween BCCI, obviously, in Panama and the use of BCCIPanama by

major narcotics traffickers. I don't think you can , I don't think you

can , in fact, carry that statement beyond that, too specifically to
Noriega .

Senator KERRY. I won't. We can take that up in private session.

But I just want to establish, and I think it's important to do so on

the record, that you gained information about that.

What about BCCI's activities in Colombia,including involvement

with drug traffickersand government officials there?

Mr. KERR. Again , there is reporting on drugtrafficking in Colom

bia, and the use, as I described earlier, of BCCI as an entry point

for laundering money.

Senator KERRY. What about BCCI services provided to the Gov
ernment of Pakistan ?

Mr. KERR . I don't have specific information on that, on the Gov

ernment of Pakistan. I don't think there is specific intelligence
that would support that.

Senator KERRY. Can you share with the committee what the CIA

learned about BCCI's secret purchase of First American in Wash

ington ?

Mr. KERR. I cannot do much more than I described to you earli

er, and that is that in early 1985, we provided , we had information

indicating that BCCI had acquiredthe holding company as early as

1981 , and we provided that information in report form . But we

have very little other to say about that . In fact, there is very little

more to say about that. We got subsequent information on that

issue later, but it did not change the fundamental report of 1985 .

Senator KERRY. How would you describethe nature and extent of

the agency's use of BCCI for its operations?

Mr. KERR. We used it as a normal bank to move money with ac

counts in that bank. As I said, we used it. Those accounts were as
sociated with lawful and authorized activities that have been

briefed to our oversight committees. So there's nothing that we

were doing that they were not aware of.

We also used it as an access mechanism to collect against the

bank itself. The amounts involved are relatively small, are quite

small relative to the size of the bank and to our own activities.

1



591

Senator KERRY. How many accounts would you say there were,

Mr. Kerr ?

Mr. KERR. I'd rather not specify them , if I can . But there were

not very many.

Senator KERRY. Did BCCI employees know of that?

Mr. KERR. No, they did not.

Senator KERRY. No employees anywhere in BCCI were aware of

this ?

Mr. KERR . No. Officials in the bank were not aware of the use

that we were putting the accounts to .

Senator KERRY. Was that true initially of First American also ?

Mr. KERR . Well, First American is quite a different matter, after

all, a U.S. bank with domestic accounts where

Senator KERRY. Oh, I understand. I'm just curious .

Mr. KERR . Certainly , they knew that there were ACI accounts .

First American did . I mean, they are open , acknowledged accounts .

Is that fair ? [ Pause .)

Some of them are .

Senator KERRY. Now you say that under no circumstances, you

have said that First American was a target ?

Mr. KERR. Yes.

Senator KERRY. And BCCI became a target when?

Mr. KERR . The mid-1980's, 1983, I think. Yes.

Senator KERRY. So, given Mr. Abedi's contacts within the intelli

gence community or given his perception that something was hap

pening with respect to his bank - i.e ., I think he felt that people

were following him , questions were being asked of people, somehow

there was an interest in the bank-it would not be inconsistent for

him to say, which he is alleged to have said by a number of people,

Mr. Bert Lance, Mr. Sakhia , and Mr. Rahman have all said Mr.

Abedi felt the bank was on the CIA watch list . So , there's a consist

ency , I take it, between the timeframe of your saying BCCI was

targeted and his perception that something was going on with the

CIA , as he characterized it, the CIA watch list.

Mr. KERR. I wouldn't accept that at all . I wouldn't accept that

connection as at all legitimate.

One, hopefully and presumably , he did not know his bank was

being targeted by us. None of his employees did , and we were doing

it in a way so that he wouldn't know. That was the whole object of

it, nor would anybodyin the BCCI. So I think the idea

Senator KERRY. Well, could there have been a leak through this

intelligence network somehow? He seemed prettysure of it?

Mr.KERR. Well, you'll have to talk to him. It depends on wheth

er you have confidence in what he says or what I'm saying right

now . And what I say is that, in fact, it may have been , I mean , we

can never, you never say “ never,” obviously; but, in fact, we know

of no connection .

Senator KERRY. Do you know who a Mr. Bruce Rappaport is?

Mr. KERR. Only vaguely, yes. I know the name.

Senator KERRY. Has he had any dealings with the Agency?

Mr. KERR. I don't know the answer to that personally.

Senator KERRY. Do any of your answers behind you know the

answer to that ? (Pause .)
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Mr. KERR. That's an issue we would prefer to talk about in closed

session .

Senator KERRY. How about a Mr. Alfred Hartman ?

Mr. KERR. Sir, I would rather not go down a list of people and

determine whether or not we know them or not. I think that's in

appropriate.

Senator KERRY. That's fair . I won't do that. That's fair .

Why don't we go through that part of it during the closed ses

sion.

I do have some more questions, but let me turn to my colleague.

Senator Brown.

Senator BROWN. Thank you , Mr. Chairman . I have just a couple

ofquestions here.

Mr. Kerr , have you identifiedwhowithin your organization was

charged with dissemination of this 1985 report and made the deci

sion not to forward it to the Federal Reserve ?

Mr.KERR.The individual involved ? I think weknow generally
the rationale for why it was disseminated the way itwas. Yes.
Senator BROWN . Do we know who made that decision to not iden

tify the Federal Reserve ?

Mr. KERR . I don't think I would put it that way . I think it was a

decision to notify Treasury, andI'm not sure whether it was a con

scious decision not to notify the Federal Reserve at all.

We went to what we thoughtwas our principal customer in that

area. So I'm not sure I would phrase thequestion the way you just
did.

Senator BROWN . Let me try again .

We're all products of the training we have. My training was that

somebody's supposed to take responsibility

Mr. KERR. Someone did take responsibility.

Senator BROWN (continuing]. And when a decision is made that

is a bad decision, you identify who made it.a

Mr. KERR. I'm not sure it was a bad decision .

Senator BROWN. Well, you may feel that a failure to get informa

tion about a criminal activity to the Federal Reserve is not; I have

a different view of it. That's an honest difference of opinion .

I guess my question is have you identified who made this deci

sion?

Mr. KERR. I have not. I don't think we've identified the particu

lar individual. But we know the group that it came out of. We

know the individuals that were involved in it. But the answer is

yes, we would be able to — but I'm, I don't know what the point of

that question is .

Senator BROWN. Well, the point is very clear. If the decision is

made that this kind of conduct of not identifying the appropriate

agency is to change, that if your agency is aware of criminal mis

conduct with regardto banks, an effort to conceal the ownership of

banks, that theconduct of the agency in the future should be dif

ferent. The only way I think you make a change in that is to iden

tifywho is in charge of making this decision .

Mr. KERR. Well , in that regard , Senator, I can say, as I men

tioned to Senator Kerry earlier, wehave looked at our own deci

sionmaking process about how we disseminate reporting. We are

looking at it with the benefit of hindsight. We tend to learn by our
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own experiences. So we are going to examine that rather carefully,

and you can rest assured that we will look with greater care on
that at that time.

However, even in hindsight, I think the decision that was made,

to give it to Treasury, that gave it to the Office of Comptroller of

theCurrency, was a legitimate decision based on our understand

ing of who the logical people were that had responsibility for it. So

we are looking at ourown practices, and we will look at ourown

process. That's one thing our Inspector General, in his review , look

ing at it, suggested that that's an area where we need to look at

our own consistency and our own dissemination of reports, and we

are doing that.

Senator BROWN. I guess the question then is — and perhaps

you've answered it is that you have not identified who was in

charge of this area and who made this decision , and you have not

disciplined him .

Mr. KERR. I am not going to discipline anybody for that mistake.

That was an honest mistake, and I wouldn't think of doing that.

Errors ofjudgment, I might add

Senator KERRY. Is there a policy change at CIA now as a conse

quence of this ?

Mr. KERR. I wouldn't say a policy change. It is a look . What we

are doing is looking, again , at our distribution, how we distribute

reports. I said we have worldwide reports on a variety of different

issues .

Senator KERRY. Apart from just distributing, I mean, I suppose

you could make the decision tojust distribute and include six more

people on the distribution list. But it doesn'treally guarantee that

it's going to come to the attention of somebody in that flagged way

that says: folks, somebody ought to do something here.

Mr. KERR. That's whywe also call specific attention of people to

the reports. In fact, wedid on this report in 1985, in Treasury. We

made a particular point of calling it to their attention . We got spe

cific tasking back on it.
Senator KERRY. Whose attention was it called to in 1985?

Mr. KERR. I'm not sure of the individual at this point in time.

But it was discussed with the individual in the intelligence area of

Treasury. We got some specific requirements back on it.

So we felt we had done, essentially done, our particular job in
this.

Senator KERRY. But did it go to the Secretary level? Did it ever
get to sort of a decision

Mr. KERR. I don't know the answer to that, whether it was called

to the attention ofthe Secretary.

Senator KERRY . My questionto you is do you think it should be,

now , retrospectively ? Do you think that there ought to be a policy

change that says: hey, folks, if we come across illegal activity in

the course of our intelligence gathering that reflects on U.S. Gov

ernment law that oughtto be enforced ,we now have an obligation

to give it to so -and- so ? Is that there?

Mr. KERR. I don't think, quite simply, that's a practical - given

the volume and the nature of the intelligence business, and any

general rule about that. It requires judgment, it requires a variety
of different things in the process .
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I think any general rule that says you give everything in a par

ticular category to a certain group probably would be unwise, given

the nature, and the complexity, and the volume of information of

the category you're talking about.

So I think you have to have within organizations people who are

responsible for making decisions. In thiscase, we did.Evenin hind

sight I would say we gave it to the right people. We called it to

their attention. We followed up with information . So I feel relative

ly comfortable about that.

Would I have now preferred to have given it to others ? The

answer is yes. I mean, hindsight is a marvelous thing, it gives clar

ity to your understanding.

Senator BROWN . Well ,pardon me. But this was criminal behav

ior .

Mr. KERR. And it was given to the

Senator BROWN. It doesn't take a genius to figure out when

criminal behavior is going on , you let the applicable agency know

that something is

Mr. KERR . And we believe we did that.

Senator BROWN . Well, can you tell us who at Treasury this was
sent to ?

Mr. KERR. It was sent to the chief of intelligence at Treasury and

called to their attention .

Senator KERRY. But intelligence, I mean, this gets back to the

training issue that Senator Brown brought up. They're going to see

this in intelligence terms. They're going to see this in the context

of just sort ofa day-to -day missive, are they not?

Mr. KERR. I don't think that's true.

I think a policy organization that has intelligence, just like
State's INR, sees their intelligence in policy terms.

Senator KERRY. And evaluates it ?

Mr. KERR. That's their job, and that's the nature of the way they

look at it.

I think that, again , is quitea legitimate process .

Senator BROWN. We are going to get a copy of the report. I know

you're trying to work that out. So I think it's helpful.

But can you give us any idea ? Was this flagged in a way that it

was noted for attention ?

Mr. KERR. It was flagged and noted . Yes.

Senator BROWN. Thank you.

Senator KERRY. Is there a policy — this is a little bit afield, but

it's not afield . It's something that has interested this committee

over a number of years. In fact, the original investigation of this

committee grew out of a sense of this conflict.

We have had witnesses in the Noriega trial who have already

testified publicly that they flew weapons one place and flew drugs

back, the other. And it was because they were acting sort of under

cover of " intelligence " —not official, but, you know , under that

cover - that they were able to do that.

There has been a legion of allegations over the years of this con

fusion between intelligence goals and the need for secrecy, and the

need to maintain sources, and the need sometimes to deal with

really nefarious types in order to get the information you need to

get, and then what they're doing,the activity they're engaged in

2
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and the impact that might have on us of your keeping those

sources secret.

Has there been a review of that kind of issue ? I mean , I'm really

talking about narcotics trafficking. When you have money laun

derers and narcotics dealers who are also intelligence sources of

one kind or another, maybe a third party source to somebody in

another country whom you've sourced or something, what hap

pens ? Is there a tension there ?

Mr. KERR. Certainly there is a tension . It's an issue of constant

concern . It's an issue where we have some very specific instruc

tions and direction in terms of our ability to deal directly with nar

cotics traffickers. There's a very complicated process for that, and a

vetting process.

It is, as you say, a very difficult process. It's a little, however,

like sayingthat the police shouldn't deal with criminals. To collect

intelligence, you need to deal with people who are the targets.

Senator KERRY. Absolutely .

Mr. KERR. And so , it's a very complex issue. Butwe have over

sight mechanisms that we report to on this issue. We have some

very specific guidance as to how we deal and work with people who

areinvolved in narcotics, the trade. And so , it is a very explicit set

of guidelines.

If anything, it is prohibitive to the point where it makes it diffi

cult to deal with the narcotics trafficking business. But it is cer

tainly complicated. There certainly is areview process, and it is an

ongoing review . I mean , it just doesn't happen once a year or once
a month. It happens with every specific activity.

Senator KERRY. Did you receive any information at the Agency

regarding BCCI or any other entity or agent of the U.S. handling

Public Law 480 transport commodity credits or other things for the

Department of Agriculture programs? Did you get any information

on that?

I see heads shaking in the back .

Mr. KERR. That's not an issue we would be involved in except in

the most peripheralway. I can't think of any specific example.

Senator KERRY. With respect to the BCCI involvement with the

financial arrangement of Mr. Ghorbanifar and Mr. Khashoggi in

connection with Iran -Contra, there are documents showing $ 10 mil

lion through two Canadians for TOW missiles that were going to go

to the Ayatollah, with $ 1 million in additional funds that were

going to be generated and split between Khashoggi and BCCI. This

is documented as well as testified to . It was aborted when our offi

cials grew wary of Ghorbanifar.

Did the CIA have any information with respect to that transac

tion or any role in it?

Mr. KERR. That's an issue I really don't know enough about to

answer specifically about it. When you say “any role or informa

tion ," that's one I would have to , it's kindof off this main, princi

pal subject,and I'm just not prepared to answer it, I'm afraid .

Senator KERRY. Well, the reason I think it's part of the subject is

it's a BCCI transaction involving secret accounts and involving fig

ures who have already shown up with significant ties about whom

our community, I take it,was pretty aware.

Mr. KERR. To my knowledge and I think that's
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Senator KERRY. If you can't answer it now , Mr. Kerr, I under
stand.

Mr. KERR . Yes .

Senator KERRY. But what I would like to do is get an answer to

that, if we can .

Mr. KERR. Well, we can do that. I was going to see if I could go

back to my own notes and see if I could provide a specific on that.

SenatorKERRY. Well, are you aware ofMr. Khashoggisending a

New York oil man by the name of Roy Furmark to the CIA ?

Mr. KERR . I know that based on testimony and a whole variety of

other things. Yes.

SenatorKERRY. So you know that Mr. Khashoggi sent a messen

ger to Langley to warm Mr. Casey that the Canadians were feeling

swindled and were going to go public ? That took place ?

Mr. KERR. I know that. But I'm not sure what the relevance of

that is to this issue of BCCI.

Senator KERRY. Well, because this was all part of the same trans

action. This was Mr. Khashoggi with the $ 10 million that was

aborted, and BCCI was a part of that.

So the question I'm asking is whether the Agency had knowledge

of or involvement in that particular transaction .

Mr. KERR. Let me go back to my testimony and I will certainly

followup and make sure, and that is that CIA was not involved or

did not have any knowledge of the use of BCCI for the sale of arms

to Iran or the diversion of funds for the Nicaraguan Contras.

Senator KERRY. Or could it be that it had knowledge of this par

ticular transaction , which had nothing to do with those two trans

actions you just cited ?

Mr. KERR. Certainly in hindsight, and there were people who

have testified that they had knowledge of it, like Charlie Allen , I

believe.

Senator KERRY. Well, if we could, followup on that.

Mr. KERR. If you could give us a specific question, we would be

glad to followup.

[ The information referred to follows:]

This issue was addressed in closed testimony on October 31 , 1991 .

Senator KERRY. It is accurate, is it not, that the TOW missiles

that were to go to Mr. Ghorbanifar to Iraq were going to come

from the U.S. Government ? Correct ?

Mr. KERR. That's my understanding, again , though I'm not sure

how relevant that is to this issue.

Senator KERRY. Well, because , the reason it is relevant - I don't

want to give you a sense I'm going off into some tangent here, I'm

not - it's a BCCI facilitated transaction , or so it is alleged . I'm

trying to understand from our side of the fence what we knew

about it. We have documents showing the transaction in its nas

cent form . The question is to what degree we may have been lever

aging that transaction, pushing it , part of it, or what.

Mr. KERR. Again, I go back . We have no evidence and no knowl

edge of involvement in the use of BCCI for the sale of arms to Iran

orin the Iran -Contra issue. So that's about all I can say. Having

said that, I can't do much more .
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Senator KERRY. Do you have any knowledge or did the Agency

have any knowledge of a BR & W Industries , Ltd., and its use fi

nanced by BCCI for the shipment of TOW missiles?

None that you
think of ?

Mr. KERR. No, none that I know of.

Senator KERRY. OK.

Letme ask you this.

While the Agency may not have approved of it formally, and

while it may not have been transacted through Agency procedures,

do you or does the Agency now have any information that Mr.

Casey somehow , in that sort of separate series of transactions that

he did, used BCCI in connection with the financial transactions re

lated to the Iran -Contra sale ?

Mr. KERR. No, I have no knowledge, although I would question
your own assumption of separate transactions because I don't think

there is evidence forthat, either. But no. The answer is no.

Senator KERRY. Well, on the contrary, there is evidence, signifi

cant evidence, of Oliver North having been dealing with Mr. Casey

and talking to him andof information that he wasaware of outside

of the normal loop with respect to the entire thing that has con

sumed Mr. North's life for the last few years .

Mr. KERR . I wouldn't want to get into a debate or an argument

on that, but I think that evidence is primarily hearsay and not evi

dence .

Senator KERRY. Well, we're just asking the questions.

Kamal Adham could you define to us what you understood

Kamal Adham's role to be in BCCI?

Mr. KERR. I'm afraid I have very little information on that other

than what's obvious to you and what has been in the public record.

Senator KERRY. So you have no other information through the
Agency ?

Mr. KERR. It's not an intelligence, subject of intelligence interest,

particularly. We can if you , that's a subject that we might explore

if you want to pursue that in closed session.

Senator KERRY. Yes, I would appreciate that, if we could .

The other questions I have here really are closed session ques

tions.

With respect to State Department, if I could just ask you gentle

men, do you see any of our interests, policy interests, now impacted

as a consequence of the fallout in any of the countries that you've

talked about at this point?

Is there a sense that this has that kind of impact, or is it more of

a moving event that will not really have an impact? That is, are
the central banking funds of such order that are missing in a par

ticular country that we have to be concerned about the fall of a

government or about recriminations that somehow would affect

outlook, or anything ? Is there any sense of that at this point?

Mr. KRECZKO. Senator, I would hesitate to be too categoric be

cause of the ongoing investigations in , primarily in Latin America,

Argentina and Peru, for example. But I think generally, as a gen

eral matter, your statement is correct, but depending upon the out

come of investigations in those types of countries.

Senator KERRY . Would it be your perception that attitudes have

changed in any of these countries or with any of the nations we're
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currently negotiating with on financial transactions with respect to

bank secrecyand money laundering ?

Mr. SMITH . Mr. Chairman , I think that attitudes have changed

greatly over a period of time on that subject, as evidenced by the

responses of countries which have participated in the Financial

Action Task Force, the widespread progress on implementing the

recommendations of that task force, the attendance by other coun

tries in the regional meetings which the task force members have

promoted, the efforts by European countries to eliminate, pierce

the veil of bank secrecy, and to take various other steps which

would greatly strengthen the system to prevent this type of thing.

Senator KERRY. Why have we not been more successful in doing

that in Panama, for instance ? Panama has more money laundering

today than it did before we had an invasion .

Mr. Smith. I would say in the case of Panama that we have re

cently had one action , which I believe has just occurred this week,

which is we have sent to the Senate the Mutual Legal Assistance

Treaty which we have negotiated with Panama, which will greatly

facilitate our ability to deal with the Panamanian Government on

issues deriving from money laundering investigations.

Senator KERRY. Could you share with us, Mr. Pope, what terror

ist organizations made use of BCCI ? Was it only the Abu Nidal ?

Mr.POPE. Senator, I'm afraid in this session I can't be more spe

cific on precisely the identity of those organizations because of con

cerns that Mr. Kerr has alluded to .

Senator KERRY. OK.

Can you tell us what the nature of BCCI's activity was? Did they

actually provide financing in addition to providing banking serv

ices?

Mr. POPE. No, sir . To the best of our knowledge, it did not in

clude financial backing.

Senator KERRY. So, to the best of your knowledge, it was really

just banking service ?

Mr. Pope. That's correct, sir.

Senator KERRY. Was there something that made BCCI particular

ly attractive to these organizations ?

Mr. POPE. Yes, I think there was something. It was a bank with a

Middle Eastern reputation. Of course, these terrorist organizations

were operating in the Middle East. It may have been a bank that

had a reputation for providing secrecy and not asking too many

questions .

Senator KERRY. Were they involved in financing any state spon

sored terrorism , that you know of ?

Mr. POPE. Not tothe best of my knowledge, sir.

Senator KERRY. Have you been able to evaluate how extensive

the involvement of BCCI was with the central banks of countries,

orare you still trying to do that?

Mr. KRECZKO. Senator, we do not generally have reports on in

volvement of central banks. What we can say is that we have re

ports that in Pakistan , China, Peru, Jamaica, Cameroon , Nigeria,

Zimbabwe, and Zambia, central banks or other government agen

cies may have made reserve deposits with BCCI.But those are re

ports that we can't necessarily confirm .

bu

4
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Senator KERRY. Now we've had evidence before this committee of

BCCI assisting in the movement of nuclear technology and nuclear

grade materials.

Have you had, either the CIA or State Department, similar infor

mation ?

Mr. KRECZKO. I think, Senator, that some of that would have to

be handled in closed session . But there is a case that was prosecut

ed successfully against a Pakistani national by the name of Parvez

for an attempt to procure in the United States nuclear related ma

terials, and BCCI was involved in the financing of that. That's a

matter of public record.

I don't believe that there is an indication that BCCI was involved

in illegal activity, necessarily. But BCCI was involved in the financ

ing

Senator KERRY. Mr. Kerr ?

Mr. KERR. I think that's, I know nothing beyond what was de

scribed .

Senator KERRY. Let's go on, then.

Mr. KERR. I know about the case . Quite simply , I did not know

that BCCI was involved in that particular case. But we may have

had information on it.

Senator KERRY. Did you have any information, either of your de

partments, with respect to a sale of jets to Iraq, to Saddam Hus

sein , through Argentina ?

Mr. KERR. No.

Mr. KRECZKO . No.

Senator KERRY. Did you have any information , either of you,

with respect to BCCI's involvement with Rajiv Gandhi and his gov

ernment?

Mr. KRECZKO. No.

Senator KERRY. Did you have any information with respect to

BCCI'sinvolvement with government figures in Sri Lanka?

Mr. KRECZKO. No.

Senator KERRY. With respect to Latin America, did you have any

information with respect to BCCI's involvement with Alan Garcia

in Peru ?

Mr. KRECZKO. Senator, we have someone from the Latin America

bureau. If I could , I'd ask her to join the table.

Senator KERRY. If you could just identify yourself. Everybody is

willing to give up their microphone, I see.

Ms. JACOBSON . I'm Roberta Jacobson. I'm the Deputy Director of

the Policy Planning and Coordination Office of the Bureau of Inter

American Affairs.

Our information on Alan Garcia in Peru has come primarily

through recent news reports over the past year or so out of Peru.

He's been alleged —

Senator KERRY. I realize what he's been alleged to , in the news

papers, but did you have any information from your sources or

yourselves with respect to that ?

Ms. JACOBSON . We had no information at the time or since then ,

through our own information .

Senator KERRY. Mr. Kerr.

Mr. KERR. Senator, I think going, again , going through a list is

somewhat of a problem for usa



600

Senator KERRY. You want to do it in private session.

Mr. KERR (continuing ]. Either negatively or positively.

Senator KERRY. Well, I'm not sure. I mean, if you say that we

had some information , we don't have to go into what it was. But I
think it would be helpful to have a sense of it.

I think it's helpful to knowthat you didn't have a lot of the in

formation . It indicates something. I mean, it either indicates that ,

well, I won't get into what it might indicate. (General laughter .]
Leave thatalone.

Did you have any information regarding the sale of arms to Iraq

atanytime, anybody?

Mr. KRECZKO . No.

Senator KERRY. Senator Brown, do you have anything further ?

[Pause.)

I am just advised by staff that apparently the Fed has already

said publicly that you folks provided some information on Kamal

Adham . I just wanted to confirm that since they've said it publicly,

or not. We won't go into the details of what you may have provid
ed .

But do you recall providing the Fed information on Kamal

Adham ?

Mr. KERR . I don't know the answer to that.

Senator KERRY. This was before the Fed approved the, this was

way back when Financial General Bankshares was in the takeover

process, and in the original effort to seek permission for the inves

tors to come in since KamalAdham was one ofthe original inves

tors, there was testimony that people checked with intelligence

sources, and there was some evidence to the effect that, according

to the Fed, that they received information from you, from the

Agency - not from you personally - with respect to that.

Doesanybody have a recollection of that ?

Mr. KERR. We responded, I understand, to a request from them

for information, which we subsequently passed. I can't

Senator KERRY. Is there a record of what might have been passed
on?

Mr. KERR. I would assume there would be . Yes.

Senator KERRY. Would you be willing to check that, please

Mr. KERR . Certainly.

Senator KERRY [continuing ). And see if we could ascertain that ? I

think it would simply be helpful in completing the record. It's no

great issue, but it would help complete the loop here.

[The information referredto follows:)

CENTRAL INTELLIGENCE AGENCY,

WASHINGTON , DC ,

November, 22, 1991.

The Hon. JOHN F. KERRY,

Chairman, Subcommittee on Terrorism , Narcotics and International Operations,

U.S. Senate, Washington, DC . 20510

DEAR MR. CHAIRMAN: Forwarded herewith is the transcript of DDCI Richard

Kerr's open testimony presented to your Subcommittee on Terrorism ,Narcotics and

International Operations on October 25, 1991. Minor textual corrections are noted

as requested. This letter also addresses the followup issuesfrom that hearing noting

that most of those issues were subsequently addressed in Mr. Kerr's closed testimo

ny to your committee on October 31, 1991. Finally,we have noted several points of

correction / elaboration in the open testimony which were addressed in Mr. Kerr's

formal statement to the closed hearing or in his commentary there.
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Concerning the followup issues :

a . On page 48 it was agreed that a general characterization of the reporting

and numbers of reports would be made available. That material was provided in

the closed testimony.

b. On page 51 a specific date was requested relative to learning of BCCI's in

volvement in financing international arms trade. That date is 1987.

c. On page 59 data on Bruce Rappaport's relationship was requested. That

was addressed in closed testimony.

d. On page 70 the question ofa BCCI connection with funds for the Contras

was addressed. This issue was addressed in closed testimony.

There arefour issues from the text - items a through d - requiring either correc

tion or clarification that were addressed in Mr. Kerr's statement at the closed testi

mony. Item e was addressed in the Q and A in the closed testimony.

a. Pgs. 45–46. It shouldbe noted that in 1988 a member of President Carter's

advance team was briefed prior to a trip abroad by the former President about

the involvement of BCCI in illegal activities.

b. On page 54 lines 1-4 it should be noted that in contrastto the negative

response , the Agency did have a small number of reports on BCCI involvement

in third world corruption

c.On page 54 lines 19-21 the Agency did have some reporting on BCCI being

usedby third world regimes to acquire weapons and transfer technology.

d. Elaborating on the response on page 79 lines 18-25 and page 80 lines 1-16

it should be noted that the Agency responded to requests from both Treasury

and the Federal Reserve in the 1980-81 time period for biographic trace infor

mation on the Arab shareholders in Financial General Bankshares. The infor

mation provided was basic biographic information , which included no derogato

ry information except to note that one individual had been named in a U.S.

court as one of those making allegedly illegal purchases of Financial General

Bankshares.

e. On page13 lines 16-19 it should be noted that in early 1985 the Agency

advised the Department of the Treasury that BCCI had gained control of a

Washington D.C. based holding company. Our records indicate that three

monthslater Treasury had identified the bank as Financial General Bank

shares.

STANLEY M. MOSKOWITZ,

Director of Congressional Affairs.

Senator KERRY . Senator Brown.

Senator BROWN. Mr. Kerr, I know you dealt with this in opening

statements and by reference. But I thought it might be worthwhile

to go back through with what specifics we had with regard to Mr.

Lance's allegations about the Central Intelligence Agency.

Specifically, what he had referred to before the committee was

that Mr. Abedi and BCCI had, in effect, turned into the Bank of

the CIA . We don't have a lot of specifics relating to this charge, but

what we do have are three things: one, the allegation by Mr. Lance

that Mr. Abedi was on the CIAwatch list with regard to this spe

cific . Do you know if that is the case ?

Mr. KERR. No, that's not true.

Senator BROWN . It's not the case ?

Mr. KERR . It's not the case .

Senator BROWN . He also had indicated that Mr. Abedi had been

placed in CIA holding rooms during some of his visits and harassed

by the CIA . One can only hope that's not sexual harassment. But

do you know if that's true ?

Mr. KERR. Whatever it was, it's not true.

Senator Brown. He also alleged that, in 1984, the treatment

Senator KERRY. Is that one of those CIA blanket denials, " what

ever it was , it wasn't true ?” (General laughter.]
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1

Senator BROWN. He also alleged that in 1984, the treatment

changed with the implication that that was when they became, de

veloped a working operation with the CIA .

Any comment on that charge?

Mr. KERR . Well, seeing that the first wasn't true, the second is

not true. It didn't change because there was none in the first place.

Senator BROWN. There was no change.

Well, I appreciate your going through those specifics with
me

Mr. KERR. I understand.

Senator BROWN ( continuing ). Because, obviously, I think it's help

ful to have a clear denial ora clear setting of the record straight

on those , what specifics we do have.
Thank you.

Senator KERRY. I might say that we need to go into the closed

session in order to go through some ofthose personalities and other

aspects of it that I hope cangive us a full sense of that.

One thing that has attracted a lot of attention in this is this

whole, so -called " black network ,”which we have not heard a signif

icant amount of evidence on . We've read about it, but always

through indirect sources, et cetera .

Individual bank officers have testified to incidents of threats and

to efforts to intimidate them or keep them quiet, or so forth .

My question to you is that was a pretty extensive network that

was outlined and some fairly dark activities. To what degree does

your intelligence data correspond or document that kind of activity

with respect to the BCCI bank ?

Mr. KERR. We probably can expand on that in closed session . But

it seems to me that the most obvious answer and the accurate

answer in this session would be that the things that we have de

scribed to you earlier as illegal activities obviously constituted

fairly sizable activity on the part of the bank .

There also, presumably, you know , was a legitimate side of bank

ing operations - loans, et cetera. So I think part of it is seeing this

kind of two-sided organization as seen by the nature of the intelli

gence that we collected over that extensive period of time to show

that there was , in fact, a group, a side of that which practiced in , if

not illegal - well, it certainly was illegal - but also kind of shady ac

tivities. My assumption is that there is also a more formal legal

side of it. Whether it was, quite simply, a neat line between the

two, I personally don't know . My instincts would tell me that's

probably not the case.

We can expand on that, if you wish , in closed session .

Senator KERRY. I would appreciate it.

Mr. KERR. But that's, I think, a fair statement.

Senator KERRY. I would appreciate it.

Now, in sort of larger fashion, as we wrap up the open session

part of this, there was a lot of information floating around, obvi

ously , some of it really going back . And I understand 20-20 hind

sight is what it is . But you go back to the early struggle. You did

have someregulators who were saying: don't do this .One, in par

ticular, in Virginia , had to literally be overruled because he was so

concerned about the lack of financial data, about the obvious joint

ties.
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Now that's more financial than it is your business (indicating) or

your business ( indicating). But early indications in England and

elsewhere were that there were problems in 1978, in 1977, in 1979,

and so forth. You began to get wind of those in the 1980's, and, by

the mid -1980's, there wasevidence of narcoterrorism , narcotraffick

ing ,money laundering , involvement with terrorist groups, arms

trafficking, and, obviously, of an illegal ownership.

From 1985 on, until there was the one effort in Miami, in

Tampa, excuse me, that this sort of just went on .It grew , got

larger, a new bank was bought in America, National Bank of Geor

gia , and their branching and agencies grew in this country.

What happened ?

I mean , is it fair to say something went wrong, that something

that should have happened didn't?

Mr. KERR. Well, you're in a better position , quite simply, to

answer that question than I am .

Senator KERRY. Well, what do you think ? I mean, you're a policy

person .

Mr. KERR. No, I'm not.

Senator KERRY. I mean , you're running an agency .

Mr. KERR . I am an intelligence officer and I collect information .

My assessment, or my companion to you

Senator KERRY. That's right. We're still arguing whether it's a

policy person or not.

Mr. KERR [continuing ). Would be that what I do is collectinfor

mation systematically based on what I either know to be the re

quirements or what I interpret to be, or what I see should be the

requirements, which is exactly what wedid.We saw an

Senator KERRY. But are you happy with the outcome? I mean , as

a person who's done that, doyou think your work met the response

that it should have met with ?

Mr. KERR. I think, I am happy with our collection activity and

happy with our output. I'm often not happywith what I see , how I

see our information used . But that's bigger than my

Senator KERRY. Well, was it used , used at all?

Mr. KERR. You're in a better position, quite honestly, to know

how well it was used. We certainly had follow -up questions to it .

People paid attention to it. We issued a lot of information . We pro

vided alot of information .

Senator KERRY. Well, what really should have happened never

happened .The bank should have been shut down. It didn't happen

until the Bank of England shut it down in 1991 , correct ?

Mr. KERR . I'm afraid you'd have to talk to the regulators and

those who deal with the other side of this business.

Senator KERRY. State Department, do you have a comment?

Mr. KRECZKO. From our standpoint, Senator, the bulk of the in

formation that we were receiving fell into the two areas that we

mentioned , which is terrorism and money laundering, where we be

lieve we took appropriate steps in response .

We were not receiving information about foreign reserves being

deposited in the bank orabout the bank's insolvency, or even, with
a few exceptions, about corruption within the bank .

Senator KERRY. Well, obviously, you know , 20–20 is 20-20. I don't

want to be unfair about it. But, on the other hand, an awful lot of
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information was being giventopeople, including by this committee,

incidentally, as early as 1988. It just seems like nobody wanted to

respond, nobody, for whatever reason. And I'm not assigning any

conspiracy to it , and it obviously didn't involve you , any of you at

this table, because that's not your job .

But the information you were generating was not being respond

ed to. It's hard to understand how so many different pieces ofwhat

is now this enormous banking scandal that was sitting in front of

everybody didn't come.

Now, maybe there needs to be a real overhaul of the evaluative,

final product process , as you have suggested, you have undertaken

to a degree within your agency — but somemeans of pulling this

stuff together or something. I don't know . Maybe the Financial

Crimes Center will have that capacity through its computer and so

forth . I don't know .

But it's obviously very disturbing to people and I'm sure extraor

dinarily disturbing to those people who consider themselves the

victims of this, quite publicly, that there were so many levels of

knowledge. And yet, it never reached a point of having something

happen .

Mr. SMITH . Mr. Chairman, if I could add on that, I was looking

back at the timing. I don't know the exact date of when the investi

gation began . ButI do note that in the report we published in 1989,

we referred to the Customs Investigation as a 30-monthinvestiga

tion. That report, our report was published in early 1989. So that

would take the investigation back to having started in 1986 .

Now ,that is not prompt action — if the reports originated in the

early 1980's. But it does indicate that an investigation was under

wayas early as 1986, and it was a very lengthy, detailed investiga

tion which resulted in indictments 30 months later.

Senator KERRY. Let me just say to you that that will open a

whole series of larger questions, which are not your area of con

cern, specifically. But since this committee has had an enormous

amountto do with that investigation and with what has happened

since , I'll just share with you, since you raise it, that the Operation

C -Chase did not grow out of any communication that came from

the CIA or from a department. There was no initiation of that in

vestigation from Washington, DC , or from any United States

agency. It happened because some people happenedto stumble on

it who were good Customs agents down in Tampa. They started it

on their own . They have complained publicly . In fact, one of them

resigned because he was so disgruntled with the lack of resources

and lack of commitment to follow through on it.

So the simple reality is that that happened, indeed, and people

are trying toclaim credit for it as evidence of some terrific effort.

But the tapes that were turned over by this committee, the commu

nications that were turned over by this committee, the articles that

were written in major newspapers about ownership of the bank

that was illegal were metwith stony silence and lack of action .

Now it is not your fault ( indicating ], not your fault ( indicating ).

It has no bearing on this thing. But since you raised the point and

try to assert that that was an outgrowth of it, I have to counter

you and say ithad nothing to do with it. It just didn't.

You know, that's why it's hard to understand with all of this.



605

Now , I promised you at the outset that this is not a session to

berate , and it's not. We didn't come here to rehash all of that.

I think you'vewell served us, Mr. Kerr, today in giving us a lot

of the sense of this and in clearing up a lot of things . I think it's

been very helpful to have you on record doing that.

I appreciate it enormously.

Do you have anything to add to anything ?

Do you have any questions that you want to ask ?

Senator BROWN . Just that I would like to ask the State Depart

ment - I guess Mr. Pope might be the one to respond—to give us

some idea of what you all did or didn't do in terms of advising the

other countries that have been , in effect, victimized here, of the in

telligence we have on BCCI? Did the State Department see it as

their responsibility to advise other governments of BCCI's activi
ties ?

Mr. POPE. Senator, I can speak to the issue from a counterterror

ism point of view .

As I've tried to outline, we did work with other governments

when we received information about the front companies that were

associated with the Abu Nidal organization , and in that connection

there was a great deal of cooperation with foreign governments

that was designed to counter , to dismantle, that network, as that

information came tous.

Senator BROWN . It may be that a significant portion of what

we're concerned about here probably doesn't fall into the terrorism

area . So perhaps it would be for someone else in the Department to

respond.

Nr. KRECZKO. As I said , Senator, the bulk of the information that

we were receiving came in either in the money laundering or the

terrorism areas . And in those specific areas, there was cooperation

with foreign governments.

But we did not go out and take an initiative at any point to

inform states generally that there was a BCCI problem that I am

aware of because we were not receiving information that suggested

that the bank was insolvent, that the bank was about to be closed ,

that there was going to be an impact on local depositors.

Mr. POPE. If I could just add, Senator, our concern was with the

terrorists and their activity, not with the bank. The bank was very

much a byproduct ofour concerns.

Senator BROWN. Can you all give me a feel for what the State ·

Department's policy is in termsof sharing information on a com

mercial activity that appears to be based on fraud ? It may not be

in your area of expertise or knowledge. But I think part of the

question here is simply a commercial venture that appeared to be

fraudulent.

Is that the sort of thing we take the initiative to share with

other countries ?

Mr. KRECZKO. We do have mutual legal assistance treaties with

countries that are primarily executed through the Justice Depart

ment, and there would be law enforcement cooperation through

that channel. But I think it would be case specific, and in this par

ticular case, we were not getting the information that would have

led us to do that, other than in the two specific areas mentioned.

Senator BROWN . Thank you.

50-820 0 - 92 - 20
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Thank you , Mr. Chairman .

Senator KERRY. Mr. Kerr, if I could ask you , could we do the

closed session next week, do you think ? Would you be able to be

available ?

Mr. KERR. I'll certainly try to be available next week. I will be

here. I'm not sure of a schedule, but we can work something out.

Senator KERRY . If we can find a time that works, I don't think it

will be that long a session . But I would like to do that.

Mr. KERR. That would be fine.

Senator KERRY. OK . That's great.

Now normally, folks, we swear people in at the beginning of a

hearing. But because it's been a long week, the chairman is ex

cused for doing it at the end of the hearing today. I do want to ask

you if you would just rise so I can swear you for your testimony

today.

Mr. KERR. Does this commit me forever, now , to this ?

Senator KERRY. Do you swear to tell the truth - do you swear

that you have told thetruth, the whole truth, and nothing but the

truth , so help you , God ?

Mr. KERR. I do.

Mr. KRECZKO. I do.

Mr. SMITH . I do.

Mr. POPE. I do .

Senator KERRY. Thank you very much . At this time, I would

insert some background information pertinent to today's hearing

into the record .

( The information referred to follows:)
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The Honorable John F. Kerry

Chairman

Subcommittee on Terrorism , Narcotics and

International Operations

Committee on Foreign Relations

United States Senate

Washington , D.C. 205.10

Dear Mr. Chairman :

This is in response to your litter of May 14 , 1991

regarding the Bank of Credit and commerce International

(BCCI) . I apologize for the length of time it has taken to

respond .

Your letter requested a copy of a memorandum prepared by

CIA that was made available to former Customs Commissioner

William Von Raab , and information on CIA's relationship with

BCCI . We have now located a 1986 working paper prepared on

BCCI , and an update of that paper prepared in 1989. While we

cannot be certain , we believe it is likely that the 1986 paper

is the document reviewed by Mr. Von Raab . The updated version

of this paper was clearly disseminated to the Customs Service .

Because of the extremely sensitive nature of this information ,

we will make it available to you through the Senata Select

Comittee on Intelligence . I have provided the two documents

to Mr. George Tenet , Staff Director of the Intelligence

Committee , and I have asked him to make them available to you

or appropriately cleared members - your staff for review in

the Intelligence Committee's secu . e space .

Our Inspector General is curruntly reviewing the matter of

any CIA use of BCCI , and will proi ide a report of his findings

to the House and Senate Intelliger.ce Committees .

If we can be of any further alsistance in this matter , do

not hesitate to contact us .

Sincerely ,

(دننکیکیرازم: :

Williar. H. Webster

Director of Central Intelligence
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PAGE 5

12TH STORY of Level 1 printed in FULL forma:.

Copyright ( c ) 1971 The washington Post

November 11 , 1971 , Thursday , Final Edition

SECTION : First Section ; A1

LENGTH : 380 words

HEADLINE : Helas as Consultant ;

Helas to operate an International Consulting Fira ;

A Go-Between for Iranian Businesses

BYLINE : By Bill Richards , Washington Post Staff writer

BODY :

Former Ambassador to Iran Richard M. Helas has opened an international

consulting firs here which he said yesterday will concentrate on developing

business interests in the United States for Iranian companies.

Helas, 61 , said , ' I sight be a go-between or represent Iranian interests who

would want to do something in this country . ' He said he naned his ner consulting

business the Safeer Company because Safeer means 'aabassador ' in the Persian

language of Farsi .

Heles was fined $ 2,000 and given a two - year suspended sentence Nov. 4 after

he pleaded no contest in federal court here to two counts of failing to testify

fully and accurately before a Senate comittee considering his nonination to be

ambassador to Iran in 1973 .

The charges against Heins ware related to his testimony on two occasions

before the Senate Foreign Relations Comittee . He testified that the Central

Intelligence Agency , which he formerly headed , had not interferred in political

affairs related to che ! : te Chilean President Salvador Allende .

Helas' new role as prospective '90-betucon ' for Iranian interest seeking

business in the United States could possibly enbroil his with the U.S.

regulations governing conflicts of interest for forber federal eaployees .

The U.S. Criminal Code prohibits forrer governoent employees from taking part

for at least one year in proceedings involving foreign individuals or

corporations which right have fallen under their official responsibility .

Helns officially resigned from his Iranian ambassadorship Jan. 31 of this

year . Legal experts were unclear yesterday whether Helas ' role as ambassador

would have given hin specific responsibility under the U.S. code for Iranian

firas or persons doing business here .

Heles said he forged his consulting fira Oct. 3 in association with Iranian

businessman Rahia M. Irvani . Irvani is an executive of the Melli Industrial

Group in Tehran . The consulting fire has not yet accepted any clients , and

Helms said he has not registered here as slobbyist .

' I'n quite diferent from a lobbyist he said . ' I'm not trying to influence

our governdent or our country . All l'a tr ; ing to do is held our balance of

payments . "
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Percentage Ownership

OCI
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1
2
1
1
1
1
8
0

Actually
In Current

: Application

In Previous

Application

Down

3.82 1 . Sheikh Kamal Adham

? ..12
20.0Z 24.07

2 . Abdullah Darwaish 14.67 24.0

(for Mohammed bin Zaid al Nahyan - minor ) 4,2

4.78 3 . Abu Dhahi Investment Authority
9.33

4 . 9.33Stock Holding Company

( for Sheikh Rashid bin Saseed al Maktoum )

3.4 * 5 . Abdul Raouf Khalil 9.33

9.33

bota 6.
Cresent Holding Company

( for Sheikh Mohanuned bin Rashid al - Maktoun )

7 . 6.67
Mashrig Holdings

(for Sheikh Hamad bin Mohamned , al Sharqi )

8 . Sheikh Humaid bin Roshid al Naomi 5.33

2.11 9 . Faisal Saud al Fulaij 4.67 12.0
4.7

10 . Ali Mohamed Shorafa 4.67

11 . Mohammed Hussain Qabazard 3.33

12 . Gulf Investment and Real Estate Company
1.67 5.0

13 . Real Estate Development Company
1.00

.
.67

.8414.
El Sayed. El Sayed El Gohari

Total In Current Application 100.00%

1. · Mohammed Rahim Motaghi Irvani?!
5.0

2 . Other Investors to be determined 30.0

1 /

16.9 .

Total In Previous Application
100.00%

Mr. Irvani was not one of the Middle Eastern Investors who became

party to the consent Decree with the SEC . Mr. Irvani is an Iranian

citizen who left Iran after the fall of the Shah because he feared

action against him by the new regime in Iran . Mr. Irvani is believed

to be living in Switzerland though his actual whereabouts is unknown .Accr noe

Ja
m

- 49
70

• :24i
t

.
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The New Republic ici 1436 IAL

finanul
To manage his rapidly expanding finaacial portfolio , the Swani turned to

Donald fraser and N. Ernest Miller , IN ) Canadian businesseen who eventually set

his on the path to Iranasok . In the Ninter ci last year , while his American

holding company , Iriad America Corp. , was experiencing a financial squeeze ,

Khashoggi recruited fraser and Miile ist in his ailing eapire. One o:

Khashoggi's former lieutenants , barve. 5188 , 53y$ ! : 01 Hail Kas a decoted

disciple of the Swani . Miller wouid ciasp iis hands and bow wherever he entered

the holy san's presence , says Floor, The CIA took a slightly less beatitic view

of Miller and fraser . In a 1986 seno to CIA director Casey , Miller was

described as a ' tough and sleary individual, ' and Fraser as a financier who

operates out of the Cayaan Islands . '

hy

Bec I
Floor says he flex with Khastoggi to the Catans in March of last year to

discuss with Miller and Fraser further hinancing for Khashoggi's troubled

Auerican company . At one point a dispute 2755€ as to precisely how dany

rillions the Canadians had invested with Khashoggi . According to recent

testisony by Floor in a bankruptcy proceesing , only one person could resolve the

dispute: ' We had to get the guru on the telephone.

IT WAS DURING these meetings that Khashoggi, who by now was serving as

Chorbanitar's banker on aras deals with Tehran , persuaded the Canadians to put

up $ 10 rillion toward financing yet another shipeeni of Tox oissiles to the

Ayatollah . Khashoggi promised the Canadians a profit of at least $ I villion .

But the deal was aborted in uidstreas when Aserican officials gren wary of

Chorbanitar , the middleman who repeatedly failed CIA lie detector tests ,

registering deception on every question but what is your name ?' By October 1986

events were starting to spin out of control . On the surface , the Swasi was

still living it up , attending his 38th birthday party that was thrown by

Khashoggi in Beverly Hills ( now the Swani ' s V.S. headquarters ) and celebrating

with such ludinaries as Cary Grant , Liz Taylor , Donald Nixon , Mary Mart , and

Representative Mervyn Dynally . But beneath the surface , the Canadians were

becoming distinctly nervous about their investaent . Thus began the crude

attempt to blackmail the administration , invoking , as one lever , the awesome

power of Chandra Swani Maharaj,

FINANCED

By

BCCI

All this right seen somewhat incredible were the facts not imortalized in

CIA files recently released by congressional investigators. The files,

buttressed by closed - door testimony betore the Iran- contra couaittees, tell the

following story : Khashoggi dispatched New York oiluan Roy Furoark to the CIA'S

Langley, Virginia , headquarters . Furoark , who conveniently was an old friend of

Director Casey and is alleged to have received an $ 80,000 'comission ' on the

arus deal, told agency officials that the Canadians felt they had been

' swindled ' and were about to go public unless they were made whole . Furbark

clained the Canadians had retained a high -priced Washington law fin to file

suit against the U.S. government . They also were about to intoro liberal

Democrats on Capitol Hill about the administration's shenanigans, he warned .

Casey's senior advisers were petrified . "We have a festering sore for which

no trataent has been prescribed, watote Charles Allen , national intelligence

ofticor and one of the agency's chief Iran analysts , in an October 14 , 1986,

LORO to the CIA chief . ' We face a disaster of major proportions .' Three days

later, in another meno to Casey , Allen reported Fursark's assessment that the

Canadians were not to be trilled with . They " have a reputation for dealing

roughly with those who do not neet their obligations,' Allen slated.
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DISK 2 PAGE 354

MESSAGE # 533

RCV LN 1 SEN 000 739

264862 BCC LAR

RCA MAR 27 1215

27TH MARCH 1986

CYM / SMA / 8914

C.C. MR. S.M. SHAFI

GENERAL MANAGER

LATIN AMERICA REGION

BCCI MIAMI

MR. AKHTAR ANIS

EXECUTIVE IN CHARGE INTERNATIONAL DIVISION

BCCI LONDON

SUBJECT : EURO BANK CORPORATION, GEORGE TOWN , GRAND CAYMAN
EEEEEEEE BRISBEE

REFERENCE YOUR TELEX LON/4789/03G OF DATE , WE ADVISE YOU AS

UNDER :

EURD BANK IS A LOCAL SMALL BANK OPERATING ONLY OFFSHORE BUSINESS AND

THEY DO ' PLACE FUNDS WITH US BETWEEN DLRS 1,000,000/ = - DLRS 3 , ore, 600.00

TIME TO TIME.

WE WERE APPROACHED BY ONE OF THE DIRECTORS OF THE SAID BANK WITH

THE PROPOSAL THAT THE BANK WILL DEPOSIT USDLRS 10,000,000.00 WITH US

IN THE NAME OF A COMPANY WHICH IS UNDER FORMATION IN THE CAYMAN

ISLANDS AT THE REQUEST OF MR . ADNAN KHASHOGGI , AND THAT COMPANY

WOULD LIKE TO HAVE CREDIT LINE AGAINST THESE DEPOSITS WHICH WILL

BE UNDER LIEN TO US TO WHICH WE HAVE NOT MADE ANY COMMITTMENT .

THE ABOVE MATTER WAS DISCUSSED WITH US ONCE IN THE FIRST WEEK OF

MARCH AND AFTER THAT NO FURTHER COMMUNICATION HAS BEEN MADE BY THEM .

IN CASE THE ABOVE BANK REVERT TO US AGAIN, WE SHALL REFER THE MATTER

TO YOU FOR YOUR PERUSAL AND GUIDANCE WITHOUT ANY COMMITTMENT TO THEM.

BEST REGARDS ,

S.M. AKBAR

BCCI GRAND CAYMAN

264862 BCC LARI

DURATION 242 SECS LISTED 0233 ???01-86-00

PAGE 360 IS NEXT

C COC2385
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نا TELEX : 32p ? : 83 . nis ç -6.3 : :

. ioc i

2SJIGE 175

358102 ! ; ICE : RT

RY :

RCA

YR ID ?

264872 FCC LAR

PLS SELECT SERVICE PRT

RCA TELEX GA 184246318.3. HiS

MAY 19.525 833904

5CC : -63 : 13:0

GA TEXT

:

ܢܙ

2 :29: 57 :

Si TUTO CARLO

Orion LHASHOGGI ACC . No. 083793

rerRE IN RECEIPT OF CHECK OF US$ 100.000,00 PAYABLE TO EASTERN

9 : 7 : 59 . WOULD ADORECIRTE 15 You WOULD KINDLY BLOCK $ 120.08.02 .

WE ARE SENDING YOU CHECK BY DHL AND YOU ARE KINDLY SEQUESTED 73

!: 7 THE PROCESOS BY TELEGRAPHIC TRANSFER :0 520? i ? Y PA : 4 :

INTERNATIONAL NEW YORK FOR ACCOUNT JE ECC ITIAMI FOR ACCOUNT OF

EPSTERN AIRLINES . VALUE : 3 MAY 1395 .

RGDS ,

AKSARBILGRANI

FCCI -LAR

AM !

ECC : 465 : 934C .....

0 : 03.8

" HANK YiW EOK 2Sivia RCA

DELIVERED MST

DURAT !!! : 5 : SETS LISTED 3114 77.771-13-20

OPGE IS NEX :
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POS 1986 0831

258OBA BCCINY MT : : : : 7 if D
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1469183MC

5

5
IAR 5 1986

NO 553S TS /GE DTD 5-3-86

RCC ! NEW-YORK

BCCI MONTE-CARLO

cil & COMMERCE INTL.

NEW YORK

OT NO FOR USD 30.000 , - DTD 5-3-86

UE 7-2 - A5_PLS PAY USD 30.000 . TO CITIBANK,

· STH AVENUE NEW-YORK CITY 100 ! 3 FOR CREDIT

AKORP A/C NO 04505128599 B/C ADNAN KHASHOGS !.

75F : OTT /MC /NY /058 /86 ( . )

OS

C ! MONTE-CARLO

25808A BCCINY MT.
TESLAG

PT.11n
CI 469 : 83MC

PLY VIS DIT

Y DISC.

aosed time 00:01:24
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DNK OF CREDITAND COMMERCE INTERNATIONAL S.A.

UL NEW YORK AGENCY 0 MM AVENUE NEWYORK NV10022

OURNE M. :

OATE:

PAVING BANK ORDENANG BANK

The Bank of New York

110 Washington Street

New York , N.Y. 10015

Art : Paying And Receiving Depl.

Dear Sir :

To the debit of our account No. 91-2156 with you . please effect

the following payment today in CHIPS.JFEDERAL FUNOS.

Amount in ligures $ 30,000.00

Amount in words US Dollars

Thirty thousand only

Pay To :
Citibank , 640 5th Ave ,

For account of
04605128599 of A KOMP.

BC
04
NE
W

YO
RK

O
F
F
I
C
E

C
O
P
Y

Blo : Adwan Kheshaggiair Ref:

Very truly yours .

A
C
T
-F-

4
8

Authorized Signature

PHONE: 017) 715 2000

lecorporando

Authorized Signature

TELEX : Oneconut CASLES : BANCRECOM

ASacoNederler SA.

NY 0020776

CONFIDENTIAL
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BCC ! NEW-YORK

BCCI MONTE-CARLO

CiT & COMMERCE INTL.

NEW YORK

ÖT NOT FOR USD 30.000 , - DTD 5-3-86

LUE 7 - I - A6 PLS PAY USD 30.000,- TC CITIBANK

a - STH AVENUJE NEW - YORK CITY Re:3 FOR CREDIT

AKORP A/C NO 0450S126593 B/C ADNAN KHASHOGG !.

RSF : . OTT /MC /NY /058 / 86 l . )

25
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Y DISC .

aosed time 00:01:24

INTED AT osza $DT 03/05/86

# 22
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B. R. & W.INDUSTRIES LTD.

Telephone : Stoke Goldington

(090 855) 466 or 683 $ 50

Long Barn House

Ravenstone

Olney

Bucks

MK46 5ASTelex 826324/BRWIND G

21st November 1985

Afrique Consultant Est . ) And ORLETON TRADER INC

74 Auelestrasse Via Espana y calle Colombia

VADUZ Apartado 1824

Lichtenstein PANAMA 1

Republic of Panama

PRO -FORMA INVOICE NO.WO119

O

i

For the supply and delivery of 1250 units BCN 71A

TOW MISSILES

Place of Manufacture U.S.A.

Date of Manufacture 1980/81

All brand new and in manufacturers original packing

Price per unit 7,500 USD.- C AND F Destination

Total Cost 9,375,000 USD .

(Nine million , three hundred and

seventy - five thousand USD . )

Delivery Immediate , from stock

Terms of payment

By : Letter of Credit , confirmed in London by an acceptable

Bank . " L / C to be irrevocable, transferable and divisible

nominating purchase of Lift Trucks.

Amount payable within 48 hours after arrival of goods at

destination against presentation of shipping documents ,

invoices, daspection and acceptance certificates signed by

the Buyer's Representative and counter -signed by the

Seller's Representative , who will accompany the aircraft .

The Buyer to undertake in the Letter of credit confirming

that the vircraft will be refuelled free of charge for

return journey .

Letter of Credit to become firm subject to Buyer receiving

& Performance Bond for the sum of 175,000 USD . against

delivery of goods

Bankers Bank of Credit & Commerce International S.A.

140/141 Park Lane , London K , 1

Lundangan

-
-

Ben Bancrjee

FOT & on behalf of
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Leiz

ACH CH

SI BUCLNA

027734 1919 1916 ISS303

TEX,REF LUN 0787/ 12K 27.12.85

EDIT SUISSE

TUR BRANCH SWITZERLAND

< DATED 27. 12.651

ZURICEOFFICE

LC.NO BT/GRÅ / 211365/85

HE . REVUEST OF B.R. ANEKU) INDUSTRIES LIMITEDITE COINVEY withiuri

ENGAGEMENT OR LIAHILITY ON OUR PART THE FOLLOWING -MESSALE FOR

: TRADE SO BERN AIRPORT 3173 BELP SWITZERLAN

ÇONSIGNEE UNLIER BANK MELLI IKAN LONLON L/C NO 000027 LUN

15/65 DATED 24 / 12 / es HAS GIVEN AN UNDERTAKING TO REFUEL THE

CRAFT CARRYING THE GODIIS SUBJECT OF PROFORMA INVOICE NO NO . 119

30. 25 / { 1785 . THIS UNDER TAKING WAS AUTHENTICATED BYBANK MELLI ,

V LONDON

QÖÖ TE

ANCHES

UF.CREDIT.ANU COMMERCE INTERNATIONAL S.A.

CRECIM ' LONDUN

IN

745 AC ..495

:5211z
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TEILE

Umiva UC CREDIT AND COMMERCE INTERNATIONAL

SOCIETE ANONYME LICENSED DEPOSIT TAKER

14DLNMALL SINET IMANCH 100LAOTNALL STRCET LONDON (CJA WO

20th Deceaber ,1985

Na:ional ventalnite : Bank Plc

Interna : ional Banking Div.1on

Bondi and Guarantees Departaent

Overseas Branch

National Wests.aster over

25 , 014 Broad St:ce:

London EC2N IRQ

Dees 54 ,

RE : OUR COUNTER GAR NO . 3380/85 POR US $ 115,000 /

IN PAVOUR O SEU PASSDARN TIRAN IR , c /o u

IRUL XOORCATE , LOXON BC2R GAL

orve reques : you to issue you performance Bond Guarantee in faveur

Messrs . Sega Pusica2 rebrea , c / o Bank Hei!: Iran , London on account

of BR 6 N. Industries Lustod , reading as under :

QUOTE :

ftܐܪ

Voca see:ence
tec profoni laroice

00 .
YO . 119 Gased 25th

Novesber , 1985 relating to 1,250 119: toucka concluded between BR

Indus:::08 Listed , ( becedy knows 10 Supplies ) and Menar.. Sepah

Pasidan ( bereby lonom 11 purchaser ) and by the reques: Segas

Parscarn for the food perforance of the undertaking accepted

accordance Yth the said prosora invoice no . Wo . 119 In TEEDEC:

Trucks ve bereby ruarantee and undertake , 1.6 de noticed by

Sega P28802a that the Supplier das offended froz the Wad : 1 :::::

unde : the contrac: to pay Sediately after recept 0

visten desand to or to the crde ; of Sepah Pesadasn up to a total of

US $175,000 / - ( United Sta: es Dolları : One bundred und Sevents

to ousand only ) uy Lacunt in respect of the guarantet unde : y

subjec: of reason accertained by Sepab Pasidaro vithout any need

Lusuence declaration so o : execution of any action terough

24 - inistrative legal otbes autác : ity 0: proving the neglect

w.truts or correconcil .

72 : 8 Let : e : of Gu2: 21 : ee 1. valid until the orricul closing the on

4 :n Januz - y , 1986 and s er : endable for any period requested by

Me :81 . Sede Pasca . Should the bank not be able or villing

extend the val ! 0 ::, tereof or the guerunice party spould not provide

tse recens :: .es of the er : ension and obtain the concurrence che

bank of EDC e:: ension thea ese bank undertakes to pay without need for

second de 2nd the salt Sula favou : or to the order or Mess: 1 .

Seyzh Passc2 - a , UYQUOTE

48

mile 50 :02 : 26 : 8
ne Pe ::..anee Bond to Bank Xelil . Iran London ,

please no :: sy
Saat toe Perforainee Bond issued by you

respect or the following cons ce:a : .00 , and therefore it v: 11 Dese

errective
conditions

Bention
ed

.
and val : 0 only on u !!!! 1sen : of one

here in Slov :
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novemE LICENSED DEPOSIT TAKER

7. WASEMALL STREET SAUNCH 100 (wallSTREET LONDON CCIA

EXHIBIT No. 133 ,

27th Deceber 1985.

xidland Bank International

110 Cannon Street

Londoa ECAN 6M

Attention : X. Taylor

Deu SLS

At the request of our custopers Xesos . 3.A. ow. Industries Lta , ve

bereby advise tha : re bold thes : LTerocable Instructions to pay you

US $ 175,000 United States Dollet One Tunced und Seventy ME

thousand, ( after deduction of bank charges ) for tac ted1: of acesunt

Disber : 68802925 beld vita yourselves , only 17 : er negotiation und

receipt of payzen : ( vicbout any reserye ) by us for account of B.R.

W. Indus :: . 68 Leted unde : lester of cre:t oumber 000027 Lon

20715/85 dated 2455 Decease: 1985 1sued by Bent Ke !!! Inn , Loncor..

12 ! : 04 :adrice is val ! 0 ug :0 22nd ianuary 1965 , vbica is the

cate of ihe above aen : ! oned Letter of credit .

Ioankin & you

• Yours ? 2 ! 1E ?ully

az
Azumns

i 365

1012

AUTTORISED SIGNATURE
4.102 : 52 . SIGNATURE

1

495
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--...dun

els JULIETE ANONYME LICENSED DEPOSITTAKER
11 -Ochrau STREET BUNCH 100 LLADENMALL STREET LONDON ( CJA LO

2015 December , 1965

National Westsinster Bank Pic

International Banking Division

Bonds and Guarantees Departacnt

Overseas Branch

Xational Westernster Poves

25 , 01d Eroid Stocet

London EC2N 180

Dei sus ,

RE : OUR COUNTER CÓARAVIDE No. 3380/85 POR US $ 115,000 /

IN PAVOUR OF SEPA ! PASSDARN TIRUX IRIX . c / 0 BAXT XAL

IRUNI XOORGATE , LONDON ECZR 6AL

We request you to issue you pertorbance Bond Guarantee in favour os

Yesors. Sepeda Passdarn Tebran , .c / o - Bank -Hell1 Iran , London on account

OS BR 6 V. Industries Lielted , reading as under :

QUOTE :

vita reference to this pro $ 0 : 21 Laroice no ... vo . 119 dated 25th
Novesber ; 1985 relating to 1,250 list tracks concluded between BRL

W Industries Leited , ( hereby knova 26 Suppliers and Metazs . Sepan

Pasidarn (hereby know as purchaser ) and by the request of Sepas

Pais card for the good personnance of the undertaking accepted
accordance with the raid proforza lavoice no . W0.119 10 respect or

List Trucks ve acredy guarantee ud undertake , 11t aoticed by

Sepah P28862 - a that the Supplier has ofreaded fros chels K0411ties

under the coatrict to pay Sediately after receipt of the 563

written desand to or to the order of Sepah Passcarn up to a total of
US$ 175,000 / ( United Stater Dollars : One bundred and sevents rive

thousand only )
Laount in respect of the guarantee undes LOY

rubject of reason accertained by Sepak Prasdza without any aced or

susuence declaration ford or execution of any ection through

24iniatrative legal other authority or proving the Beglect

wstruth of cortec : ncsi .

T216 Letter of Guarantee 10 valid until the official closing tise on

*** January , 1986 and is extendable for any period requested by

Messrs . Sepz Passdara . should the bank not be able or willing to

extend the validity hercor or the gurrantee party thould not provide

the accesibles or the extension and obtain the concurrence of the

bank of the extension then tbe bank undertakes to pay without aced for

second desund the sad tu in favour or to the order or Xessrs .

Sepah Parscara . UHQUOTE

wise forvencing the Per ! orsance Bond to Bank . Melii , Iran London ,

please notury thes that the Perforaance Bond issued by you 11. In

respect of the following consideration , and therefore it will besar

errective ' ano .valda only on cuiarilaent of the conditions - Rene Toned

Aert in delov : -

fatetsin
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OC

Page 2 - :

( a ) An Irrevocable Letter of C:661 : for US $ 11,250,000/- ( United states

Dollers : Eleven -illion , two hundred 20 rirty tbousand only ) issued

by Bank Xell. Irun , London of the enclosed text of Poroat , which were

excbanged between BR I Y Industries Ltd and %25878 , Sapab Passdarn and

approved by botb of thes ,

( b ) the Letter of Crecet us siipulated unde : clouse ( 2 ) above Sust

reacb us by 24th Dece = be : 1986 evidencing the delivery date Cu Tehran

dated not later tuan * tb Januzzy , 1986 and cxpiry 22nd January , 1986 .

on receipt of tbe above Letter of credit by us and our notification to

you the foregoing your peorzance Bond Guarantee v111 decone

operacive .

about

orHoveres , ve hereby Indeenify you frca 211 consequences in respect

your issuing the guarantee on our behalf - and witc: undertake to pay

to you your cha: 808 :o consideratior. of your so doing .

Youri zitafully .

Terz191

AUTHORISED SIGNATURE . AUTHORISED SIGNATURE .
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Bank of CREDIT AND COMMERG INTERNATIONAL
SOCIETE ANONYML LICENSED DEPOSIT TAKER

100worwe STRAIT. LONDON BOAXD

IRREVOCABLE

DOCUMENTARY CREDIT . 16 /3380 /BSNun

ah Pussdasd 2 4 Deceber , 1925

> Bank Hell kno ;

Moo : 92 : 6 ,

con £ .c.2 .

45 !

Our Guarlatee No. LG / 3380 /85

CSD 175.000 /- 1o your favou

.

ozence.Is eade to the agrement between B.R. W. Industries Ltd , longbesa House ,

stoge,Olacy, Bucks ( theselles äd Sepas Pasiduos , Tehsan Isus (the buyers )
eing the purchase of 1250 dits Lift Trucksforoforma Invoice No. 10119 cated

1 November (1985 ) , we hereby devocably undertaketo pey to you or your best

..d any esount upto a maxhorn oudos Dollars 175,000 / - ( say us Delles ose

sed and seventy five thousand only !, upon receipt of your veitten construitson

i the assommt ela coed , has fullen Qui .

voltcen confirmation must reach us at the latest by 18th Decebes , 1985, aster

csce - our Cuarantoo will automatically cease to exist and out peyact

çation will expire .

Cuarantee becomes operative and will be valid only after seceipt by us of an

voceble and confirmed Letter of credit for the glo? osp.21,250,000 / - in favour

.A. IN. Industries Ltd , and acceptable to tha .

que ante la construed and governed accordance with Engiceh Law and is

:ct to the jurisdiction of English courts to the event of any atspute .

܂ܐܩ
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AC
BANK OFCREDITAND COMMERCE INTERNATIONAL

SOCIETE ANONYME LICENSED DEPOSIT TAKER

LEADINHALLSTREET BRANON 100 LEADENHALL STREET LONDON EGIA 20

i
Kidland Bank Ple ,

1964 Piccadilly ,

London , 11 . 30th Deceber , 1985 .

Deur sisi ,

ve

At the request of our custoaers X / S 8.A. wi Industries Lloited ,

beseby udvise that ve bold their LTCVocable Lastructions

piy you us $ 175,000 / - ( United States Dollas: One Lyndred and

Seventy Pive Thousand ) , (uter deducilon of bank charges )

for the credit of account ao . 69026529 acid with yourselves ,

only Uter negotiation and receipt of payment (without any

reserved by us for account as B.R. W. Industries Listed under

Letter of Credit No, 000027 LON 20745/85 dated 24th Deceber ,

1985. isrued by Biak Kelli Iran , London .

tseis advise 10. riid up to 22nd Januzry , 1986 which

vailaits date of the above sentioned Letter of credit .

Ibanking you .

Yours fastbull

Fant
1071

1365
LUTEOPISE SIONATE . KUTEORISED SIGNATURE .

:

:

MONO : 01-03 : 566 Trí
cules : WORCOW

1 Mallorca Hotel



626

Telephone: Stoke Goldington
(090 855) 466 or 543

Long Barn House

Ravenstone

Olney

Bucks

MKAG SAS
T !ex 825324 /BRWIND G

PRO - FOPMA IVOICE NO .W0119

For the supply and delivery of 1250 units BCM 91A

TOK MISSILES

Place of Manufacture U.S.A.

Date of Manufacture 1980/81

All brand new and in manufacturers original packing

Price per unit 7,500 USD . C AND F nestination

Total Cost 9,375,000 USD .

(Nine million , three hundred and

seventy - five thousand USD . )

Delivery Immediate , from stock

Terms of payment

By a Letter of Credit , confirmed in London by an acceptable
Bank . L / C to be irrevocable , transferable and divisible
dominating purchase of Lift Trucks .

Amount payabic within 48 hours after 25Tivad of goods as

destination against presentation of shipping documents ,
invoices , inspection and acceptance certificates signed by

the Buyer's Representative and counter -signed by the
Seller's Representative , who will accompany the aircraft .

The Buyer to undertake in the Letter of credit confirming
that the aircraft will be refuelled free of charge for

return journey .

Letter of credit to become firm subject to Ruyer receiving

& Performance Bond for the sum of 175,000 USD . against
delivery of goods .

Bankers Bank of Credit & Commerce Internationzi S.A.

140/141 Park Lane , London * '.,1

Ben Armenia•

Ben Banerjee

For é on behalf of

B. P. AND K. INDUSTRIES LTD .

VAT Ropistration No 335 3726 62 Company Registration No 1120017 Acblsa
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همومعبددهم.....

TelephonesSake Goldingigso(090 855) 466 or 6X3

Long Bam House

Ravensione

Oinoy

Bucks

MK46 SASTeler 8263241BRWIND G

27th November 1965

Arabian Gaie General Trading Co
P.0 , Box 5611

DUBAI, U.A.Ě.

PRO - FORMA IAVOICE NO . 85/1118

Reference Your Order No. 0002 - AD - ENG - 85

To Supply :

1 : 5,000 Röckets Type PG - 74.M 150 USD . each 750,000 USD

2. 20 Strella 21 Anti -Aircraft Missile -

37,000 USD each 740,000 USD

3. Launcher for Strella 2 Units - 8,000 USD - :

each . 16,000 USD

AUTOMITIC1. 1,000 Automatic ufli AM 175 USD CICH : 350,000 USD

.

TOTAL : 1,856,000 USD

(One Million , eight hundred and fifty- six thousand USD )

All items FO & Poland

Terms of Payment - By hirrevocable, confirmed Letter of

Credit payable to our account .

llur bankers of !140/141 park Lane London karenabona ?

Packing Detail attiched .

-.

bir daming
Ben Banerjee

For and on behalf of

R. AND 1. INDUSTRIES LIMITED
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. Yours
raith.ully

Azume
AUTHORISED SIGNATURE 365

pola
AUTHORISED SIGNATURE

5

ទី២

BANK OF CREDIT AND COMMERCE INTERNATIONAL

SOCIETE ANONYME LICENSED DEPOSIT TAKER :

LEADENMALL STALET BRANCH 100 LUNMALL STREET LONDOK ECDAW

2006 December , 1985

National Westminste : Bank Plc

Internasional Banking birision

Bondi and Guarantees Department

Overseas Branch

National Westrinster Tove

25 , 010 8 : 02d Street

London ECZN 140

Dear Sir ,

RE : OUR COUNTER GUARANTEE NO . 3380/85 POR DS $ 175,000 /

IN LAVOUR OP SEPAH PASSDARY TIRUA IRAX . 270 SANT CLI

IPAK , 4 , XOORGATE , LONDON SC2A 6AL
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Agency for International Development

Washington , D.C. 20523 fazer

SEP 1 7 1991

INFORMATION MEMORANDUM FOR THE ADMINISTRATOR

THRU : AA / FA , John F. Owens , Acting

FROM : FA / FM / C , Michael G. UsnickMail
SUBJECT A.I.D. Funds and the Bank of credit and commerce

International ( BCCI )

On

Background : In early August , questions began to arise over

whether any A.I.D. funds were affected by the BCCI scandal .

August 10, GC and FM issued a worldwide cable instructing

missions to refrain from making deposits or extending credit on

behalf of contractors or grantees or making any new commitments

of any kind to BCCI or its affiliates without obtaining advance
approval of AID /Washington . The cable also instructed missions

to provide a summary report on the status of any current

activities which may involve BCCI with A.I.D. financing .

This memorandum summarizes the responses received from the

missions . Since the August 10 cable did not ask for negative

responses , I am sending a follow-up cable to the field asking

for ( 1 ) confirmation from each mission regarding current

activities , and ( 2 ) a listing of any u.s. dollar transactions
through BCCI or its affiliates over the past five years . The

second item will improve our data base , since FM has only been

tracking cash transfers and sector grants centrally by bank and
account number for the past two years . This data will be useful

if BCCI stays in the headlines .

Findings

1 . Only four countries Cameroon , Bangladesh , Yemen and

Botswana have A.I.D. funds that are affected by BCCI

activities .

2 . In the case of cameroon , a 1989 agriculture sector grant in

the amount of $10 million was deposited in BCCI/New York in

a separate , non - commingled account in the name of the

Government of Cameroon , as requested by that government .

The funds were used to finance the importation of

fertilizer . USAID / Cameroon was advised by the Central Bank

of Cameroon in May, 1991 that the BCCI/New York account was

closed out in February , 1991 , and that the residual balance

of $143 thousand was transferred to standard Charter Bank
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of New York and subsequently used in April to liquidate

Cameroonian debt . The Director General of the Central Bank

-has agreed to provide copies of the bank statements to

USAID / Cameroon .

In Cameroon itself , $10 million equivalent of local

currencies owned by the Government of Cameroon are on

deposit at the. Bccc , the local affiliate of BCCI . These

local currencies were made available by the Government of

Cameroon , from its own resources, to match the U.S. dollar

transfers made to BCCI/New York . The Government of

Cameroon selected the BCC as its fiduciary bank in
Cameroon , with USAID concurrence. These local currencies

are jointly programmed by the Government and the USAID , and

BCCC will only release these funds to mutually agreed upon

recipients with USAID concurrence . Although theAugust 6

Wall Street Journal article on BCCI and the Cameroon stated

that these local currencies were frozen , USAID / Cameroon

reports that these accounts are open and functioning .

In Bangladesh , a U.S. grantee , Pathfinder International ,

has $ 167 thousand of A.I.D. advances frozen in its account

in BCCI/Dacca . The advances relate to an OFDA - funded

cyclone disaster assistance grant . The grantee has been

advised that it must fully execute the terms of the grant ,

notwithstanding actions by BCCI to freeze all accounts .

since prolonged delay would adversely affect relief and

rehabilitation , OFDA has issued a budget allowance for an

additional $167 thousand for the project . Pathfinder will

reimburse A.I.D. for this amount once its account is

unfrozen .

3 .

4 . A similar situation exists in Yemen , where two contractors

John Snow , Inc. and Academy for Education Development

have accounts with BCCI / Sanaa for their local support

operations . Both accounts are maintained by the contractors

primarily against USAID advances , and together total

approximately $200 thousand in local currency . The

contractors immediately opened new accounts with other

local banks for their local operations , and have been

advised that A.I.D. is not responsible for the frozen bank

accounts maintained in BCCI .

APRE has reported that Botswana has two small sub - loans

outstanding' (totaling $35 thousand) that are guaranteed by

BCCI under the Private Sector Revolving Fund . Under the

5 .
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terms of this specific progran , A.I.D. disbursed $ 150
thousand to Security Pacific National Bank in 1989 , which

then set up a letter of credit arrangement with BCCI to

allow BCCI to provide loans to overseas borrowers . The

Botswana loans are the only loans against the $150

thousand . Since the loans carried a 50% guaranty , our

contingent liability is approximately $18.5 thousand .

However, there may not be any loss if the borrowers repay

the loans, even if BCCI goes under . Nevertheless , APRE

informed FM that it intends either to ( 1 ) reduce the letter

of credit to a much lower level , or ( 2 ) transfer the loans

to another bank .

Conclusions

On balance , A.I.D. has very little exposure with BCCI . Cameroon

appears. to be the only A.I.D. recipient country in which A.I.D.

funds , other than contractor advances , have been deposited in

BCCI or affiliated accounts .

FM is taking additional steps to ensure that this information is

complete and accurate .

CC : AA / OPS , Tim Fry , Acting

AA /AFR , Scott Spangler

AA / ENE , Carol Adelman

AA / APRE , Henrietta Holsman Fore

AA / LAC , Jim Michel

XA , Stephen Hayes

LEG , Ray Randlett

IG , Herbert Beckington

GC , John Mullen
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The Abu Nidal

Torror Network

Proteco The purpose of this paper is to contribute to public discussion and conscious

ness of the terrorist threat faced by the United States and other countries. We

have sought to illustrate the nature and magnitude of this threat by describing in

some detail the Abu Nidal organization (ANO) , one of the world's deadliest

terrorist organizations. It is not our intent to present an exhaustive catalogue of

all intormation available to us on the activities or relationships of this organiza

tion . The detail provided in this paper is , however, sufficient to allow the reader

an intormed understanding of how ANO operates. To do more would only

detract from our ultimate objective - to end the operations of this and other

terrorist organizations. Our success in this endeavor depends importantly on

preserving sensitive sources of intelligence, as well as the cooperation of other

countries willing to shoulder the burdens of an uncompromising struggle against

terrorism .

шu : 1987
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The Abu Nidal

Terror Network

Executivo

Summary

The Abu Nidal organization (ANO) is one of the world's most dangerous

terrorist organizations. ANO attacks have killed or injured almost 900 people

from at least 20 countries. Although ANO is thought of as a Middle Eastern or

ganization, the group has operated on three continents, and almost two - thirds

of ANO attacks have occurred in Western Europe. Prominent among the almost

90 terrorist attacks that we believe ANO has carried out since 1974 are the

Rome and Vienna airport attacks in December 1985, the Neve Shalom

synagogue attack in Istanbul, and the Pan Am Flight 73 hijacking in Karachi -

both in September 1986. The ANO also has heavily targeted Palestinians and

other Arabs.

State support has been an importani element in ANO's success . This terrorist

organization has received assistance from Iraq, Syria, Libya, East Germany. and

Poland . Until very recently, and perhaps still , ANO has operated businesses in

Warsaw and the Soviet sector of Berlin ( " ' East Berlin " ) . These businesses,

which have dealt principally in arms, have functioned with the knowledge.

consent , and assistance of the Polish and East German Governments . This

government-assisted arms tratficking has helped ANO receive weapons.

We have discussed this information with various governments. The Governments

of Poland and East Germany have denied all knowledge of such activities in

spite of the fact that we are aware of the names of the companies, the identities

of important officers in those companies, the addresses of the companies, as

well as their telephone and telex numbers. We also know the names and

positions of at least some of the Polish and East German officials who have dealt

with the ANO front men and specifics of some of their transactions.

The ultimate goal of the ANO is the destruction of the state of Israel and the es

tablishment of a Palestinian state in its stead . As an interim goal, the ANO has

sought to supplant Yasir ' Arafat's Fatah as the focus of the Palestinian

movement . The ANO is committed to the use of violence to accomplish these

goals .

The ANO is headed by Sabri al-Banna whose nom de guerre is Abu Nidal . Sabri

al- Banna split with Arafat and founded his organization, largely as a response

to ' Arafat's prolessed ban on Palestine Liberation Organization (PLO) partici

pation in terrorist attacks outside Israel and the occupied territories.

u 1987
ui
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The Abu Nidal

Terror Network

Introduction

The Abu Nidal organization (ANO) is among the

most dangerous of the radical Palestinian terrorist

groups, carefully planning its operations and main

ta :ning tight compartmentation . The clandestine

cadres of the ANO may number as many as 400.

organized in small cells worldwide. There is also a

support structure of several hundred more, drawn

primarily from Palestinian students around the world :

the ANO has a militia in Lebanon that is growing as

the group actively recruits from other Palestinian

organizations.

The ANO has conducted about 90 terrorist attacks

since its inception in 1974-almost half of them

since the beginning of 1984 ( see appendix A for a

chronology of the most significant ANO terrorist

activities ) . At least 300 people have died and more

than 575 have been wounded in ANO attacks.

Despite its Middle Eastern roots, the ANO has

conducted almost three - quarters of its attacks out

side the Middle East , almost two-thirds of them in

Western Europe . It has staged attacks in over 20

countries on three continents and has cells in cities

ito mariy couninies outside the Middie East (see

foldout map in back ) .

The ANO claims that its enemies are Israel and its

supporters, as well as moderate Arab governments

and leaders, whom it considers traitors. However,

the victims of ANO's indiscriminate terror are often

innocent bystanders and are of nationalities other

than the intended target ( see tables 1 and 2 ) ..

Among the mosi recent examples are:

Rome, Italy, December 27, 1985. Italian secu

rity officials survey the scene in the aftermath

of the ANO attack on the El Al ticket counter in

the terminal of Fiumicino Airport; 12 victims

died

• The attack on the Neve Shalom synagogue in

Istanbul on September 6. 1986, killed 22 worship

ers-20 Turks and two Israelis .

• The attempted hijacking of Pan Am Flight 73 in

Karachi, Pakistan , on September 5, 1986, which

lett 21 dead- 14 Indians, three Pakistanis. Iwo

Mexicans, and two Americans.

JUL 1987



637

Sabri al -Banna ( ADU Nical )
Table 1

Nationalities of ANO Victims, 1985-87 -

Country /Nationality Wounded Dead

0 1

1 0

2 0

3 1

0 2

4 12

11 15

India 0 14

11

11

1

Algeria

Argentina

Australia

Austria

Canada

Egypt

Greece

Sabri al-Banna was sentenced to death in absentia

Iran 2 0 by the Fatah command in 1974 for planning the

israel 3 murder of ' Arafat and other PLO officials, including4

Italy 21 2 Abu Iyad . ANO terrorists have attacked PLO offi

Jordan 2 cials or offices in London, Kuwait, Paris, Islamabad .1

Kuwait 90 8 Brussels, Rome, Lisbon, Athens, Ankara , and Bel

Mexico 0 grade , killing at least 11 leading Fatah members.

Nigeria 3 0

Pakistan 2 Al- Banna has publicly threatened Western and mod3

erate Arab nations with terrorism and assassination
Palestinian 3

Philippines 3 for what he sees as their part in preventing a

Soain 25 Palestinian homeland . The ANO has called for the

Turkey 6 20 destruction of moderate, or in its terms. "reaction

United Kingdom 34 0 ary " Arab governments. Jordan , Kuwait , the United

United States 50 8 Arab Emirates ( UAE) , and Egypt have been promi

West Germany
2 0 nent on the ANO's target list , and each has suffered

• Data are incomplete. At least 188 more were killed or wounded .
a number of attacks on its officials, airliners, and

but their nationalities are unreported. other interests throughout the Middle East and Eu

rope. The ANO has also attacked US and British

targets, striking civilian targets such as airlines and

The Man, the Organization, hotels as well as diplomats-including the British

the Operating Principles Deputy High Commissioner in Bombay.whom they

murdered in 1984. Abu Nidal staged a series of

The organization is most commonly referred to as attacks against Jordanian targets in 1984-85 when

Abu Nidal from the nom de guerre of its leader Jordan's King Hussein joined PLO Chairman ' Aratat

Sabri al- Banna, who created it from elements that in efforts to revive Middle East peace negotiations.

broke away from Yasir 'Arafat's Fatah organization The ANO publicly condemned Romania in Novem

in the 1970s. The ANO is committed to the destruc- ber 1996 for hosting a meeting between the PLO

tion of the state of Israel and the use of violence to and members of an Israeli peace group. In June

abort any political or diplomatic efforts that might 1987 Hungary served as the venue for a similar

reconcile Israel and the Arab states. The ANO meeting, and the ANO referated its threats.

considers any who choose negotiation to be traitors

and directs terrorist attacks against PLO officials.

including ' Arafat, when they move in that direction .

3 JUL 1987
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16.a

Valletta, Malta , November 24, 1985. Egyptian commandos

search among ine surviving passengers of Egyptair Flight 648

for the hijackers. The incident claimed 56 victims

Sabri al-Banna formed his organizaiion in 1974 ,

largely in response to ' Ararat's protessed dan on

PLO participation in terrorist attacks outside Israel

and the occupied territories. Al-Banna-who was

the PLO representative in Baghdad at the time

disagreec , arguing that any operation that advances

the Palestinian cause is justifiable and any location

is acceptable. These radical views found favor with

the Iraai regime . Al- Banna's close ties to Iraqi

intelligence proved beneficial - Baghdad provided

al-Banna with a base for his operations and helped

him create his organization, officially called Fatah

Revolutionary Council. By choosing this name,

al-Banna broadcast his claim that his organization,

rather than the one led by 'Arafat , was ine legitimate

Fatah . He has similarly created an organizational

structure with tiles that mirror ' Arafat's Fatah ,

Although most noted for his international terrorist

network, al -Banna wants to supplant ' Ararar's

organization as the main focus of allegiance for the

Palestinian people. In recen : months, the ANO has

renewed its attention to intra-Palestinian politics .

Although Sabri al- Banna remains under death sen

tence by ' Arafat's Fatah, the ANO joined preliminary

sessions of the Palestine National Council in Algiers

in April 1987. ANO has begun building a militia

within the refugee camps in Lebanon . These efforts

are in addition to-not a substitute for- al- Banna's

basic strategy of using violence and terrorism to

bring down Israel and punish any who support or

negotiate with i: s government,

5 JUL 1987
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قيرطلا

بعشةيطارق

The Lebanon Affairs Department is responsible for

ANO activities in Lebanon and relations with the

various organizations and movements in Lebanon . It

oversees the five military districts into which the

ANO divides responsibility for Lebanon . It was

formed in early 1986 because of the growing impor

tance of Lebanon, particularly the south , as a base

is og finne general of operations. The department also assumed re

sponsibility for all ANO military activities in Lebanon

from the former Military Department, which was

relegated to an office after an internal ANO politica !

squabble. The prominence of ANO armed units in

the camps war in Lebanon has undoubtedly raised

the importance of the Lebanon Affairs Department

within the overall organization .

ةيبعشةبطارقميدوةدحو

retain copies

$

Training and Operations

Despite increased attention to Palestinian politics

and to military affairs in Lebanon, the ANO's prima

ry tool against Israel and within the Palestinian

Cover page of Al-Tariq, ANO's internal, policy movement remains its terrorist apparatus. ANO ter

magazine. The magazine is disseminated on a rorist operatives are carefully screened and trained .

highly restricted basis, and members may not The ANO does not require large military training

camps, although operatives have received paramili

tary -style training at camps in Lebanon and Syria.

ANO members suspected of committing security Some of these camps are controlled by other orga

infractions, collecting targeting and casing informa- nizations, such as the Popular Front for the Libera

tion for potential operations, and conducting terror- tion of Palestine-General Command (PFLP-GC ) .

ist operations. which use the camps to train Palestinian militias for

urban guerrilla wartare Many of the weapons and

The Political Department is the overt arm of the techniques are equally applicable to terrorist opera

ANO. It performs liaison and propaganda functions. tions . ANO operatives at such camps have been

This department publishes Filastin al- Thawra, the trained in the use of small arms , grenades , and other

ANO's glossy international news weekly, which con- weaponry for terrorist operations. Before Syria

tains items of interest to Palestinians. It is distributed closed ANO offices in Damascus , the organization

to ANO members around the world , often clandes- used the PFLP-GC camp at Ayn Sahab, north of

tinely, because it is banned in many Arab and other Damascus, to train its operatives. The current status

countries. The Political Department also produces of ANO activities that have been located in the

Al-Tariq , an internal , typewritten document report- Bekaa Valley and elsewhere in Lebanon is unclear .

edly written by Sabri al-Banna. Al-Tariq contains

policy recommendations, future plans , ideological An important component of ANO training is political

discussions, internal criticism , and personnel mat- indoctrination , with heavy stress on loyalty and

ters. It is tightly held , and members who are allowed obedience to the organization. It is clearly under

to read it may not retain it . In recent months , the stood that " detectors" will be killed ; each ANO

Political Department may have achieved increased member signs a statemerh upon entry into the

prominence because the ANO has begun emphasiz

ing its political agenda as a part of its maneuvers

within the Palestinian movement , particularly in the

wake of the Palestine National Council meeting in

Algiers .

نالا ၂၄င်၊
7
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OsTo Det399EUZENHAIstanbul, Turkey, September 6, 1986. The interior of Neve

Shalom synagogue attacked by two ANO gunmen: 22 victims

died .

The AivC's move to Syria coincided with a dramatic

increase in its terrorist attacks. Between 1983 and

1986, the ANO struck at US, British. pro- ' Aratat

Palestinian , moderate Arab , Turkish, and Israeli tar

gets. Between late 1983 and late 1985, the ANO

conducted 16 attacks against Jordanian targets

including Jordanian diplomats, as part of a Syrian

campaign to disrupt Jordanian initiatives in the

Middle East peace process. The attacks against the

Jordanians ceased following a Jordanian -Syrian

rapprochement .

ieast three times in 1965. Lidya provides training

assistance, safehaven , and financial support to the

ANO. Tripoli gives the ANO close support for select

ed operations as well. In September 1985, an ANO

operative was arrested in London after he was seen

collecting four handgrenades in a bag from a Libyan

contact. Libya is believed to have been involved in

the bloody ANO hijacking of Egyptair Flight 648 in

November 1985 , and Tripoli provided the passports

to ANO members who attacked the El Al counter at

the Vienna airport in December that same year.

Many ANO personnel expelled from Syria appear to

be relocating to Libya.The current major ANO supporter in the Middle East

is Libya. ANO's relationship with Libya has intensi

fied since about 1985. The Libyan press reports that

Sabri al-Banna met with senior officials in Libya at

J
U
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Samir Hasan Naim al - Dinactivities, but also can be used for operational

support. With such a network in place, the clandes

tine ANO terrorist operatives have access to a

readymade mechanism to move and hide tunds: to

buy, ship . and cache weapons: to arrange meetings :

and to serve as accommodation addresses. ANO

company personnci are thus available to perform a

wide range of terrorist support functions worldwide

under commercial cover it called on to do so .

The ANO commercial network comprises several

businesses created over the past seven years with

the long -term goal of establishing legitimate trading

enterprises in various countries, gaining experience

in commercial trade, and making a profit for the Najm al -Din has maintained all of the companies'

group. Such profits permit the organization some records at his Warsaw office. He has maintained a

freedom of operation- beyond the control of its general account at a major West European bank

state benetactors. Most of the companies deal in a from which he transters money to individual compa

variety of manufactured goods that sold primari- ny accounts at local banks. He maintains joint

ly to Arab countries, but a key segment of the control of each company's bank accounts along

network deals extensively in the international arms with the company manager, and he is responsible

market, with assistance from gray-arms dealers and for forwarding all major contracts to Sabri al-Banna

certain Warsaw Pact countries. for final approval.

/

The general manager of the commercial network

and the principal agent in gray-arms transactions is

Samir Hasan Najm al-Din (Samir Najmeddin ) . He

has directed many of ANO's commercial activities .

both licit and illicit , from his offices in the INTRACO

building in Warsaw , Poland. He brokered arms sales

on behalt of Warsaw Pact and Middle Eastern

governments even before the ANO companies were

established, and commissions from such deals have

been a continuing source of income for the ANO.

Najm al- Din established a permanent residence in

Warsaw at 3 Ulica Bagno, apartment 24. in 1983 or

earlier.

Members of the ANO commercial sector generally

do not interact with those involved in its political and

terrorist operations. The managers of the ANO

companies are primarily businessmen . This facili

tates interaction with potential clients and provides

plausible denial to businessmen or governments that

are aware tha: the companios 3:0 Con.. !! .00 5;

ANO but would be embarrassed should their in

volvement with these enterprises become public .

The managers of the group's several companies

report to the Board of Directors, which includes

ANO leader Sabri al- Banna; his de tacio deputy for

commercial matters, Samir Najm al- Din ; financial

manager Shakir Farhan ; and a fourth official named

Kamal Hasan Khalil. Organizationally, the oard of

Directors talls under the purview of the ANO's

Finance and Economic Department. In reality , the

commercial network is run by Najm al- Din, who

reports directly to Sabri al-Banna .

Although ANO businessmen are not members of the

terrorist wing of the organization, the group's leader

ship considers them integral members of the ANO.

and tney must undergo the same stringent screening

process as do terrorist operatives. They regularly

receive issues of ANO publications, including the

news magazine Filastin al- Thawa and the internal

policy document Al- Tariq . They attend meetings

hosted by senior ANO officials, in which they are

briefed on current ue erest and are remind

ed of their contribution to the ANO cause .

JUL 1987
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Baltas

una

The SAS company has maintained its headquarters on the 25th

floor of theINTRACO building at Stawki 2 , in the Nowe Miastro
section of Warsaw

2 monte ed

manager of SAS, the most profitable ANO compa

ny, and he has maintained offices in the INTRACO

building . SAS has been represented in Warsaw by

the Polish firm Maciej Czarnecki and Co. , whose

director is Jerzy Dziubinski.

Zibado Foreign Trade and Consultants

International Trade Center

1086 Friedrichstrasse , P.O. Box 99 1HZ

German Democratic Republic - Berlin

Telephones: 206-2951 , 206-2952, and 206-1627

Telex: 112009 ZIBAD DD

an East German secretary . It was managed by

Kamal Hasan Khalil before it closed in late 1986.

Zibado company officials dealt directly with

Guenther Haussman, managing director for exports

in IMES. IMES is an East German Government

foreign trade organization active in the arms trade.

Zibado claimed to be able to deliver a wide range of

goods, including entire industrial plants, building

machines and materials, research laboratories, pi

anos, livestock , and frozen seafood. In 1983, the

Zibado company established a branch in Damascus.

located on the fifth floor of the Nahas building, on

Abu Sa'id Street, and managed by Abdullah Salah

(Abu Hisham ) . The Damascus branch has served

as an office for ANO Financial Director Shakir

Farhan.

Zibado's headquarters were established in the Sovi

et sector of Berlin ( " ' East Berlin" ' ) in 1983. The

" East Berlin '' office had three employees-theman

ager, an East German named Hans Hottmann , and

13 vil تت
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Wesiern Europe for operations. Depending on the ANO commercial network for assistance in estab

nature of iheir arrangements with the ANO, the East Jishing contacts in several African and Middle East

European governments obtain hard currency . ac- ern markets the East Germans have not otherwise

cess io embargced weapons, and / or guarantees been able to penetrate .

against ANO terrorist activities on their soil .

in Warsaw and " East Berlin ," the local employees

A salient feature of the commercial network has and the export firms ANO has dealt with have

been its intricate relationship with Poland and East extensive ties to responsible party, government, and

Germany. ANO Commercial organizations in Warsaw commercial officials . These employees and local

( SAS Foreign Trade and Investment) and in " East export firms also have ties to high -level intelligence

Berlin " ( Zibado ) have been statted not only by offices, which have facilitated ANO travel and deal

ANO commercial representatives, but also by Polish ings with state bureaucracies.

and East German nationals who act as brokers

between government export companies and foreign Polish and East German connections help the ANO

buyers. They have dealt heavily but not exclusively in other areas as well. After his expulsion from Iraq in

in arms trading in the Middle East and Africa . The 1983, Sabri al- Banna went to Poland. He may have

SAS company in Warsaw has served as the hub of resided in Poland from late 1983 until early 1985 .

much of this activity .
and he continued to maintain a residence in Warsaw

afterward . The ANO holds general business meet

SAS has worked closely with the official Polish arms ings in Warsaw , Sabri al-Banna presided over two

exporter CENZIN 10 broker arms transters for the such meetings in 1983 and 1984. In December

Polish Government. Andrzej Marchewka has been 1983, meetings were held at the Solec Hotel and at

the chiet Polish contact for SAS commercial activi- the Novotel Hotel near Warsaw's airport. In Septem

ties . He has functioned as a representative of both ber 1984 the meetings again were held at the

CENZIN and SAS and has negotiated a number of Novotel Hotel. In June 1987. several officials from

weapons deals for SAS with Middle Eastern govern- ANO companies in Europe traveled to Warsaw .

ments. He is believed to be a Polish intelligence evidently for consultations with Najm al -Din .

official, and the ease with which he has expedited

visas and customs clearance for ANO travelers to The ANO'S ties to Poland date to at least 1979 .

Warsaw certainly suggests close ties to Polish secu- Sabri al-Banna and the Polish Government entered

rity officials . Nam al- Din pey's Marchewka 5600 per ar. agreemen : whereby the ANC piscgec 10 : 10

month- $ 500 goes to the Polish Government and undertake terrorist activities on Polish soil or against

$ 100 to Marchewka.
Polish interests in return for freedom to conduct

ANO propaganda activities in Poland and for schol

The ANO has maintained a close commercial rela- arships for ANO members. A senior official of the

tionship with East German foreign trade organiza- Polish Ministry of Education met the first group of

tions in three areas: manutactured goods, weapons, ANO students at the Warsaw airport. The ANO has

and embargoed technology. Unlike SAS, which has continued sending students to Poland each year and

been the ANO's focal point for all business deals in has maintained a liaison officer in Warsaw , Najah

Poland. Zibado was responsible only for trade in 'Abd al- 'Atu Muhammad 'Adas - himselt a former

manutactured goods, and it dealt directly with East student there ,to oversee the scholarship program .

German manufacturing firms . Najm al-Din personally

hancies the weapons and technology transactions. The East German Government reached a similar

For these , he has dealt directly with IMES, a state- arrangement with Sabri al-Banna in early 1983.

run foreign trade organization primarily responsible Again , the reciprocal agreement involved a pledge

tor the sale of weapons and other military equip- by ANO not to undertake operations in East Germa

ment. East German otticials have also turned 10 the ny or against East German interests abroad in return

بابأ
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• In 1984 Najm al- Din handled a contract worth

$ 500.000 under which East Germany sent more

than 4,000 Kalashnikov assault rifles to Libya. The

rifles wereshipped via Poland in order to conceal

East German involvement in the transaction .

In 1985, Najm al-Din observed a live fire demon

stration of weapons that the East Germans hoped

to market. One was a shortened East German

made Kalashnikov assault rifle that could be AZ

equipped with a silencer. The other was a 9 -mm

Finnish Jatimatic submachinegun that the East

Germans recommended for street fighting." Both

would be useful additions to any terrorist's arsenal.

X

ALKASTROHO

The East German Government also looks to the

ANO gray - arms networkto help provide weapons

for other terrorist groups supported by " East

Berlin." In early 1984, the East German Government

trading company IMES approached Najm al-Din to

handle arms sales on its behalt and provide weap

ons for the two radical Palestinian groups, the

Popular Front for the Liberation of Palestine-Gen

eral Command (PFLP -GC) and the Democratic

Front for the Liberation of Palestine (DFLP) .

Through ties to the official Polish company CENZIN

and arms dealings on behalf of otherPalestinian

groups, the ANO gray - arms network intersects with

that of Munzir Qassar. Like the ANO, Oassar pro

cures weapons for terrorist groups, falsifies end user

certificates, and provides support that obscures the

trail back to the Warsaw Pact suppliers (see inset

on the Qassars)

mg

Alkastronic office in Vienna, Austria , March Munzir Qassar, a notorious arms and narcotics

1987
trafficker, has extensive commercial links to the

Polish Government, which provides him with office

space, special services, and statt, Qassar is recog

deals that work to the advantage of Warsaw Pact nized in Warsaw as one of the primary arms brokers

and Middle Eastern states, as well as to the ANO for the Polish Government, although he also services

itself: other Warsaw Pact governments. Qassar brokers

millions of dollars in arms sales and arranges ship

• In 1986 Najm al- Din assisted East Germany in ping and financing between Warsaw Pact states and

obtaining 115 Enfield antiriot weapons from the various Middle Eastern Clients, including terrorist

United Kingdom by designating an African country groups.

on the end user certificate . The shipment was

diverted to East Germany once it reached Rotter

dam . The East German Government purchased

100 of the weapons and the remainder were

retained by the ANO.

17 JUL 1987
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Munzir Qassar 'works directly with SAS , the ANO

company in Warsaw .

operations designed to cause a maximum number of

casualties with no concern for the innocence of the

victims.

• Documents found in Qassar's Alkastronic office in

Vienna in 1985 recorded the sale of ammunition

and pistols- some equipped with silencers-10

SAS in Warsaw .

• Qassar and ANO commercial director Najm al- Sin

have worked together in brokering arms deals.

The ANO frequently launches attacks aimed at

freeing imprisoned members (see table 3 on pages

20 and 21 ) . Al-Banna publicly threatened the Unit

ed States with retaliation if it extradites to Israel a

Palestinian who claims to belong to Fatah ; he was

arrested in New York in May 1987 on murder

charges filed by Israel. In 1986 an ANO political

spokesman warned , " Some of our people are im

prisoned in Europe. We are going to liberate them

before long: that we can guarantee."

Outlook

Recent ANO attacks have been increasingly violent .

The Pan Am Flight 73 hijacking , the massacre at the

Neve Shalom synagogue in Istanbul , and the Rome

and Vienna airport attacks suggest that future ANO

attacks may also cause high numbers of casualties

among people with no connection to the Middle

Eastern conflict. Past actions and current trends

suggest that the ANO is likely to conduct more

terrorist attacks. The ANO continues to espouse

violence as the only ettective way to achieve a

Palestinian homeland in present -day Israel. The

ANO's attacks in 1986 continued a trend toward

The ANO has demonstrated its willingness to follow

through on its threats. For example , since March

1984, it has conducted a series of bombings and

assassinations against British targets in an unsuc

cesstui attempt to force the release of members

imprisoned there. The ANO has also sought to

intimidate other governments that hold ANO prison .

ers by conducting attacks against third - party targets

on their soil. Such intimidation may precede or

follow ANO attempts to negotiate deals with those

holding its members.

19 JUL 1987
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Table 3 ( continued )

RemarksCountry / Total

in Custody

Kuwait - 1

Date of

Incident

July 11 , 1985

Senience

in years )

Death

Malta - 1 November 23. 1985

Arrested for the bombings of two

cates in Kuwait City.

Arrested for participation in Egyptan

htjacking in Valletta

Arrested for attempted hijacking of

Pan Am Fligh : 73 in Karachi

Pakistan- 5 September 5. 1986

Spain - 2 March 3. 1980 24 Jailed for the murder of Spanish artor .

ney Adotto Cotelo Villareal in Macro

Jalled for the attempted murder of

Israeli Ambassador Argov in London

United Kingdom- 4 June 3. 1982 30

30

35

September 22 , 1965 25

United States- 1 April 12. 1986

Name

Mustata Mahmud

Mustafa Sa'id Biyarı

Muhammad Ali Abd

al -Aiza

Wandud Muhammad

Hafiz al - Turk

Zayd Hasan Abd al-La

t1f Musud al -Salarini

Muhammad Abdullah

Khalil Hussain

al - Rahayyal

Jamal Sa'id Abd

al - Rahim

Muhammad Ahmad

al - Munawar

Sa'id Al Salman and an

accomplice

Husayn Ghassan Said

Murwan al-Banna

Nawat Nagib Mislih

Rusan

Rasmi Awad

Mahmud al- Adid An

mad ( aka Mahmud

Mahmud Ata )

Arrested for conspining to cause ex .

plosions in London,

Arrested on provisional arrest war .

rant . pending extradition to israel me

is wanted in connection with an at .

tack on a passenger bus at Dayt Abu

Michal::--::07. Cos: de nem

ber of Fatan )

Reverse Blank 21
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Appendix A

Chronology of Significant

Abu Nidal Organization

Terrorist Activities, 1974-86

1974 Docombor 2

Syria: Syrian Foreign Minister 'Abd al-Halim Khad

dam seriously wounded in assassination attempt in

Damascus.

1977

November 22

United Arab Emirates ( UAE ) : Four terrorists, armed

with machineguns, handgrenades, and pistols , hi

jack British Airways plane en route from Dubayy to

Tunis ... Iwo people wounded during takeover .

plane rook ott with approximately 46 hostages.

refueled in Tripoli , Libya , and went on to Tunis .

one passenger killed on ground ; hostages later

released .

October

UAE: Assassination attempt against Syrian Foreign

Minister Khaddam in Abu Dhabi results in death of

UAE Minister of State .

1978Lato 1974

Location unknown ; probably Lebanon : Murder

planned by Sabri al- Banna against Yasir ' Aratai,

Salah Khalaf (Abu Iyad) , and other prominent

Palestinian leaders uncovered by Fatah intelli

gence ... al - Banna sentenced to death in absentia

in October .

January 4

United Kingdom : PLO representative killed in

London .

1976

September 26

Syria : Four terrorists , armed with machineguns and

grenades, take over Semiramis Hotel in Damascus.

iaking 90 hostages . . . Syrian troops storm hotel .

one terrorist killed and three captured ; four hostages

killed and 34 wounded .

February 15

Cyprus: Two gunmen attack Afro -Asian People's

Solidarity Organization meeting in Nicosia and kill

the organization's secretary general , Yusuf as-Siba'i .

a confidant of Anwar El-Sadat ... leave country on

aircraft with :: hostages 53 : : 3tused permission 10

land in Libya , Kuwait , Somalia , Ethiopia , and the

People's Democratic Republic of Yemen (South

Yemen) ... subsequently return to Larnaca Air

port ... Egyptian counterterrorism force assaults

aircraft ... resulting firefight kills 15 and wounds 16 .

October 11

Pakistan : Grenade attack on Syrian Embassy and

Syrian Ambassador's residence in Islamabad..

June 15

Kuwait : PLO official murdered in Kuwait .

August 3

France : Two gunmen attack PLO office in Paris and

kill PLO representative to France.

November 17

Jordan Four Palestinians attack Intercontinental

Hotel with handguns and grenades, killing iwo em

ployees and taking hostages . , . Jordanian troops

counterattack , killing three terrorists and wounding

one... two soldiers , one hotel guest killed ; four

hotel guests wounded .

JUL 1987
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August 26

incia : UAE Consul General in Bombay escapes

injury in assassination attempt .

November 7

Greece: Two security guards of Jordanian Embassy

in Athens attacked: one killed , one wounded .

September 16

Pakistan : Attempted assassination of Kuwaiti Con

sul General in Karachi ,

November 12

Jordan : Discovery of car bomb in residential area in

Amman.

September 18

Spain : First secretary of Kuwaiti Embassy assassi

nated in Madrid , driver wounded .

Docombor 19

Turkey: Car bomb discovered midway between

French cultural center and U.S. officers ' club in

Izmir

October 9

Italy : Grenade and machinegun attack against syna

gogue in Rome kills a child and wounds 10 persons.

December 20

Turkey : Car bomb injures one person and causes

extensive damage to apariment building near PLO

office and living quarters in Ankara.
December 8

Greece: Kuwait Airways offices bombed in Athens;

no casualties. Docombor 29

Spain : Two Jordanian Embassy employees attacked

in Madrid ; one killed , one wounded .1983

1984April 10

Portugal : Issam Sartawi . prominent PLO moderate

and close friend of ' Aratai's , killed in Lisbon , February 8

France: UAE Ambassador to France assassinated in

ParisAugust 20

Greece: Murder of aide to high-ranking Farah official

Khalil al -Wazir . March 24

Jordan: Som.b cell'sed outside British Consu!a : 2

Amman.September 23

UAE: Gult Air Boeing 737 en route from Karachi,

Pakistan , to Abu Dhabi , crashes, killing all 111

passengers and crew ... crash may have been

caused by bomb aboard aircraft.

March 24

Jordan : Bomb detused outside British cultural center

in Amman.

October 25

India : Jordanian Ambassador wounded in assassi

nation attempt in New Delhi.

March 24

Jordan : Bomb explodes in parking lot of Interconti

nental Hotel , across street from US Embassy , dam

aging two vehicles and slightly injuring two persons .

second bomb discovered and detused.October 28

Italy : Jordanian Ambassador and driver wounded in

assassination attempt in Rome. March 28

Greece: British Embassy first secretary assassinated

in Athens.October 31

Jordan: Car bomb detonated outside main Jordani

an Army otticers' club in Az Zarqa ' ; no casualties

reported .
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July 24

Turkey First secretary at Jordanian Embassy assas

Sinated in Ankara .

August 8

Greece : Bomb explodes in kitchen of London Hotel

in Athens, wounding 13 tourists .

November 23

Malta : Three gunmen seize Egyptair Boeing 737 en

route from Athens to Cairo and force it to land in

Valletta , Malta ... when hijackers ' demand for retu

eling retused, iney begin shooting selected passen

gers ... ultimately. 56 passengers and two terrorists

killed ; 23 passengers and one terrorist wounded ..

on November 24, Egyptian military commando unit

storms plane.August 24

Turkey: Bomb discovered in PLO office in Ankara ,

August 30

Greece: Palestinian arrested in Athens for plotting

assassination of Jordanian Ambassador.

Novomber 24

Joidan : Husayn al - Bitar murdered in Amman as a

result of financial dispute over his house, which was

allegedly owned by Sabri al-Banna .

September 3 December 27

Greece: Two grenades thrown at swimming pool at Austria : Three gunmen attack El Al counter at

Glyfada Hotel in Athens . 19 British tourists Vienna's Schwechat Airport with grenades and

wounded AK-47s, killing two and wounding 39 ... one terror

ist also died and two were wounded .

Soptember 16

Italy: Grenades thrown at Cate de Paris in Rome. December 27

injuring 38 tourists . Italy : Four gunmen attack El Al ticket counter at

Rome's Fiumicino Airport with grenades and

Soptember 18 AK -47s , killing 12 and wounding 72 ... three terror

Greece : Palestinian magazine publisher murdered in ists also died , and one was injured .

Athens.

1986

Soptambor 22

Unico Kingdom : British authorities arrest an ANO Soptomber 5

member found in possession of four handgrenades Pakistan: Four men armed with automatic weapons .

and charge him with conspiracy to cause explosions handguns, and grenades storm Pan Am Boeing 747

and to endanger life ... grenades provided by Liby- in Karachi, killing 21 and injuring over 100 others.

an contact ... target identity unknown .

September 6

September 25 Turkey: Two gunmen attack Neve Shalom syna

Italy : Bomb explodes at British Airways office in gogue in Istanbul with grenades and machine

Rome, killing one and injuring 14 . guns ...22 killed and six wounded .
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+

Gentlemen, if we could do the closed session , hopefully, really as

soon as possible, and I'd just ask your cooperationin helping us to

do that, that would be very good.

Thank you all.

(Whereupon, at 12:05 p.m., the committee adjourned , to recon

vene at 9:05 a.m., November 21, 1991.)

1



HEARING ON NARCOTICS AND FOREIGN

POLICY IMPLICATIONS OF THE BCCI AFFAIR

THURSDAY, NOVEMBER 21 , 1991

U.S. SENATE,

SUBCOMMITTEE ON TERRORISM, NARCOTICS, AND

INTERNATIONAL OPERATIONS

OF THE COMMITTEE ON FOREIGN RELATIONS,

Washington, DC.

The subcommittee met , pursuant to notice, at 9:05 a.m. , in room

SH-216, Hart Senate Office Building, Hon . John F. Kerry (chair

man of the subcommittee) presiding.

Present: Senators Kerry, Brown, and Wofford.

Senator KERRY. The hearing on the Subcommittee on Terrorism ,

Narcotics and International Operations will come to order . Would

you stand and raise your right hand. Do you swear to tell the

truth , the whole truth, and nothing but the truth , so help you God .

Mr. MAZUR. I do.

Senator KERRY. Good morning. This is the 11th hearing the sub

committee has held in the BCCI scandal in recent months. The

first hearing on BCCI this year was held in the Subcommittee on

Consumer and Regulatory Affairs of the Banking Committee. And

the Justice Department testified at that hearing.

Since that testimony, there has been a significant amount of

public discussion regarding the events and revelations about the

Bank of Credit and Commerce International. Most notably, the

bank has been seized or closed in a majority of locations where it

operated aroundthe world. And also there has been evidence pro

duced about the bank's ties to various intelligence agencies, includ

ing the CIA, which used it as a passthrough to various drug smug

glers, drug dealers, terrorists, and arms dealers.

There have also been indictments now and civil money penalty

fines imposed on the bank. And I think it is fair to say that at this

point intime, the knowledge of BCCI is growing substantially. And

the facts arebecoming much clearer.

The New York district attorney's office indicted key officers of

the bankin July. The Federal Reserve simultaneously announced a

$ 200 million civil suit. And in September, the Federal Reserve

levied_fines against Mr. Ghaith Pharaon and other BCCI front

men. The Justice Department has recently announced indictments

of key BCCI officers, in September. And most recently, a civil suit

that names Ghaith Pharaon .

So, where one year ago most Americans did not know very much

about BCCI, nowa lot of Americans know that something bad hap

(663 )
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pened, though not everybody can put their finger on exactly what
that was.

This committee thinks it is important to remind people that

while an individual depositor in the United States did not lose

moneyyet — and I emphasize yetbecausethey may still — the fact is

that BCCI engaged, systematically, in criminal activity around the

world, buying banks illegally while laundering money, while simul

taneously cultivating relationships with the best and the brightest

of political and economic figuresin every country in which it oper

ated . It is that dual activity of BCCI that is interesting. And the

combination of its vast web of organized crime with its seeking of

political influence that combined to create this scandal in so many
countries.

People sometimes say so , it was a criminal bank and it bought

the largest bank in Washington. So what is the impact to all of us?

Well, I think that that is part of what we are going to examine

here today. And weare going to hear from an agent on the front

lines who can describe why that is important, and how this relates

to everyday life in the streets of America.

What we cannot turn away from is the fact that you have a

drug -corrupted criminal enterprise. Organized crime, if you will,

white-collar organized crime that infiltrated our country in a secret

process, bought up legitimate businesses, as organized crime does,

did deals with some of our most distinguished citizens almost as if

it had a license to do crime. And after 10 yearsit was caught. But

the ultimate exposure of BCCI's secret ties, and its networks some

of which we are still learning about came about not so much be

cause of a specific targeting or a specific heeding of some of the in

dicators, but came about partly as a coincidence, and partly be

cause of one individual, or two individuals rather extraordinary ef

forts.

Today we are going to hear from one of those individuals . A

person who opened upthe BCCI window , if you will, and whostart

ed this investigation , and who as much as any other individual, I

think, is responsible for helping to uncover the culture of criminali

ty that I refer to . I have never met DEA agent Robert Mazur until

a brief encounter yesterday, but I have heard a lot about him . I

have had a chance to read some of the things that he has written

and said about this case . I am not sure about all of what he will

say here before us today.

DEA agent Mazur, and others, risked their lives on a number of

differentoccasions in order to uncover corrupt practices, money

launderers, and to bring drug dealers to justice. I think there is not

a person sitting in the U.S. Senate or in Congress who has not

praised the efforts of those who were in Iraq and in the desert in

Desert Storm . That was a short war, folks.

This has been a long, difficult, tedious war - the war on drugs.

And the fact is that agent Bob Mazur is one of a number of individ

uals who have been fighting a rather extraordinary war here at

home. One has only to witness the headlines about Mexican police

agents shot by, apparently, Mexican troops with purpose and

intent, in the last days, to understand the dangers that people go

through. Apparently evidence that two of those individuals were
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shot in the back , and one had powder burns on his face with a fron

tal shot directly through his mouth and head.

Those are real dangers that our agents face on a daily basis in

this country. And for two decades agent Bob Mazur has been fight

ing this war on drugs, and I think has done so with a commitment

that has been unequaled and unsurpassed by many. Now while our

Government rightly gave soldiers abroad every means of support

the best technology, the best communications equipment, the best

general — I regretthat I cannot say that we have done the same for

those men and women who are fighting the war on drugs .

And I think we should never lose sight of the fact that BCCI at

its core was nothing more than a drug money launderer, a drug fa

cilitator. And for the cartel, for General Noriega, and for too many

others around the world, it was the way for them to reap their

profits.

District attorney Bob Morgenthau of New York says that he puts

some 35,000 or 25,000 drug abusers in jail every year. But to him,

BCCI was vastly more important. In the critical battle in the war

on drugs, Bob Mazur did not have a lot of fancy technology. He had

a taperecorder. He did not have an army at his disposal. He was

alone, or with one or two other agents. At times he did not even

have someone to transcribe the tape conversations that he had

made. He did not have assistants to go through boxes and boxes of

documents that needed to be read.

But he made an important case . A case , however, smaller than

the case that I think he wanted to make, and that is regrettable.

After he and others successfully brought down the major drug

kingpins in BCCI, there was obviouslyno parade. There was no

great pat on the back from the United States. There really was not

publicrecognition. But the fact is that I think it was as significant

an accomplishment as we have seen in law enforcement in recent

times .

I am delighted that he is able to be here today. I regret that

there has been a delay in being able to make him available, but

that is behind us now andwe are here to listen to his testimony

and to understand how this process evolved . And it is my hope,

truly, that we can constructively learn , and I emphasize construc

tively, how we can do better at this. What we need to do to be able

to guarantee that whatever errors were in fact made, if there were

some, that they are not going to be repeated.

We will hear from the Justice Department and welcome their

testimony. Yesterday I had expected to be able to speak on the

Barr nomination , but frankly it was moving so rapidly that for

those who were not on the floor for about 10 minutes, that was not

possible. What I would have said had I spoken then, was simply

that we have a new Attorney General, and I believe that new At

torney General has already made efforts in the last days to try to

guarantee that we have a smooth process. And I respect that and I

appreciate that.

And it is my judgment that the Justice Department is serious

about this, that they want to make the case that is available to

them . This is not, today, an efforttotry to create some kind of con

tentious finger -pointingsession. While automatically, there willbe

some judgments made that at some point in time some of us dis
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agreed with some judgments that were made earlier, hopefully that

too is in the past,and hopefully this case will now be brought to a

successful fruition in every respect.

It is in fact knownthatI was critical of the plea at the time that

the plea took place. I do not walk away from that. Thatis the way

I felt. It was my judgment at the time. But I think that, again,

what is importantis to try to build a foundation from which all of

us can do better jobs and have a better understanding of how we

proceed forward .

I would also like to say that I think Mr. Jackowski and Mr.

Kehoe, who are the prosecuting attorney and the attorney who ne

gociated the plea and who are Justice Departments representatives,

worked long and hard and often equally thankless hours in this

effort under very difficultconditions. And I do not supportthe idea

that either of them did not want to do everything possible to go

after BCCI. I think that is ridiculous. But I do think it is obvious

that the 6 -month trial of BCCI required significant preparation and

work by them without respite. And a lot of people do not under

stand how tough that can be on personal life, family life, and so
forth .

But legitimate questions, nevertheless, remain about the overall

allocation of resources and the overall judgments that were made

regarding this case . And it is a matter of record that some of us

have also been critical about that. One of the difficulties in this

case is that it is hard for us in Congress to make some judgments

and to have oversight when an investigation is ongoing . And I ac

knowledge that .

But I thinkboth our bodies, our institutions, needto work out a

process whereby we can do better at the communication process be

tween institutions of Government, so that both of our interests are

served. The interest of the public to know that all is being done on

issues that they want to have things done, and the need of the ex

ecutive to be able to guard and preserve certain kinds of informa

tion which obviously are important to them.

That being said, Mr. Mazur, let me welcome you here today. And

let me make a quick explanation of what we have going on here.

The reason we have this screen , and the reason the public was re

strained from being present until you were seated and sworn in,

and you have been sworn in, is really to protect you. And the com

mittee obviously is not interested inputting youin any position of

jeopardy. And we respect the balance here between our need to

know and the clear need to guarantee that you are not placed in

any kind of jeopardy as a consequence of appearing here today. I

take it you are satisfied that this screen, and this process adequate

ly do provide you with whatever security and protection that you
do need . Is that a fair statement ?

Mr. MAZUR. YesSenator, I appreciate it.

Senator KERRY. Thank you. Well, we appreciate your being here,

and I apologize — we are just going to check on the voice here. It is

necessary to have a voice modulation here which will somewhat

alter the voice of the witness, so that that also is protected. We are

just going to make sure that that is occurring.

The reason for this is not to hide you from people because we do

not want them to know who you are, it is really to protect your
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capacity to perform your responsibilities for the DEA and for the

country. And we clearly do not want to put you in a position of

jeopardy with respect to that .

We are going to take a recess for a minute until we are sure the

voice box is set up appropriately. We will just stand in recess for a

few minutes.

[A brief recess was taken . ]

Senator KERRY. The hearing will come back to order . My apolo

gies for the delay but obviously we wanted to be sure that the voice

modulation is in fact working correctly, and now it is.

I am joined by my ranking minority member, Senator Hank

Brown. Senator, do you have any opening statement you wish to
make ?

Senator BROWN. No thank you, Mr. Chairman.

Senator KERRY. At this point , Mr. Mazur, do you have an open

ing statement you wish to make?

Mr. MAZUR. No, sir.

Senator KERRY. Well, let me begin , Mr. Mazur, by sort of draw

ing you through this event and story a little bit, if I can. Let me go

back and start at the beginning. Give us a little sense of your back

ground and who you are and how you come to be here today.

TESTIMONY OF SPECIAL AGENT ROBERT MAZUR, UNDERCOVER

AGENT FOR OPERATION C-CHASE, DRUG ENFORCEMENT AD

MINISTRATION ; ACCOMPANIED BY KATHLEEN P. MAHON

Mr. MAZUR. Yes , sir. I began my career as a special agent with

the Internal Revenue Service Criminal Investigation Division in

1972, worked for that agency for a number of years, 11 years, at

which time I transferred to Customs as a special agent and in this

past year, June 1991, resigned from Customs and assumed a posi

tion as an agent with the Drug Enforcement Administration .

Senator KERRY. So you have had almost 20 years experience as a

law enforcement officer ?

Mr. MAZUR. Yes, Senator, and at least 12 years of which has

been focused solely on drug money laundering cases.

Senator KERRY. Where have you been principally stationed with

respect to the moneylaundering and drug cases?

Mr. MAZUR. Initially, in Manhattan and subsequently in Tampa,

up until the time that I left Customs.

Senator KERRY. Share with us , if you will, your background in

money laundering operations themselves, or investigations.

Mr. MAZUR. I have held just about every type of position in a

case. I've been a case agent responsible for coordinating interna

tional drug money laundering cases. I functioned as an undercover

operative in long-term undercover operations like that in the BCCI

case .

Senator KERRY. And did you participate in a case called Oper

ation Greenback ?

Mr. MAZUR. Yes, sir, I was one ofthe agents assigned to Green

back and operated in Tampa primarily.

Senator KERRY. What year was that?

Mr. MAZUR. During the early 1980's .



668

Senator KERRY. Now , at some point in time, did you write a

memorandum to create a proposal,if you will, for something called

Operation C Chase?

Mr. MAZUR. Yes, sir, I did .

Senator KERRY. Would you describe how you came to write that

and what this was all about ?

Mr. MAZUR. Yes, sir. I actually wrote the document in the

summer of 1986. But prior to writingto it, there was a substantial

amount of work that went into what I wouldterm the setup of the

operation. That is, I spent about 2 years, 242 years establishing

identities and companies that were ultimately used in the under

cover operation.

But when the opportunity through an informant arose that this

operational plan could be implemented, then that prior work that

was used to set up the undercover front was incorporated into a

written plan and implemented with the assistance of the inform

ant.

The informant had come forward in May 1986 , but the anticipat

ed use of that style of undercover operation had been discussedbe

tween myself and my superiors for a number of years prior to that.

The use of an undercover operation that would offer services to the

Colombian cartels for the laundering of drug proceeds and thereby

infiltrating the drug and money laundering world and using that

association, then become capable of having relationships withother

money laundering organizations and gathering intelligence and evi

dence that would lead to future prosecutions after a number of

years of the undercover operations operation.

Senator KERRY. This was the outgrowth, then , of a generalized

view within Customs that it was important to try to get into the

banking structures and the money laundering mechanisms them
selves ?

Mr. Mazur. Yes, certainly within the money laundering struc

tures. Whether it would take us to an institution or a business or

an individual that was servicing the cartels, it was certainly antici

pated that we would, once accepted, have the opportunity to meet

other individuals involved in that type of activity.

I would say the majority of the emphasis that led to creating the

undercover operation should be credited probably to one of the

prior assistant special agents in charge inTampa, who is now as

signed to Seoul, Korea , for whom I worked . His name is Paul

O'Brien .

Senator KERRY. And he was suggesting this kind of approach in

general terms? Is that what you are saying ?

Mr. MAZUR. Yes, sir.

Senator KERRY. Now, draw for us a little bit, if you will, a pic

ture. This is 1984 or 1985 when you first got the sense of thinking

about this kindof approach .

Mr. MAZUR. Yes, sir, I would say it really began to be discussed

in depth in 1984 .

Senator KERRY. What was the picture at that point with respect

todrugsand money laundering down in the Florida area ?

Mr. MAZUR. The conditions we had experienced in the 8 years or

so prior to that clearly showed that there was a massive amount of

currency being generated from the sales of drugs in the United
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States that were serviced on behalf of the cartels by professional

money launderers, who did nothing but handle funds for a number

of drug organizations.

There had been some prior undercover operations that had been

undertaken by various agencies to try to deal with this problem. I

had participated in one prior long-term undercover operation

where I assumed the identity of a member of a drug group. That

led to a number of prosecutions.

But on the whole I would say there were literally dozens of

major cases involving this massive flow of funds out of the United

States from the large sales of cocaine in the United States .

Senator KERRY. When yousay massive , what do you mean?

Mr. MAZUR. I guess I can best give you an example from the un

dercover operation we're speaking about here, C -Chase. One of the

clients whoultimately came to use our services had gross receipts

within the United States during 1988 of roughly $ 200 million per

month in currency that needed to be removed from the United

States on his behalf and placed in investments throughout the

world.

Senator KERRY. And this money was being removed in what

form ? Actually shipped out in bulk as well as transferred through

accounts or what?

Mr. Mazur. Literally every conceivable method had been discov

ered as being used, from the simplest forms of depositing currency

in banks, which either occurred in large sums due to relationships

with individuals in the banks, or whether it be by what is common

ly termed in the law enforcement community as smurfs, dozens of

people who would be given several hundred dollars a day to go

around the banks and deposits amounts under $10,000 so that

funds could get into the banking system.

And also the use of private aircraft, where tens of millions of dol

lars would be flown out of the country on one occasion to haven

countries where the deposits could be hidden due to bank secrecy

laws. And even the concealment of currency in commercial goods,

such as cutting out the insides of air -conditioning units and filling

them with cash and shipping them to different areas of the world,

the Colon Free Zone in Panama, and other areas .

Senator KERRY. Is this kind of transaction still going on?
Mr. MAZUR. Unfortunately, yes .

Senator KERRY . In significant form ?

Mr. MAZUR. Yes, sir .

Senator KERRY. You say $200 million a month for one customer.

You areabsolutely confident of that sum of money ?

Mr. Mazur. Yes, sir . I personally met with underlings of that in

dividual on a number of occasions in the United States, in Costa

Rica, and in France, where we had lengthy discussions , all of which

were recorded, concerning the gross receipts that were being han

dled by their boss.

Senator KERRY. And he was one of how many you were dealing

with?

Mr. MAZUR. There were at least six or seven clients and probably

more. To be completely accurate, I would need to go back to the

case files. But in general , I would say somewhere in that area.

There were six or seven very large clients.
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Senator KERRY. So you submitted a memorandumin response to

what was going on around you and to this need or desire that had

been expressed to get inside. And that memorandum suggested

something called Operation C -Chase. Is that accurate ?

Mr. MAZUR. Yes, sir.

Senator KERRY. Could you describe what you set forth in that.

What did C -Chase stand for, first of all?

Mr. MAZUR. In the Federal Government, at the time when these

types of operations are created , it is common that a handle or a

name of some sort is attached to it that it's commonly termed to. I

had quite a bit of difficulty coming up with a catchy name that this

could be called .

One of my colleagues took note of the fact that one of our under

cover apartments was located at an apartment complex called Cali

ber Chase and happened to look down at a receipt and taking off

everything after C in the first name and adopting the second, said ,

why don't we use C -Chase ?

Senator KERRY. And that was the beginning ?

Mr. MAZUR. Yes, sir .

Senator KERRY. Now you began to run all the aspects of that un

dercover operation , correct ?

Mr. MAZUR. In concert with several other agents and with Mark

Jackowski, who was the assistant U.S. attorney assigned to the op

eration right at its inception. In particular, there were four or five

individuals who I think contributed equally in the case . Mr. Jack

owski certainly was a major contributor.

Two of my undercover partners, one who assumed the identity of

Emilio Dominguez, and another who assumed the identity of Kath

leen Ericson , and an IRS agent who was an affiant in most of the

search warrants, were probably the individuals who were most in

volved in the developments ofthe case , although there were other

agents as well .

I can't stress enough that it was a true team effort.

Senator KERRY. I appreciate that and I am sure it was. According

to a memo you wrote in June 1989, at that point in time I believe,

you were running all aspects of the undercover operation.
M MAZUR. With respect to the undercover operation , yes. The

covert team

Senator KERRY. As of April 1987, correct ?

Mr. MAZUR. Yes, sir .

Senator KERRY. OK . And what was your particular undercover

operation in C-Chase, you particularly ? What was your occupation ?

Mr. Mazur. My role was that of a businessman who coordinated

a number of investment companies and mortgage businesses which

were used in the eyes of the defendants as a cover for the launder

ing of drug proceeds.

Senator KERRY. And you enhanced your capacity to play that

role , I take it, through the use of confiscated assets ?

Mr. MAZUR. In part, yes , sir .

Senator KERRY.Airplanes, cars, and other sortsof things?

Mr. Mazur. Yes . There was a seized Cessna Citation II jet that

was at times used in the undercover operation in conjunction with

an air charter service that the defendants were led to believe I was

an officer of.
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I probably should also mention that there were a number of citi

zens who, because of their corcerns of this problem, the massive

drug problem that we face and the world faces, decided to allow me

to assume a position within their businesses in an unwitting way

amongst their employees. And I think those citizens involvement

was a major contributor to the success of the case .

Senator KERRY. Now tell us how you set out to make this thing

work. What happened ? Give us a little unfolding, if you will , of the

events that ledyou down the path here.

Mr. MAZUR. After the undercover front was established and

ready to withstand scrutiny , the informant, who had been brought

into the operation by another officer who worked with the inform

ant in other cases , the informant made contact with his Colombian

associates who were already involved in laundering of drug pro

ceeds for the Medellin cartel . He informed them very slowly ofour

assistance to him in laundering funds here in the United States.

As we began to launder funds for that individual , we later were

provided introductions to people in Medellin who were involved in

the drug laundering trade, and through discussions with them,

were able to learn more about the source of the funds. And other

undercover agents in the United States participated as workers in

the eyes of the defendants for this U.S.-based drug money launder

ing organization .

That is, the agents in various cities actually met with drug deal

ers in the streets of seven different cities and received from them

literally boxes of currency at given times, which were turned over

to the undercover operation for the services that were expected to

be provided the laundering of the drug proceeds.

In the course of servicing the cartel in this money laundering op

eration, it became necessary to have accounts at various locations

throughout the world . And in Tampa at the time, the only bank I

was familiar with that hadbranches internationally was the Bank

of Credit and Commerce International , which had a branch in

Tampa.

In an effort to ultimately obtain a Panamanian account in Feb

ruary 1987, I went to the Tampa branch of BCCI and explaining

my undercover front, simply that I was a businessman based in the

Tampa area with a large number of Colombian clients for whom I

transferred funds, I initially opened simply an account in Tampa

and had some discussion with the officer about the possibility of

needing foreign accounts in the future.

At that very first meeting in February 1987 , I was the recipient

ofwhat appeared to me to be a rather well-polished pitch by the

officer that he could assist and the bank could assist in the secret

transfers of funds. That discussion in February 1987 was followed

up in April 1987 , where that same officer and I and another under

cover agent and a money launderer from Colombia met in Tampa

and had further discussions about the possible banking through
BCCI.

Senator KERRY. Were you talking to any other banks at the

time?

Mr. MAZUR. Yes, sir.

Senator KERRY. This was a pretty rampant kind of undertaking

in that area, I gather.
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Mr. MAZUR. I'm not sure I understand your question.

Senator KERRY. Well, were there not a lot of banks that were

sort of known to be on that side of accepting cash and moving it
around?

Mr. MAZUR. Yes, there were a number of banks whose history in

dicates that they are involved in what appears to be money laun

dering. When I went to BCCI, it wasn't because I had been armed

with any particular informationthat BCCI was expected to be in

volved in that type of activity. It was initially, in February 1987,

more of a convenience because of the location of the branch in

Tampa and that being the home base of our undercover operation ,

that brought me to BCCI.

In June 1987 , when it became necessary to open an account in

Panama, I went back to the Tampa branch and found that that of

ficer I had first spoken with had left the bank and another officer

was now working with me. That officer did establish an account in

Panama for me by simply having me fill out paperwork in Tampa

in front of him, which he later sent by DHL to Panama.

Shortly thereafter, I had a functioning account in Panama and

began to use the account in Panama.

Senator KERRY. Were you surprised by that?

Mr. MAZUR. Yes, I was .

Senator KERRY. I take it at that time your focus was more on the

cartel and on the individuals than onthe institutional entity.

Mr. MAZUR. I think that would be fair to say. In the beginning it

was obvious it would be necessary to facilitate this relationship

with the cartel members before it would be possible to take that

association wherever it might take us to find other institutions or

individuals that might be involved in money laundering.

Senator KERRY. From your experience in the area, if you had

walked into the door of another bank, is it your suspicion you

would have had just easy a time setting up an account and getting

moneydown to one country or another?

Mr. Mazur . On the whole I would say it would not be as easy .

But I am afraid to say that there are a number of other banks that

I think that same experience might haveoccurred in . I was very

surprised at the intense interest that BCCI had in demonstrating

to me the unique, what they felt, unique characteristics of their

banking were and how it is that they could assist in the laundering
of drug money.

Senator KERRY. Did you request at that time, once you had se

lected the bank and you had an open account there, did you do any

runs to other agencies or anything to learn anything they might

have on the bank?

Mr. MAZUR. Yes. After I first went to BCCI, as a matter of fact,

on the afternoon of the meeting, with the Tampa officer in Febru

ary 1987, I came back to the office and I met with an IRS agent.

That IRS agent was the same agent who was in the search warrant

and he and I discussed the experience that I had when I went

there.

I explained that I found it rather peculiar that the bank was,

had such a polished approach, marketing approach , to haven coun

tries, their locations, everything fit with an institution that might

have an ulterior motive for its locations. And we discussed the pos
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sibility that maybe the bank, certainly the individual , from what

the individual had said, we suspected the individual to be involved

in what we would term a client conspiracy, at a minimum . Wheth

er it went into the bank or not wassheer suspicion at that stage .

But it certainly was something that we thought could possibly

evolve .

I asked him if he could check out, what, if anything, he could

learn about BCCI, and it turned out that there was a prosecutor in

Tampa in the organized crime unit that had a case involving a

heroin trafficker and that , that case had promoted some informa

tion about the possible involvement of BCCI in the laundering of

drug proceeds.

I was never told anything beyond that . But I was told of that

case .

Senator KERRY. You never learned, then , from any other depart

ments like the CIA or Treasury or anything like that , formally

about other knowledge of the bank previously?

Mr. MAZUR. I did not receive any information from my superiors

about information the CIA might have, or any otheragency might

have, beyond the information I received from the IRS agent at the

outset.

There didcome a time much after the conclusion of the coverup

operation when information from the CIA was brought to my at

tention , but never during the undercover operation.

Senator KERRY. Was that after the indictments had been filed ?

Mr. MAZUR. Yes, sir.

Senator KERRY. That was after the indictments?

Mr. MAZUR. Yes, I believe it was sometime in 1989 .

Senator KERRY. Now to move the process along here. You then

undertook, from what, 1986 through 1989?

Mr. MAZUR. Acting in an undercover capacity , sir ?

Senator KERRY. Well, your request for this effort took place in

1986 .

Mr. MAZUR. Yes, sir.

Senator KERRY. The approval was when?

Mr. MAZUR. Shortly after that .

Senator KERRY. You began it in 1986?

Mr. MAZUR . Yes, sir .

Senator KERRY. So 1986, 1987 , 1988, you were working undercov

>

er ?

Mr. MAZUR. Yes, sir .

Senator KERRY. And you were ingratiating yourself, doing the

things normally that undercover agents do to be able to make a

case .

Mr. MAZUR. Yes, I was having extensive contact with members of

the bank and people involved in the Medellin cartel , recording

their conversations.

Senator KERRY. And I take it at that point, you were the one

who was fundamentally directing that undercover effort, is that
correct ?

Mr. MAZUR. I would say on a day -to -day basis as a team leader of
the undercover group.

Senator KERRY. How many people were in the group ?
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Mr. MAZUR. The primary members are those I mentioned before.

There were two other long-term undercover agents assigned to

Tampa. There was another undercover agent in Tampa, who on a

part-time basis participated.

Those were the primary undercover agents out of Tampa, al

though I alsospoke regularly by phone to the undercover agents

operating in New York, Los Angeles, Miami, and Chicago.

In thebig picture, there certainly were regular meetings between

the undercover operatives and the investigative team and the pros

ecution team , that provided us with general guidance that those

day -to-day decisions that I prompted were madefrom .

Senator KERRY. Just to add a little, sort of, color to the kinds of

things that you would confront in this. Would you describe to the

committee an incident that occurred in 1986 inAugust, in a small

apartment near Miami airport ?

Mr. MAZUR. In Miami?

Senator KERRY. I think it was. Am I correct? You were secretly

taping undercover conversations and did there come a moment

when a Customs undercover and a Mr. Mora, surprised you in an

apartment?

Mr. Mazur. That was in Tampa, yes, sir . At that point in time,

the need for my long -term role as somewhat the boss in the eyes of

the defendant, that undercover role , wasn't necessary in the begin

ning stages.

For the first 6 months or so, other agents functioned in picking

up currency from traffickers in the United States, but the occasion

to meet the people behind the money laundering operation didn't

come, so during that timeframe I assisted in directing the case

behind the scenes .

On that occasion I received a phone call , it was a weekend, I

think a Sunday, from my undercover, what became my undercover

partner, that informed me that there was a meeting that was going

to occur and that he needed some assistance to turn the recording

equipment on, which at that time I was more familiar with than

him .

I went to the apartment. The equipment was in the closet, the

meeting was scheduled to last 45 minutes, so it was agreed that I

would be inside a locked closet to turn the equipmenton and off.

And after the meeting was over, I would wait for his return and

provide him with the tapes after authenticating them.

After the meeting was over, he did leave . I waited at the apart

ment for about 1 hour. He then returned unexpectedly with one of

the defendants . I had to jump back into the closet and wait for the

meeting to conclude. It was now getting close to midnight and un

fortunately the meeting went onfor quite a long time,and the de

fendant, unbeknownst to me while speaking in Spanish had insist

ed that he spend the night at the apartment.

I was therefore stranded in the apartment until he fell asleep, at

which time I tried to leave the apartment. Iwent into the room the

informant was located in , he was asleep and when he woke, wasn't

quite sure who it was that was in his room . It took some time to

quiet him down and thereafter I left through the apartment

window and called my partner to discuss the little difficulty in co

ordinating that evening.
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But yes, that did occur.

Senator KERRY. I am sure that that happened. It is an interest

ing vignette ofthe kindsof things that you go through. Not many

people picture folks out there spending an inadvertent 5 or 6 hours

in a closet, and then confronting their own agents in an effort to

explain who they are and so forth , but it is interesting .

Returning to the sequence of events, who was Roberto Alcaino?

Is that the correct pronunciation?

Mr. MAZUR. Roberto Alcaino was a distributor of cocaine and a

money launderer who operated at a very intense level in the

United States for over 10 years . Heworked directly with Fabio and

Fabito Ochoa out of Medellin , and Rodriguez Gacha.

Senator KERRY. Was he one of the main cash collectors in the

United States ?

Mr. MAZUR. He was, I wouldn't say a main cash collector, but

certainly a significant amount of funds were returned to Colombia

through him as a result of the sales of cocaine that he supervised

in the United States. There were times when he was responsible

for roughly, the distribution of roughly 2,000 kilos of cocaine per

month in the United States. He lived in Pasadena, but operated
worldwide.

I was introduced to him in April 1987 and began servicing him

and his associates through money laundering services and eventu

ally he came to trust me, and speak at length about the drug smug

gling operation that he was a part of, so much so that I came to

learn the location of the lab in Bolivia that the cocaine was pro

duced in , how it was transported to Buenos Aires, how it was

packed in commercial shipments of anchovies and, based on mere

conversation, was able to notify our office in New York 24 hours

after I was provided by Alcaino with details of one of these ship

merts .

Within 24 hours, based on the details he shared with me, they

were able to find roughly 2,400 pounds of cocaine that they seized

in September 1988 .

Senator KERRY. Was that seizure part of something called Oper

ation Pisces ?

Mr. Mazur. No, sir, that was directly a part of Operation C

Chase and

Senator KERRY. Was Alcaino a target of Pisces?

Mr. MAZUR. I wasn't aware that he was a target of Pisces , but I

was aware that he had been previously the target of what's termed

an organized crime drug enforcement task force case that was, un

fortunately, unsuccessful in prior years.

Senator KERRY. Well , did Operation Pisces — which is a separate

undercover operation, correct?

Mr. MAZUR. Yes, sir .

Senator KERRY. And that was a separate undercover operation of

what agency ?

Mr. MAZUR. Drug Enforcement Administration .

Senator KERRY. Was there some way in which Operation Pisces

collided with Operation C -Chase ?

Mr. Mazur. Not so much collided , but their events certainly had

impact on us , in that , in May 1987 , Operation Pisces , which had

been operating for a number of years, concluded . The publicity
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from the conclusion of Operation Pisces caused the people who I

was associated with to have fears that I might be a Federal agent,

for a short period of time.

That was about the first time after the initial introductions when

their suspicions were heightened.

That problem was compounded the following month, in June,

when the FBI's Operation Cash Whip concluded, a similar drug

money laundering operation which happened to cause the arrests

of a close friend of the main Colombian contact that I was working

with. Within a month or so after the conclusion of those oper

ations

Senator KERRY. Was that Gonzales Mora ?

Mr. MAZUR. Yes, sir.

Senator KERRY. So Gonzales Mora, whom you were sort of fo

cused on in dealing with , was a target of Pisces ?

Mr. MAZUR. Hismain associate , a gentleman by the nameof Ras

trepo , was a target of Cash Whip, which happened 1 month later.

But all of those in Medellin whowere heavily involved in the drug

trade were generally touched or certainly quite concerned about

the law enforcement efforts that were exposed in May and June

1987 and the possible similarities of what we were doing.

It took approximately 60 days or so to allay their fears and to get

back to the point where we were .

Senator KERRY. Is there a legitimate question or issue about co

ordination in terms of what happens if one agency has a big oper

ation going and some of the people overlap into another operation

and you have got agents from another agency out there on the line,

and then one operation goes down, and boom , there is a lot of pub

licity, and people get nervous and all of a sudden every — is that a

problem that people ought to be thinking about in the coordination

of this kind of effort ?

Mr. Mazur. Yes, I believe so . There certainly has to come a time

when operations like this, or Pisces, or Cash Whip must conclude,

but I think with a lot of discussion between the agencies before

hand. Some of the potential problems can be minimized. I know

yesterday you mentioned that there might come a time when you

would ask mewhat, ifanything, I mightthink from my perspective

could add to the coordination and whenever we get to that I have

one suggestion.

Senator KERRY. You can go ahead. Why do you not do it now? I

mean we can. I will have some more questions. I amgoing to turn

to Senator Brown after this for a series and then Iamgoing to

come back . But why do you not use this moment, just to share that

with us.

Mr. MAZUR. Yes sir. I think that the decision that was made in

1973 when the Drug Enforcement Administration was formed, was

a sound one and that it is very necessary to have, as necessary as it

is for this committee to have a chairman. It is equally as necessary

in the law enforcement community for there to be a chairman. Not

a person who has any more importance than another, but one who

has a tremendous responsibility to see , that information doesn't

fall between the cracks, that there is a coordination .

I have worked with the DEA for many, many years and I am not

persuaded by the fact that I have just become a DEA agent in the
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last couple of months, but I have come to see in 20 years, that

there are a lot of things that have happened in cases and there are

things that happened in C -Chase which, unfortunately, fall into the

category of what people describe as the agency wars, which the

people who suffer from , the public , the people we serve, are the

ones, are the greatest losers.

Any time individuals are motivated by something other than to

serve the people in these cases , if they are worried about an agency

priority or a career priority, it's going to interfere in the interests

of

Senator KERRY. What you are really talking about is turf?

Mr. MAZUR. I am talking about turf battles, they do happen.

Senator KERRY . Turf battles happen .

Mr. MAZUR. They do happen a lot . Most recently I think that has

been recognized by a number of agencies, but I think when it

comes to drug law enforcement, it's very important for all the

agencies that have important roles to be able to look to a chair

man, and I wish someone would give some consideration to a vote

of confidence to the Drug Enforcement Administration for that.

Senator KERRY. Let me just say to you, Mr. Mazur, I think your

recommendation and your perception on that are acute and well
taken and I could not agree with you more.

I was deeply opposed to the creation of a separate drug czar . I

wanted a drug czar, but I wanted the drug czar to be the chief law

enforcement officer of the United States of America, the Attorney

General, and the notion that you are somehow going to bring some

body in, with all due respect to Governor Martinez of Florida , the

notion that you are going to bring somebody in and you are going

to deal with the turf battles between FBI, DEA, IRS, I mean there

were 30 agencies, I believe, that have some contact with the drug

process of this country, including the military now, and I think you

have to have somebody who is first among equals, if you will. And

in the protocol and hierarchy of the Cabinet, the Attorney General

is one of the highest ranking Cabinet members, certainly above

Human Services,above Education, though I am not saying they are

above it in terms of the importance of issues, but in terms of capac

ity.

Moreover, it is fundamentally a law enforcement undertaking,

and to have a nonlaw enforcement person somehow supposedly co

ordinating the most single, important law enforcement effort of

this Nation is ridiculous, ridiculous, and either you ought to have

the Vice President of the United States or the Attorney General,

and that is what I argued. I was very much against it and I was

one of the authors of the 1988 and 1986 bills and worked on the

task force that did it, I opposed it then and I oppose it now. And I

am pausedto try to revamp that. I think we need, desperately, to

have coordination among the agencies to avoid many more times

these kind of problems.

The Attorney General of this country ought to do that job and

then I think we would have a whole different effort, frankly. We

will get into resources that are allocated or not allocated to it later,

but let me turn to my colleague now.
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Senator BROWN. Thank you , Mr. Chairman. I would like to go

back and re -cover a little bit of the background we just went

through.

First of all, in selection of the bank or banks that you contacted

to set up accounts and to explore whether or not they were in

money laundering, you mention that you did not select BCCI be

cause of a plan or because of some background information, it was

simply one of the banks in the area. Did you , go to other banks?

Mr. MAZUR. Yes, sir. I made contact with a couple of other

banks.

Senator Brown. And the process you used was simply to open an

account and talk with them about the services they offered .

Mr. MAZUR. Initially, and then through conversation about the

nature of the transactions itbecame apparent, especially to those

in BCCI, that the nature of the transactions related to drug activi

ty.

My best example of that would be that when the account in

Panama was opened in BCCI, the only reason that the bank then

came back to try to have a broader relationship with me is that an

operations officer in Panama who was one of the defendants in the

Tampa case in reviewing the account activity recognized the

nature of the transactionsand called me, unsolicited, toinform me

that he would be in the United States and that he felt that the

bank, being a full-service bank, had the type of abilities to keep my

transactions conducted in a very confidential way that would en

hance the business I was involved in , and when Imet with him in

Miami it was obvious that he had determined the nature of the

transactions just from looking at the activity in the checking ac

count, which is something a person experienced in banking ,and

certainly in Panama, would be able to do, just from the nature of

the checking account.

Senator BROWN. And the nature of the account was what ?

Mr. MAZUR. There were large wire transfers that were sent from

the United States to Panama into a checking account. The checks

drawn on the accounts fell into a category that are generally seen

in drug transactions, or the operation of a black money market in

South and Central America.

The checks were drawn in the names of very common Spanish

names, the equivalents of John Smith and John Doe here in the

United States. The checks were although signed in my undercov

er name, were typed, sometimes in two different types of typing,

with the amountsof money in writing and in numbers would be in

one style and yet the payee would be in another, and there was

scotch tape put over the numbers that were written in, the number

of the value of the check, on a regular basis by the money laun

derer who distributed them in Columbia, because in effect those
checks are handled like currency.

If it is a $ 25,000 check, they are passed through the hands of

people in Central America and South America almost like curren

cy, because the name is not put into the check until the person

who ultimately intends to use it goes to endorse the check . There

fore, you have different types in the check, you have tape over it

because people don't feel as though they can trust one another,

that the numbers may be changed on the check, and the people
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who would come to the bank to deposit or obtain bank checks in

exchange for those checks are people who are commonly seen in

handling accounts like this and to have a reputation for being in

volved in drug money laundering of some sort.

Senator BROWN. So the setup involved deposits being made in a

U.S. bank, wire transfers to Panama, and checks drawn on

Panama that were cashed in Columbia .

Mr. MAZUR. Initially it was, until BCCI offered a more sophisti

cated plan for the handling of the money .

Senator BROWN. Deposits in the United States, were they in cash

exceeding the amount that was supposed to be reported?

Mr. MAZUR. Yes, and they were deposited to accounts at banks

that had a knowing relationship with the Government because of

the fear that the reports, or the lack of coordination with that

bank, could result in compromising the operation .

They were fully aware that the accounts , although in names of

companies, were controlled by the Federal Government, and these

are banks that have had longstanding relationship with agencies in

the United States and have assisted in these types of investiga

tions.

Senator BROWN. Wouldn't using those accounts tip them off?

Mr. MAZUR. If only one bank were used on a repeated basis , I'm

sure, but that is constantly changed around. It could be any bank.

Senator BROWN . So the setup did not involve big cash deposits in

the Tampa branch of BCCI .

Mr. MAZUR. No, sir, it did not. There were offers by BCCI to

accept cash , but it was their opinion at the time, because of the at

tention that BCCI was receiving primarily by this committee and

because of Pisces and other operations, that in their assessment it

was too dangerous to receive large cash deposits from us into their

local branches, although I do know that they did that for other ac

count holders. It was their recommendation that they receive that

currency , money they knew to be drug proceeds, at either their

Panama branch or their Luxembourg branch and several locations
in the Middle East.

Senator Brown . This was a recommendation BCCI came back to
you with .

Mr. MAZUR. Yes, sir.

Senator Brown. A proposal for the best way to launder money,

in effect.

Mr. Mazur. In part. If it was necessary to dispose of currency

and we couldn't do it on our own, they would accept that cash in

that form . The real sophistication thatthey suggested initially was

advised to be by the banker in Panama, Mr. Sayed Aftab Hussain .

He explained that the wire transferring of funds directly from
our company in the United States to the account in Panama that

serviced the drug dealers was a very direct route, which if traced

in the reverse would bring law enforcement authorities to us, and

that type of activity by individuals in the past had resulted in the

bank being given requests for records in the Pisces case .

He explained to me that some of the account holders who had

problems from the Pisces case were involved with BCCI, that their

problem arose from their use of the checking account in the fash

ion I had used it, and their alternative suggestion was that the
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wire transfers be sent to a different part of the world , preferably

Luxembourg, but in any number of locations they offered where

they be placed in a certificate of deposit.

To then provide the money in Panama, they would create a loan

in Panama which would have no apparent connection on paper to

the deposit in the foreign branches where the moneys were actual

ly placed, and therefore the loan proceeds would be used to put

into the checking account and then disbursed out to the drug traf

fickers.

If anyone tried to trace the checks backward, they assured me

that they would demonstrate that the moneys had come from a

loan at the bank, and that they would never disclose the true exist

ence of the certificate of deposit that was truly the collateral for

that loan . They would give the impression that the loan — and I'm

speaking in general now.

They would give the impression that the loan was based simply

on the creditworthiness ofthe corporation that was given the loan ,

or they suggested that I provide them with property, real estate in

the UnitedStates, regardless of how heavilymortgaged.

They would create an apparent additional mortgage on a several

million dollar piece of propertyand put that in the file as the al

leged collateral for the loan in Panama, and so again there would

be a business purpose for the moneys that weredisbursed and a

deniability that could be offered to law enforcement if anyone tried

to retrace the money back in .

It was also their recommendation that if I couldn't handle the

cash myself, that they would accept cash in their foreign branches

to facilitate this type of activity. The reason that it became difficult

to deal with them in cash is that part of my cover was that of

being a person who managed a largenumber of businesses, someof

which many of which were cash -generating, and this was the

reason why we, as a money laundering group, were able to provide

unique services to the Colombians, so it had to be slowly ap

proached with BCCI to discuss these issues of cash deposit, because

it would be somewhat illogical, based upon the cover that they

were first aware of.

Senator Brown . The service they provided , in effect, was as

world -class consultants to organized crime.

Mr. MAZUR. I think it could be categorized by some as that . They

definitely had a plan by which they felt these transactions could be

secretly conducted, and which took into account the countermeas

ures that law enforcement normally used to try to unearth the

source of the funds. They definitely were the architects ofthe plan .

Senator BROWN . They looked at your pattern of banking and

sought you out to provide advice to you . It seems like a strange

conversation. They don't call you up and ask you if you're a money

launderer. How did that go ?

Mr. MAZUR. The call that came in, I received in the Tampa area

in November 1987, came in from Panama. The gentleman who

called, Sayed Aftab Hussain ,initially explained that there was an

error on one of the checks. One of the checks had been issued for

an amount of money represented in two different amounts actual

ly, one in writing and one in numbers and they didn't jibe, and he



681

called me to advise him of which amount he should pay at the

bank.

Ofcourse, that portion of the money laundering service was pro

vided by a Columbian money launderer who thought we were in

fact money launderers, and I couldn't tell him which amount

should be guaranteed because that bit of information was in the

mind of the trafficker or money launderer in Columbia .

After we resolved it through a number of phone calls back and

forth to Columbia , he used that as an opportunity to say that he

was going to be in the United States and that he recognized these

types of errors could be problematic, and that he had some sugges

tions for us that would help us to avoid these and other types of

problems in the future.

The face- to -face meeting with this officer occurred in December

1987 in Miami and was recorded. The transcript is a part of the

evidence in Tampa, and he cautiously got into the topic of their

money laundering services, but within two meetings to three meet

ings at most, the nature of the transactions were blatantly dis

cussed. The fact that the moneys were derived from the sales of

drugs in the United States on behalf of very powerful drug lords in

Columbia was something that ultimately became rather commonly

discussed amongst the officers with whom I had contact in BCCİ.

I think what occurred here with regard to our account was just

one example that was precipitated by a policy in the bank on mar

keting. The bank on a regular basis encouraged its employees to

review the transactions of customers to try to determine how it is

that they could suggest additional banking with the customer.

A person such as myself, who is obviously servicing what they

would call high net worth clients, Columbian drug lords, would

have the potential of suggesting to his clients that they bank with

BCCI, and so it would be very advantageous to them under their

marketing plan to convince me of security of banking with them,

and thereafter hope to encourage me to have my clients come for

ward and bank with them. Thatin fact did later happen .

Senator BROWN. What kind of revenue, special revenue, did they

request ? What was their cut ?

Mr. MAZUR. They had variations, depending upon the relation

ship with the client. I tried not to appear tooeager and bargained

with them. Their proposal was between 2- and 2.5-percent differen

tial , as it was called , between the interest earned on the certificate

of deposit and the interest paid on the loan that would be servicing

the moneys that went into the checking account. There were also

other fees that at times would be charged.

In all, I think we handled roughly $14 million through BCCI on

behalf of clients . Their earnings from that amounted to $250,000 in

various banking fees, but that was not really their main purpose.

As they described it to me, although they enjoyed that profit,

their main goal was to encourage me, as they did their other cli

ents, to make large deposits with them every 6 months at the point

at which the balance sheets of the bank were to be calculated,

thereby causing their balance sheets to look very strong.

Even if it was only for a short period of only 24 hours, if the

funds could be placed on deposit with them it would enhance their

marketability in the international banking community and would
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facilitate their doing other things. It was important to them , and

many officers on several occasions encouraged me to not only place

funds that I controlled , but the funds my clients controlled for very

short periods of time during balance sheet time with BCCI.

Senator BROWN. It sounds like an effort to generate enormous

growth very quickly and make themselves very marketable.

Mr. MAZUR. It sounds like it could be that, and they were cer

tainly growing very fast, and told me that they had purposely done

so over the last number of years, and werenow going to try to

focus their attention not on establishing more branches but perfect

ing the branches that they had at the time. They had over400

branches, and they were in at least 70 or more countries. They

were at the point of trying to then make those branches viable

branches .

Senator BROWN. The people at BCCI you talked to , did they put

you in connection with drug dealers, with others ?

Mr. MAZUR. We began to get into the conversation of that in the

summer of 1988, but did notget to the point ofbeing introduced to

people in the drug money laundering business. I was provided with

thename of a person in Bogota with whom they dealt on a regular

basis and suggested that I have some association with . They also

indicated in the summer of 1988 that they were prepared to consid

er having me collect cash on behalf of a BCCI client, get it into ac

counts, and then to pass it to them as somewhat of a service.

Those things were somewhat derailed for two reasons. One, the

main people with whom I was dealing at BCCI, Mr. Amjad Awan

and Mr. Akbar Bilgrami, had their own plans of leaving the bank

by November 1988, and aligned themselves with the financial insti

tution based in London . They were going to be running a private

bank in Miami on behalf of that institution . And so all of the

people who were working toward a longer term relationship with

BCCI, at least from them , was refocused over to this new company

called Capcom Financial Services Limited in London .

The other officers with whom I dealt, primarily Mr. Nazir

Chinoy, the general manager in Paris, did have other discussions

about expanding relationship with BCCI. But then, the case was

ended in October 1988, and that became a moot point.

Senator BROWN. The other cartel, or the other money laundering

you were involved with , that connection came up through other ac

tivities that had nothing to do with BCCI?

Mr. MAZUR. It came up initially to me through another connec

tion , but as I came to learn later, they already had an established

relationship with BCCI and were laundering money with the assist

ance of an officer in Panama.

Senator Brown. One other question. When you went to the vari

ous banks to open up accounts and you described the nature of

your activities and soon,were the people at BCCI dramatically dif

ferent from the way people responded in the other banks ?

Mr. MAZUR. There was a small number of international banks

that I had contact with, and the experience I had with BCCI, I

have never experienced or heard anyone describe as a normal expe

rience . It was very unusual. I was introduced through my initial

well , not my initial contact, but the Panama officer, two officers in

Miami, who later introduced me to three officers in France and one
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in London, and then also to one in Los Angeles, and one in the Ba

hamas, all of whom I had explicit conversation with about the

source of the money being drug proceeds, and all of whom wel

comed me with open arms.

Senator Brown. Were these the presidents of the bank or a sec

ondary level? How widespread do you think knowledge of drug

trafficking was and what level of bank personnel do you think
were in on this ?

Mr. MAZUR. It appeared to me that the knowledge of the source

of the funds and the method of seeking out drug proceeds as a

source of deposits for the bank was something that was promoted

at every level of senior management within the bank. The people

with whom I dealt, the highest ranking officer I personallyspoke

with about these matters was Mr. Nazir Chinoy. He was in charge

of all of the branches of BCCI in Europe and North Africa , and was

one of the general managers.

I'm not absolutely sure, but I think there were approximately

seven general managers for BCCI who were part of a committee.

He was certainly aperson who had very regular direct contact

with the president of the bank, the vice president, and the entire

committee, as he led me to believe he had shared the nature of my

transactions with the then president of BCCI, Mr. Naqvi.

Senator BROWN . Did you not find it extraordinary that there

would be so many people involved in the banking circle that would

be aware of it? I mean, this apparently was not just a couple of

guys at the top of the bank, but it was a large number of bank offi

cers ?

Mr. MAZUR. Yes, sir. It was. And I'm afraid to say that I've come

to learn that in the international banking field this may not be as

unusual as I'd first thought.

Senator BROWN. Thank you.

Senator KERRY. Thank you, Senator. Mr. Awan, who you just

mentioned in answer to questions from Senator Brown, was one of

the principal go-betweens in the Miami bank. Is that correct?

Mr. MAZUR. Yes, sir.

Senator KERRY. And he was really Noriega's banker in effect. Is

that correct ?

Mr. MAZUR. Yes, sir. He was.

Senator KERRY. Now, did the BCCI bank executives actually tell

you ways that you could enhance the money laundering efforts you

were making ?

Mr. MAZUR. Yes, sir.

Senator Kerry. So they literally laid out to you ways that they

could take more money and evidenced an anxious, as you have

said, a clear desire to do so?

Mr. MAZUR. Yes, sir.

Senator KERRY. And at some time, you told Mr. Awan that you

were planning a trip to Europe, did you not?

Mr. MAZUR. Yes, sir . I did .

Senator KERRY. And he offered to provide you with a list of BCCI

contacts in Europe, specifically, in Switzerland and Luxembourg ?

Mr. MAZUR. Yes . Some of whom he specifically told me would be

people who would know the source of the funds and with whom I
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could talk more freely, and one of whom he suggested I be much

more closed with when I spoke about it.

Senator KERRY. This is 1988, correct ?

Mr. MAZUR. Yes, sir . That

Senator KERRY. Was it also in 1987 or not ?

Mr. MAZUR. No. In the beginning of 1988, especially around the

time that Panamanian authorities chose to freeze U.S. dollar ac

counts, and the need within the drug money laundering world to

find other havens to supplement Panama arose. I'd engaged in con

versation with Mr. Awan and these recommendations were a part

of what he suggested I consider.

Senator KERRY. In 1988, then ?

Mr. MAZUR. Yes, sir.

Senator KERRY. So in 1988, Mr. Awan is beginning to give you a

picture of the BCCI, and you are beginning to gain a picture your

self of the BCCI, which has these broad money laundering tentacles

into these other countries ?

Mr. MAZUR. Yes, sir.

Senator KERRY. Now , in March 1988, did you pick Mr. Awan up

atthe Tampa airport in a limousine?

Mr. Mazur. I'm not sure it was at the Tampa airport - a small

fixed base operation near the airport and not in a limousine, but in

a Mercedes.It wasn't a limousine, though.

Senator KERRY. It is all in the eye of the beholder. It was a lim

ousine?

Mr. Mazur. No. It wasn't a limousine, it was a normal car.

Senator KERRY. A normal Mercedes. For most Americans, that is

a limo, but that is all right .

Mr. MAZUR. To me as well , sir.

Senator KERRY. Now, did he discuss the investigation of this sub

committee at that time?

Mr. MAZUR. In or around that time . Yes, sir. He did .

Senator KERRY . What did he say to you?

Mr. MAZUR. He informed me that the bank was concerned that

the subcommittee was looking into their association with General

Noriega. He jokingly referenced that BCCI must be doing some

thing right, because they were named along with seven very promi

nent international institutions that had that type of association,

and he explained that the bank had as one of its attorneys,re

tained for a number of reasons, Clark Clifford, and that with Mr.

Clifford's help, the bank was attempting to find out as much as

they could about the potential activities of the Senate subcommit

tee to anticipate moves.

The bank was certainly cautious . It is what really prompted Mr.

Awan's visit to Tampa, because — at least in his eyes, I was a rela
tively new face and I sensed that he would ha been much more

comfortable to actually see the operation that I was involved in .

And prior to that trip, he and Mr. Akbar Bilgrami suggested that

we suspend business until April because of the activities that were

going on . After the trip , business was resumed , and I know Mr.

Awan, on a number of occasions, told his colleagues that his assess

ment of our operation was that it was a good and sound operation.

Senator Kerry . Did you know - strike that . Did he tell you at

that time that BCCI owned First American Bank?
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Mr. MAZUR. Yes, sir .

Senator KERRY. And were you surprised to learn that?

Mr. MAZUR. Yes, sir . I had previously received information , I

think, in February 1987, from the officerin Tampa, that there was

an association. But it wasn't until Mr. Awan's statements to me

that I came to understand that the bank was, in fact, controlled by

BCCI.

Senator KERRY. And did you know at that timethat some of the

funds that you were moving through BCCI were being in turn

routed through First American in New York?

Mr. MAZUR. Yes. BCCI had a corresponding bank relationship

with First American, and after receiving the funds, would pass

them through First American .

Senator KERRY.Now, in amemo you wrote in 1988, you describe

the objectives of Operation C-Chase, and you noted that identifying

the highest ranking officers of the international bank who are cul

pable for the laundering of drug proceeds was one objective. Is that
accurate ?

Mr. MAZUR. Can you direct my attention to

Senator KERRY. That is a March 1988 memo, I believe , either

March 24 or 23. I do nothave it right in front of me, but it is either

March 24 or March 30, if my memory serves me right.

Mr. MAZUR. I have before me a memorandum dated March 15,

1988, that may possibly be the one you speak of.

Senator KERRY. All right.

Mr. MAZUR. Re: Status of Operation C -Chase, it's entitled .

Senator KERRY . Are there a number of objectives listed there?

Mr. MAZUR. Yes, sir . There are .

Senator KERRY. And the objectives — just tell us without the

memo. I mean , what were the objectives that you were setting out

to accomplish through this process ?

Mr. MAZUR. In part to determine to what extent the higher rank

ing officers of BCCI were knowingly involved in the laundering of

drug proceeds.

Senator KERRY. And I take it that you learned , did you not, that

there was an inner circle, as you have testified, of bank officers

who were involved in laundering drug proceeds. Is that correct?

Mr. Mazur. Yes, sir. It appeared that there was a particular
group that on a continuing basis dealt with these matters .

Senator KERRY . You specifically reference three bank officers

who were communicating with you at that time . Is that right?

Mr. MAZUR. Well , certainly in March 1988, there would have

been Sayed Aftab Hussain from Panama, Amjad Awan based in

Miami, and Akbar Bilgrami based in Miami.

Senator KERRY. Now, have they been indicted?

Mr. MAZUR. Yes, sir . They were.

Senator KERRY. When were they indicted?

Mr. Mazur. In—initially in October 1988, in Tampa .

Senator KERRY . In the takedown in Operation C-Chase?

Mr. MAZUR. Yes, sir.

Senator KERRY . Correct . OK. Now, did they tell you at that time ,

or did you have any idea at that time that the highest officers of

the bank were involved in a criminal conspiracy ?

Mr. MAZUR. By October 1988, yes , sir .
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Senator KERRY. You knew that ?

Mr. MAZUR. I knew that, they were telling me that.

Senator KERRY. Were you so reportingand recording in your

memos to your superiors ?

Mr. MAZUR. Yes, sir.

Senator KERRY. In February, when you mentioned taking that

trip to Europe, did you believe at that point in time that it might

be possible to bring a RICO action against the bank ?

Mr. Mazur. In February, I did notgo to Europe. In May and Sep

tember 1988 , I did , and during that timeframe.

Senator KERRY. And in February, when you were contemplating

it , did you at that time believe that it might be possible to bring a

RICO action?

Tell the committee what a RICO action would be, with respect to

the bank. What is a RICO action?

Mr. MAZUR. Racketeering and Influence Corrupt Organization

Act offense, which primarily involves charging a group of individ

uals or an institution with racketeering, asa result ofa pattern of

crime, that pattern being certain — what is - predicate of offenses

that qualify under racketeering. Certainly under it is included the

Money Laundering Control Act, and wire fraud, mail fraud, other

types of predicate offenses.

That was openly discussed with Mr. Jackowski in the U.S. attor

ney's office and really was their ball, but we did have a lot of dis

cussions about the possibility of that occurring.

Senator KERRY. Well, why would a RICO have been a useful tool,

ora useful way to indict BČCI?

Mr. MAZUR. Well, let me preface that by saying that I'm not a

lawyer, and I know that there are a lot of things that needed to be

taken into consideration .

Senator KERRY. No. I understand that. I know , obviously, Justice
will have ample to say about it . I am just trying to get it from your

perspective, that is all. The reason I ask it — and nobody is playing

a game in here . I am not trying to hide anything, the reason I ask

it is there were a whole series of memos,one dated April 27, 1988,

and this is a memo from the Assistant Commissioner for Enforce

ment to the Regional Commissioner, in which it says that the offi.

cials of BCCI, who have thus far met with the UC agents, will be

charged in a racketeering conspiracy. After this European trip, a

decision will be possible in charging the bank itself as a racketeer

ing enterprise .

Subsequently in a memo, March 1 , 1988, this is from the regional

office on C -Chase's monthly status report. Results achieved this

month. Paragraph 3, at least 2 or possibly 3 officers of the targeted

bank are indictable for multiple 18 United States Code 1956 and

RICO offenses.Subsequently, in a memo dated May 10, 1988, from

the Assistant Commissioner of Enforcement to the Commissioner,

it is the opinion of the U.S. attorney's office that the probative evi

dence exists to establish corporate criminal liability against BCCI

as an institution . Current plans for prosecution are to indict BCCI

as an institution underthe provisions of the RICO statutes and to

indict the criminally liable banking officers.

Subsequently on March 15 , there is another memo. I mean, there

is memoafter memo that sets out, this is RICO, we are goingto use



687

>

RICO , RICO works, and I take it RICO would work here, because

among other things it would have permitted the assets of the bank

to be seized. Is that accurate?

Mr. MAZUR. It could have resulted in that, but let me say that

although I agree with the content of the memos that you have

there, many of them were not written by me, but were written by

members of the investigative team who participated with me and

other members of the undercover team .

Senator KERRY. But you did write a memo in which you drew the

conclusion that you thought RICO would be useful.

Mr. MAZUR. Yes, sir.

Senator KERRY. OK. Why did you think it would be useful ?

Mr. MAZUR. Because it appeared as a possibility to thereafter

seekforfeiture of a lot of the bank's assets that would be located in

the United States. Let me add that I know there are a lot of com

plexities that could interfere with that, but it seemed , from my

level as an agent, that that was something that we would be

strongly considering and, certainly , based on the conversations we

had at our - I would say probably every 10 days to maybe 2

weeks — we would meet at a mutual site , an apartment, plus I had

probably daily, if not at least every other day, spoken with Mr.

Jackowski by phone, and that was things that we spoke of in these

meetings and /or by phone, as something that we would be serious

ly considering as time went on , in the undercover operation , and

especially beginning in June 19 — June or July 1988.

The depthwithin which we had penetrated the drug and money

laundering community wassuch that it was obvious mytime would

best be spent virtually 24 hours a day living with traffickers and

money launderers, so I somewhat became a little less involved in

the final strategies of what was to be decided, because of that need .

Senator KERRY. Do you know why a RICO indictment did not

flow in 1988?

Mr. MAZUR. No, sir . I don't.

Senator KERRY . You do not know the answer.

Mr. MAZUR. In fact, I didn't even know the indictment had been

returned until several days after it had been returned . Again , I

was away 24 hours a day working undercover.

Senator KERRY. Now , ultimately you wound up seeking a new po

sition , is that accurate ?

Mr. MAZUR. Yes, sir, it is .

Senator KERRY. Would you describe to the committee what

events led you to make that decision? Let me just say that before

you did that, you took part in the takedown. You were there

through the takedown of the official-- of the number of officers, the

original arrest, the closing of C -Chase, correct?

Mr. MAZUR. I was there but I was not present at the time of the

arrests. There was a difference of opinion between myself and some

individuals as to where and how the arrests might be considered to

be had. And after seeing to it that the defendants with whom I'd

had contactwere at the countryclub

Senator KERRY. Let me just do this . My colleague Senator Wof

ford has joined us and I want to give him an opportunity, but I also

want to closethis line of questioning. But I think it is important to

have an understanding of sort of how this event sort of was
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brought to a close. It is a colorful story. It is a very creative one. It

is interesting, and I would like you to tell us how you sort of set up

the arrest and what the cover was, and how that event took place.

Mr. MAZUR. Yes, sir. In the summer of 1988, approximately July,

there was a meeting at the Customs office in Tampa, where it was

decided that October 1988, particularly October 9 — it was requested

the arrest be orchestrated .That date had been set as early as Feb

ruary 1988. But actually implementing a plan was not put into

action until July .

SenatorKERRY. Could I ask you why it was important to have an
October 1988 date ?

Mr. MAZUR. I've had difficulty understanding that myself, at

times .

Senator KERRY . Was it fair to say - agent Mazur, is it fair to say

that this case was really not completed ? That there were signifi.

cant leads , significant amounts of evidence in October that could

have and should have been followed up, that might have resulted

in a much larger case ?

Mr. Mazur. Given the change of certain circumstances, yes . And

I would like to explain that . There was an operational plan in writ

ing that mandated to the various offices involved how one would go

about effecting an enforcement action , that meaning an arrest or a

seizure of either drugs or money. It was in writing that to do so

should be done in a way not tocompromise the main undercover

operation . Everyone who participated in it was fully aware of that .

In February or March 1988, it became obvious to me that there

were some intended plans, in particular in Detroit, to possibly

make arrests and seizures based upon Federal warrants that would

otherwise disclose the entire operation . In writing, in March 1988 I

recommended that that be reconsidered and that consideration be

given to taking the enforcement action the same way it was done

previously in areas like Los Angeles, where local law enforcement

actually took the action and were in no way in a position to com

promise our operation .

Senator KERRY. So you were afraid, I mean there was some fear

that something in Chicago might compromise some of the situation .
Mr. MAZUR. In Detroit.

Senator KERRY. But the decision was made notwithstanding that

October was the date, was it not? October had been predetermined

to be the date .

Mr. Mazur. Yes, it had been told to me that that would be the

timeframe.

Senator KERRY. Did you have any discussion with anybody about

whether or not October was the date ? Because October 1988 was a

Presidential election year. And by having an October takedown it

would make Customsbe able to present the administration with a

sort of present on a platter of a serious drug case and a major

money laundering case.

Mr. MAZUR. There certainly was mere speculation that that

played a part by people at low levels like mine. But beyond that, I

cannot say more.

Senator KERRY. But it went through your head that that might

have been a reason that there was sucha compulsion to terminate

this thing in October.
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Mr. MAZUR. I was at a loss for understanding why October. I

would say that for sure.

Senator KERRY. Now I know you do not want to, and I did not

bring you here to sort of pick on individuals . And I do not want

names and I am not looking for that. But I do want to understand

whathappened here, because it has been a source of public conten

tion. It is an issue, it is alive, and it is out there .

And it appears to me that there were — that the case just was not

complete. That there were significant pieces there that could have

led you - I mean , the first American piece, the number of high

level officers in the whole series of tapes that had not yet even

been transcribed. There was a lot of evidence that had not even

been reviewed . Is that not accurate ?

Mr. MAZUR. That is accurate. But it is important for me to add

that something was done in June 1988 that created a major prob

lem. That is, Federal warrants were in fact issued in Detroit.

Senator KERRY. But let us face it, I mean, they were issued, but

they are Federal warrants and this is a Federal investigation . And

if people were serious about this bank and what it meant, surely

somebody could have federally intervened to deal with Detroit,

could they not? There is no reason Detroit had to make what hap

pened in Tampa and Miami happen , is that not right?

Mr. MAZUR . Well, there are a number of things that occurred

that I could share with you that, at least from my perspective,

made that happen .

For one, the Customs Service at the time had a different chain of

command. It was not a straight line authority where Washington

mandated nationwide direction in these types of operational mat

ters. There were regional commissioners who had cross -functional

civil and criminal responsibilities, who had theultimate say-so in

various parts of the country. Therefore if one of the regional com

missioners had, for one reason or another, an ability to be more

persuasive about how or why an action should have happened in

this within the region , they would be able to pretty much mandate

what would be able to occur in the other regions.

And I know a lot of discussion was had in the region that includ

ed Detroit as to why it was important, in theirminds, that this be

a Federal seizure. After the seizure occurred there was some turf

battling that was publicized between Federal agencies about the

entire matter.

But I think the crux of the problem there was in part remedied

when Customsfinally decided, very recently, to go to a straight-line

authority as the other Federal agencies have. I'm glad to see

they've done that, because I think it'll minimize some of these

problems. But that certainly was a part ofthe play .

Another problem was that these very significant criminals were

now charged federally. A choice was left in the hands of the Gov

ernment; let them go or make the disclosure as required by law of

the warrants thathad been filed. Unfortunately these warrants, at

least to my knowledge, were not filed with coordination between

the undercover team or prosecutors, to my knowledge. And it

caught me by surprise, especially in view of the written recommen

dation I made in March 1988 that it not be done. But it cast in
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stone a very difficult decision . The decision ultimately was we can't

let those people go, and we have to end the case.

There were other things that happened in the summer of 1988,

such as a surveillance that the Colombians had countersurveil

lance, Colombian traffickers had countersurveillance and identified

law enforcement authorities who were surveilling them. This

caused one particular trafficker in Medellin , a very powerful indi

vidual by the name of Gerado Moncada, to suspect me of being a

Federal agent. Despite that fact that he thought that, his lieuten

ant suggested otherwise and reported to me that they tried to dis

suade him of that.

We lost a little bitof credibility, but then did in fact continue to

gain - regain credibility with the Colombian traffickers to the

extent that we picked up roughly $5 million after the seizure in

Detroit, and the surveillance which occurred in Detroit.

But those did play into the minds of those, I'm sure, who made

the decision about ending the operation . I think the pivotal thing

that created the conclusion was the cast -in -stone decision in Detroit

to file the Federal warrants, where in effect one could say we some

what shot ourselves in the foot.

Senator KERRY. Did you have an invitation to meet with other

inner -circle BCCI officers in November ?

Mr. Mazur. There was discussion in September 1988 with Mr.

Chenoy. And as I explained it to him , it was important for the

mythical people behind me to be confident that their support was

not based solely on an individual officer's authority. And that I was

looking for some assurances that the claims they were making that

the bank itself backed this were accurate.

And I pointed out to him that he was, although a general manag

er and very high, he was not the director of the bank, he was nota

president . And that my people would want to meet with higher

ups. He indicated that that was something that would be possible,

and expected to try and coordinate that sometime after October.
Whether it would have occurred in November or 3 months later, no

one will know. But it was discussed as something that could poten

tially occur .

Senator KERRY. Senator Wofford.

Senator WoFFORD. Mr. Chairman , I want to salute you for your

perseverance in pursuing this matter. It is in the service of truth

and the need of the Congress and the people to understand the di

mensions of the BCCI conspiracy and our Government's role in ex

posing and prosecuting it . I have a few questions, but just three

points seem to me, as I have tried to catch up on the hearings and
the facts, to be clear and important.

First, without the dedication and the courage of agent Mazur and

his colleagues, there would have been no arrests, no indictments,

no convictions in Tampa. And we would be far, far behind where

we are now . The murder of DEA agents in Mexico again under

scores the danger of their work. And I salute you , agent Mazur, for

everything you have done and are doing.

Second, banks such as BCCI that launder drug money are just as

responsible for the flow of illegal drugs into this country as are the

drug smugglers themselves. And as such, they shouldbe pursued
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with the full energy and resources of our law enforcement agen

cies. And I stress the full energy and resources.

Third , I hope to learn more about, and understand if it is possi

ble to understand, the plea bargain agreement in 1988 which , so

far, seems to me a far better deal for BCCI than it was for the U.S.

Government and for our people. And I still find it hard to under

stand why a RICO case was not pursued against BCCI. And I hope

we pursue those two decisions further today.May I now ask a few

questions ? While you were working on the BCCI prosecution phase,

did you have adequate resources ?

Mr. MAZUR. In my opinion , no, sir .

Senator WOFFORD. What was the impact of not having adequate

resources ?

Mr. MAZUR. Selfishly , to me first, as an agent trying to prepare

for trial, I was confronted with some 1,200 tapes that needed to be

perfected for the benefit of defendants, and their fair trial , and cer

tainly for the Government. And there was a difficulty in coordinat

ing the adequate number of people to keep that moving along. I ,

and a smallnumber of other agents, two or three, spent at times

literally 24 hours in a given day transcribing and trying to meet

deadlines. And I still was, of course, responsible for being a respon

sible witness in a courtroom , which is not an easy thing for one to

do.

But beside my own selfish needs as a witness, there were things

relative to the investigation that I'm sure a lot of individuals would

like to have seen energies put toward . But it seemed as though

there were no adequate resources to attend to them at a given

time. In view of the impending case , there were a number of

people, fiveor six, who worked literally day and night, and I must

highlight Mr. Jackowski's contribution because I had to look close

in the office to see if there was a bed , and I don't think he ever left

that room . He was constantly trying to do not only his job, but

others' jobs that couldn't be done because there weren't adequate

people there. And three or four other people from the IRS and

from Customs worked very, very hard. But we needed more help

than we had.

Senator WOFFORD. Could you compare your resources with those

of the BCCI lawyers and investigators? How many of them were
there ?

Mr. MAZUR. Well, I remember an occasion related to me by one

of the other agents who attended a pretrial hearing when Mr.

Jackowski appeared on behalf of the Government. Andsome 23 at

torneys appeared there on behalf of the defendants. He had the un

manageable task of trying to deal with all of their efforts to dis

tract everyone from the issues at hand.

And that was typical not only of what the prosecutors faced , but

what the agents faced . I understand from reports that there was

over $40 million expended in defense on behalf of BCCI. It is unfor

tunate, but I think if you tallied the amounts expended by our side,

we were tremendously outnumbered, but I'm proud to say no one

gave up. And the outcome was a success.

Senator WOFFORD. And so you felt outgunned, and I do not use

the word lightly, you felt outgunned at least on a legal and investi

gative side.
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Mr. MAZUR. Tremendously.

Senator WOFFORD. Did BCCI investigate you personally?
Mr. MAZUR. Yes, sir.

Senator WOFFORD. Can you tell us some more about that ?

Mr. Mazur. Through asource that I prefer to make reference to

possibly in closed session, I came to learn that the principal investi

gative firm working on behalf of BCCI had, in fact, retained an

other investigative firm for the sole purpose of investigating me,

and the IRS agent who is the affined in the BCCI searches.That

was something that not only happened to me,but also happened to

many other people who tried to work on behalf of the Government,

and in particular, a citizen who showed tremendous courage to

allow the Government to use his business in part as their cover,

who later became a victim of malicious statements that were made

by the investigators that led later to his financial ruin , and it's a

shame that that type of thing occurred , but it did .

Senator WOFFORD. In your 20 years in action, have you experi

enced that kind of investigation from your opponents ?

Mr. MAZUR. At times, but not at this level.The level of this kind

of investigation was unique.

Senator WOFFORD. Were there any threats to the lives of agents

or witnesses?

Mr. MAZUR. Yes, sir .

Senator WoFFORD. Could you say more about that ?

Mr. Mazur. There were a number of times when information

concerning threats were conveyed. On two times that was alleged

to have emanated from the Colombian traffickers, and at least one

and possibly two times, when information was received from Paki

stan through Government sources about potential plans to try to

affect the Government's case by kidnapping someone .

Senator WoFFORD. No further questions at this point.

Senator KERRY. Thank you very much, Senator Wofford . Senator

Brown .

Senator BROWN . Thank you . I would like your reaction to some

speculations, and it is indeed speculations, so if you do not want to

comment or do not feel comfortable, please say so .

In looking at this scheme, it does not appear that the money

laundering would have paid enough to BCCI to be worth the risk,

that they must have had other purposes in mind for what they

were doing. Do you have any thoughts on that ?

Mr. Mazur. My only thought is that it would appear to me that

although there might be other motives, certainly the profit to the

institution is very great - potentially great. One need only look at

the international institutions that had a presence in places like

Medellin and other cities within Colombia, known to be the homes

of drug lords, to know that there has to be some common thread

for why so many of these international banks seek that flight cap

ital , which moves from continent to continent.

It is massive and if one client , such as Gerado Moncada - as he

was a client of BCCI — should be very persuaded by an institution

to place funds with them; $ 1.2 billion in a given year in gross re

ceipts can certainly generate quite a bit of influence in the finan

cial community.
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Senator BROWN. I think that is what I am trying to get at. If you

are talking about a couple percent, 242-percent differential on

money you launder , that surely cannot be the purpose of this

whole operation, can it ? I mean, is not the percentage that money

launderers get usually greater than something like that ?

Mr. MAZUR. Different elements in the money laundering process

get sometimes even less than 2 percent, but in general the owner

the drug dealer who has his money here probably expects to lose

anywhere from 10 to 15 percent of their proceeds to have the funds
laundered.

Now , yes, the income from fees for handling that money is some

what small, maybe 2 percent, but the power that can be yielded by

having the deposits maintained at one's institution from those indi

viduals translates into much more than the 2-percent fee that's
made off of it.

Senator BROWN. I must say, that is the conclusion I am drawn to,

that the motivation of BCCIappears to have been to build up mas

sive deposits for another purpose, not that they did not make some

money here, but that they must have had something else in mind.

Do you believe the incidents we are talking about several of

them , but the incidents in Detroit and Philadelphia , and New

York, were somehow purposely designed to interfere with C -Chase

or were the result of just lack of coordination ? What observations

would you have on that?

Mr. MAZUR. It's impossible for me to say within my knowledge.

There are certainly things that I think were done by people in

other parts of the country which, although having a detrimental

effect on the overall C -Chase operation, may have been done by

them with the spirit in mind of doing what they thought was the

best for the case in their area. That type of thinking is very faulty

to a coordinated law enforcement effort, and is the type of thing

that I think can be more readily dealt with, with a chairman

agency being more involved .

Whether or not there were ulterior motives behind some of the

decisions that went beyond agency concerns and career concerns is

unknown to me, but I do know that the principle of thinking

what's best for the people , what's best for the case, is not what

drove a lot of those decisions . It appeared it was because people

didn't understand the big picture of the case . But to say more than

that, I can't .

Senator BROWN. You mentioned speculation about the timing in

October. What kind of hard evidence with regard to the timing

should this committee be looking at? Are you aware of hard evi

dence other than speculation that would call into question the

timing ?

Mr. MAZUR. Well, I would think that the people who were re

sponsible for making the decision of the choice of October 1988

would be able to answer presumably what their motives were for

choosing it. Not being a part of them and being on the street level

and agent level , trying to feed up the chain of command, impres

sions didn't put me in position to be able to understand what was

really going on behind the scenes .

Senator BROWN . One last observation that I would like you to

comment on, and again , this is speculation , you do not need to
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well , let mego back . First of all, can you give us names of who you

think wouldbe the operatives herethatcontrol this process that
we ought to talk to about the timing ?

Mr. MAZUR. Well, there were primarily three governmental

bodies that were involved; the Department of Justice, the U.S. at

torney's office, the Customs Service, and the Internal Revenue

Service, and it would seem to me that individuals in the agencies

from the assistant special agent in charge and above, andin the

U.S. attorney's office from the prosecutor above, would be those

people who wouldhave had a lot of the detailed conversation , now .

There's no doubt in my mind that the thinking that was going on ,

possibly in offices outside of Florida, the headquarters offices of

Customs, may not have included or been on the same line as

maybe the prosecutor, but the end result may have beenthe same.

For example, Mr. Jackowski, and I don't mean to speak for him ,

may have felt that the Detroitcase put himin a position tohave to
say October, but his answer is October. Whereas, from Customs

uppermanagement, their answer may be October , but it may be

for different reasons. I'm not privy to what it is that went on in
their minds to do that.

Senator BROWN. But those three agencies and the key decision

makers are where we ought to look ?

Mr. MAZUR. Yes, sir.

Senator Brown . The thesis I would like you to comment on in

looking at this from the outside with hindsight — it is always an ad

vantage — it strikes me that the money laundering is the tip of the

iceberg. That the real significance is not the money laundering

here. The real significance is the ultimate business plan of BCCI

and the related arms trafficking and drug smuggling, and the vari

ety of other schemes, that you might get an exemplary ,spectacular

settlement with regard to money laundering, but thatif that settle

ment which was extraordinarily good for money laundering dis

couraged an investigation of the other more significant crimes that

were going on, then it would harm law enforcement, not help it . Do

you have any reaction to that ?

Mr. Mazur. Intheory, what you're saying I agree in, but apply

ing it to the BCCI case ,I must admit that there are some criticisms

of the plea agreement that I've heard spoken of, and seen reported,

which I think are not completely accurate andtend to cast a more

negative light on the plea agreement than might be fair. Although

when we were trying to determine whether a plea agreement was

appropriate, I must say that the Department of Justice and Mr.

Jackowski went out of his way to hear the opinions of those who

were involved in the case , and solicited a list of conditions under

which that type of agreement might be considered appropriate by

each party:

My list , I know, is a part of your package here, and for reasons of

my own, I felt that in view of the final plea agreement, what it was
going to be, I saw some advantages in simply including the bank as

a defendant only because certain criteria that I hoped the bank

could be held to in a plea agreement which is not legally feasible, I

was supportive of, trying to discuss a potential agreement. But I

have to admit I was, in the long run, of theopinionthat we may as

well go to trial , in view of theterms. But I don't believe that the

2
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agreement precludes a lot of the followup that some people have

suggested that it does.

Speaking as an agent and not as an attorney, it seems to me that

the only thing it's bound by here is that the middle district was not

in a position to pursue additional charges relative to the bank . But

that the other districts, especially those like Miami, the southern

district in Florida and in New York, they had a latitude to contin

ue and certainly had a substantial amount of the criminal activity

occurring in their districts, and could take advantage of all the in

formation in Tampa, excluding that which might come as alleged
cooperation from the bank .

Senator BROWN. So you are saying the agreement did not exclude

that kind of followup in the other areas?

Mr. MAZUR. I don't believe that it did .

Senator BROWN . Thank you .

Senator KERRY. Let me pick up on a couple of areas if I can . I

want to know some things about Capcom and what happened, but I

want to finish up. Senator Wofford asked you the question about

resources and it has been something that we discussed briefly yes

terday in the office. You know, I was just reading through your

memo on the occasion of your resignation, and I am not going to

read the whole thing here, but I do want to just emphasize that it

strikes me as a fairly remarkable statement . I mean, you came to a

point in your career with Customs where for better or worse, you

made a judgment that you needed to leave to make a statement . Is

that accurate?

Mr. MAZUR. Yes, sir .

Senator KERRY. And, you know, I think it is a very honest and

bold kind of statement in which you say it is with mixed emotions

that you write a letter and you regret that conditions caused you to

think about options in your career that were different. And you

hoped to be trying to strengthen Customs against some inadequa

cies and injustices that you had noticed that you felt brought you

to that point, andyou said—I am going to read from one para

graph - you said : " I am not a disgruntled agent. I received out

standing evaluations through my 19-year career as a special agent.

I have received innumerable awards and I have twice been recog

nized with national awards from the Association of Federal Investi

gators. I do not refer to my record for any reason other than to at

tempt to establish a basis from which an impartial judge of facts

can weigh my credibility. And I would certainly weigh your credi

bility ashigh.

You also paid tribute appropriately to assistant U.S. attorney

Mark Jackowski for his commitment to the effort, and helping to

guide it to the pretrial and trial stage, and then you say, and I

quote you: " I know that my formally advising you of the deplorable

conditions in Tampa could cause some individuals in a professional

circle to question my loyalty. But it is simply out of my love for

this country and our critical need for ethical government that I

think it's appropriate to respond to a request for my candor."

Leaving aside some of the other things that you stated, you come

to a point where you say — and I quote you: " If it had not been for

the nearly 2 years of achievement prior to March 1988, the ulti
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mate outcome would also have been lost. The ultimate outcome of

Operation C -Chase." Is that accurate ?

Mr. MAZUR. Yes, sir.

Senator KERRY. Then you say the outcome of the case, while no

table, was considerably less than it could have been .

Can you share with the committee what you mean by that?

Mr. MAZUR. Yes, sir .

After the undercover operation was concluded, the Government

was confronted with a massive task . Records had been seized from

BCCI in Miami, from the homes of several officers in Miami, from

the BCCI offices in London and Paris, from the homes of traffick

ers. And a tremendous task with a tremendous potential benefit

faced the Government in using those records and analyzing those

records to the best advantage of the Government.

And very little resources of those that were available could be

used to deal with those matters because of the tremendous re

sources that were needed just to attend to pretrial motions and the

upcoming trial in Tampa, despite the hopes of trying to get - at

least from my perspective it seemed that three seasoned agents

who had a lot of experience in these types of cases could ultimately

be substantial leaders while the existing team went on with trial .

For one reason or another it was impossible for the Government

to locate people who could fill that void or it was in the opinions of

those who had the authority to make that decision an unnecessary

use of resources, one or the other.

And I think a lot of followup in contacting witnesses and review

ing records that was lost that might have otherwise benefited the

case and would have continued an instant momentum from Octo

ber 1988 on without a time out for trial would have been a great

advantage to us all to see the things that are happening in the

BCCI case happen more quickly and smarter on ourbehalf. And I

think that that was , that time out, was a costly time out.

Senator KERRY. You say in the next sentence, the indictment of

additional defendants and the seizure of substantially more drug

proceeds was lost directly as a result of the application of inad

equate resources to the investigation .

Now I take it that in April 1989 there was a memorandum from

a special agent to the special agent in charge which said, this is a

separate memorandum - in addition, in excess of 100,000 docu

ments were obtained from BCCI via search warrant. Although all

of those records have been copied and provided to the defense ,none

of these records have been viewed andanalyzed by case agents.

Do you know how many of those documents were reviewed by

the end of the year, by theend of 1989?

Mr. MAZUR. Some have been reviewed, but for different purposes.

I guess I would classify it somewhat as putting out fires and / or

dealing with the instant trial as far as followup is concerned on

those records.

Senator KERRY. You said putting out fires, people were

Mr. Mazur. An issue might come up that would require informa
tion .

Senator KERRY. So it was not systematic, it was just when an

issue came up?
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Mr. MAZUR. I think my best example of some of the problems we

encountered on the records occurred after I finished testifying in

the Tampa trial.

An IRS agent, a very gifted agent and I,analyzed certain records

that we had had for - since of October 1988. We looked at those

records because of putting out a fire. A bank officer was expected

to testify and for cross-examination purposes it would be to our ad

vantage to make sure those records were most closely scrutinized.

In a 2 -week review we came across a major drug trafficker whose

assets were identifiable from those records. We attempted to track

the assets down. And unfortunately, within 1 year after the search,

the assets had been sold and moved and protected in such a way

that the Government was precluded from seizing them.

Senator KERRY. Do you know whether or not some of those were

destroyed ?

Mr. MAZUR. After they were in the hands of the Government,

sir?

Senator KERRY. Did you learn whether or not prior to that they

were being destroyed before the Government got them because of

that delay?

Mr. MAZUR. There was a time when record destruction was ex

plained to me by Mr. Awan in September 1988 primarily in re

sponse to subpoenas issued by your committee where he explained

to me thatsubpoenas had beenissued for records in Miami of

transactions conducted by Panamanian corporations, of which one

of those accounts was mine.

And during a recorded meeting he explained to me that he and

others at the bank were hurriedly informing their clients to close

their accounts in Panama. And after the accounts were closed an

argument was going to be made that the records didn't legally have

to be turned over because the accounts were now closed . And that

with respect to my accounts, he was prepared to arrange the de

struction of part of those records so that the tracks back to me

would not bereadily available .

Senator KERRY. Now you mentioned a moment ago, I take it,

that once the takedown took place, the arrests were ongoing and

you were doing trial preparation , that you and your associates

were principally wrapped up in trial preparation . Is that correct ?

Mr.MAZUR. Yes, sir. And I was somewhat isolated because I was

in an off-site, out-of-Tampa location with headsets, boxes of tapes,

and transcripts and mostly communicating by phone.

Senator KERRY. And you said earlier that there was a time out.

What did you mean by a time out?

Mr. MAZUR. After the search and the arrest occurred, there were

things that potentially, at least in my opinion, could be followed up

relative to other officers who were not charged and records which

might lead to superseding indictments or additional indictments.

But because of the resource crunch, those that were made avail

able by the agencies had to , on behalf of the Department of Justice ,

beapplied to the trial preparation .

Senator KERRY. So effectively, there was not a followup and

there was not really a continuation of investigation into the leads

that existed at thattime?

Mr. MAZUR. To a limited extent there was, but not in effect, no.
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And I must add , though , that it was always the plan of Mr. Jack

owski that after the conclusion of the case, following convictions,

these individuals would be brought back and compelled to testify.

So that aspect of the followup was always considered.

Senator KERRY. In a subsequent memo, Mr. Mazur, you note in

that memo, quote: “As a result of the inability to follow leads that

would have compromised the covert operation prior to October

1988, there are literally hundreds of leads which must be pursued

prior to trial involving.” The rest of thatparticular memo is re

dacted so we do not know exactly what all the things are that it

involves.

Let me ask you. Is that accurate, there were literally hundreds of

leads?

Mr. MAZUR. Yes, sir.

Senator KERRY. But those, effectively, were not being followed up

on.

Mr. MAZUR. For the most part, no, sir.

Senator KERRY. Did any of those leads pertain to illegal arms

transactions?

Mr. Mazur. Potentially they could have. And in hindsight now,

yes.

Senator KERRY. Did any of those leads pertain to Iran -Contra

transactions?

Mr. Mazur. I'm not familiar with that, although I can say that I

know there was a transaction involving Mr. Khassogi that Mr.

Awan informed me of during the course of the undercover oper

ation . So, presumably there would be transactions . Whether they

were filtered through the branches that the searches occurred at or

not , I don't know.

Senator KERRY. Did any of those leads pertain to payoffs of Gov

ernment officials ?

Mr. MAZUR. We can't say for certain , but knowing the conduct of

BCCI at this stage , in hindsight, I can say that that possibility cer

tainly exists.

Senator KERRY. Did any of those leads pertain to the illegal own

ership of First American?

Mr. MAZUR. I believe there were records in the Miami location

thatwould have related to, atleast in part, the association between

BCCI, First American, and National Bank of Georgia. For a not

brief, but for a couple of months I know there was followup rela

tive to that issue under the guidanceof the middle district of Flori

da and the U.S. attorney's office after the undercover operation

was concluded.

Senator KERRY. Senator Wofford.

Senator WoFFORD. In your letter of April 3, 1991 , calling the cir

cumstances " dire and deplorable " relating to you and some of your

colleagues, have you considered the possibility that those circum

stances were related to problems that you felt personally were re

lated to the BCCI matter and your role in it?

Mr. MAZUR. Certainly, in part. There were other problems that ,

from my perspective, existed that were either less or even not in

volving the BCCI matter.

Senator WOFFORD. Could you elaborate on what the relation of

those problems was to BCCI, to your work on BCCI?
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Mr. MAZUR. It appeared to me from where I sat that after the

times where I had discussions with some factions of customs about

a couple of issues , one the publicity that occurred in the BCCI case,

which I had a different opinion about and the resource issue, it ap

peared to me from my perspective that certain things were occur

ring that some people might interpret as being retaliatory relative
to me.

And it seemed to me that that was an occurrence not just isolat

ed to me, but others who shared my opinions. And in that way it

was somewhat affected or related to BCCI.

Senator WoFFORD. Do you have any evidence of the corrupting
power of BCCI, that it reached into the Customs office ?

Mr. MAZUR. I have no firsthand information about BCCI's possi

ble influence of Customs, just speculation .

Senator WOFFORD. Do you have any evidence, any indication that

you can give us that thecorrupting influence of BCCI reached into

any other Government agencies or agents that you dealt with, the

Justice Department or elsewhere ?

Mr. MAZUR. No, sir. I think the only thing I can say about that is

that I know and was told that it wasa practice of BCCI to attempt

to ingratiate themselves on world leaders in a number of countries

and that a concerted effort certainly wasmade here in this country

as I was told it was made in a number of others with the hope that

BCCI could curry favor as a result of that relationship . I know that

was a general theme, beyond that I cannot say anymore.

Senator WoFFORD. Do you think the four instances in which your

undercover operation and identify were revealed was an accident

or by design to force the C -Chase case to closure?

Mr. MAZUR. I don't know, sir .

Senator WOFFORD. Would you describe those four instances and

their impact on your case ?

Mr. MAZUR. I don't know if there's four. But I will tell you as I

can remember. One is the issue in Detroit.

Senator WOFFORD. Detroit?

Mr. MAZUR. Yes, sir. In that instance there were warrants, Fed

eral warrants that were filed which although didn't name me or

the other operatives by name, in such detail described our activi

ties, it would be apparent from anyone who read the warrant that

we were Federal agents. Those were sealed, but unfortunately in

the drug world rules sometimes don't exist and it is not always a

wise idea to rely on the system to contain information .

And there was another instance in New York in July 1988 when

the agents who were working in New York were detected by Co

lombian traffickers who were doing countersurveillance. That cre

ated some credibility problems with one of the cartel members who

suspected me to be a Federal agent.

There was also an instance in Houston when a surveillance was

similarly suspected to be compromised.

And those are the three that come to my mind now.

Senator WOFFORD . Philadelphia?

Mr. Mazur. I don't recall anything that occurred in Philadelphia

that equates to the three examples I gave.

Senator WOFFORD. In your letter, you say that on 60 Minutes,

U.S. Senator John Kerry, questioned why Federal Government
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agencies failed to pursue the natural followup matters to the BCCI,

principally, alleged criminal offenses by former Secretary of De

fense Clark Clifford .

As it relates to the U.S. Customs Service, I believe the answer to

Senator Kerry's question can be found within this letter. Could you

elaborate , please , on what in your letter explains why there was no

followup to the heart of the matter in BCCI?

Mr. MAZUR. I think basically the tone of what we've discussed

here today, I had not ~ I was not aware if it had occurred that the

things we've discussed here today were readily known with regard

to the time out as I guess I have described it. And the limitations

that we as a Government, because of the resources that are avail

able, are confronted with in a case like this, when you're not only

facing Colombiantraffickers who make over $ 1 billion a year, but a

bank that can afford to spend $40 million to defend a case, that's

quite an awesome responsibility for the taxpayers to be expected to

carry .

Somewhere in the middle of all this, I guess, there's a balance to

protecting the taxpayers. But I can also see, with all that was at

hand, it would have taken a good chunk of the Government's re

sources just to address this one case. We are certainly understaffed.

And certainly more agents would have helped, but maybe we can
work smarter.

Maybe some of the examples of what happened here can be posi

tively used so that when we havethis opportunity again , wecan do

more with what we have. I think we can do more with what we

had . But I also think we could use the help.

Senator WOFFORD. Did the influence of high officials who were

high persons of prominence ever appear to you in any form in

terms of inhibiting your work or retribution toward you ?

Mr. Mazur. I wouldn't say it necessarily inhibited, but it slowed

the process down some. There are times when people can step for

ward representing an individual and because of their standing can

cause people to maybe think a little slower and more cautiously as

they approach a particular case. And in this instance, I think there

were times when a pause occurred because of the apparent influ

of someone who represented an individual. And I don't know

if that is more because of a human weakness or because of some

thing that I am unaware of. But it certainly was something that

was felt at times.

Senator WoFFORD.Could you tell us about those times, one or
two or three or more?

Mr. MAZUR. To give detail, I would offer that maybe in closed

session , the particular names might be best discussed in that

forum . But there were times when, for example, relative to one de
fendant, a former Government official, a practicing attorney had a

meeting, despite the fact that the defendant never made an appear

ance ina trial, challenging the good faith in which the indictment

had been returned and which caused a number of people to feel it

necessary to lay the case out to the Government officials who were

contacted about whether or not this was a mistake on the part of

the Government.

Eventually that former Government official's, then attorney's

concerns were allayed, but it had to be dealt with and it certainly
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was a distraction during the course of proceeding in trial prepara

tion .

Senator WOFFORD. Any other instances that you can describe

short of a closed session?

Mr. Mazur . I'm sure that I could recall, given some time, other

instances like that . And I would ask that you consider allowing me

to give it some thought and possibly providing you with the infor

mation in a different forum at another time.

Senator WOFFORD. One last question on this point.

Senator KERRY. I just wanted to say we appreciate that and the

record will remain open so that you may do so .

Senator WOFFORD. You said you had speculations that the cor

ruptive influence of BCCI might be responsible for your problems

reflected in the letter. You said it is nothing but speculation . Do

you have any facts related to those speculations?

Mr. MAZUR. I think I can only fairly say that it's outside my

knowledge as to what caused a number of things from my perspec

tive. There are things that occurred which made it appear that

either through agencywork or for a misguided priority, things may

have happened. Whether other things impacted on it or not, I'm

unaware .

Senator WOFFORD. Thank you. Thank you , Mr. Chairman.

Senator KERRY. Before I turn to Senator Brown, you mentioned

yesterday in the office very briefly when we met for the first time

and chatted about this, that there were moments you kind of felt

like you were out in the wilderness.

Do you want to share with the committee that sense that you

and I know other people on the line — I know you are not alone on

that, because I have talked to many other agents. I just would like

to have that as part of the record .

Mr. MAZUR. I think the analogy I made that we were somewhat

of a reconnaissance squad that had been out in the middle of the

desert and encountering theenemy, and sent word back to the fort

that we needed some help. And waited and fought and fought and

fought but no help came.

But now I have to say very candidly that what it is that is occur

ring today, I think, is dramatically different in that there are some

very substantial efforts underway and that have been underway

throughout this year, which are much more realistic .

I guess since the Tampa trial ended in 1990, some of the re

sources that were on that trial are now involved in those efforts,

but there are even more people, agents from the FBI and from IRS

and from Customs, all of whom are working hard together in a

number of different districts to get to the bottom of this.

Senator KERRY. Well, I would agree with that. I think there is a

significant effort going on now and am pleased to say that I think

significant resources are being committed, and I think that is good.

Let me ask you something, though. You know this case has

become celebrated and maybe notorious is a better word, and so a

lot of resources are focused on it. But you have talked about the

amounts of money and the sort of outgunned status. And I would

just like your comment generally on the status of the law enforce

ment effort that the waron drugs and so forth; I mean, are we notI

just outgunned ?
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Is this a terrible swim upstream , Sisyphus pushingthat rock up

interminably, or is there something ?I mean , could we turn it

around relatively rapidly with a resource allocation and so forth ?

What is your sense of this effort you have now spent 20 years of
your life dedicated to ?

Mr. MAZUR. I think any quick solution toa problem is only tem

porary and I think that a smart plan with dedicated resources is a

wisercourse of action than hoping that we could come up with the

magic to end it.

Unfortunately, the problem is at terrible proportions currently,

but in the last several years we've learned the importance of edu

cation and included that in our program , which, frankly from my

perspective as an agent , I think wasa tremendous accomplishment

and is going to , in the long run, make an impact in this country.

But I also think, and I come back to what I mentioned before,

that we need to take these agency wars and these jealousies and

these problems and put them aside. The agencies themselves have

been given a substantial period of time to show the maturity to put

that aside. It hasn't happened.

I think the Drug Enforcement Administration that got the nod

in 1973 deserves a chance to try it as a mature member of that im

portant team . The other agencies, enough can't be said for the ex

pertise they have. It is essential to a cohesive multiagency effort.

But we need a chairman. And from my 20 years, I can say,and

I've been in now three agencies, it would not make any sense from

my experience for it to be anything other than the agency that has

all of its expertise dedicated to that since 1973.

Senator KERRY. I appreciate that answer. I am going to come

back to onearea , but I recognize first Senator Brown.

Senator BROWN. Just two questions quickly. One of them relates

to the withdrawals in 1988 by drug dealers. As I understand the

circumstance, shortly before the arrest of five BCCI officials in

1988, some international drug dealers made significant withdraw

als from their BCCI accounts .

The speculation is, of course, that somehow they were tipped off.

Do youhave knowledge or any thoughtsin this area about poten

tial leaks that could have tipped off BCCI officials or drug dealing

officials ?

Mr. Mazur. My exposure to that primarily comes from an arti

cle , I guess, that recently appeared, I think, in the New York

Times. Although I lived the events, one thing that I did not notice

that was a part of the formula of speculation in the article is some

thing that was occurring as a result of actions of this committee.

That is , that in July, a subpoena or subpoenas were issued to

BCCI for key records, primarily those in Panama. And I know I, as

a money laundering client in the eyes of BCCI, was I was vigor

ously told that it was in my best interest to close those accounts

out as quickly as possible and transfer the funds to another BCCI

branch.

Senator Brown . Who was it that gave you that advice ?

Mr. MAZUR. Two officers, Akbar Bilgrami, who was in the mar

keting division of the regional office of BCCI, the Latin American

and Caribbean regional office, and also Amjad Awan, who is also

on that staff.
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I know that that same information was being conveyed to other

customers and I'm sure that a large number of accounts from Sep

tember and October were closed as a result of that encouragement

from them.

Senator BROWN . Did they say why you should transfer the

money ?

Mr. MAZUR. Because of the possibility that this committee would

be successful in enforcing a subpoena that would call for the pro

duction of records of transactions conducted on behalf of Panama

nian corporations.

Senator BROWN . You mentioned earlier that there was a period

when the drug dealers you were dealing with suspected you person

ally of being a law enforcement agent . What was it, what hap

pened, that made them suspect you?

Mr. MAZUR. At the outset, when they first met me, there were

certain challenges made by them. That's just normal and I didn't

consider it prompted by anything other than caution . And then in

May and June, it was revitalized because of the terminations of Op

erations High Seas and Cash Whip.

But then, in July 1988, the middle of July, after having met with

Gerado Moncada's representatives and struck a relationship that

would have called forus to handle a large amount of his drug pro

ceeds, that, of course, would have exposed his drug dealers here in

the United States.

With the surveillance of the first major pickup of money from

his people in New York, that pickup was for $ 10 million , that sent

a signal to Moncada, as I was told by his subordinates, that that

act of seeing those police officers out there plus other suspicious ac

tivity , meaning the Detroit activity, caused him to think that I was

a Federal agent.

But his underlings, who included these two people , one an attor

ney and the other, an airplanepilot, they were repeatedly suggest

ing that this was not the case. But those are the things that I think

most caused him to feel that .

Senator Brown . It was not necessarily that someone had fin

gered you , it was something that you had knowledge about, had

been under surveillance, and I assume his suspicion then would

have gone to anyone who had knowledge about that operation .

Mr. Mazur. From my perspective, it appeared that there were

some viable reasons that the defendants had their suspicions.

Whether or not there were other things that caused them to have

the suspicion , I don't know, but the ones I've mentioned are the

only ones that I am personally aware of.

Senator BROWN . Going back for 1 minute to the recommenda

tions from BCCI bankers to close accounts and transfer money, did

you get any indication that the attorneys for BCCI were aware of

that particular activity by the BCCI banking officials ?

Mr. MAZUR. It appeared that way to me. I guess one of the things

that caused me to have that opinion, among others, was a conver

sation with Mr. Awan in September 1988 which was recorded ,

wherein he specifically told me that in an effort to frustrate this

committee's subpoena for his appearance he had been instructed by

Mr. Altman to leave the country and to go to Paris , and that is
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probably one of the things that comes first to my mind that led me

to think that there was some knowledge.

Senator Brown. He indicated Mr. Altman had suggested to him

to leave the country so that he could avoid the subpoena ?

Mr. MAZUR. Yes, sir.

Senator BROWN. Thank you. I just wanted to add a personal note

of thanks. To put your life on the line for this country is an ex

traordinary commitment. Not everyone has a chance to make sucn

a commitment, nor would everyone do so. I think everyone who is

aware of your activities is deeply appreciative that there are people

like you who are willing to make sacrifices.

I know coming here was not the easiest decision you've ever

made, that you've had threats on your life and threats concerning

the safety of your family. We very much appreciate the kind of

commitment you've made to this Nation and your willingness to

share your testimony with us .

Mr. MAZUR. Thank you very much, sir.

Senator KERRY. Mr. Mazur, you mentioned earlier an entity

called Capcom . Do you want to tell us what Capcom is, or was?

Mr. MAZUR. It was a commodities futures brokerage firm based

in London that had affiliates in Chicago and I believe also Dubai,

or Abu Dhabi, and it was run by a gentleman by the name of

Ziauddin Akbar, who is the former head of BCCI's treasury and a

close personal friend of Mr. Awan's.

At the time that I first became aware of Capcom , that company

came to my attention by a conversation withMr. Awan and Mr.

Agwani, when they explained to me that they would be soon leav
ing that bank.

That conversation occurred one of the very last days of June

1988, and that their plan was to take a large amount of the portfo

lio that they managed through some 70 high net worth clients, in

cluding myself, that comprised about one-half billion dollar portfo

lio with them, so that it could be managed in their private bank or

private investment company that would be affiliated with Mr.

Akbar, and they suggested that I strongly consider not suspending

my activity with BCCI, to launder funds there, but to expand it to

include Capcom and their future private banking firm .

To aid that end, they arranged for me to meet Mr. Akbar in

London, which I did in September 1988.

Senator KERRY. Did you open an account at Capcom ?

Mr. MAZUR. Yes, several.

Senator KERRY. And Capcom became part of the original indict

ment.

Mr. MAZUR. Yes, sir.

Senator KERRY. What did you discover about Capcom as your in

vestigation continued ?

Mr. MAZUR. What I discovered is that the company had

Senator KERRY. And Capcom was a piece of BCCI,a sidebar.

Mr. MAZUR. It could informally be referred to as that. It was

really an outgrowth of a BCCI plan. As it was explained to me by

Ziauddin Akbar, he explained that as the head of the treasury, con

ducting futures transactions, it became obvious to him that the

bank was losing some $30 million a year in commissions, and that
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it would be advantageous to the bank to form a commodities bro

kerage firm of their own.

Senator KERRY. To capture that money itself ?

Mr. MAZUR. Correct. Of course , licensing here in the United

States would be impossible for BCCI, or certainly difficult, and so it

was a plan of Mr. Akbar's and the bank to defraud those who they

submitted their applications to, to give the impression that this
brokerage firm was not related to BCCI. As that plan began , BCCI

pulled out, but Mr. Akbar, who had commitments from high net

worth clients of his, decided to continue it . He therefore opened

Capcom while he was still employed by BCCI, and then shortly

thereafter left BCCI, became the president of Capcom , and ran that
company.

Senator KERRY. What is the status of Capcom today ?

Mr. MAZUR. I don't believe it's doing business any more as a

result of this particular case . The recorded discussions with Mr.

Akbar, we came to learn that it was his plan to launder drug pro

ceeds through the transactions of Capcom . Capcom had advantages

of doing that primarily because it had a gross transaction rate of

roughly $90billion in an8 -month period of time .

Senator KERRY. $90 billion .

Mr. MAZUR. Gross transactions.

Senator KERRY. And that's in a span of

Mr. MAZUR. Eight months, as he described to me, and that with

all of that activity going on, it would be easier to layer drug-related

transactions that could not be otherwise discovered . He offered to ,

and in fact did that for us.

Senator KERRY. Now, is that what you later discovered as you

continued investigating , or did you discover something else , or have

you since discovered ?

Mr. Mazur. Since that period of time, the discovery—the particu

lar discovery was made of funds that were owned by another indi

vidual in that institution , although it was certainly suspected that

Mr. Awan's favorite clients and Mr. Bilgrami's favorite clients like

myself would be shifted to Capcom , and as it turned out that was

the case, and in part some of General Noriega's money was han

dled through Capcom at or near the same time of the transactions

that were carried out on my behalf, and while I was in discussion

with Mr. Akbar.

Senator KERRY. How much drug money do you believe was being

laundered through Capcom ?

Mr. MAZUR. I don't know, sir .

Senator KERRY. How much drug money do you believe was being

money laundered through BCCI?

Mr. Mazur. I think it would be safe to say untold amounts . The
client list includes a number of the higher profiled

Senator KERRY. Untold amounts , I mean , what are we talking

about, $15 million?

Mr. MAZUR. Fifteen what?

Senator KERRY. Million dollars.

Mr. MAZUR. Maybe for one client . In speculation , maybe for one

client. Certainly not in total.

Senator KERRY. Are you talking about hundreds of millions, bil
lions?



706

Mr. MAZUR. I would say probablyhundreds of millions, but that

again is speculation , and just based upon a consideration of who

clients were, and the type of balances that were in the accounts.

Senator KERRY. Well, at that time you had information about

France , Luxembourg, Switzerland, other countries, am I right

Panama, Colombia . The effort down in Tampa and so forth , how

much did you launder through just in the SeaChase operation ?

Mr. MAZUR. Through BCCI, I think approximately $14 million ,

which was — and I want to point this out, because it is something

you need to consider when you're doing these types of operations,

and I think it was considered in this right up front.

You don't want to become the world's best money launderer, be

cause you're promoting crime as you're gathering evidence, and it

was our plan to in fact launder a minimal amount of money while

gettingthe maximum amount of information , and in comparison to

some of the prior efforts, I think that's one thing that can be posi

tively said about the Sea Chase operation . Others I know wound up

in a position of handling several hundred million dollars, and in

this instance we were able to contain it to roughly $34 million in

total, $ 14 million through BCCI.

Senator KERRY. What other agencies of the U.S. Government

were investigating Capcom ?

Mr. Mazur. At what particular time are we speaking of now, sir?

Senator KERRY. I'm talking about 1988, 1989 .

Mr. Mazur. In 1989, I'm sure the Commodities Exchange Com

mission, the regulatory agencies involved in commodities ex

changes would be in Chicago, because they directly received infor

mation about Capcom's activities in Chicago from Tampa.

Senator KERRY . Was there mirror-image trading going on at

Capcom ?

Mr. MAZUR. Yes . That was the principal means .

Senator KERRY. Could you describe how that was done?

Mr. MAZUR. Yes, sir. It was the plan of Mr. Akbar to create ac

counts in the names of several different Shell corporations, foreign

corporations established in countries that have laws that prevent

you from knowing the true beneficial owners of corporations and

that, on behalf ofthose corporations, after receiving an amount of

money from us he would place an order to both buyand sell a com

modity at the exact same time, ensuring no loss or gain , charging

us the fees that would otherwise be related to those transactions,

and then disbursing the funds to us through a third -party broker.

He dealt with some 30 third -party brokers throughout the world,

so in effect you could put money in , in either Chicago or London,

and in fact New York , because that's where the London Capcom

office had one of its accounts , and you could later receive it in the

name of a third-partybroker such as Merrill Lynch or Prudential

Bache in Tokyo, or wherever it is you wanted it, and considering

the fact that it was scrambled amongst $90 billion in transactions,

it would take forever for anyone to ever find it.

Senator KERRY. Do you believe that Capcom was used as a deliv

ery system to pay off politicians and Government officials ?

Mr. MAZUR.I don't know, sir.

Senator KERRY . You don't have any knowledge of that?
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Mr. MAZUR. I have no knowledge of whether it did or didn't

Occur.

Senator KERRY. Do you know what banks and brokerage houses

are being used by Capcom ?

Mr. MAZUR. I was advised of a number of different banks during

the recorded meetings with Mr. Akbar. I remember him mention

ing to me Manufacturers Hanover. I can't recall if more was said ,

but the record will speak for itself. Those are recorded conversa

tions.

Senator KERRY. Did you convey your suspicions about Capcom to
any other Government officials ?

Mr. MAZUR. Directly back to those people involved in the Tampa

prosecution .

Senator KERRY. How close were you to fully understanding the

operations of Capcom at the time that the Tampa BCCI was taken

down ?

Mr. MAZUR. I would assess it as having my foot in the door at
that stage.

Senator KERRY. Have you heard from other Customs or IRS

agents of investigations involving money laundering in offshore

banks that were stopped at the request or insistence of any intelli

gence agencies ?

Mr. MAZUR. I don't recall that.

Senator KERRY. Operation Lone Star.

Mr. MAZUR. I'm not familiar with that, sir.

Senator KERRY. Customs Commissioner William von Raab testi

fied that Customs agents found CIA accounts at BCCI. Did you

have any personal knowledge of any CIA accounts that existed at

the bank ?

Mr. MAZUR. No, sir.

Senator KERRY. Do you have any knowledge — when you men

tioned that Mr. Awan was being told to leavethe country, did he

say any reason why with respect to that? I mean, did he talk about

any threats of General Noriega, or anything like that , or was it

simply to avoid appearing beforethe committee ?

Mr. MAZUR. No.The threat issue seemed- frommy perspective to

be a recent invention . The purpose was specifically said that it was

for the purpose of frustrating and preventing him from appearing

relative to the subpoena.

Senator KERRY. In late March 1989 — well, let me ask this first.

Did you ever meet Jack Blum?

Mr. MAZUR . No, sir .

Senator KERRY. Did you ever have occasion to see any memoran

da with respect to any of the information that he provided to the

agency or to you?

Mr.MAZUR. It's possible I might have quickly seen — at that point

in time I was verymuch involved in transcribing.

Senator KERRY. Senator Brown.

Senator BROWN. We focus somewhat in these hearings on the

motives involved . In the Tampa deliberations and the case brought

in Florida, is there value to getting convictions in Florida so that

you can follow up on other leads elsewhere around the country ?

Mr. MAZUR. Most definitely.

Senator Brown . Why is that of value? What connection is there?
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Mr. MAZUR. Because once a defendant is in fact convicted , the

Government has the opportunity to call them before a grand jury

and compel their testimony with respect to crimes they have

knowledge of. It puts them in a position of either answering truth

fully or perjuring themselves and facing future prosecution, or

beingfound in contempt and having to beincarcerated for a longer

period of time . Those options often cause for the Government to be

in receipt of a lot of information from the defendant because of the

predicament they find themselves in .

Senator BROWN. I am trying to pick the best way to follow up on

all of this because of its incredible scope . Would the best strategy
be to get some convictions and then follow the information that

those convictions provide you toother areas, other leads, or to not

bring that action and to try and follow the leads ? First, it strikes

me as basically a question of tradeoffs to some extent.

Mr. MAZUR. Well, I think especially in this instance , but in most,

when both options exist it is in your best interest, if it is an ex

tremely important matter, to do both, because you may find after a

lengthy effort it was certainly anticipated that the result that oc

curred was a just result and would have occurred , but sometimes

that doesn't happen , and at that point in time one would be left

with nothing having occurred in the last 2 years.

But there are also things that are outside, possibly, the knowl

edge of some of those defendants which can be gained by the Gov

ernment through an active investigation during that timeframe

and may also be helpful in questioning them when that time does

come.

Senator BROWN. Thus, the need to do both .

Mr. Mazur. I believe so.

Senator BROWN . In these circumstances and I recognize that

you may not have been involved in all of this, but fromwhat you

know , have those convictions been helpful in generating additional

leads, or additional evidence?

Mr. MAZUR. I believe they have been helpful.
Senator BROWN . Thank you.

Senator KERRY. Mr. Mazur, with respect to your testimony today,

has anybody - were you required to meet with any people to review

your testimony before you came here?

Mr. MAZUR . Not for the purpose of reviewing my testimony, but I

did have a meeting yesterday — in fact, shortly before I came to

your office — where members from the Department of Justice ,

Treasury, and Customs enlightened me somewhat about what I

could expect in the way of the procedure, and we did speak about

that , the layout of the room and the procedures that one should

follow .

I have been questioned on prior occasions by representatives

from Customs, from Treasury, from the Departmentof Justice, and

from other subcommittees about matters related to this.

Senator KERRY. Is there anything that you feel uncomfortable

about or constrained, somehow, not to share with the committee

for any reason?

Mr. Mazur. No, sir . There is one matter that I think maybe in

closed session I would like to make mention of. Other than that,

no, and I would like to say that at no time has anyone from the
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Department of Justice or the Drug Enforcement Administration

been anything other than completely supportive of my answering

the questions as I know .

Senator KERRY. Is there anything that you have not been asked

about that you think the committee ought to be aware of, or any

issues that we have not raised that somehow the committee should

understand in trying to understand the sequence here?

Mr. MAZUR. If it is at all possible, because of the breadth of the

subject, if I might be given the opportunity to think about that and

possibly provide in writing or in some way, something that might

fall into that category. But as I sit here now, I can't think of some

thing otherthan the one issue that I think you should be aware of.

Senator KERRY . Fair enough, and why do we not then leave - as I

said earlier , we will leave the record open with respect to that and

then we will return and hopefully have a chance, perhaps in closeda

session, to follow up on some of that if necessary, and we will plan

to do that at the appropriate time.

Let me just say that there is a lot of detail , and this is a hearing

and not a deposition, and not a sort of formal process of any kind ,

and we are not there for delving into a lot of the detail that clearly

is there . It might be that in closed session or otherwise, with the

record open, we may want to submit some questions to you, yet, for

the record in order to complete it, but I think the basic picture and

story has adequately been told by you, and we certainly appreciate
that.

I want to reemphasize what Senator Brownhas said . Your being

here is important in understanding how all of these work, and the

difficulties, and there are difficulties. I have been the first to ac

knowledge that there is nothing easy in pulling together various

agenciesand in making some of the choices , when you are as out

gunned in many ways and that is a bad term, probably, but as we

are against some of these corporate entities , as well as against

some of these criminal entities .

I join Senator Brown and others in paying huge respect to you

and to your colleagues, to those who are not here, to your partners

in this , and to the other people who are on the front line thing to

make these things work.

I think it is better to talk about those things and air those things

than to simply leave them closeted up, so that you are out there

feeling like you are in that desert with the army keep coming at

you and coming at you, and you do not feel like you are getting

any help .

Believe it or not, we are here to try to help, and I hope that

somehow we will be able to do that. But I pay my respect to you for

your commitment and for your dedication here, and I certainly

hope that no one will feel other than that you have once again

tried to serve here today, and that this does not represent any kind

of breach of etiquette, or stepping out of the line , or so forth .

You're not here willfully. I understand that. You are here at suf

ferance, as I know are some of the other participants, but we think

it is important.

Now,in order to deal with the issue of security, we are going to

recess the committee momentarily. I am going toask all spectators

and prospective witnesses if they would vacate the room so that
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Mr. Mazur can leave separately and the camera room shut, and

before that let me say it is now 12:30 p.m., so I will reconvene.

Senator Riegle I think is asking me to do an amendment on the

floor on the banking bill . I am not sure whether I will have to , or

have time, but we will try to reconvene promptly at 2 p.m. if possi

ble, and we stand in recess .

Before we recess, let me just check one thing. [ Pause.]

Senator KERRY. Let me just also say that on the letter that we

referenced , I am going to put that in the record, but it is substan

tially redacted in order to protect any individuals within the de

partment, et cetera, or some of the statements that were made

therein that are not substantiated and do not have a countercom

ment, so we are redacting those.
We stand in recess until 2 p.m.

[The information referred to follows:)
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P.O. Box 23223

Tampa , Florida 33623

April 3 , 1991

Commissioner Carol Hallett

U.S. Customs Service

1301 Constitution Avenue NW

Washington D.C. , 20229

Dear Mrs. Hallett ,

with very mixed emotions , I'm writing you this letter to

inform you that I have applied for a position with the Drug

Enforcement Administration and have informally been advised

of my imminent appointment . Although I am excited about

embarking on a new career with the dea , I regret that the

conditions that caused me to consider options to my career

with Customs still exist . As I prepare to leave the world of

U Sretams, I hope that in some wao way my leaving the

service will give you and many others the strength to

confront the inadequacies and injustices that have led me ,

and is leading other respected agents , to leave the u.s.

Customs Service in North Florida. Due to the nature of the

problems in Tampa , I and others feel the severity of Tampa's
problems will not po rorngnizart unloce wa carnifice

careers with Customs .

nur

I am not a disgruntled agent . I have received outstanding

avaluations throughout my ninteen ( 19 ) year career as a

Special Agent . I've received innumerable awards , and I have

twice been recognized with national awards from the
Association of Federal Investigators . I don't refer to my

record for any reason other than to attempt to establish a

basis from which an impartial judge of facts can weigh my

credibility .

was the

There are several key personnel within and outside of Customs

who are not influenced by the "networking" and manipulation

in Tampa , and I encourage you to explore these matters with

individuals like U.S. Customs and

Assistant U.S. Attorney Mark Jackowski .

Group Supervisor of the C-Chase group for

2. His superior professionalism and management skills

are the major reason for our successful trial preparation

concerning the C -Chase defendants . Mr. Jackowski was the

Assistant O. S. Attorney that successfully guided C-Chase

through it's covert , pre-trial and trial stages over a four

( 4 ) year period .

I know that my formally advising you of the deplorable

conditions in Tampo could cause some individuals in my new

professional circle to question iny loyalty , but it is simply

out of my love for this country and our critical need for

etnical government that I think its appropriate to respond
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to jenn fengley's request for my candor .

:
have nothing but the greatest respect for the mission of

the U.S. Customs Service , and I am especially proud to have

served in " the war on drugs " with many fine men and women

within Customs . The achievements that we have made in Tampa

over the past three years have been made despite the repeated

undermining of our work by certain

personnel who are well known within the Customs Service to

have allowed their actions to be corrupted by a number of
factors, including :

Unfortunately , the debilitating condition in Tamoa has ornum

...agapie proportions and now threatens the ethics ,

morality and legality of the Customs Service in North
Florida . Morale and meaningful productivity in the office is

at an all time low , inter - agency relationships are shaken by
mistrust , and the reputation Customs once had as u premier

federal agency has been destroyed .

when the covert operation called C -Chase was two - thirds

completed and

transformed the motives of management decisions from a

healthy mentality guided by the interests of the government

to a dysfunetional leadership guided predominantly by

personal agendas . if it hadn't been for the nearly two years

of achievement prior to March 1988 , the ultimate outcome

would also have been lost . The outcome of the case , while

notable , was considerably less than what it could have been .

The indictment of additional defendants and the seizure of

substantially more drug proceeds was lost , directly as a

result of the application of inadequate resources by

to the investigation . This opinion is shared by

individuals meaningfully involved in the successes préserved

within Operation C -Chase , including the lead prosecutor ( See

Attachment A. Memo at AUSA Jackowski, page 4 ) .

The gross inadequacies realized via the overe investigative

Drocess within Operation C -Chase was forecset , in writing . to

frequently over the past three years by

individuals, including myself . The efforts by me and others

to professionally express concerns about Operation C - Chase ,

via the chain of command, were unfortunately misinterpreted

as a personal affront that became so

Personalizzd that it precipitated nothing but vindictive and

a :: * : * ? againge us and the 68 4 . Under

:: - . ing c -chazo azarts have suttered through :

the ass : gnment of critical matters to unqualified

by
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nas :

me

agenes for personal reasons , enus undermining easily

attainable major goals ,

- no secretary for two years.

- the drastic understaffing of senior agents truly

experienced in financial investigations , and

- the repeated shuttling of different supervisors and

acting supervisors , thus impading consistency .

with respect to myself ,

1 ) improperly threatened

three separato occasions, Simply because my good faith

and appropriate actions conflicted with personal

fareer goals .

2 ) attempted to coerce management personnel to improperly

and unfairly execute my employee evaluation .

31 attempted to illegally breach the doctor- patient

relationship between a doctor and me , as well as the

relationship between this same doctor and my wife .

4 ) improperly prevented my supervisor from submitting me

for a financial award .

5 ) lied to Customs personnel and a foreign officia ! !

::::... : to prevent me from representing U.S. Customs

as an international seminar .

6 ) made false and derogatory statements to Customs

employees and foreign law enforcement authorities

relative to my mental health , despite having specific

information to the contrary from a qualified

professional .

7 : denied me the resources and privledges normally

extended to S/A's , thus impeding my ability to perform

my duties proficiently .

has taken similar improper punitive actions

against other employeus . I have been informed by my

co -workers that actions have included :

abusing power by causing an employee to be

audited by the IRS for un justified reasons .

- untairly pursuing actions concerning alleged

misconduct .

For the sake of my Customs colleagues , I wish the unwarranted

actions inflicted upon the C-Chase investigation were

atypical . but they are not . Unfortunately my experiences in

Tampa are customary . In good conscience , ' I can't disserve

the public by developing another 8CCI type case within such
dysfunctional leadership .

Recently on " 60 Minutes “ , U.S. Senator John Kerry
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My

rhetorically questioned why federal government agencies

failed to pursue the natural follow-up matters related to

ECCI ( principally alleged criminal offenses by former

38 :::a : y of Defense Clark Clifford ) . As it relates to the

U.S. Customs Service , I believe the answer to Senator Kerry's

question can be found within this letter .

Thank you very much for your kind and thoughtful letter of

December 17 , 1990 . I will sorely miss the sincerity of

people like yourself ,

and others in Customs . I'm proud of what we

accomplished together , under very adverse conditions .

greatest regret is that my transfer to DEA will probably

preclude me from continuing my recent opportunity to organize

and direct the follow-up investigation of BCCI in Tampa .

If the follow-up investigation 18 well organized , supported

and coordinated , it should produce the most significant money

laundering prosecution ever achieved in the world community .

Although I recognize that my premature notice to you of these

matters could work to my norenna ! darrimors , :::::: .. : s

ethical and moral obligation to provide you with this advance

notice because of the complexity of my current assignment .

It will probably take a considerable time to brief my

replacement and coordinate these matters with other agencies .

I genuinely want to ensure that the recent momentum of the

BCCI follow-up investigation is maintained , for the sake of

the law enforcement community and the public we serve .

as I am informed of a reporting date by DEA , I would

like to contact you or John Hensley to coordinate my

resignation in a fair and orderly manner .

As soon

Sincerely,

La
Robert Mazi'r

-
-

cc : Jon Hensley

Attachment
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(Whereupon, at 12:25 p.m., the subcommittee adjourned, to recon

vene at 2:20 p.m., the same day.]

AFTERNOON SESSION

The subcommittee met , pursuant to notice , at 2:20 p.m. , in room

SH - 216 , Hart Senate Office Building, Hon . John F. Kerry (chair

man of the subcommittee) presiding.

Present: Senators Kerry , Brown, and Wofford.

Senator KERRY. The hearing will come to order. My apologies to

all for the delay. We are in the throes of, I think you know , trying

to finish up on a number of pieces of legislation and hopefully,

wrap up this session .

And the result is that there are about five conference reports

and various different last minute dealings that we were all deeply

involved in.

And I had a couple of things on the banking bill that I needed to

talk to the chairman of the banking bill, so my apologies for begin

ning this late.

Let me ask each of you if you would rise so I may swear you in ,

if you raise your righthands.

Do you swear to tell the truth, the whole truth , and nothing but

the truth , so help you God ?

Mr. GENZMAN . I do.

Mr. KEHOE . I do.

Mr. JACKOWSKI. I do.

Senator KERRY. Gentlemen , let me say as is customary, we will

place your full statements in the record as if read and ifyou could

each take 10 minutes, which I think is a fairly lengthy amount of

time to try to summarize, it might not be adequate to get the whole

statement in for one or two of you. I do not know . Butthen we will

proceed to ask questions and obviously if there are areas that you

want to fill in on, you will be free to do so during the course of that

time. Are you leading off, Mr. Genzman ?

TESTIMONY OF ROBERT GENZMAN, U.S. ATTORNEY FOR THE

MIDDLE DISTRICT OF FLORIDA; ACCOMPANIED BY MARK

JACKOWSKI, ASSISTANT U.S. ATTORNEY, AND GREGORY

KEHOE , FIRST ASSISTANT TO THE U.S. ATTORNEY FOR THE

MIDDLE DISTRICT OF FLORIDA

Mr. GENZMAN. Yes, sir, Mr. Chairman, only two of us have state

ments and we will try to be brief.

Good afternoon, Mr. Chairman, my name is Robert Genzman and

I am the U.S. attorney for the middle district of Florida and I have

heldthat position since September 1988.

With me, to my left, are first assistant U.S. attorney, Gregory W.

Kehoe and then assistant U.S. attorney , Mark V. Jackowski.

The Bank of Credit and Commerce International and five of its

officers were convicted of money laundering in Tampa in 1990. The

bank paid the largest penalty ever imposed against a financial in

stitution in the history of the United States and all five officers re

ceived substantial prison terms.

I consider the Tampa prosecution of BCCI to be a great achieve

ment for Federal law enforcement and so do the professional pros



716

1

1

ecutors of our office, as well as the law enforcement agents with

whom they worked .

I appreciate this opportunity to address our handling of the BCCI

case .And let me add, Mr. Chairman , that we appreciate your com

ments this morning about the dedication and performance of the

investigators and prosecutors in the case .

The Justice Department first became involved in what eventual

ly became the BCCI case in 1986, when the Customs Service ad

vised the U.S. attorney's office that it was beginning an undercover

operation, known then as Operation C -Chase. The details of C

Chase have been related before and I won't repeat those details

now.

Significantly, by the time the undercover operation was finished ,

the undercover agents had laundered some $ 14 million through

BCCI, with the knowledge of the bank officials. The undercover in

vestigation concluded in October 1988 and of course , the $14 mil

lion in drug money that had been laundered through the bank was

long gone at that time.

But at the time of the arrest, the Federal court issued a restrain

ing order, shutting down BCCI's operations until the bank agreed

topost a bond. So that BCCIwas forced to transfer $14 million of

its own money to the United States to hold, pending the outcome of

the trial .

The period between the October 1988 takedown and the July

1990 conclusion of a 7-month trial stretched the investigative and

prosecutorial resources of the Customs Service, the IRS, and the

U.S. attorney's office to the breaking point.

There were three principal factors contributing to that problem .

First , C -Chase was an extremely complex, 2 -year international un

dercover operation . Under any circumstances, the pretrial prepara

tion and the trial would have consumed substantial prosecutorial

and investigative resources.

Second, the defense attorneys in this case adopted a scorched

earth strategy and filed hundreds of motions and briefs on every

imaginable subject.

Third, more than 2,000 face-to -face meetings or telephone conver

sations were taped in the course of the undercover investigation

and most had not been transcribed for security reasonsat the time

of the takedown. Many of the conversations were in Spanish and

Urdu and many of them were nearly inaudible.

All of the tapes had to be transcribed and then reviewed by the

undercover agent for accuracy. The amount of resources devoted to

C -Chase by the Customs Service was and is a matter of debate. It

should be remembered , however, that the investigation and the

prosecution were not substantially impeded as a result of any al

leged lack of resources.

It's undisputed that the case was brought to an extremely suc

cessful conclusion with the conviction ofthe bank and five of its

officers and the imposition of the largest monetary penalty to date

against a financial institution .

More resources could always be added in a case of this magni

tude and complexity . While agents and prosecutors had to put in

very long hours and work under severe time constraints along the
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way to bring this case to a successful conclusion , that is a regular,

albeit unfortunate fact, of law enforcement.

Law enforcement resources are not infinite. They are extremely

scarce. Every agent added to a large case has to be pulled off an

other case. And every huge case was in similar problems and C

Chase, again , was an unusually difficult case .

I'd like to address the plea agreement briefly . First, the indict

ment, among other defendants, BCCI and five of its officers with

various drug conspiracy and various money laundering violations.

In January 1990, on the eve of trial , the Government entered into a

plea agreement with the bank.

The five individual defendants did proceed to trial. All five were

convicted at the conclusion of the trial in July 1990 and received

lengthy prison terms ranging up to 12 % 2 years.

In the plea agreement with the corporation - let me start over.

The plea agreement with the corporation was entered into for a

number of reasons. First, the Government secured the conviction of

the bank, one of its principal goals. Second, eliminating the corpo

ration from the trial prevented a recurrence of a problem confront

ed in the 1986 case against the Bank of New England for money

laundering, where that corporation was convicted,but all the indi

vidual defendants were acquitted.

Third , BCCI agreed to a number of substantial terms beyond the

plea of guilty, including cooperation with the Government and a

probation condition which incorporated the terms of its consent
decree with the Federal Reserve.

Most importantly, however, the Government had been threat

ened with an adverse legal ruling, which would have substantially

reduced the amount of any financial penalty that could be imposed

against the bank, had it gone to trial.

The $14 million was forfeitable only if the bank was convicted of

drug conspiracy. If the Government was not able toprove the drug

case , it would have had to return the $ 14 million to BCCI.

And one of the hundreds of motions filed by defense counsel in

the pretrial stage was a motion to dismiss the drug conspiracy

count. In December 1989, the district judge ruled that the Govern

ment could not convict BCCI as a drug conspirator solely on the

evidence that it was laundering the drug proceeds.

Notwithstanding legal precedent to thecontrary, the judge stated

that if the Government persisted in pursuing the drug conspiracy

charges against the bank, he would dismiss that count. Theeffect

of the court's ruling was to eliminate the possibility of a $ 14 mil

lion forfeiture against that bank .

That ruling had a profound effect on the plea negotiations. The

bank's attorneys had been attempting to have the $ 14 million for

feiture count dropped from the indictment from the outset. Earlier

they had suggested that the bank would plead guilty if the drug

count and the forfeiture claim were dismissed.

We had rejected that offer but now it appeared that the trial

judge was about to dismiss the drug count and give the bank exact

ly what it wanted. Consequently, the plea negotiations began again .

I want to emphasize that at all times these pretrial negotiations

were handled exclusively by career prosecutors in Tampa, Gregory

W. Kehoe, the first assistant U.S. attorney, and Terry A. Zitek, the
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Chief of the Criminal Division . As a House subcommittee staff

report found, no one in the Department of Justice in Washington

was involved in any way in trying to undercut the plea negotia

tions at any stage . Mr. Kehoe and Mr. Zitek negotiated a plea

agreementwith the bank. I approved it and sent itto Washington
and Mark Richard , a career Deputy Assistant Attorney General in

the Criminal Division , approved it without change.

It was an excellent plea agreement for theGovernment then ,

and it is an excellent plea agreement for the Government now .

Under that plea agreement, BCCI pled guilty to all counts, other

than the drug conspiracy count which the judge indicated he in
tended to dismiss.

A cease and desist order issued in 1989 by the Federal Reserve,

directing BCCI to refrain from money laundering activities, was

made a part of that agreement. In compliance with that order was

made a condition of BCCI's probation.

The plea agreement also required BCCI to cooperate with the

Government in the future. BCCI did , in fact, cooperate and its coop

eration during the 7 -month trial against the individual defendants

in 1990 was utilized in obtaining the convictions and the resulting
jail sentences against those individuals.

Moreover, in the plea agreement, BCCI agreed by stipulation to

forfeit the money that had been seized at the time of the arrest.

With interest, that amount now came to $15 million . That was ex

tremely significant for several reasons.

First, this was the largest amount of money ever obtained from a

bank as either a fine or a forfeiture inanymoney laundering case.

It was three times the previous record and represents nearly half

of all the money paid in fines and forfeituresbyall the financial

institutions convicted of money laundering since 1986.

Second, the $14 million forfeiture represented a vastly higher

sum than could possibly have been obtained as a realistic matter in

the form of a fine. In short , if we had gone to trial, we almost cer

tainly, because of the judge's ruling on the drug conspiracy count,

we were almost certainly going to be giving most of the $14 million

bond back to BCCI.

By accepting the guilty plea, we were able to forfeit all of that

money, plus interest, share it with foreign law enforcement agen
cies in the United Kingdom and Francethat had assisted in this

particular investigation , and use it ourselves directly in the war on
drugs.

The plea agreement has been criticized by the press and by a

number of witnesses at various congressional hearings. I'm grati

fied that the House subcommittee staff report hasfound thesecriti

cisms to be inaccurate and unwarranted. According to that staff

report, recent criticisms that the plea agreement was unduly le

nient would appear to be inaccurate.

I want to deal with the most common misconceptions. No. 1, why

did the Justice Department settle for $15 million in the Tampa

case when the Federal Reserve, just this past summer, was able to

fine BCCI $200 million? First, let me emphasize that fine has not

been collected .

But first, as I've already explained, the Tampa case was a money

laundering case involving $ 14 million . Because that was the

1
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amount of money that was laundered and that was the crime that

BCCI committed, those were the facts that we could prove in court.

The maximum fine was limited by the amount of money involved

in the offense.

We cannot just pick numbers out of the air and impose fines

based on what we suspect about a defendant's other activities. A

fine must be based on what we can prove beyond a reasonable
doubt.

Second, those who used the $200 million fine figure imposed by

the Federal Reserve in July as an example of what the Justice De

partment should have obtained are confusing apples with oranges.

These are simply two cases for which BCCI has been punished sep

arately according to the law that applied in each offense.

No. 2, why didn't the Justice Department revoke BCCI's license

to do business after it was convicted ? It was and it still is legally

impossible for the Department to compel BCCI to cease operations.

None of the provisions in the statutes passed by Congress to which

BCCI pleaded guilty permit the revocation of a bank's charter.

Going to trial against BCCI instead of taking that guilty plea

would not have altered that fact. The authority to revoke a finan

cial institution's charter is a responsibility of the Federal Reserve

Board and appropriate State agencies, not the Justice Department.

The plea agreement did not, of course , preclude any such regula

tory action .

No. 3 , did the Tampa case involve only the corporation and mid

level employees? Why were no high-level officials charged ?

Well, first the defendants in the original BCCI case were not low

level bookkeepers. They were senior management officials with

substantial responsibility for BCCI's operations in much of the

Western Hemisphere. Moreover, as our recent indictment of BCCI's

present and other top officers makes clear, it was never our inten

tion to simply stop investigating BCCI after that first indictment.

The 1988indictment andthe subsequent plea agreement and the

trial were the best way to obtain the evidence needed to convict

even higher level officials. And we think the new indictment

proves that we were right.

Some have suggested that we should have taken the bank to trial

and worked out a deal to get the cooperation of the individual de

fendants. There are a number of reasons why we did not pursue

that strategy.

First, our view is that individuals who commit a crime should be

held responsible. Putting justa corporation on trial while the indi

viduals who committed the offense all sit as Government witnesses

can be an empty exercise .

Second, it is higher unlikely that the BCCI employees indicted in

Tampa were going to cooperate unless they were convicted and sen

tenced to prison .

Third, putting a defendant on trial , excuse me, putting a corpo

rate defendant on trial with its employees is a risky undertaking.

In two of the recent cases where a bank and its employees stood

trial together, that is the Bank of New England in 1986 and the

LBS Bank in 1990, the jury convicted the bank but let the individ

ual defendants go.
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And finally, as I mentioned before, if we had gone to trial

against the bank, the court would have dismissed the drug conspir

acy count and the forfeiture count and we would have been left

with a much smaller monetary penalty .

If there is any doubt about this strategy, it was dispelled in Sep

temberwhen weannounced a new indictment, charging high -level

BCCI officials with conspiracy to commit the money laundering vio

lations previously prosecuted in Tampa as well as various addition

al offenses.

That indictment was obtained in part as a result of the criminal

convictions of witnesses now cooperating with the Government.

That indictment also demonstrates that the prosecutors in Tampa

had been working for the past 1/2 years to pursue this case as high

as it leads in theBCCI hierarchy.

No. 4 , did the Government, as part of the plea agreement, agree

not to bring any future prosecutions? The plea agreement con

tained relativelystandard language, committing the U.S. attorney's

office for our district not to prosecute BCCI for any other Federal

criminal offense then known to the Government.

This is by farthe most understood, misunderstood part of the

pleaagreement. Firstthe plea agreement does not bar future pros

ecution of any individual, whether an official of BCCI or not. The

plea applies only to the bank. It does not prevent theU.S. attorney

in Tampa or any other prosecutor, Stateor Federal, from prosecut

ing any individual from the president of BCCI on down.

Indeed, we recently indicted the president of BCCI, other high

ranking BCCI officials, Medellin cartel kingpins, andother cartel

members for money laundering offenses related to Operation C

Chase.

Witnesses who have testified before this subcommittee that the

plea agreement somehow protects corporate officials and other in

dividuals, either do not know what they are talking about or have

chosen to intentionally mislead Congress, the press , and the public.

Second, as the House subcommittee staff report makes clear, the

plea agreement relates only to the U.S. attorney in Tampa. It does

not bar any other prosecutors, State or Federal, from prosecuting

BCCI itselffor any offense.

Paragraph 16 of the plea agreement, a public document, is per

fectly clear. It is further understood that this agreement is limited

to the office of the U.S. attorney for the middle district of Florida

and cannot bind any other Federal, State, or local prosecuting au

thorities.

That means exactly what it says. The Tampa U.S. attorney's

office cannot bring future charges against BCCI unless the bank

fails to cooperate or the Government comes up with new allega

tions, but other offices remain free to conduct investigations and

bring additional charges against the bank. In fact, just last week

the Justice Department announced another indictment against

BCCI and other high - level officers of the bank.

What future charges would be barred by the plea agreement? At

the August 1 hearing, several Senators asked that question . One

witness , Mr. Von Raab, after spending hours attacking the plea

agreement, responded,Idon't know ,Idon't know the details orthe

technical side of it.
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Mr. Jack Blum, another witness at that hearing, gave the com

mittee a list that he said included misrepresentations to the Fed ,

misstatements on the audit papers delivered to regulatory authori

ties elsewhere, falsification of all the bank's books, aiding and abet

ting a variety of smuggling schemes, and bribery and other forms

of corruption .

Every single one of the alleged crimes that Mr. Blum listed is

being investigated by Federal agents and prosecutors somewhere

other than Tampa, in Washington, Miami, Atlanta, and elsewhere.

All of those offices remain free to prosecute the bank and its affili

ates for any crime they undercover. In fact, BCCI and several affili

ates were indicted in Washington on November 15 on racketeering

and other charges as I mentioned.

As a U.S. attorney in Tampa, I can only prosecute crimes that

occur in my district. If none of these crimes occurred in Tampa,

and noneappear to have occurred there at this point, we are giving

up virtually nothing by agreeing not to prosecute them.

No. 5, a question was raised earlier today as to why RICO

charges were not brought against the bank, which would have per

mitted - would they have permitted a more substantial forfeiture ?

It was our judgment that RICO charges should not be added to the

indictment. Essentially, RICO charges would have greatly compli

cated an already complicated case. And there were concerns that

the jury would not have been able to follow all of the charges and

we did have jury problems in this particular case, let me add.

RICO charges would not have added significantly to the potential

sentence. The forfeiture provisions were viewed as unnecessary in

light of case law supporting the charges that we already had in the

indictment. But simply, we believe that the RICO charges would

have added nothing and would have greatly complicatedthe case .

It is absolutely untrue, as has been suggested, that the entire

bank could have somehow been forfeited to the U.S. Government

had RICO charges been brought in Tampa. There was simply insuf

ficient evidence to support such a sweeping international forfeit

ure .

In conclusion, the prosecution of BCCI in Tampa was a signifi

cant law enforcement victory. The Department of Justice obtained

the maximum monetary penalty from BCCI and had the responsi

ble BCCI executives sentenced to prison. More importantly, it was

the first step in an ongoing investigation and prosecution which

continues to this day.

The criticisms of our performance have been unfounded and

unfair. That concludes my testimony and I am prepared to answer

your questions.

Mr.Chairman, I understand that Mr. Jackowski has an opening

statement.

[ The prepared statement of Robert Genzman follows:

PREPARED STATEMENT OF ROBERT W. GENZMAN

Mr. Chairman, my name is Robert W. Genzman. Iam the U.S. Attorney for the

Middle District of Florida, which includes offices in Tampa, Orlando, Jacksonville,

and Fort Myers.I have heldthat position since September1988.

The Bank of Credit and Commerce International ( " BCCI ” ) and five of its officers

were convicted of money laundering in Tampa in 1990. The bank paid the largest



722

penalty ever imposed on a financial institution in the history of the United States,

and all five officers received substantial prison terms.

I consider the Tampa prosecution of BCCI to be a great achievement for federal

law enforcement, and so do the professional prosecutors in my office and the career

law enforcement agents with whom they work. I appreciate the opportunity to ad

dress our handling of the case .

OPERATION C -CHASE

The Department of Justice first became involved in what eventually became the

BCCI case in 1986, when the Customs Service advised the U.S. Attorney's Office in

Tampa that it was beginning an undercover operation known as Operation C -Chase.

The details of C -Chase have been related before, most recently in the testimony of

Deputy Assistant Attorney General Paul Maloney before the Senate Banking Com

mittee on May 23, 1991. In sum, what happened in C -Chase was this.

Two Customs agents, posing as professional money launderers, made contact with

a group ofmoney launderersbased in Medellin, Colombia. The Colombians arranged

for millions of dollars dollars derived from cocaine sales in the United States - to

be delivered to the agents for deposit into Florida banks. The Colombians wanted

the agents then to wire the money from Florida to Panama where it could be depos

ited into dollar -denominated accounts and converted into untraceable checks that

would be sold on the black market in Medellin , Colombia. In this way, the Colombi

ans would collect the payment for the drugs they had exported to the United States.

All the agents had todo, aside from depositing the cash in Florida, was to open an

accountin a Panamanian bank in the name of a phony corporation . To do this, they

chose a branch of BCCI in Panama City.

At this time, BCCI was chosen because it was the only international bank with

branches in Panama that also had an agency in Tampa. The undercover Customs

agent was able to walk in off the street in Tampa and make arrangements to open

up a Panamanian checking account simply by completing the account opening
forms.

In the fall of 1987, an officer of the Panama City branch of BCCI placed a tele

phone call to the agents in Florida. He said essentially, “I see that youare moving a

lot of money through your account ; I think you're laundering money; and I think I

can help you do it more efficiently.” This officer's “ better idea " was for the agents

to stop drawing checkson the Panamanian account and insteadto direct a series of

bogus loans, collateralized by certificates of deposit, through BCCI's branches

around the world that would end up placing the drug proceeds in the hands of the

Colombians in Medellin without creating any incriminating paperwork.

The agents accepted the bank officer's proposal and were soon introduced to a

number of other, higher ranking BCCI officers in Miami, Nassau, Paris, and

London . These officers, all having been advised that the agents' funds were generat

ed by cocaine trafficking, eagerly assisted in laundering the money through a wire

transfer system using certificates of deposit and back -to -back loans in the manner

that had been described. By the time the scheme was finished , the agents had laun

dered $ 14 million through BCCI with the knowledge of the bank officials."

The undercover investigation concluded in October 1988.The Customs agents

staged a phony bachelor party to which all of the BCCI officers involved in the

scheme were invited, and five of them were arrested. Of course , the $14 million in

drug money that had been laundered through the bank was long gone; but at the

time of the arrests, a federal court issued a restraining order shutting down BCCI's

operations until the bank agreed to post a bond in an amount equal to amount of

money that had been laundered. Thus BCCI was forced to transfer $ 14 million of its

own money to the United States to hold pending the outcome of the trial.

RESOURCES DEVOTED TO C -CHASE

The period between the October 1988 takedown and the July 1990 conclusion of

the trial stretched investigative andprosecutorial resources of the Customs Service,

IRS, and U.S. Attorney's Office in Tampa to the breaking point. There were three

principal factors contributing to the problem .

* The agentsin Operation C Chase laundered a total of $ 33 million for the Colombians. Ap

proximately $ 17 million was laundered through other banks and was not part of the BCCI case.

Another $2 million was laundered through BCCI before the bank's officers were informed that

the money was drug proceeds.
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First, C -Chase was an extremely complex 2 -year international undercover oper

ation . Under any circumstances, the pretrial preparation and trial would have con

sumed substantial prosecutorial and investigative resources.

Second, the defense lawyers in the case (who were paid by the bank ) adopted a

" scorched earth ” strategy and filed hundreds of motions and briefs on every imagi

nable topic .

Third , more than 2,000 face - to -face meetings or telephone conversations were

taped in the course of the undercover investigation, and most had not been tran

scribed, for security reasons, at the time of thetakedown. Many of the recorded con

versations were in Spanish and Urdu, and many of them were nearly inaudible. All

of the tapes had to be transcribed and then reviewed by the undercover agent for

accuracy.

The prosecution team consisted principally of two experienced Assistant U.S. At

torneys, Mark V. Jackowski and Michael L. Rubinstein, with assistance from other

prosecutors as necessary. The investigative team consisted of both Customs and IRS

agents. At its 1989-90 peak, there were eight Customs agents, six IRS agents, and

four investigative aides, all assigned full-time. In addition , a variety of supervisory

personnel were involved in the management of the IRS and Customs teams.

During the pretrial period , prosecutors from our office and the investigating

agents asked several times for additional resources from the Customs Service to

help with the workload. Although they received additional resources from Customs,

they did not receive them as quickly as desired , nor in the quantities desired.

As you know, on April 3, 1991 , Special Agent Robert Mazur, the principal Cus

toms undercover agent, resigned from the Customs Service . One of Mr. Mazur's

chief complaints was “ the application of inadequate resources by SAC Tampa to the

investigation ." 3

The amount of resources devoted to C -Chase by the Customs Service was and is a

matter of debate. It should be remembered , however, that the investigation and

prosecution were not substantially impeded as a result of any alleged lack of re

sources. It is undisputed that the case was brought to an extremely successful con

clusion, with the conviction of BCCI and five of its officers, and the imposition of the

largestmonetary penalty to date upon a financial institution .

More resources could always be added to a case of this magnitude and complexity.

While agents and prosecutors had to put in very long hours and work under severe

timeconstraints along the way to bring the case to a successful conclusion , that is a

regular, albeit unfortunate, fact of federal law enforcement. Law enforcement re

sources are not infinite — they are extremely scarce . Every agent added to a large

case has to be pulled off another case . Every huge case presents similar problems,

and C -Chase was an unusually difficult case .

THE PLEA AGREEMENT

The indictment charged , among other defendants, BCCI and five of its officers

with various drug conspiracy and money laundering violations. On January 16,

1990, on the eve of trial, the government entered into a plea agreement with BCCI .

The five individual defendants proceeded to trial . All five were convicted at the con

clusion of the trial in July 1990, and received lengthy prison sentences (ranging up

to 1242 years without parole ) in November 1990.

The plea agreement with the corporation was entered into for a number of rea

sons. First, the government secured the conviction of the bank , one of its principal

goals. Second, eliminating the corporation from the trial prevented a recurrence of

the problem confronted in the 1986 Bank of New England money laundering trial ,

where the corporation was convicted and all the individual defendants were acquit

ted. Third, BCCI agreed to a number of substantial terms beyond its plea of guilty,

including cooperation with the government and a probation condition which incor

porated the terms of its consentdecree with the Federal Reserve.Most importantly,

however, the government had been threatened with an adverse legal ruling which

would have substantially reduced the amount of the financial penalty that could be

imposed against the bank had it gone to trial.

2 See, e.g., United States v. Awan (Awan order ), No. 88-330 -Cr - T - 13B (M.D. Fla. Dec. 5, 1989 );

United States v. Awan ( Ashraf order), No. 88-330 - Cr - T - 13B (M.D. Fla. Dec. 5, 1989 ) ( together

rejecting challenges to the money laundering statutes on grounds of First Amendment viola

tions, unconstitutional vagueness, the definition of proceeds,” the definition of " controlled sub

stances,” the definition of " transportation ,” duplicity, multiplicity, double jeopardy and other

matters ).

3 Letter from Robert Mazur to U.S. Customs Commissioner Carol Hallett, April 3, 1991 , at 2.
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The indictment charged the bank and its employees with, among other things,

money laundering ( 18 U.S.C. § 1956 ) and drug conspiracy (21 U.S.C. $846) predicated

on the money laundering activities. Linked to the drug conspiracy was a forfeiture

count (21 U.S.C. $ 853) that, upon conviction , would have permittedthe government

to retain the $14millionbond that had been posted at the time of thearrest. The

money was thus forfeitable only if the bank was convicted of the drug conspiracy. If

the government was not able to prove the drug case, it would have to return the$14
million to BCCI.4

One of the hundreds of motions filed by defense counsel in the pre-trialstage was

a motion to dismiss the drug conspiracy count. BCCI argued that even though the

money involved in the case was drug money, a conspiracy to launder drug money

was not the same thing as a conspiracy to distribute drugs. The government, relying

on case law from several different circuits, respondedthatmoney laundering activi

ty is an integral part of the drug business, and that therefore a money launderer is

properly chargeable with participating in a drug conspiracy.5

On December 5, 1989, U.S. District Judge W. Terrell Hodges ruled that the gov

ernment could not convict BCCI as a drug conspirator (under 21 U.S.C. § 846) solely

on evidence that it laundered drug proceeds, notwithstanding legal precedent to the

contrary. Judge Hodges stated that if the government persisted in pursuing drug

conspiracy charges, he would dismiss that count of the indictment at the close of the

government's evidence. 6

The effect of the court's ruling was to eliminate the possibility of a $14 million

forfeiture against the bank under 21 U.S.C. $ 853. At the time, the money launder

ing statute permitted only forfeiture of the bank's profits on the laundered money

(approximately $ 250,000 ), not the amount laundered. Furthermore, because the

court did not formally rule on the motion pre-trial, the government could not appeal
the decision .

The ruling had a profound effect on the plea negotiations. The bank's attorneys

had been attempting to have the $14 million forfeiture count dropped from the in

dictment from the outset. Earlier, they had suggested that the bank would plead

guilty if the drug count and forfeiture claim were dismissed . We had rejected that

offer, but now it appeared that the trial judge was about to dismiss the drug count

and give the bank exactly what it wanted. And so the plea negotiations began

again .?

I want to emphasize that at all times these plea negotiations were handled exclu

sively by career prosecutors in Tampa:Gregory W. Kehoe, the FirstAssistant U.S.

Attorney, and Terry A. Zitek, Chief of the Criminal Division. As the House Subcom

mittee Staff Report found, no one in the Department of Justice in Washington was

involved in any way in trying to undercut the plea negotiations at any stage.8

Washington's role was merely to make legal experts available to provide legal

advice, and to approve the plea agreement once it had been finalized in Tampa. The

assertion by Mr. Von Raab, for example, that I was referring all kinds of decisions

to the Department of Justice is just plain false.º Mr. Von Raab, I might point out,

had already leftthe Customs Service by this time and thus has no way of knowing

how the guilty plea was negotiated. 10

* As is discussed later, there was no applicable forfeiture statute for money laundering in

effect at the time the offenses inthis case were committed .

5 See United States v. Orozco -Prada, 732 F.2d 1076 (2d Cir. ), cert. denied, 469 U.S. 845 ( 1984 ).

6 See United States v . Awan (Ashraf order ), No. 88-330 -Cr - T - 13B (M.D. Fla. Dec. 5, 1989 ), slip

op . at 10-11 (noting that in enacting the money laundering statutes in 1986 , Congress had ex

pressed its intention to have future money laundering cases prosecuted under thosestatutes and

not under the old theory that money launderers were part of a conspiracy to commit the crime

that generated the money being laundered ). Significantly, at the trial of the individual defend

ants, the trial judge granted a Rule 29 motion dismissing the drug conspiracy count against all

remaining defendants for these reasons.

? See "Subcommittee Staff Report Regarding Federal Law Enforcement's Handling of Allega.

tions Involving the Bank of Credit and Commerce International,” September 5, 1991, at 20–23.

8 Id . at 24-25. (“ The Subcommittee staff has found no credible evidence to date to support the

theory that the U.S. Attorney's office in Tampa was controlled or directed by any higher-level

Department of Justice officials in negotiating the plea with BCCI • :: [The plea appears to
have been wholly the product of negotiations between the First Assistant U.S. Attorney in

Tampa, the Chief of the Criminal Division in that office , and attorneys for BCCI. The front-line

Customs and IRS agents who had expended enormous efforts and, in some cases, taken on great

risk to bring BCCI to justice, ultimately approved of the agreement entered into by the prosecu
tors." )

> See Testimony of William Von Raab, Senate Foreign Relations Committee , August 1 , 1991,

transcript at 94 (morning session ).

10 See Von Raab testimony, id . at 38 (morning session ). ( " ... at that point I was not in a

position to be arguing with Justice, since I was out in the private sector." )
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In any event, Mr. Kehoe and Mr. Zitek negotiated a plea agreement with the

bank. I approved it and sent it to Washington; and Mark Richard, a career Deputy

Assistant Attorney General in the Criminal Division, approved it without change. It

was an excellent plea agreement for the government then, and it is an excellent

plea agreement for the government now ."

Under the plea agreement, BCCIpleaded guilty to all counts, other than the drug

conspiracy count which Judge Hodges indicated he intended to dismiss attrial. A

cease and desist order issued in 1989 by the Federal Reserve directing BCCI to re

frain from money laundering activities was made a part of the agreement, and com

pliance with this order was made a condition of BCCI's probation .12

The plea agreement also required BCCI to cooperate with the government in the

future. BCCIdid in fact cooperate, and its cooperation during the 7-month trial of

the individual defendants in 1990 was utilized in obtaining the convictions and re

sulting jail sentences.

Moreover, in the plea agreement, BCCI agreed by stipulation to forfeit the money

that had been seized at the time of the arrests in 1988. With interest, this came to

more than $15 million. This was extremely significant for several reasons.

First, this was the largest amount of money ever obtained from a bank as either a

fine or a forfeiture in any money laundering case . It was three times the previous

record, and represents nearly half of all of the money paid in fines and forfeitures

by all the financial institutions convicted of money laundering since 1986 .

Second, the $ 14 million forfeiture represented a vastly higher sum than could pos

sibly have been obtained , as a realistic matter, in the form of a fine. While the

money laundering statute theoretically provided that a fine of up to $28 million

could have been imposed, no one in Tampa thought it even conceivable that the

trial judge would impose a fine anywhere near the maximum . 13 The amount of a

fine, unlike the amount of a forfeiture, was then largely subject to the discretion of

the court; judges ,of course , typically based fine amounts on what had been imposed

in past cases. 14 The largest fine before January 1990 had been the $5 million fine in

the Banco de Occidente case in Atlanta . That case had involved the laundering of

$410 million . The prosecutors in Tampa were convinced that if a $5 million fine in a

$ 410 million case was the largest fine ever imposed in the past, they were not likely

to get a larger fine in the $ 14 million case against BCCI . I concurred in that judg

ment.

In short, if we had gone to trial , we were almost certainly - because ofthe judge's

ruling on thedrug conspiracy count- going to be giving most of the $ 14 million

bondback to BCCI. By accepting a guilty plea, we were able to forfeit that money,

plus interest, share it with the foreign law enforcement agencies in the United

Kingdom and in France that had assisted in the investigation, and use it ourselves

directly in the war on drugs.

CRITICISMS OF THE PLEA AGREEMENT

The plea agreement with BCCI has been criticized by the press and by a number

of witnesses at congressional hearings. While I am gratified that the House Subcom

mittee's Staff Report has found these criticisms of the agreement to be inaccurate

and unwarranted, 15 I want to deal point-by- point with the most common miscon

ceptions.

Number One: Why did the Justice Department settle for $15 million in the

Tampa case when the Federal Reserve, justthis summer, was able to fine BCCI $200

million?

11 See " Transcript of Sentencing Proceedings,” Case No. 88-330 -Cr - T - 13, February 5, 1990,

Remarks of the Court at 15. ( “ I have decided that acceptance of the plea agreement and a dispo

sition of this case in accordance with the terms of the plea agreement is an appropriate and a

just disposition of these proceedings as they pertain to the Bank of Credit and Commerce Inter

national, S.A. " )

12 To my knowledge, this requirement had never been applied before in any case against a

bank. It was not only innovative , but an extremely effective way to involve a regulatory agency

in the post-conviction supervision of a financial institution. This requirementwas important, be

cause the Probation Office, acting alone , lacks the expertise and resources to monitor the oper

ations of an international bank.

13 See Remarks of the Court at Sentencing Hearing, Transcript at 14 , indicating that the max
imum fine was $ 28 million .

14 The BCCI sentencing occurred prior to the adoption of organizational sentencing guidelines

by the U.S. Sentencing Commission , which went into effect on November 1 , 1991 .

16 Staff Report, supra note 7 , at 23. (“ Recent criticisms that the plea agreement was unduly

lenient would appear to be inaccurate . " )
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First, as I havealready explained, the Tampa case was amoney laundering case

involving $14 million . That is how much money was laundered; that is the crime

BCCI committed ; those were the facts we could prove in court.

The maximum fine was limited by the amount of money involved in the offense .

We cannot just pick numbers out ofthe air and impose fines based on what we sus

pect about a defendant's other activities. A fine must be based on what we can

prove beyond a reasonable doubt in a court of law .

Second, those who use the $ 200 million fine imposed by the Federal Reserve in

July 1991 as an example of what the Justice Department should have obtained in

the Tampa case are confusing apples with oranges.16 The Federal Reserve's fine was

in connection with the First American Bank acquisition by BCCI in Washington ,

DC. It had nothing to do with money laundering, and it had nothing to do with

Tampa. So even if the facts relating to First American had been known at the time

of the guilty plea — and they were not — they could not have been made part of the

Tampacase and they could not have given the courtthe authority to impose a fine

above the maximum penalty for money laundering. These are simply two separate

cases for which BCCI has been punished separately according to the law that ap

plied to each offense.

Number Two: Why didn't the Justice Department revoke BCCI's license to do

business after it was convicted in Tampa ?

It was (and still is) legally impossible for the Department to compel BCCI to cease

operations. None of the provisions in the statutes to which BCCI pleaded guilty

permit the revocation of a bank's charter. Going to trial against BCCI instead of

taking a guilty plea would not have altered that fact. 17

The authority to revoke a financial institution's charter is the responsibility of

the Federal Reserve Board and appropriate state agencies, notthe Justice Depart

ment. The plea agreement did not, ofcourse , preclude any such regulatory action.

Number Three :Did the Tampa case involve only the corporation and mid -level

employees? Why were no high levelofficials charged ?

The defendants in the original BCCI case were not low -level bookkeepers. They

were senior management officials with substantial responsibility for BCCI's oper

ations in much of the Western Hemisphere.

Moreover, as our recent indictment of BCCI's president and other top officers

makes clear, it was never our intention to simply stop investigating BCCIafter the

first indictment. The 1988 indictment and subsequent plea agreement and trial were
the best way to obtain the evidence needed to convict even higher -level officials.

And we think that thenew indictment proves that we were right.

Some have suggested that we should have taken the bank to trial and worked out

a deal to get thecooperation of the individual defendants. There are a number of

reasons why we did not pursuethis strategy.

First, our view is that individuals who commit a crime should be held responsible;

putting a corporation on trial while the individuals who committed the offense all

sit there as government witnesses is an empty exercise. Second, it is highly unlikely

that the BCCI employees indicted in Tampa in 1988 were going to cooperate with

the United States unless they were convicted and sentenced to prison.Third, put

ting a corporation on trial with its employees is a risky undertaking. In two of

recent cases where a bankand its employees stood trial together - Bank of New

England in 1986, and LBS Bank in 1990 — the jury convicted the bank and let the

individual defendants go. And finally, as I mentioned before, if we had gone to trial

against the bank, the court would havedismissed thedrug conspiracy and forfeiture

counts and we would have been left with a much smaller monetary penalty.

If there was any doubt about this strategy, it was dispelled in September when we

announced a new indictment charging high -level BCCĪ officials with conspiracy to

commit the money laundering violations previously prosecuted in Tampa, as well as

various additional offenses. That indictment was obtained in part as a result of the

16 See Von Raab testimony (8/1/91 ), transcript at 36-37. ( “Now admittedly, this, in relative

terms was a big fine, but it was only with respect to other banking fines, but no one had ever

seen a crime quite like this. So I mean, the Federal Reserve's suggestion of $ 200 million is prob
ably closer to the mark • • • ." )

17 See Remarks of the Court at Sentencing Hearing, Transcript at 14. (“'[The only sanction in

the form of a criminal sanction available to the court in punishing corporate defendants is the

imposition of a fine or a monetary penalty in the form of a forfeiture, where that has been

agreed to in the plea agreement, as in this case. It is not within the power or authority of the

court in disposing of this case to take any punitive action against either of the corporate defend

ants with respect to the maintenance of their respective banking operations or impose any

burden on their charters or anything of that kind . The focus of the court's attention , therefore,

must be with respect to the amount of the monetary or pecuniary penalty to be imposed ." )
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criminal convictions of the witnesses now cooperating with the government. That

indictment also demonstrates that the prosecutors in Tampa have been working for

the past 142 years to pursue this case as high as it leads in the BCCI hierarchy.

Number Four: Did the government, as part of the plea agreement, agree not to

bring any future prosecutions?

The plea agreement contained relatively standard language committing the U.S.

Attorney's Office for theMiddle District of Florida not to prosecute BCCI for any

other federal criminal offense then known to the government. This is , by far, the

most misunderstood part of the plea agreement.

First, the plea agreement does not - does not - bar the future prosecution of any

individual, whether an official of BCCI or not. The plea applies only to the bank . 18

It does not prevent the U.S. Attorney in Tampa or any other prosecutor, state or

federal, from prosecuting any individual from the president of BCCI on down.

Indeed, we recently indicted the president of BCCI, other high-level BCCI officers, a

Medellin Cartel kingpin, and other cartel members for money laundering relating to

Operation C -Chase and other offenses.

Witnesses who have testified before this subcommittee that the plea agreement

somehow protects corporate officials and other individuals either do not know what

they are talking about or have chosen to intentionally mislead Congress, the press,

and the public. 19

Second, as the House Subcommittee Staff Report makes clear,20 the plea agree

ment relates only to the U.S. Attorney in Tampa.It does not bar any other prosecu

tor, state or federal, from prosecuting BCCI itself for any offense. Paragraph 16 of

the plea agreement is perfectly clear:

It is further understood that this agreement is limited to the Office of the

United States Attorney for the Middle District of Florida and cannot bind other

federal, state or local prosecuting authorities

That means exactlywhat it says 21 The Tampa U.S. Attorney's Office cannot

bring future charges against BCCI (unless the bank fails to cooperate with the gov

ernment, or the government comes up with new allegations) , but other offices

remain free to conduct investigations and bring additional charges against the

bank.22 In fact, just last week the Department of Justice announced another indict

ment against BCCI and high-level officers.

What future charges would be barred by this agreement? At the August 1 hearing

before this subcommittee, several Senators asked that question. Mr. Von Raab, after

spending hours attacking the plea agreement, responded , “ I don't know . I don't

know the details or the technical side of it." 23 Mr. Jack Blum, another witness at

thathearing, gave the committee a list that he said included "misrepresentations to

the Fed, misstatementson audit papers delivered to regulatory authorities every

where, falsification of all of the bank's books, aiding and abetting a variety of smug

gling schemes, * and bribery and other forms of corruption .” 24

"

18 Paragraph 1(f) of the plea agreement clearly provides: “ if the court accepts the plea agree

ment, the United States Attorney's Office for the Middle District of Florida agrees not to charge

the Bank of Credit and Commerce International, S.A. " or any of its " offices , subsidiaries, affili
ates, (or) related or controlled entities .."

19 Šee VonRaab testimony (8/1/91 ), transcript at 86 (morning session). ( "Well, as part of the

agreement, they basically agreed not to prosecute the bankor the individuals for anything

** which the U.S. Attorney there already knew about. " ) See also, id . at 19 (afternoon ses

sion).

20 Staff Report, supra note 7 , at 25. (“ There appears to be little merit to the charge that the

plea agreement insulated BCCI from further prosecution by the Justice Department and its U.S.

Attorney's offices . " ' In other words, the Subcommittee staff believes that the suggestion that

the Justice Department had sold its case against BCCI 'down the river' evidences amispercep

tion about the actual terms of the plea agreement and little, if any, knowledge of Judge Hodges'

prioropinion and ultimate rulingin the individual defendants' trial." )

21 See Remarks of Gregory W.Kehoe at Sentencing Hearing, Transcript at 11-12 (explaining,

in presence of defense counsel, that plea would not bar other federal prosecutors and regulatory

agencies from pursuing allegations against BCCI or its officers).

22 Even if the plea agreements were not specifically binding only on the U.S. Attorney for the

Middle District of Florida, the law would not permitprosecutors in one district to speak for the

U.S. Attorneys in other districts. That is so even where the agreement promises that “ the gov

ernment” will not prosecute . “ A plea agreement binds only theoffice of the United States Attor

ney for the district in which the plea is entered unless it affirmatively appears that the agree

ment contemplates a broader restriction." United States v. Annabi, 171 F.2d 670 , 672 ( 2d Cir.
1985).

23 Von Raab testimony (8/1/91), transcript at 20 ( afternoon session ).

24 Testimony of Jack Blum, Senate Foreign Relations Committee Hearing, August 1 , 1991,

transcript at 8 ( afternoon session ).
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Every single one of the alleged crimes that Mr. Blum listed is being investigated

by federal agents and prosecutors somewhere otherthan Tampa -- in Washington,

DC, Miami, Atlanta, and elsewhere. All of those offices remain free to prosecute

BCCI and its affiliates for any crime that they uncover . In fact, BCCI and several

affiliates were indicted in Washington on November 15, 1991, on racketeering and
other charges.

As the U.S. Attorney in Tampa, I can only prosecute crimes that occur in my dis

trict. If none of these crimes occurred in Tampa - and none appear to have occurred

there we were giving up virtually nothing by agreeing not to prosecute them.

Number Five: Whyweren't RICO charges brought against the bank, which would

have permitted a more substantial forfeiture ?

It was our judgment that RICO charges should not be added tothe indictment.

Essentially, RICO charges would have greatly complicated a case that was already

exceedingly complex, and there were concerns that the jury would not be able to

follow all of the charges. RICO charges would not have added significantly to the

potential sentence to be obtained ; the forfeiture provisions were viewed as unneces

sary in light of case law supporting the $ 846 charges and § 853 forfeitures already

in the indictment.

Put simply, we believed that RICO charges would have added nothing, and would

have greatly complicated the case . It is absolutely untrue, as has been suggested ,

that the entire bank could have somehow been forfeited to the U.S. government had

RICO charges been brought in Tampa. There was simply insufficient evidence to

support such a sweeping international forfeiture.

CONCLUSION

The prosecution of BCCI in Tampa was a significant law enforcement achieve

ment. The Department of Justice obtained the maximum monetary recovery from

BCCI and hadthe responsible BCCI executives sentenced to prison. More important

ly , it was the first step in an ongoing investigation and prosecution. The criticisms

ofour performance are unfounded and unfair .

That concludes my testimony. I am prepared to answer your questions.

U.S. Department of Justice Criminal Division - Convicted Financial Institutions

Institutions Crime Criminal fine

1986

Metropolitan National Bank, TX ..

Border Money Exchange, TX .

Bank of New England, MA ..

Cribbian Federal Savings, PR

Commercial Bank & Trust , MA

First Missouri Bank, MS .

Housatenic Bank & Trust , CT.

Magnolin Federal Bank, MS .

McLean Bank, VA

Provident Institution for Savings, MA

Seaway National Bank, NY .

Union Country Bank, TN .

B.S.A. violation

B.S.A. violation .

B.S.A. violation .

B.S.A. violation .

B.S.A. violation

B.S.A. violation .

B.S.A. violation

B.S.A. violation .

B.S.A. violation.

B.S.A. violation.

B.S.A. violation .

B.S.A. violation

$ 310.000

8,250

1.240,000

450,000

202,100

75,000

750

22,000

80,050

100,000

2,000

10,000

1987

Citizen First National Bank, NJ .

Inco Bank & Trust Ltd., Cayman Islands

Merchants National Bank, IN .

Merchants Trust Bank , LA ..

B.S.A. violation .

Conspiracy

B.S.A. violation .

B.S.A. violation

2,000

456,000

500,000

1,000

1988

E.F. Hutton , RI

American National Bank, CT

National Bank of Fairhaven, MA .

Central National Bank /Alamo, TX .

Ramsey Savings & Loan Assn ., NJ.

B.S.A. violation .

B.S.A. violation

B.S.A. violation

B.S.A. violation

B.S.A. violation

1,010,000

222,000

150,000

250,000

6,000
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U.S. Department of Justice Criminal Division Convicted Financial Institutions — Continued

Institutions Crime Criminal fine

Bank J. Vontobel Co.... B.S.A. violation . 20,000

1989

Banco de Occidente, Cali, Colombia .

Peoples Bank NA, NJ .

Ponce Federal Bank, PR ..

Smithfield State Bank, PA

United Orient Bank, NY .

Conspiracy

B.S.A. violation .

B.S.A. violation

B.S.A. violation

B.S.A. violation .

15,000,000

3,000

2,500,000

51,600

2,000,000

1990

Bank Leumi, NY.

Bank of Credit & Commerce Int'l . , Luxembourg.

LBS Bank, PA .

First Westside Bank , NE .

First Bank of Georgia, GA.

Red Oak State Bank , TX ...

National Mortgage Bank of Greece

B.S.A. violation

Money laundering

B.S.A. violation

B.S.A. violation

Money laundering

B.S.A. violation

B.S.A. violation .

242,000

1 15,200,000

50,000

1,200

1 85,000

100,000

8,000,000

1 Forfeiture.

Mr. JACKOWSKI. For the record, my name is Mark Vincent Jack

owski. I am an assistant U.S. attorney in the district ofColorado. I

have been an AUSA in that district since January 1991. Prior to

that, from January 1985 until January 1991, I was an assistant in

the middle district of Florida, located in the Tampa division .

While in Tampa, I was assigned to the Tampa offices, middle dis

trict of Florida's task force — that is Organized Crime, Drug En

forcement Task Force. I handled major narcotics and money laun

dering cases .

I am here today because I was the lead prosecutor on the Tampa

based investigation and prosecution, known as Operation C -Chase,

which included the prosecution of BCCI and its officers. I have per

sonal knowledge of, and participated in virtually all of the deci

sions made by the middle district of Florida concerning the BCCI

prosecution.

I am aware of the criticisms of the Tampa prosecution. And I be

lieve that they are incorrect and unfair. During the course of my

prepared remarks, I will try to address some of those criticisms,

which Mr.Genzman has notaddressed during the course of his.

When Mr. Mazur testified before the subcommittee this morning,

Mr. Mazur gave a good review or summary of the course of Oper

ation C -Chase and how it is that the undercover agents came to be

in contact with BCCI.

Mr. Mazur indicated that during December 1987 he had had a

series of meetings in Miami with aBCCI officer from Panama. And

that officer proposed to him better ways to launder money. The

name of that officer, as I believe Mr. Mazur testified to, was Sayed

Aftab Hussain .

Just before Christmas 1987, following those series of earlier De

cembermeetings, Mr. Hussain provided the name of AmjadAwan

to Mr. Mazur as a contact in Miami. In January 1988, Mr. Mazur

met with Mr. Awan, Mr. Hussain , and Mr. Akbar A. Bilgrami, an

other BCCI Miami banker, in Miami, and made arrangements
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throughAwan and Bilgrami to launder money via BCCI Panama,

and a BCCIsubsidiary inSwitzerlandknown as BCP .

In March 1988, my office received its first contact fromJack

Blum, then an investigator for thissubcommittee concerning BCCI.

Mr. Blum advised me, as well as others within my office, aswell as

others on the investigative team of the subcommittee's investiga

tion of drug traffickingand money laundering in Panama.

He informed our office that the subcommittee had authorized

and intended to issue subpoenas to twoBCCI officers stationed in

Miami- Amjad Awan, and S.M. Shafi. We informed Mr. Blum that

we were inthe midst of an undercover investigation concerning
BCCI.

Based on our request, which was cleared through Main Justice ,

Mr. Blum agreed to hold off the issuance of the Senate subpoenas

for a period of time.

As the subcommittee knows, the investigation thereafter contin

ued between December 1987 and March 1988. Millions of dollars in

U.S. currency representing the proceeds of cocaine sales were

picked up in Detroit and New York . These funds were laundered

through BCCI Panama, BCCI Luxemberg, and BCP Switzerland, as

a result of the knowing participation of Mr. Awan, Mr. Bilgrami,

and Mr. Hussain .

During late March 1988, the undercover agents met in Costa

Rica with Mora and a representative of a new , major client of Mr.

Mora's, who was, at that time unidentified or undocumented .

During this meeting an expansion of the undercover agent's rela

tionship with this new , major client was discussed to include the

use of BCCI's facilities in Europe, to further the client's objectives.

Subsequent to the meeting, Mazur made arrangements with

Awan and Bilgrami to travel to Europe in order to establish rela

tionships withadditional BCCI officials in Paris and London . This

new client of Mr. Mora's also agreed to send representatives to

Paris to meet with the undercover agents, and BCCI officials, to

discuss an expansion of the client's relationship with the bank.

As Mr. Mazur indicated , he did, in fact, have meetings with BCCI

officials on the continent, and in the United Kingdom , following

these introductions. As a result of these meetings between the

bakers, the undercover agents , and the client's representatives ,

one fellow by the name of Armbrecht, and another bythe name of

Uribe — the undercover agents, thereafter - during June 1988–

began topick up massive quantities of this client's cocaine proceeds
in New York .

By the way, this client was later identified or documented to be

an individual by the name of Gerardo Moncada, who was then un

known to law enforcement. It so turned out that Mr. Moncada is,

in fact, a leading and probably right now, the ranking member of
the Medellin Cartel.

In any event, these pickups from Mr. Moncada's organizations

continued until late July 1988 when they stopped , due to two, in

tervening events. These events dictated that the takedown of Oper

ation C -Chase not be extended past October.

First, at the end of June 1988, the Customs Service seized 110

kilograms of cocaine from Moncada's operatives in Detroit, MI, and

arrested the operatives. The arrests of the operatives triggered a

be

be

는
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chain of events which , due to the discovery provisions of the Feder

al Rules of Criminal Procedure, threatened to terminate the under

cover investigation .

As the subcommittee knows, defendants have the right to obtain

the evidentiary basis of the charges against them from the Govern

ment. In this instance, the arrests were predicated, or based , on in

formation developed from the C -Chase undercover operation . As a

result of discussions between my office, the U.S.attorney's office in

Detroit, and the Department of Justice in Washington , we agreed

that prosecutors in Detroit would seek lawful delays in the discov

ery process through October 1988 .

Although these delays were granted by the court in Detroit, the

information clearly would have to be released soon, thereafter.

Second, during mid -July 1988 , Moncada organization operatives

conducted countersurveillance of currency pickups by undercover

agents in New York, and discovered persons that they believed , or

who they believed , to be law enforcement agents watching the pick

ups.

The Detroit seizure and arrests, coupled with the burned New

York surveillance, caused the Moncada organization to suspect that

Mr. Mazur and his associates were, in fact, Federal agents. As a

result of these events , several things happened.

First, the currency supply for the Moncada organization dried

up.

Second - although this was not learned until long after the in

dictment — the Moncada organization removed Mazur's signatory

power on the $ 1 million certificate of deposit account, which meant

that Mazur no longer had the authority to transfer those funds.

Third, Mazur was informed by Armbrecht- Armbrecht was Mon

cada's operative, with whom he had met in Europe, during the

course and this meeting occurred during early August at a hotel

in Miami — that he, Mazur, was suspected of being aFederal agent,

and therefore business with him had been suspended by the Mon
cada group

Mazur was told that if he was an agent there was, quote : “ No

hole in the world deep enough to hide him , " closed quote. And I

believe that quote comes from a transcript of that meeting. In

short, the undercover investigation seemed to be heading rapidly

toward a conclusion .

By the summer of 1988, a decision had been made to terminate

the C -Chase investigation with a phony wedding between Mr.

Mazur and an undercover agent posing as his fiance. The ruse of a

wedding was intended to lure BCCI officers and others, the others

being traffickers, into the United States in order to affect their ar

rests. A wedding date of October 9, 1988, was set, and plans were

made to coordinate simultaneous arrests and searches in London,

Paris, and the United States.

Accordingly, in August 1988, representatives of British and

French Customs attended meetings in Tampa to address some of

the coordination issues regarding a takedown. At the time it was

contemplated that Mr. Mazur and other cover agents would again

travel to Europe during September 1988, in order to acquire addi

tional evidence.
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However, in early 1988, a 1,200 kilogram load of cocaine secreted

in anchovy canswas seized by the Customs Service, and the DEA,

in a port of Philadelphia, based on information obtained through

the C -Chase investigation .

Roberto Alcaino, who Mr. Mazur testified about thismorning

the principal behind this load — was arrested at LaGuardia, NY , fol

lowing the seizure. This seizure, and the resulting arrests, made it

even more doubtful that the undercover operation would reach its

planned, October takedown date .

Nevertheless, on the heels of this seizure, Mazur and his under

cover fiance travelled to Europe. They met with a fellow by the

name of S.Z.A. Akbar, the same Ziauddin Akbar who Mr. Mazur

testified about this morning , who was a principle of Capcom in

London, on September 20 and 21 , 1988.

During the course of these meetings, after Mr. Akbar was in

formed that the source of the funds was narcotics trafficking, he

agreed to assist in their laundering. From there, the agents trav

elled to Paris, and again met with the French bankers among

them, Mr. Howard and Mr. Hassan and Mr. Chinoy - about whom

Mr. Mazur testified this morning.

Additional evidence relative to the culpability of these three, in

dividual bank officers, as well as the bank as an institution , was

acquired during the course of these meetings. The undercover

agents also took steps to insure that these individuals attended the

undercover wedding. The agents returned to the States by the end

of September 1988. And as the subcommittee knows, the takedown

was then scheduled for October 8, 1988.

Which leads us to the takedown. I am aware that questions have

been raised with respect to the timing of the takedown. Indeed, it

has been suggested - in fact, was suggested this morning, I be

lieve — that the takedown was predicatedupon nonlaw enforcement

considerations. To my knowledge, those claims are entirely false.

Back in February 1988, an Operation C -Chase coordination meet

ing had been heldin the Tampa area. That meeting was attended

by agents and prosecutors from districts around the country in

which the undercover activity was being conducted. The Customs

Service, the lead agency in the investigation, had determined by

that time that the operation should last no longer than the late

summer, or early fall of 1988.

The reasoning behind the takedown date was as follows: First,

past undercover operations had given rise to concerns that they

were unduly facilitating criminal activity by laundering large sums

of money without obtaining commensurate results. The Customs

Service and my office agreedthat C -Chase would attempt to laun

der the minimal amount of funds consistent with the evidentiary

goals of the investigation .

In other words, if there came a point in the investigation where
we continued to launder funds on behalf of old clients without de

veloping evidence against additional defendants, we would attempt

to terminate the operation .

Second, it was contemplated in February 1988, and ultimately

proved correct, that we would be able to make a case against culpa

ble BCCI officials and the bank, by the time of the takedown - the

time of the takedown being then set for October 1988.
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Third , by October 1988, the undercover agents had been operat

ing undercover for almost 2 years ; that in some person's minds

and it is an extremely long time to be engaged in such stressful

and dangerous activities. In any event, in my view — and I believe

to be correct the operation was fortunate to last until October

1988, because of the Detroit and Philadelphia seizures , and the ,

quote, unquote, “burned New York surveillance .'

As the subcommittee knows, the phony wedding between Mr.

Mazur and his fiance did not occur . What occurred in its place was

a phony bachelor party. And the defendants who had travelled to

the United States from overseas were, in fact, arrested . And sever

al BCCI officers were, in fact, arrested during the course of the

bachelor party - Mr. Awan , Mr. Akbar A. Bilgrami, the Mr. Hus

sain whoI mentioned before, Mr. Howard from France, and Mr.

Hassan from France as well as Colombia money launderers; Mr.

Mora - about whom Mr. Mazur testified this morning; certain of

Mr. Mora's associates; and certain of Mr. Alcaino's associates, who

were, as of that time, unarrested.

Alcaino had, in fact, been arrested during mid -September 1988 as

a result of the anchovy seizure. Two other defendants, including

Gerardo Moncada's operative , Mr. Armbrecht, were arrested that

weekend in Miami.

At this juncture, I would like to address another issue that has

arisen with respect to this case, and that is the issue of leaks. Un

fortunately, leaks to the others — to the press and others — occurred

during the course of the undercover operation .

At least one national television news organization, NBC, was in

formed of the existence and nature of the undercover investigation

prior to its conclusion by high-level officials of the U.S. Customs

Service - not by anyone within the Department of Justice, Sena

tors, but by high-level officials of the U.S. Customs Service.

These officials were apparently acting on the instructions of then

Commissioner William Von Raab. The first such disclosure oc

curred at a dinner meeting between Customs representatives and

an NBC news reporter at the Four Seasons Hotel in Washington,

DC, in September 1988, about 1 month prior to the takedown.NBC

and one other national news organization , CBS, had television cam

eras waiting at the Customs Service office in Tampa, after the

bachelor party arrests.

It is regrettable, Senators, that the lives of the undercover

agents, including Mr. Mazur - and remember that Mr. Mazur's life

had already been threatened—were further jeopardized by these
leaks to the press.

In fact, after the leaks to the press occurred , Mr. Mazur, as well

as other agents involved in this matter - and indeed, there were a

number of other agents acting in an undercover capacity in this

matter - continued to meet and speak with targets ofthe investiga

tion in those undercover capacities, for several weeks after the

nature of this undercover operation had been leaked to the news
media .

Mr. Blum also found out about the impending takedown in ad

vance. In a memorandum dated October 7, 1988, which was re

leased as part of the record of the proceedings before this subcom

mittee on August 1, 1991 , Mr. Blum, in a memorandum of that

50-820 0 - 92 - 24
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date, October 7 — which was the Friday before the arrests,and the

searches — described his knowledge of the impending takedown as

follows. And I quote:

During the next 3 days, more than 80 people associated with the Bank of Credit

and Commerce International, and related companies, will be arrested for money

laundering and drug dealing. The arrests will be iŋ more than a dozen locations

here, and in Europe, and have been carefully coordinated. At the same time, the

bank, itself, in a variety of accounts which have been identified as drug accounts,

will be seized here and in London and Paris. The Customs operation is the result of

a 2-year sting operation .

We should also take credit for fingering this situation .

Mr. Blum, had at that - Mr. Blum also obtained a copy of draft,

Customs Service press materials, which were based on confidential,

internal , Department of Justice memoranda, at some point prior to

the unsealing of the indictment. The arrests were made on Satur

day, October 8. The indictment was unsealed on Tuesday, October

12 , I believe . And Mr. Blum had, in fact , known, as of October 7 ,

1988, of the impending takedown. He was also given copies of these

draft Customs Servicepress materials which were, in fact, based on

inaccurate and outdated Department of Justice memoranda.

Mr. Blum provided copies of those materials prior to the unseal

ing of the indictment to Mr. Altman , and to his partner, Mr.

Kovin , of the Clifford & Warnke law firm . These materials later

formed the basis of numerous, pretrial motions, which questioned

the sufficiency of the Government's proof, and its conduct of the

undercover investigation. Although the Government ultimately

prevailed , substantial time was required to respond to the motions.

Following the indictment, the attorneys for the bank and the in

dividual defendants began to file hundreds of motions on every con

ceivable topic - many of which were very complex. At the same

time, we were preparing to supersede the indictment to add addi

tional allegations and defendants. In the midst of these efforts, on

March 23, 1989, Mr. Blum contacted the Customs Service. Mr.

Blum indicated that through a source of his ,he was privy to infor

mation with respect to BCCI that he was willing to share with us.

Mr. Blum also indicated that his position as an investigator with

the subcommittee would be terminated by the end of March 1989,

because the subcommittee was concluding its hearings.

Through Mr. Blum and his source, we made arrangements to

meet with the alleged witness to BCCI wrong-doing. A series of

meetings, which were taped at my direction , occurred in Miami on

March 28 and 29 , 1989. During the course of these meetings, the

alleged witness who was an ex -BCCI official, provided information

concerning alleged illegal activities engaged inby BCCI.

Thereafter, on March 30 , 1989, the ex-BCCI Official travelled to

Tampa with Mr. Blum, and was interviewed by myself , agents

working on the matter, as well as two, other assistant U.S. attor

neys.

The ex-BCCI official who had been portrayed by Mr. Blum as

having direct, firsthand knowledge concerning various matters,

either did not have such information , or was unwilling to admit it.

The ex -official's information appeared to be primarily hearsay,

gossip , rumor, and innuendo. He was also unwilling to testify at

any public proceeding.
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We were disappointed , because Mr. Blum had led us to believe

that the witnesscould provide firsthand information relative to the

bank's involvement in money laundering and other matters .

It was our assessment that the ex-BCCI official had mainly pro

vided secondhand information, and it was apparently Mr. Blum's

view , as well. In a memorandum dated March 22, 1989 , from Mr.

Blum to Senator Kerry, Mr. Blum stated that the ex-BCCI offi

cial's , quote : "motives are suspect , and some of his information is

secondhand," closed quote. I would like to note for the record that

this memorandum was included as part of the record before this

subcommittee during Mr. Blum's August 1 , 1991, testimony.

By the time the interviews had concluded , we were not only

skeptical of the quality of the evidence provided by Mr. Blum's wit

ness, we were also skeptical of Mr. Blum, himself.Mr. Blum told us

that the upcoming termination of the subcommittee's investigation

was sudden, unexpected, and suspect. Mr. Blum claimed thatsome

one on behalf of BCCI had gotten to, or paid off this subcommittee

in order for it to terminate its investigation .

Mr. Blum was unable to offer any specifics, and frankly — and I

want to emphasize this — we did not credit this allegation. I did not

credit the allegation made by Mr. Blum that this subcommittee

had somehow been gotten to or paid off.

Mr. Blum also wanted the Government to pay him for any future

assistance to our investigation . He indicated that as a result of the

termination of the subcommittee inquiry , he was about to lose his

job and needed money. We declined to enter into that sort of rela

tionship with Mr. Blum .

The reason why Mr. Blum's request for payments is relevant is

because it caused us to examine more closely his actions and his

information , as it properly would with any witness .

We were faced — we were presented with unsubstantiated allega

tions made by Mr. Blum, whose motives and credibility were sus

pect. When we spoke with

Senator KERRY . Mr. Jackowski, I am sorry to interrupt you . Ap

parently, I have just been informed , we are down to 4 minutes on

our vote. So we have to leave to go over there . So we will have to

recess . And if you could try to

Mr. JACKOWSKI. Yes, sir, I will .

Senator KERRY. Your concept of a summary appears to be a

word -to -word recitation of the 20 - some pages, which is a half an

hour of testimony. And so if you could try, while we are gone, to

figure out — we will get into all of it in the questioning.

Mr. Jackowski . I do not doubt that, Senator .

Senator KERRY. I assure you that there will be plenty of opportu

nity for you to lay out every single bit of it . But if you could just

try in the opening, to somewhat--that would leave us more time to

ask questions and have a dialog on it.

So we will stand in recess until we return .

[ A brief recess was taken .]

Senator KERRY. The hearing will come to order . Mr. Jackowski,

you were in the process of summarizing. [Laughter.]

Mr. JACKOWSKI. I have followed the court's instructions, your

honor. [Laughter.]
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Senator KERRY. So we will have a couple of more minutesto do

so, and hopefully my colleague will get back here and we will pro

ceed.

Mr. JACKOWSKI. Yes, Senator. Questions have been raised with

respect to what the Government did or did not do with the infor

mation provided to it by Mr. Blumand the ex -BCCI officers. Not

withstanding the quality of the information, the finite resources

available to us, and our substantial pretrial and discovery obliga

tions , we pursued the information . A grand jury investigation was

opened predicated on this information, as well as certain state

ments made by Amjad Awan concerning First American Bank vis

a -vis BCCI to Mr. Mazur in the course of the undercover operation .

That investigation, that is the grand jury investigation, contin

ued until early October 1989 when , due to the lack of other avail

able leads and the press of the upcoming trial, it was temporarily

suspended. Where, as Mr. Mazur put it, a timeout was taken rela

tive to this investigation pending the completion of the trial and

the sentencing of the individual defendants .

A final criticism I would like to address is the allegation that

there have been a lack of immediate results as a result of the De

partment's BCCI investigations. The Department of Justice does

not indict on rumoror gossip or innuendo or hearsay and second

hand information . The Department indicts when we have admissi

ble evidence. That is the standard which we applied in the middle
district of Florida, with respect to our investigation and prosecu

tion . And that is, in fact and I know this, the standard which the

Department of Justice is applying across the board as a whole, with

respect to the entire BCCI matter. That concludes the summary of

my prepared remarks.

( The prepared statement of Mark Jackowski follows:)

cases .

PREPARED STATEMENT OF MARK V. JACKOWSKI

Mr. Chairman, my name is Mark V. Jackowski. I have been an Assistant U.S.

Attorney in the District ofColorado since January 1991. From January 1985 until

January 1991, I was an AUSA in the Middle District of Florida. While in Tampa, I

was assigned to that office's Organized Crime Drug Enforcement Task Force

(" OCDETF '') section , wh I handled major narcotics and drug money laundering

I am here today because I was the lead prosecutor on the Tampa -based investiga

tions and prosecutions known as Operation C -Chase, which included the prosecu

tions of BCCI and its officers. I havepersonal knowledge of, and participatedin, vir

tually all of the decisions made by the Middle District of Florida concerning the

BCCI prosecution.

I am aware of the criticisms of the Tampa prosecution, and I believe they are in

correct and unfair. During the course of my testimony, I will indicate howand why

certain decisions were made in the course of that investigation and prosecution .

OPERATION C -CHASE

During the early summer of 1986, the U.S. Customs Service initiated a drug

money launderinginvestigationwhich eventually came to be known asOperation C

Chase. The operation began with the introduction by a confidential informant of an

undercover agent to a narcotics money launderer from Medellin , Colombia. This

soon led to the introduction of the undercover agent to other money launderers.

In December 1986, two undercover ågerts metwith Gonzalo Mora, Jr., a Medellin

based narcotice ,monay launderer in the Tampa area. The undercover agents and

Mora initially arranged for the agents to pick up U.S. currency stemming from co

caine sales and to repatriate thefunds to Colombia. The undercover agents made

several pickups ofdrug money in various U.S. cities, and the funds were transferred

back to the narcotics traffickers in Colombia .
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During February 1987 , Robert Mazur, one of the undercover agents, determined

that it would be useful to the undercover operation to be able to offer to the traf

fickers the services of an international bank with facilities in Latin America. At

that time, there was an agency of BCCI in Tampa , FL. Mr. Mazur made arrange

ments to open an account at BCCI in the name of a front company.

Between February and May 1987 , the undercover agents continued to assist traf

fickers in the laundering of drug money. During this time, currency belonging to

several of Mora's clients was picked up in Miami, Los Angeles, and New York.

In early May 1987 , Operation Pisces, a DEA undercover money laundering oper

ation, was taken down. As a result, Mora and certain of his associates raised ques

tions as to whether the undercover agents were in fact, federal agents. It was not

until August 1987 that Mora and his associates were satisfied with the bona fides of

the agents, and the agents' undercover business resumed and, indeed , grew .

In September 1987, Mora informed the undercover agents that he had acquired a

new major client - whom he did not identify - and that the client wanted his funds

repatriated to him via a Panamanian (rather thana United States) bank. Mr.

Mazur had such a bank available: BCCI. In July 1987, Mr. Mazur had opened an

undercover account at the Panama City, Panama branch of BCCI.

Beginning at the end of October 1987 , and continuing through November 1987,

undercover agents in Detroit picked up approximately $ 2.3 million from a drug traf

ficking and laundering organization operating on behalf of the Medellin Cartel.

These funds were deposited in the form of currency in undercover accounts with co

operating U.S. banks and subsequently wire transferred to the undercover account

at BCCIin Panama City . Once the funds were received in the BCCI account, they

were rapidly withdrawn by Mora's new client.

The nature and extent of the transactions in this account did not go unnoticed by

officials within the Panama City branch of BCCI . On November 24 , 1987, Syed Aftab

Hussain, an operations officer at the Panama City branch, informed Mr. Mazur that

BCCI was a " full service” bank and proposed that he meet with Mazur personally.

Mr. Mazur and Hussain met in Miami during early December, 1987. During the

course of these meetings, Mr. Mazur told Hussain that the source of his clients'

funds was cocainetrafficking in the United States. Rather than refusing to deal

with Mr. Mazur, Hussain made recommendations to enable Mr. Mazur to better

launder his clients' funds. Hussain also told Mr. Mazur that, due to the fact that

Hussain was stationed in Panama and Mazur operated out of the United States, it

would be useful for Mazur to have a contact at the Miami office of BCCI.

Just before Christmas 1987 , Hussain provided the name of Amjad Awan to Mazur

as a contact in Miami . In January 1988, Mazur met with Awan, Hussain , and Akbar

A. Bilgrami, another BCCI-Miami banker, in Miami and made arrangements

through Awan and Bilgrami to launder money via BCCI Panama and a BCCI sub

sidiary in Switzerland known as BCP.

In March 1988, my office received its first contact from Jack Blum, thenan inves

tigator for this subcommittee, concerning BCCI . Mr. Blum advised me of the sub

committee's investigation of drug trafficking and money laundering in Panama . He

informed our office that the subcommittee had authorized and intended to issue sub

poenas to two BCCI officers stationed in Miami, Amjad Awan, and S.M. Shafi. We

informed Mr. Blumthat we were in themidst of an undercover investigation con

cerning BCCI. Based on our request, Mr. Blum agreed to hold off the issuance of the

Senate subpoenas for a period of time .

The investigation continued. Between December 1987 and March 1988, millions of

dollars in U.S. currency, representing the proceeds of cocaine sales ,were picked up

in Detroit and New York. These funds were laundered through BCCI Panama, BCCI

Luxembourg, and BCP Switzerland as a result of the knowing participation of

Awan, Bilgrami, and Hussain . During late March 1988, the undercover agents met

in Costa Rica with Mora and a representative of his new major client, who still re

mained unidentified. During this meeting, an expansion of the undercover agents'

relationship with the clientwas discussed, including the use of BCCI's facilities in

Europe to further the client's objectives. Subsequent to the meeting, Mr. Mazur

made arrangements with Awan and Bilgrami to travel to Europe in order to estab

lish relationships with additional BCCI officials in Paris and London. Mora's new

client also agreed to send representatives to Paris to meet with the undercover

agents and BCCI officials to discuss an expansion of the client's relationship with

the bank .

Between May 20 and 25, 1988, Mr. Mazur and otherundercover agents met with

three BCCI Paris officials: Nazir Chinoy, head of BCCI's French -Africa region ; lan

Howard, BCCI Paris' Branch Manager; and Sibte Hassan, an aide to Chinoy. These

meetings were the result of referrals by Awan and Bilgrami. During the course of
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these meetings, the new BCCI players were informed of the source of the funds and

agreed to facilitate the transactions. The bankers also met with the client's repre

sentatives. Bythis time,the client had been tentatively identified as “Don Chepe,”

of Medellin, Colombia. "Don Chepe" was described by his representatives to be a
major cocaine importer, distributor, and launderer . The bankers satisfied the con

cerns of “Don Chepe's” representatives about BCCI. The representatives, Santiago

Uribe, a lawyer from Medellin, Colombia, and Rudolph Armbrecht, an aircraft

broker, agreed to place $ 1 million in the form of a certificate of deposit with BCCI

Paris as a test of the bank's capabilities. Theundercover agents did not know at the

time that “ Don Chepe," whose true name isGerardo Moncada, had been doing busi

ness with the Colon , Panama, branch of BCCI sin've 1985. As a direct result of Oper

ation C -Chase, Gerardo Moncada was identified as being a ranking member ofthe
Medellin Cartel.

After the Paris meetings, the undercover agents travelled to London and met with

Asif Baakza, the head of BCCI'sCorporate Unit in London . This meeting, again the

result of a referral by Awan and Bilgrami, ended with Baakza's agreementto laun

der cocaine proceeds.

As a result of the European contacts with Armbrecht and Uribe, undercover

agents began to pick up massive quantities of Moncada's cocaine proceeds in New

York. These pickups continued until late July 1988 when they stopped dueto two

intervening events. These events dictated that the takedown of Operation C -Chase

not be extended past October.

First, at the end of June 1988, the Customs Service seized 110 kilograms of co

caine from Moncada's operatives in Detroit, and arrested the operatives. The arrests

of the operatives triggered a chain of events which, due to the discovery provisions

of the Federal Rules of Criminal Procedure, threatened to terminate the undercover

investigation . As you know , defendants have the right to obtain the evidentiary

basis of the charges against them fromthe government. In this instance, the arrests

were based on information developed from the C -Chase undercover operation. As a

result of discussions between my office, the U.S. Attorney's Office in Detroit, and

the Department of Justice, we agreed that prosecutors in Detroit would seek lawful

delays in the discovery process through October 1988. Although these delays were

granted by the court in Detroit, the information clearly would have to be released

soon thereafter.

Second, during mid -July 1988, Moncada organization operatives conducted

counter -surveillance of currency pickups by undercover agents in New York and dis

covered persons they believed to be law enforcement agents watchingthe pickups.
The Detroit seizure and arrests, coupled with the " burned ” NewYork surveil

lance, caused the Moncada organization to suspect that Mr. Mazur and his associ

ates were in fact, federal agents. As a result of these events, several things hap

pened.

First, the currency supply from the Moncada organization dried up. Second ( al

though this was notlearned until long after the indictment), the Moncada organiza

tion removed Mr. Mazur's signatory power on the $ 1 million certificate of deposit

account, which meant that Mr. Mazur no longer had the authority to transfer those

funds . Third, Mr. Mazur was informed by Armbrecht during the course of an early

August meeting at a Miami motel that he was suspected of being a federal agent,

and therefore business with him had been suspended by the Moncada group . Mr.

Mazur was told that if he was an agent, there was “ no hole in the world deep

enough to hide in . " In short, the undercover investigation seemed to be heading rap

idly toward a conclusion .

By the summer of 1988, a decision had been made to terminate the C -Chase inves

tigation with a phony "wedding ” between Mr. Mazur and an undercover agent
posing as his fiancee. The ruse of a wedding was intended to lure BCCI officersand

others into the United States in order to effect their arrests. A "wedding" date of

October 9, 1988 , was set, and plans were made to coordinate simultaneous arrests

and searches in London, Paris, and the United States.

Accordingly, in August 1988, representatives of British and French Customs at

tended meetings in Tampa to address some of the coordination issues regarding the

takedown.2 At the time, it was contemplated that Mr. Mazur and other undercover

( 0 1

1 During mid -August 1988, Mr. Mazur also learned from Awan and Bilgrami that the Senate

had in fact issued subpoenas to the bankwhich called for records of accounts maintained at the

bankby Panamanian corporations as well as others.

2 We agreed that, should Mr. Baakza be arrested in the United Kingdom , he would be pros

ecuted by British authorities on the basis of information developed by the American undercover

Continued
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agents would travel again to Europe during September 1988 in order to acquire ad

ditional evidence .

However, in early September 1988, a 1,200 kilogram load of cocaine secreted in

anchovy cans was seized bythe Customs Service and the Drug Enforcement Admin

istration in the Port of Philadelphia based on information obtained through the C

Chase investigation . Roberto Alcaino, the principal behind this load, was arrested at

LaGuardia Airport in New York following the seizure. This seizure and the result

ing arrests made it even moredoubtful that the undercover operation would reach

its planned October takedown date .

Nevertheless, on the heels of this seizure, Mazur and his undercover “ fiancee"

travelled to Europe. They met with Akbar in London on September 20 and 21 , 1988.

During the course of these meetings, after Akbar was informed that the source of

the funds was narcotics trafficking, he agreed to assist in their laundering. From

there the agents travelled to Paris and again met with Chinoy, Howard, and

Hassan . Additional evidence relevant to their culpability was acquired during the

course of these meetings. The undercover agents also took steps to ensure that these

individuals attended the undercover wedding. The agents returned to the States by

the end of September.

THE TIMING OF THE TAKEDOWN OF C -CHASE

I amaware that questions have been raised with respect to the timing of the take

down. Indeed, it has been suggested that the takedown was predicated upon non-law

enforcement considerations.

To my knowledge, those claims are entirely false. Back in February 1988, an Op

erationChase coordination meeting had been held in the Tampa area. That meet

ing was attended by agents and prosecutors from districts around the country in

which the undercover activity was being conducted. The Customs Service, the lead

agency in the investigation, had determined by that time that the operation should

last no longer than thelate summer orearly fall of 1988.

The reasoning behind the takedown date was as follows:

First, past undercover operations had given rise to concerns that they were

unduly facilitating criminal activity, by laundering large sums of money without ob

taining commensurate results. The Customs Service and our office agreed that C

Chase would attempt to launder the minimal amount of funds consistent with the

evidentiary goals of the investigation . In other words, if there came a point in the

investigation where we continued to launder funds on behalf of old clients, without

developing evidence against additional defendants, we would attempt to terminate
the operation.

Second, it was contemplated in February 1988, and ultimately proved correct, that

we would be able to make a case against culpable BCCI officials and the bank by

the time of the takedown.

Third , by October 1988, the undercover agents had been operating undercover for

almost 2 years. That is an extremely long time to be engaged in such stressful and

dangerous activity .

In any event, the operation was fortunat last until October 1988, because of

the Detroit and Philadelphia seizures and the "burned " New York surveillance.

THE TAKEDOWN OF C -CHASE

The phony "wedding” between Robert Mazur and the undercover agent posing as

his fiancee was scheduled for Sunday, October 9, 1988. In order to separate the tar

gets from their families, and to effect the arrests securely, a " bachelor party” was

scheduled for the previous day , Saturday, October 8.

Theruse proved highly successful. Several BCCI officers (Awan, Bilgrami, Hus

sain , Howard , and Hassan ), the Colombian money launderers, Mora, certain of his

associates, and certain of Alcaino's associates were all arrested at the " bachelor

party ” on October 8. Two other defendants, including Moncada's operative Arm
brecht, were arrested that weekend in Miami .

Following the " bachelor party” arrests, a search was conducted of the bank's

Miami offices. Simultaneous searches were conducted at the bank in Paris, at the

bank in London , and at various residences in Great Britain . Three more BCCI offi

cials, Baakza, Akbar, and Chinoy, were apprehended in Great Britain at the same
time.

agents. It was also agreed that if evidence was developed against S.Z.A. Akbar, he too, would be

prosecuted in the United Kingdom . Akbar was, in fact, ultimately prosecuted and convicted by

British authorities .
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LEAKS TO THE PRESS

At this juncture, I would like to address another issue that has arisen with re

spect to this case: the issue of leaks. Unfortunately, leaks to the press and others

occurred .

At least one national television news organization, NBC , was informed of the ex

istenceandnature of theundercover investigation, prior to its conrusion, by high

level officials of the U.S.Customs Service.Theseofficials were apparently acting on
the instructions of then -Commissioner William Von Raab.3 The first such disclosure

occurred at a dinner meetingbetweenCustoms representatives and anNBC News

reporter at the Four SeasonsHotel in Washington , DC, in September 1988, about1

month prior to the takedown. NBC and one other national news organization , CBS,

had television cameras waiting at the Customs Service office in Tampa after the

" bachelor party" arrests.

It is , to say the least, regrettable that the lives of the undercover agents one of

whom, Mr. Mazur, had already been threatened with death by the narcotics traf

fickers with whom he was transacting business were therebyjeopardized. In fact,

Mr. Mazur and other agents continued to meet and speak with targets of the inves

tigation in their undercover capacities for several weeks after the nature of the un

dercover operation had been disclosed to the news media.

Jack Blum, an investigator for this subcommittee, also found out about the im

pendingtakedown in advance. In a memorandum dated October 7, 1988— the Friday

before the arrests and searches — Blum describes his knowledge of the impending
takedown:

During the next 3 days more than 80 people associated with the Bank of

Credit and CommerceInternational and related companies will be arrested for

money laundering and drug dealing. The arrests will be in more than a dozen

locations here and in Europe and have been carefully coordinated .

At the same time the bank itself and a variety of accounts which have been

identified as drug accounts will be seized here and in London and Paris.

TheCustoms operation is the result of a 2 year sting operation .*

We should take credit for fingering the situation

Mr. Blum also obtained a copy of draft Customs Service press materials based on

confidential, internal (as well as inaccurate and outdated) Department of Justice

memoranda at some point prior to the unsealing of the indictment. Mr. Blum pro

vided copies of these materials prior to theunsealing of the indictment to Robert A.

Altman and his partner, John F. Kovin , of the Clifford & Warnke law firm . These

materials later formed the basis of numerous pretrial motions which questioned the

sufficiency of the government's proof and its conduct of the undercover investiga

tion . Although the government ultimately prevailed , substantial time was required

to respond to the motions.

THE ADEQUACY OF THE TAMPA CHARGES

Another question has been raised regarding the charges brought against the bank

and its employees in the wake of the takedown. Former Customs Commissioner Von

Raab testified before this subeommittee on August 1 , 1991 :

I was annoyed at the time of the arrest in Tampa that there were not more

significant charges brought against higher level BCCI officers and more signifi

cant charges brought against BCCI as a corporation

Although I was the principal prosecutor on this case , I had never heard Mr. Von

Raab's alleged dissatisfaction concerning the nature of the charges or the identity of

the defendants until his testimony before this subcommittee. In fact, I met with Mr.

Von Raab on the evening of October 10, 1988, and he congratulated me on my ef

forts in the case . Furthermore, Mr. Von Raab was a principal speaker at the press

conference on October 11 , 1988, when the indictment was unsealed. At that time,

Mr. Von Raab called Operation C -Chase “ the most important money laundering

case in U.S. history."

a

3 Statement of the U.S. Department of the Treasury Regarding Its Operation CChase and the

Bank of Credit and Commerce International,appended to letter from Assistant Secretary of the

Treasury (Enforcement) Peter K. Nunez to Representative Charles E. Schumer, dated October

18, 1991, at 9 ( the premature disclosure of the ongoing undercover operation to the press and

subsequent press coverage was " coordinated through Customs headquarters and at the direction

of then -Commissioner Von Raab " ).

4 Memorandum from Jack A. Blum to Senator John F. Kerry dated October 7, 1988 , entitled

" BCCI: The Takedown, Background and Talking Points . ” The memorandum was made part of

the record of this subcommittee on August 1 , 1991.
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Mr. Von Raab's complaint that higher-up BCCI officers were not indicted is com

pletely misplaced. Simply put, we indicted every BCCI officer who we had a reasona

ble chance of convicting at trial.

CONTACTS WITH JACK BLUM

Following the indictment, the attorneys for the bank and the individual defend

ants began to file hundreds of motions on every conceivable topic, many of which

were very complex. At the same time, we were preparing to supersede the indict

mentto add additional allegations and defendants . In the midst of these efforts, on

March 23, 1989, Jack Blum contacted the Customs Service. Mr. Blum indicated that,

through a source , he was privy to information with respect to BCCI that he was

willing to share with us. Mr. Blum also indicated that his position as an investigator

with this subcommittee would be terminated by the end of March , 1989, because the

subcommittee was concluding its hearings. Through Mr. Blum and his source, we

made arrangements to meet with an alleged witness to BCCI wrongdoing.

A series of meetings, which were taped at my direction , occurred in Miami on

March 28 and 29, 1989. During the course of these meetings, the alleged witness,

who was an ex -BCCI official, provided information concerning alleged illegal activi

ties engaged in by BCCI . Thereafter, on March 30, 1989, the ex-BCCI official trav

elled to Tampa with Mr. Blum and was interviewed by me and agents working on
the matter.

The ex -BCCI official, who had been portrayed by Mr. Blum as having direct first

hand knowledge concerning various matters, either didn't have such information or

was unwilling to admit it. The ex -official's information appeared to be primarily

hearsay, gossip, rumor, and innuendo. He was also unwilling to testify at any public

proceeding. We were obviously disappointed, because Mr. Blum had led us to believe

that the witness could provide first-hand information relative to the bank's involve

ment in money laundering and other matters.

It was our assessment that the ex-BCCI official had mainly provided secondhand

information, and it was apparently Mr. Blum's view as well . In a memorandum

dated March 22, 1989, from Jack Blum to Senator Kerry, Mr. Blum stated that the

ex -BCCI official's “ motives are suspect and some of his information is second

hand.” 5

By the time the interviews had concluded, we were not only skeptical of the qual

ity of the evidence provided by Mr. Blum's witness, we were also skeptical of Mr.

Blum himself. Mr. Blum told us that the upcoming termination of the subcommit

tee's investigation was sudden , unexpected, and suspect. Mr. Blum claimed that

someone on behalf of BCCI had “ gotten to” or paid off this subcommittee in order

for it to terminate its investigation. Mr. Blum was unable to offer any specifics, and,

frankly, we did not credit this allegation .

Mr. Blum also wanted the government to pay him for any future assistance to our

investigation. He indicated that, as a result of the termination of thesubcommittee

inquiry, he was about to lose his job and needed money. We declined to enter into

that sort of relationship with Mr. Blum. The reason why Mr. Blum's request for

payments is relevant is because it caused us to examine more closely his actions and

his information , as it properly would with any witness.

We were thus faced with unsubstantiated allegations made by Mr. Blum , whose

motives and credibility were suspect. When we spoke with Mr. Blum's witness, he

fell far short of our expectations. Nevertheless, we commenced a separate grand

jury investigation into certain of these areas. Furthermore, we pursued this infor

mation despite the fact that a second ex -BCCI official brought to us by Mr. Blum

during May , 1989, turned out to be an even worse witness than the first. Even Mr.

Blum acknowledged that the second individual did not turn out to have the type of

information which he represented to us the witness would have.

Questions have been raised with respect to what the government did ordid not do

with the information provided to it by Mr. Blum and the first ex-BCCI official. Not

withstanding the poor quality of the information , the finite resources available to

us, and our substantial pretrial and discovery obligations, we pursued the informa

tion . A grand jury investigation was opened predicated on this information as well

as the statements made by Amjad Awan in the course of the undercover operation.

That investigation continued until early October 1989, when , due to the lack of

other available leads and the press of the upcoming trial , it was temporarily sus

5 This memoranda was included as part of the record before this subcommittee during Mr.

Blum's August 1 , 1991 , testimony .
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pended pending the completion of the trial and the sentencing of the individual de
fendants.

RESOURCES DEVOTED TO C -CHASE

I would now like to address the issue of the investigative resources devoted to the

C -Chase prosecutions. The greatest demands on those resources arose out of the

need to prepare transcripts of thousands oftaped undercover conversations.

Early in the investigation , we made the decisionto tape as many conversations as

possible with the targets of the investigation. By the time of the October takedown,

undercover agents had taped more than 2,000 meetings and telephone conversations

with numerous individuals. From the inception of the investigation through early

1988, a majority of those undercover conversations were transcribed or summarized.

Beginning in early 1988, however, when the investigation began to focus on the

BCCI bankers, we in effect " overran our supply line” concerning the transcripts as

a result of the extensive undercover activity the agents were engaged in .

Because of the volume of the tapes, the undercover agents were no longer able to

transcribe the tapes in a timely manner. This left us with a choice either to use

outside transcription services, or to require the undercover agents to transcribe the

tapes as they were generated , at the risk of foregoing undercover activity . I made

the decision that it was more important that the undercover agents engage in un

dercover activity than it was for them to transcribe tapes. I decided that the tapes

could be transcribed and made available in discovery after the case was indicted . 6

The obvious question is why did we not utilize non -government transcription serv

ices before the takedown . The answer to that is simple: it was my view that the

need for secrecy in this investigation was paramount, and I did not want to risk

compromising the investigation and putting the agents' lives at risk by providing

these tapes to third parties. It is well-known within the law enforcementcommunity

that narcotics traffickers utilizing the services of private investigators, attorneys,

and others are able to ferret out information concerning ongoing drug investiga

tions . The risk of compromise was not one that I was willing to take.

In any event, the transcription process started in earnest shortly after the end of

the investigation . This process, given the poor audibility quality of the tapes (most

of which needed to be enhanced in order to be heard ) and the heavily-accented Eng

lish of the BCCI defendants, was tedious. This process was the subject of much dis

cussion and dispute between my office and the Customs SAC in Tampa, as well as

within Customs itself. Unfortunately, there were only four or five agents who were
willing and able to do this arduous work.

SAČ- Tampa was well aware that the transcription process was causing us discov

ery problems with the District Court. This problem came to a head during the

spring of 1989 , and continued thereafter. Although the disputes were ultimately re

solved, in many instances suitable transcripts were not finalized until the day the

underlying tapes were played in Court. Nevertheless, due to the efforts of Mr.

Mazur and the small cadre of agents assisting him , the ultimate high quality of the

transcripts was recognized by the trial judge. Without the transcripts, an effective

prosecution would not have been possible.

THE PLEA AGREEMENT

As the subcommittee knows, the Tampa U.S. Attorney's office entered into a plea

agreement with BCCI in January, 1990 , on the eve of trial. Thisagreement has re

ceived much criticism , most of it ill-informed. For instance, Mr. Von Raab testified

before this subcommittee on August 1, 1991, that “ I think it was a shameless agree

ment.It had a number of terrible aspects ." Mr. Von Raab acknowledged , however,

that “ I don't know the details or technical side of it.

I do know the details and technical side of it, and they are as follows:

1. The purportedly " shameless” pleaagreement didnot prevent theDepartment

of Justice from prosecuting BCCI. It only bound the Middle District of Florida from

prosecuting BCCI for matters under investigation at the time of the agreement. The

Department of Justice in Washington and every other U.S. Attorney's Office in the

country is free, and has been free at all times, to indict and prosecute BCCI.

2. The plea agreement precludes no federal prosecutor anywhere from indicting

any employee, officer, or director of BCCI for any criminal offenses.

6 This is not to say , however , that we were unaware of the nature of the conversations. I re

ceived timely reports of the undercover contacts with the targets from Mr. Mazur; in addition ,

an IRS agent listened to relevant portions of key tapes to enable us to prepare the indictment

and search warrant affidavits .
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3. The plea agreement resulted in the largest monetary penalty ever imposed

upon a corporate defendant for money laundering. This $15 million penalty did not

consist, contrary to Mr. Blum's and Mr. Von Raab's assertions before this subcom

mittee, of the profits that the agents had “ created in the drug deal.” It was the

bank's money . The bank's profits as a result of engaging in transactions with the

undercover agents did not exceed $250,000.

4. The plea agreement resulted in an admission by BCCI that money laundering

of narcotics proceeds was among its corporate policies.

5. The plea agreement resulted in the bank pleading guilty to every, and I repeat,

every readily provable count in the indictment.The bank pleaded to 33 substantive

money laundering counts , as well as a count of conspiracy to launder drug money.

The only count the bank did not plead guilty to wasa narcotics conspiracy count.

This was as a result of a pre-trial order entered on December 5, 1989 , by the trial

judge which I understand Mr. Genzman's testimony will address .

6. The plea agreement has been criticized for not putting the bank out of business .

As the trial judge indicatedwhen heaccepted the plea agreement and sentenced the

bank on February 5 , 1990, federal criminal law makes no provision for revoking the

bank's license to do business in the United States. As this subcommittee knows, the

decision to permit a foreign bank to do business in the United States rests with reg

ulatory authorities.

7. The plea agreement has also been criticized for permitting the “most serious

offender, " the bank, to escape with a light punishment. First, as I have related, the

bank did not escape lightly . They paid a $ 15 million penalty and admitted that they

had a corporate policy of laundering drug money, forever tarring the bank with that

admission. Second, they agreed to cooperate with the government. Unfortunately,

due to the ongoing nature of the investigations which their cooperation has impact

ed , I am unable to disclose the strength of that cooperation . Third, the publicity

stemming from the bank's prosecution had an adverse economic impact on the

bank . ? Finally, the Department of Justice was and is free to investigate and pros

ecute individuals as well as thebank itself for any and all crimes. The plea agree

ment did not preclude the Middle District of Florida from returning a RICO indict

ment against other high level officials of the bank, Colombian drug traffickers, and

others, which was unsealed on September 5, 1991. In fact, the RICO enterprise in

that prosecution was defined to include BCCI.

As I have testified , the plea agreement did not preclude the government from

prosecuting the bank employees who were charged in the indictment. As you know,

we tried those defendants, convicted them, and they received serious sentences.

Questions have been raised as to why we accepted a plea from the bank and not

from the individual defendants. We in fact attempted to enlist the defendants' coop

eration , but were unsuccessful in doing so. This was due to a number of factors:

There was a fundamental difference of opinion between the government's view of

the case and the defendants ' attorneys' view of the case . We viewed the bankers as

being nodifferent than drug dealers. The defense attorneys viewed their clients as

white collar criminals . My office's plea agreement policy in drug cases gave the indi

vidual defendants, as with any defendants similarly situated, three choices: go to

trial ; plead guilty to the entire indictment; or plead guilty and cooperate with the

governmentin the hopes of receiving a reducedsentence. However, in this case, the

individual defendants, with one exception, refused to give proffers of what their tes

timony and knowledge would be. They also had unrealistic expectations as to the

length of prison timethey were likely to serve, even with cooperation. Finally, their

attorneys convinced them that they could beat the charges. As a result, we never

consummated plea agreements with any of the individual defendants.

CONCLUSION

The final criticism that I would like to address is the so -called lack of additional,

immediate results in the BCCI matter. The Department of Justice does not indict on

rumor, gossip , innuendo, hearsay, and secondhand information . We indict when we

have admissible evidence. I can assure you that the Department is moving ahead

rapidly in this matter. When sufficient admissible evidence to convict has been ac

cumulated as a result of the various BCCI investigations, then, and only then, will

indictments be sought. That is the standard which is applied in the Middle District

? See written testimony of J. Virgil Mattingly , Jr., General Counsel of the Board of Governors

of the Federal Reserve System , September 13, 1991, before the House Committee on Banking,
Finance and Urban Affairs, at 14.
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of Florida and that is the standard which the Department of Justice will apply
across the board.

Senator KERRY. Now , let me try to find a beginning here, amidst

these long summaries. In a sense, gentlemen , the two of you have

come in and given, I think obviously, plausible, and intelligent, and

credible sense from your perspective about what you did, and why

you did it, and how you did it.

The question that leaps to my mind, and I suspect in the minds

of some other observers, is whether you are seeing the forest for

the trees. I think Mr. U.S. AttorneyGenzman you said , and I quote

you: " Tampa was a money laundering case .” And that is the way

you viewed it. But to me and a lot of other people, and I think to

Bob Mazur according to his testimony today, it was much more

than a money laundering case .

It was a case where information was surfacing about the illegal

ownership of banks in the United States, about our arms, about

broad-basedcriminal activity. And the sense a lot of people have is

that, yes, while you can come here and sayindeed,this was very

credible and we achieved a lot, as Bob Mazur himself said , it

achieved far less than it could have, and that some people think

should have. Now how do you respond to that ?

Mr. GENZMAN . Let me start, Mr. Chairman, by saying that we

had a takedown that required the Tampa case to focus on money

laundering. If we had not, I would be at the witness table today

explaining why we went up every rabbit trail we could find, and

ignored what we had in front of us, which was the money launder

ing case. And let me add, this one of the first, if not the first

Senator KERRY. But who suggested thatyou ignore that ?

Mr. GENZMAN. If you let me proceed, I was just going to get to

that Mr. Chairman . We could not ignore what we had before us,

which was a money laundering case. And contrary to testimony

that you heard in August, this case was not brought to our office

wrapped in a ribbon ready to go . There was an incredible amount

of work that had to be done . We hadto give priority to that case.

We had to abide by the judge's timetable, the Speedy Trial Act dis

covery requirements, but we did not ignore these other allegations

as they came in .

Senator KERRY. Did you write a letter to the Attorney General

saying Mr. AttorneyGeneral, we have an extraordinarycase here

which involves the illegal ownership of the bank , which involves

many more millions of dollars than we have yet proven . And we

need people down here in order to be able to dothis.

Mr. GENZMAN . I could show you a stack of letters andmemos

that we have written , that I have written since I became U.S. at

torney right around the time of the takedown, which asked for ad
ditional resources.

Senator KERRY. Did you get them ?

Mr. GENZMAN. Not just for the BCCI case , but for a number of
other cases.

Senator KERRY. Did you get them for the BCCI case ?

Mr. GENZMAN . Yes, as amatter of fact. Right, within months we

received, I believe, five asset forfeiture attorneys, at least two of

which were working very regularly on BCCI. Andwe also received
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some additional drug resources. And as soon as we were able to get

those people hired , we put them to work.

Senator KERRY. Did they specifically go to work on BCCI?

Mr. GENZMAN . Well the people that we bring into the door

Senator KERRY. Did those people that you requested specifically

go to work on BCCI?

Mr. GENZMAN . Some of the asset forfeiture people did, but you

have to understand that when you bring new people into the door,

you rarely give them one of your biggest cases, if not the biggest

case in the history of your office. We reassign people internally as

we bring in newcomers. And every time Mr. Jackowski, or his col

leagues, would come to us and say they needed help either on asset

forfeiture or on motions or on any of the work they were facing, we

addressed those needs, and they were taken care of. And I don't

think anyone has criticized the attorney resources that were ap

plied to this case .

Senator KERRY. That is not the issue, believe me it is not. And I

want to make that very clear. I never issued one world of criticism

about the attorneys in the case, or others.

Mr. GENZMAN . Can I respond further ? You also mentioned - your

question referred to whether new people were coming on board to

work on the BCCI case, and I think that reflects a problem that

needs to be avoided. And that is, you can't have new people coming

in the door and picking up work on such a big case. As a matter of

fact, putting a small army of experienced people on a case of this

type can often be self-defeating.

Senator KERRY. I do not disagree with that , but that just begs the

question as to why your lead attorney, Mr. Jackowski, went out to

Denver and why Mr. Mazur quit.

Mr. GENZMAN. Why don't you ask Mr. Jackowski? I'm sure he'll

be pleased to answer.

Senator KERRY. We will get to there, but why do you not say,

gee, we need you here. I do not want to assign you to Denver right

now . You areonthe biggest case in the country.

Mr. KEHOE. Well, Ihad numerous discussions with Mr. Jack

owski about him staying in the middle district of Florida. Not only

for this, but for other reasons. The primary reason , Senator, being

that he is one of the best prosecutors that I've ever seen in my life,

and he had other personal business . And I will let Mr. Jackowski

speak for himself, but we had numerous discussions about that.

Mr. JACKOWSKI. Senator, the fact of the matter is that, No. 1 , I

decided to transfer to Denver. No one decided to transfer me to

Denver, as has been suggested in the New York Times. That's No.

1 , and No. 2, the reasons for my decision to go to Denver were en

tirely personal. No. 3 , as Mr. Kehoe stated, Mr. Kehoe on numer

ous occasions, sir, attempted to, shall we say inveigle me to stay in

Tampa, as did Robert Genzman. These gentlemen wanted me to

stay in Tampa. I had a discussion last week with Mr. Kehoe in

which Mr. Kehoe said why don't you come back to Tampa. So I

have been asked to, No. 1 , stay in Tampa and No. 2, I was to

return to Tampa. And my reason for goingto Denver was personal,

sir.

>
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Senator KERRY. Now with respect to your feelings about the case ,

is it not a fact that you were unhappy with the pace and scope of

the investigation ?

Mr. JACKOWSKI. No, that is not correct, Senator .

Senator KERRY. I think there was a memo in which you — and

certainly the written memo by Bob Mazur seemed to suggest that

you agreed with his perceptions of lack of resources , and the un

happiness.

Mr. GENZMAN. While he is looking, Senator, can I respond to a

part of that question .

Senator KERRY. This is Mr. Mazur's memo, and I read from it. It

says, the outcome of the case , while notable, was considerably less

than what it could have been . The indictment of additional defend

ants and the seizure of substantially more drug proceeds was lost

directly as a result of the application of inadequate resources by

blank to the investigation. This opinion is shared by individuals

meaningfully involved in the successes preserved within Operation

C -Chase, including the lead prosecutor, see attachment A, memo of

Mr. Jackowski, page 4. So your own memo suggested that you were
unhappy, you thought more could have been done.

Mr. JACKOWSKI. Sir, what I think you're doing is you're taking

Mr. Mazur's memo and reading into it words that Mr. Mazur's

memo — a certain unhappiness on my part with respect to the

progress of the case . AndI don't think that's correct. I will tell you

what is correct, and I will tell you what I understood

Senator KERRY . Before you do, and I am going to give you a

chance to but before you do tell me, and I will give you the full

opportunity to do so , are you saying that you did not hold the opin

ion that the outcome of the case was less than what it could have

been ? Did you hold that opinion?

Mr. JACKOWSKI. I'm going to answer your question.

Senator KERRY. Yes or no.

Mr. JACKOWSKI. I cannot answer the question yes or no, Senator.

I have to answer in the following manner. My unhappiness with

respect to the C -Chase investigation , and this was not with respect

to the C -Chase prosecution, it related to the C -Chase investigation,

was that there were a number of documents that were seized as a

result of searches conducted in Miami and other places.

It was my view that included within those records were leads to

other narcotics traffickers and money launderers. It was my fur

ther view, as of the time I wrote my memorandum, which was at

the end of January 1991 , that those documents had not been ade

quately reviewed to pursue all of those leads. That was the nature

of my unhappiness, Senator.

Senator KERRY. Well, I interpret that, and correct me if I am

wrong, that if the leads had been followed up more would have

been produced. So ergo, it did not produce all that it could have.

Mr. Jackowski. Senator, what I think you are trying to do is

Senator KERRY. Look, there were a lot of different- I mean I am

dealing with some of the memos that I have here . Let me ask you

this

Mr. JACKOWSKI. What you're doing is you're asking me about a

statement that Robert Mazur wrote. That statement refers to a
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memorandum that I wrote, and what I'm trying to do is explain

what I meant when I wrote that memorandum.

Senator KERRY. Let me ask this , is there any reason the commit

tee should not see the memo you wrote ?

Mr. JACKOWSKI. I believe the committee has seen a redacted ver

sion of the memo.

Senator KERRY. Not of the memo that you wrote . I do not believe

so . We have not seen that.

Mr. KEHOE. Senator, the vast majority of Mr. Jackowski's memo,

and I believe that it is the memo that Mr. Jackowski addressed to

me,among others

Mr. JACKOWSKI. That is correct.

Mr. KEHOE [ continuing ). Is the memo that addresses our format

for our continuing investigation. This was a memo that was written

to me, among others, when Mr. Jackowski was about to leave. It

directly addresses ongoing matters as to what he thinks we should

do, and the next target level that we should move to. On that basis,

Senator, I would object, with all due respect to the committee, of

handing it over to the committee. Because it is an ongoing matter.

Senator KERRY. Which puts us in the inevitable sort ofcatch -22.

You guys can sit there and say it is an ongoing investigation, and

we are the committee of oversight to determine whether or not it

is . But we cannot see any documentation that would support that .

Mr. KEHOE. Senator, there is documentation to support that . The

most recent documentation to support is a September 1991 indict

ment. The next level of indictments that

Senator KERRY. September 1991 indictments, you are referring to

the Federal Reserve case ?

Mr. KEHOE. I am referring to the indictment that the middle dis

trict of Florida indicted Mr.Naqvi as well as Mr. Rizvi , and a vari

ety of other people on a RICO, and a RICO conspiracy. Now that is

not the only matter that is contained in that particular memo that

Mr. Jackowski wrote to me, if I recall correctly .

There is a continuing investigation going on to date, Senator,

that is discussed in that particular memo. Now you ask if the De

partment of Justice, or the U.S. attorney's office, or the middle dis

trict of Florida has any proof. Well you need to take my word, you

don't need to take my word, Senator, you need only to go to the

docket sheet of the most recent indictment.

Senator KERRY. Well we can get into the question of the most

recent indictment . I am not going to right now, but there are a lot

of questions that arise in between that time period and now, some

of which we will get into, many of which we will not have time to

get into .

I do not take that most recent indictment as a statement of what

did or did not happen between then and now. And there are many

reasons why I do not, but I simply do not. And this particular - it

seems to me that it ought to be possible since we have had no prob

lem in getting whole pages delivered to us with nothing on them,

to redact sufficiently that we are able to see what you said about

your opinion it , but not obviously on the ongoing investigative

aspect of it.

Mr. JACKOWSKI . Senator, that is not a decision that I made.

Senator KERRY. I know .
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Mr. JACKOWSKI. I just want to say one thing. First of all, there

are two components to my memorandum . One relates to ongoing

matters which I believe, under tradition theories, this subcommit

tee would not be entitled to . The other relates to a criticism , and

the criticism relates to going through the records.And I'm telling

you under oath, that mycriticism with respect to the records relat

ed to my belief that included within those records were transac

tions of other money launderers and narcotics traffickers. That's

what I meant.

Senator KERRY. What about First American ? Was that not of

issue then?

Mr. JACKOWSKI. Not of issue, when ? At the time I wrote my

memorandum .

Senator KERRY. This particular time, yes.

Mr. JacKOWSKI. I think First American, sir, has been of issue

since March 1988 , No. 1. No. 2 , I Senator, am not awareSenator,

I'm not aware that there are any - well let me put it to you this

way - I am not aware of any materials included within the docu

ments that came out of Miami which are directly relevant to First

American. This is Mark Jackowski saying that. Mark Jackowski

who has not reviewed all those records, Mark Jackowski who has

not received a detailed report relative to that. That's what I'm tell

ing you.

Senator KERRY. Relative to

Mr. JACKOWSKI. The notion , or your question concerning whether

or not there is anything in those records concerning First Ameri

can, I don't believe so.

Senator KERRY. Well I am going to come back to that in a few

minutes. Let me go back here for a second,if I can . Did any ofyou,

at any time, receive information from Justice or anyone else from

the CIA regarding their knowledge of the money laundering aspect

of this?

Mr. JACKOWski . I did not.

Mr. KEHOE. I did not, Senator.

Mr. GENZMAN. I did not. Let me emphasize that Mark Jackowski

was involved from the beginning of the prosecution side of the case .

I came right before the takedown, and Mr. Kehoe came in early

1989, several months after the takedown.

Senator KERRY . If, and this is hypothetical, but if youhad re

ceived a memorandum from the CIA , or directly from the Treasury

saying to you BCCI secretly owns the largest bank in Washington,

what would youhave done in response to that?

Mr. KEHOE. May I answer that, Senator ? I mean hypothetically,

with the type of intelligence.

Senator KERRY. Well, I was asking the U.S. attorney.

Mr. KEHOE. I apologize.

Senator KERRY. I would just like to know from the U.S. attorney.

You are in charge, it is your district. If you had received that infor

mation, what would you have done?

Mr. GENZMAN . We had other information regarding the First

American issue. We were pursuing that other information that

would have been referred to the people who were pursuing that

particular issue.

Senator KERRY. Who was that?
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Mr. GENZMAN . That was Mr. Jackowski and Mr. Rubinstein , and

also I would think the investigators who were involved. And just

emphasize, Senator, there was movement in that direction in early

1989. There was grand jury work in that regard. Because of the

nature of the information we had

Senator KERRY .Where was the grand jury work?

Mr. GENZMAN . In Tampa.

Senator KERRY. In Tampa.

Mr. GENZMAN . Yes.

Senator KERRY. Was that in response to the subpoena that was

issued by Mr. Jackowski, is thatwhat you are talking about?
Mr. JACKOWSKI. That is what Mr. Genzman is referring to .

Senator KERRY. You issued one subpoena, I believe.

Mr. JACKOWSKI. I don't believe it was one subpoena, sir . I believe

it was more than one.

Senator KERRY. With respect to First American.

Mr. JACKOWSKI. I believe what we did is we received information

pursuant to subpoena from Federal Reserve banks in Virginia .

Senator KERRY. But that was the first subpoena was issued in

1989, which requested that information , correct ?

Mr. JACKOWSKI. That is correct. And that grand jury investiga

tion was predicated on the statements made by Juan to Mazur

during the course of the undercover investigation . And also predi

catedon the information provided to us by Mr. Blum and persons

whom he'd brought to our attention .

Senator KERRY. Would you say, Mr. Genzman, that it is your

opinion now that there was a failure to communicate from whoev

er — from one agency to another, or whoever in Federal law en

forcement received information about the secret ownership and the

prosecutors, your prosecutors in Tampa who were making the drug

case against BCCI?

Mr. GENZMAN . I can't say that there was a failure to communi

cate , Senator, in a situation where there was communication. We

when I say we, I'm talking about the C -Chase team - investigative

agents did, in late 1988 within weeks of the takedown , contact by

phone a representative of the Federal Reserve and then followed

upthat phone conversation with a meeting.

Senator KERRY. Well let me be clear here. CIA made a definitive

determination in 1985, or earlier, that BCCI was owned - excuse

me, theymade the determination in 1985 that a previous owner

ship in effect had taken place . That was not communicated to you,

is that correct?

Mr. GENZMAN . That is correct.

Senator KERRY. When you were the drug case - all I am trying to

get at here is the process. I mean , we had the acting - at the time

the acting director of the agency here, and he felt in retrospect,

yes, we should have had some process here where there is an auto

matic catch basin for this kind of cross - tabulation of information ,

or something . And I am trying to get your sense of it as one of the

field people , of whether or not you agree with that. You seem to

disagree , notwithstanding the fact that he has readily acknowl

edged it .

Mr. GENZMAN. I seem to disagree with what point, Senator?
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Senator KERRY. That somehow you did not get the information

the Government had. I mean it is a matter of record, is it not ?

Mr. GENZMAN. I've said so twice, and I'll say so a third time, we

did not receive the information . Now you have me at a disadvan

tage because I didn't see that information . But I understand that

that information is conclusory in nature. I don't understand it to

be good admissible evidence in a courtroom . And I think other wit

nesses who have seen it and have analyzed it, including people

from the CIA and from the Fed have said that. So whether we

could have taken that and run with it, I think, is very debatable.

Senator KERRY. Well, Bob Morgenthau took it and ran with it.

Mr. KEHOE. Senator, let's back up exactly with what Mr. Mor

genthau took and ran with. I meanfirst and foremost the Depart

ment of Justice will take information from any source whatsoever.

Let'sassume that. The second point with regard to, for instance,

the First American / BCCI connection Senator, you and I talked

about this the other day, when we were just discussing the case .

As you know , we went back to 1978 and the CCAH takeover of

BCCI through its shareholders. There were numerous rampant

rumors about BCCI controlling First American . So when this came

up in March 1988 or February 1988, in conversation with Bob

Mazur, it was not a new issue. It was not a new issue in any way,

shape, or form . Taking that issue from his mouth, or anybody else's

mouth, and proving it aretwo different things.

The ideal thing would have been able to have Mr. Awan come

forward and go to the Fed , and go to everybody else, and testify

about the connection between First American and BCCI. However,

Senator, as of October 1988 he had been indicted . Now , let's move

ahead, and he couldn't. He was not going to tell us that informa

tion at that time.

Senator KERRY. Who could not ?

Mr. KEHOE. Mr. Awan, because in October 1988 he was a defend

ant with a defense attorney.

Senator KERRY. He had already told it to people.

Mr. KEHOE. There is one thing, Senator, telling it in a covert

tape, and it's yet another, as you know having been a prosecutor

Senator, ofdebrief somebody.

Senator KERRY. I know , but the question is

Mr. KEHOE. Senator, let me finish please. It's yet another thing,

as you know , saying, pointing someone to the documents to cor

roborate that piece of information . Now , with what Mr. Morgen

thau and I told — I spoke to you the other day about this as my

view as a career prosecutor is, Mr. Morgenthau has got a case. I

say God bless him . If he's got a case against somebody, and he can

make a case , we will back everything he does, Senator.

However, he was able to piece that case together with an item

that we did not have. That I wish we had, Senator, but we didn't

have . And that was the November 1990 Price Waterhouse report

that was done in England. We did not have that. Mr. Morgenthau,

through his contacts, got that. And he indicted a case , and I credit

the work that he has done in that regard .

But we were doing different types of work. We were convicting

the people that we had down in Tampa, and continuing our investi

gation .
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Senator KERRY. Well I want to inquire about that, obviously, a

little bit. But we have another vote on, so we are going to have

stand in recess while I go vote, and then we will be back .Ι

(A brief recess was taken .]

Senator KERRY. The hearing will come to order. We have a lot

left, obviously, to still try to cover in a short period of time. I apolo

gize for the interruptions. I know it is an aggravation , but a neces

sary one.

I have a feeling that for every perception that I or someone else

might have that more could have been going on, there is obviously

a response, and you guys are going to have the capacity to say,

well, we were doing this , we were doing that.

And the problem still will come back to the sense that outside

observers will have or not have of the differences between what

some people perceive or do not perceive as high -gear action , I

guess. It is just my sense, and I have said this at prior hearings so

there is no surprise in it, that this was kind of less than high-gear
action .

Mr. KEHOE. Senator, can I comment on that?

Senator KERRY. Absolutely .

Mr. KEHOE. I was the first assistant as of February 1989. I came

into this case , spent a tremendous amount of time with Mr. Jack

owski on strategy as to what we were going to do, how we were

going to proceed.

It wasmy philosophy then, as a career prosecutor who has done

protracted cases, that you proceed in a traditional fashion . The tra

ditional fashion that I decided that the middle district of Florida

was going to proceed on, was going after the people, the target that

you have in your crosshairs. The target in the crosshairs were the

defendants that had been indicted in October 1988.

Now, for every investigation that I have been in since, in all the

years that I have been in the Department of Justice , there are

leads. Could there have been leads followed up in this that were

not ? Absolutely, Senator. But you never lose contact and you never

lose sight of your target, because your target, once you convict him ,

provides you with asource of information that in my experience

cannot be duplicated .

He can point you in the right direction . He can tell you where to

go. And on top of that, he can assist you in not only getting other

indictments and other convictions as you move up the line. That is

what we were trying to do. We were trying to take these defend

ants and trip them up.

That is the traditional prosecutorial strategy; that is my strategy

in virtually every case that I have done, andthat is the one thatI

employed. I ordered these people to keep their eye on this case .

And that is why we went in that direction.

Senator KERRY. I am trying to find a way to say this so that I do

not dig a hole here. I am uncomfortable sitting here looking at

three professional prosecutors who are dedicated to doing some

thing, and saying to you, from the grand posture of this podium

and my title and position, that I disagree with you .

People say that 20-20 hindsight is always easier, but this is not

20-20 hindsight. We thought, we, being a group of us who were in

volved in this, thought during it that there was a different way to
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go at it . And I respectfully — and I say respectfully, and I donot say

it for the purposeof just saying it, Imean it - I say that I disagree
with you .

When the plea bargain came down, I spoke out then because I

had a different perception of how this case could be made. I had

such a different perception of how the case could be made that I

sent Jack Blum to you. I did. And it is kind of interestingtoday;

you have sort of attacked Jack Blum's credibility, and Iwill come

back to that in a few minutes, but it is ironic that Jack Blum went

to the Feds because we were turning over information that we

thought needed investigation. And our very sources were saying to

us they are not being talked to .

Mr. KEHOE. Let me respond to that.

Senator KERRY. The subpoenas for documentsthat we were after

were not subpoenaed .I just, I have to tell you , I know the dates, I

know the timeframe, I know the documents.

Mr. KEHOE. Senator, let me

Senator KERRY. What I am saying to you is there is a difference

of opinion here as to what went on, when and how. Now , that is

why I do not want to spend hours going through each different

component of it, but I will deal with a few of them here. Let me

give you an example.

Mr. KEHOE. Senator, please, before you move on, and I think it is

important

Senator KERRY. I am not going to move on. I am going to stay

right on this, and then you can answer it, OK?

Mr. KEHOE. Senator, please, may I comment on what you said ?

Because I think it is important for you , Senator, to appreciate ex

actly what was going on. I can appreciate that you , Senator, dis

agreed with the philosophy that I took.

Senator KERRY. Not just the philosophy. I'm disagreeing with

fact. For instance, when was this, and let me ask the question

Mr. KEHOE. Senator, Senator —

Senator KERRY. No, let me ask the question . When was this gen

tleman made a full -time attorney on this case ? 3 or 4 months

before the takedown, correct ? Is that correct ?

Mr. KEHOE. Senator, may I answer what is going on? Mr. Jack

owski, with regard to that, was at the beck and call of Mr. Mazur

throughout the investigation. But going back to the other philoso

phy, Senator, the philosophy we employed that you , Senator, dis

agree with, obviously that is your prerogative. But, Senator, it has

been the only successful philosophy that has produced any results

to date.

And Senator, with all due respect, you are criticizing a philoso

phy which has not reached its conclusion and is nowhere near

reaching its conclusion. How can we analyze a baseball game when

we are only in the third inning ?

Senator KERRY. The metaphor has been used by the Justice De

partment, you do not perform an autopsyon a live corpse. The dif

ference of opinion here is whether it was live or comatose. And my

feeling is it was comatose for a period of time, during the timeout,

the timeout that Bob Mazur testified to . Now

Mr. KEHOE. Senator, Senator, please
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Senator KERRY. No, no, I am going to give you ample opportunity

to answer , but I want to ask a question. Now, look, there were

some 1,900 telephonic recordings. By April 17 , 1989, only 16 of

them were proofed and in final typed form . Is that a high priority ?

Mr. KEHOE. Senator, you are 100 percent right with regard to

delays in transcribing those tapes. We had problems in transcrib

ing the tapes. A decision was made by the prosecutor, Mr. Jack

owski, that the tapes were not to be transcribed prior to the take

down for security reasons.

We did not want to take the chance of having some outside

agency - which often we do in cases, we have outside agencies tran

scribe our matters — we did not want an outside agency possibly

leaking information ; it was too sensitive a matter. We ultimately

were delayed in having those tapes transcribed.

I do not think , maybe you and I did not discuss that in private

session , Senator, but I will tell you under oath right now that was

a problem . It was a problem with the court, and I believe I see Mr.

Jackowski's statement or Mr. Genzman's statements that alludes

to that. But we got it done .

Senator KERRY. Second question . Approximately 16,600 docu

ments were obtained from individual defendants, either incidental

to arrest or via search warrant. In excess of 100,000 documents

were obtained from BCCI via search warrant. Although all of these

records have been copied and provided to the defense , none of these

records have been viewed and analyzed by case agents.

Mr. KEHOE. Senator, I believe that was in a memo written by an

agent, a Customs agent, sometime during April 1989. At that time,

the facts as stated therein were correct. The reason why the facts

as stated therein were correct at the time was because we had a

number of other matters to deal with, and we were principally

starting tofocus on the transcription of the tapes.

We had had bond hearings and bail hearings , which consumed a

substantial amount of agent as well as prosecutorial time, from the

time of the takedown , Senator, through December or late Novem

ber 1989. We also, sir, had to deal with discovery obligations rela

tive to a forthcoming trial in Detroit .

We also, sir, had to deal with the preparation of letters for

France. We also had to deal with the extradition of a defendant

from the United Kingdom to the United States, that is, Mr. Chinoy,

who just arrived here in March. Those were all other matters, sir,

which had to be dealt with before we could get to the records .

Shortly thereafter, sir, there was an IRS agent who was assigned

with the sole duty of preparing the trial evidence. He, in fact, in

conjunction with myself bui principally him, his name is Orrin L.

Oaks, he went through those documents, sir . He went through

those documents, analyzed those documents, and the documents

were thereby selected and prepared for trial.

And as a matter of fact, he testified as a summary witness in the

trial, and his charts and his summary of those documents was ad

mitted in evidence, sir, and was also , in my mind, a great way of

summarizing the Government's evidcs.ce and substantially contrib

uted to our successful prosecution .

Senator KERRY. I do not deny that, and the point I am making,

and I could go through a number of other things, and you see , you
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will always have subsequent actions that were taken to try to stop

gap it.

Mr. JACKOWSKI. I do not think it is stopgap. The point is, sir, in a

prosecution,you take first things first. The first that happened was

the arrest . The next thing that happens in the criminal justice

system is bond or bail decisions are made. That is what you have to

focus on.

Senator KERRY. I have to tell you respectfully, look, I have pre

sented evidence to a grand jury before, and if I had had a grand

jury instead of a congressional committee that could not even get

the U.S. Congress to back up its subpoenas, and which has taken a

lot of flack because of the difficulties we had, this case would have

been wide open in early months of 1989, absolutely .

And I know for a fact from witnesses we have talked to in BCCI

that they were scared stiff of us breathing down their necks, and

how close we were getting. But we were not able to; it is one of the

great failings of this institution.

And I will tell you , I know that if I had had the power to subpoe

na certain individuals and documents and get them in there, one

on one, the way you guys do, not the way we do, where I have got

to go to six Republicans and fight the politics of 1988, and people

who are alleging the committee was simply a front for Dukakis,

and that we were not trying, you know, and so forth. I mean , that

is what we ran up against. I am telling you what we were up

against.

Mr. JACKOWSKI. Senator, I hear what you are saying.

Senator KERRY. There was no grand jury that called the critical

witnesses together in 1988. They just did not come.

Mr. JACKOWSKI. Senator, may I respond to that, please ?

Senator KERRY. Absolutely .

Mr. JACKOWSKI. This was an undercover investigation, it was a

covert operation .

Senator KERRY. After the takedown, they never were called .

Mr. JACKOWSKI. I am going to get to that, Senator.

Senator KERRY. Some of the attorneys tell us to date their wit

nesses have not even been debriefed.

Mr. JACKOWSKI. Senator, this, our case, was a money laundering

case.

Senator KERRY. That is the problem , it was not a money launder

ing case. It was a case that was much bigger than that.

Mr. JACKOWSKI. Senator, I respectfully disagree with you. Our

case was a money laundering case. During the course of our case,

we received information relative to other allegations, the First

American Bank, NBG ownership allegations.

For instance, we did not ignore those allegations. We obtained in

formation from Awan throughout the course of the case concerning

that. Subsequent to the case, we received committee from Mr.

Blum, who as I now understand it, was sent to us by you. And we
received

Senator KERRY. He told you that. He told you he had my permis

sion to come to you . What do you mean you are now learning that?

Your own memo says Jack Blum has permission from Senator

Kerry to come to us .

Mr. JACKOWSKI . My own memo?
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Senator KERRY. In one of the memos of the Justice Department.
Mr. KEHOE. That is agent Cook's memo.

Senator KERRY. Thatis correct, agent Cook.

Mr. JACKOWSKI. Permission versus direction are two things . The

way Mr. Blum presented it , it was on his initiative , not at your di

rection or not on your initiative . That is the distinction I am trying

to make.

The other point that I am trying to make is there is no denying

that we received from Blum information concerning First Ameri

can Bank. But that information did not per se fit into our case.

Blum also came to us , Senator, and told us that these witnesses

had information relative to the laundering of heroin money by

BCCI officials in other countries. We were extremely interested in

receiving that type of information , Senator . Those witnesses did

not, did not have any knowledge or indeed information concerning

the laundering of heroin money by the bank .

So , to make an analysis , sir, or to draw an analogy, we were at

dinner, and the first course was to eat the money laundering plate.

And when you look at the evil behind this bank, or the alleged evil

behind this bank, the alleged evil is that they facilitated the cartel .

That was what was on our plate . We ate that meal . We did not

ignore the dessert, which was First American Bank ; we simply put

it aside. And that matter was addressed by us after the timeout.

Now, the problem with respect to all of this, Senator , is that you ,

sir, and a number of other people, are dissatisfied with respect to

the pace of the investigations conducted by the Department of Jus

tice .

Senator KERRY. Not now . We were.

Mr. JACKOWSKI. But you were.

Senator KERRY. I think there is

Mr. JACKOWSKI. Hold it, I am not done. You were dissatisfied,

and the reason you were dissatisfied is because we did not return

indictments predicated on Blum's information . Now, a distinction

has to be drawn between information that satisfies a committee

such as yours before you can take action, and information which

rises to the level of admissible evidence . Those are two different

standards. Our standard is much higher.

Senator KERRY. With all due respect, that is not what I am dis

satisfied about. I am not dissatisfied that you did not bring indict

ments . I am dissatisfied that the people were not talked to, that

there was no clear evidence of an investigative seriousness .

Now, you yourself said that you had this interview with Jack

Blum , and you were skeptical ofthe quality of the evidence he did .

Well, skepticism is different from cynicism . One can be skeptical

butone can investigate.

Mr. JACKOWSKI. And we did .

Senator KERRY. Not, let me tell you, certainly not during the en

suing months, because they were not talked to. I do not know what
to tell you.

Mr. JACKOWSKI. Senator, you do not know what investigative

steps we took until the timeout, and what investigative steps we
did not take.

Senator KERRY. But I know the fundamentals of talking to the

critical people who have been provided to you were not done.



756

Mr. JACKOWSKI. Sir, we did speak with those critical people Mr.

Blum provided. Mr. Blum provided two witnesses to us; both of

those witnesses were taped at my direction , and both of those wit

nesses were debriefed subsequent to their being taped. At the time

they were being debriefed, they did not know thatthey were being

taped .

The first debriefing was conducted bymyself, two other assistant

U.S. State's attorneys, one of whom, Michael Rubinstein, was my

cocounsel, and a number of agents. That person , sir, was talked to.

He was talked to in Mr. Blum's presence .

Senator KERRY. Are you talking about the person that was taped

by Jack Blum?

Mr. JACKOWSKI. Mr. Blum never taped anybody.

Senator KERRY. No, the person that he was with when they

taped him .

Mr. JACKOWSKI. There was a tape made of a meeting between

Jack Blum and an individual, sir, between the end of March 1989 .

Senator KERRY. Right, which he was aware of and which he went

along with .

Mr. JACKOWSKI. Blum did, yes sir, absolutely, but he did not tape

it. That was taped at my direction .

Senator KERRY. This is really semantics. I understand . That is

the tape that he was referring to.

Mr. JACKOWSKI. It is not semantic , because Mr. Blum is attempt

ing to say that he taped him. He did not. I think that is a distinc

tion .

Senator KERRY. I do not he ever said that.

Mr. JACKOWSKI. I think he did, sir. He said it, sir, for instance,

when he spoke on the MacNeil-Lehrer Report several months ago.

Senator KERRY. I think we are dealing again with semantics. I

mean , hewas present at the taping. And hewas the principal con

duit for the taping, correct ? I mean , he was the principal conduit,

he was the guy having the conversation with the person being

taped.

Mr. JackOWSKI. If you define conduit to mean that, yes .

Senator KERRY. He was the person having the conversation that

you were taping.

Mr. JACKOWSKI. That is correct.

Senator KERRY. So it is perfectly normal for him to sit there and

say the conversation was taped or I had the conversation taped.

Mr. JACKOWSKI. That would not be normal for me, sir, or for

other people that I am aware of.

Senator KERRY. Well, I have some more questions on that issue,

but Senator Brown is here and I am going to yield to him , and then

we will come back.

Senator BROWN. Thank you, Mr. Chairman . I thought it might be

worthwhile, even though you have covered a portion of this in your

opening statements, to go through kind of quickly, at least seven

areas that I have spotted where Mr.Blum made a statement that

relates to your work, directly or indirectly, and ask you to com

ment on it.

Mr. KEHOE. I am ready to answer those, Senator.

Senator Brown. First, referringto the period of spring of 1988,

when Jack Blum called Miami to discuss the subcommittee subpoe
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na , and he was later referred to Tampa in our records here, " is in

the course of that ” -referring to phone conversation— "we laid out

some of the history of the bank, the nature of the criminal clien

tele, and connections the bank had . I invited them to come back at

me withquestions. The invitation was never followed up. '

Mr. KEHOE. There was a conversation , and that conversation,

Senator, was with Mr. Jackowski himself. So I will defer to Mr.

Jackowski to give you a more accurate recitation of that conversa

tion .

Mr. JACKOWSKI. Mr. Blum, sir, called , did in fact call us at the

end of March 1988, and did in fact provide information to us con

cerning the subcommittee's then desire to issue subpoenas. He did

provide a history of the bank. He did ask us to come back to him

with questions, as I recall.

But the posture that we were in , sir, with Mr. Blum, as indeed

with most people who provide us with information, is, as Mr.

Kehoe says, we take information; we were not in a position , sir, by

virtue of asking questions of Mr. Blum , to make investigative dis

closures which would result, which would indicate the course of our

undercover investigation .

We did not want to provide any guidance to anyone, even an in

vestigator with the subcommittee, which might, if the wrong word

were said to the wrong person , somehow get into the wrong hands

and put the lives of the undercover agents at risk , and compromise
the work that had been done so far.

Senator BROWN. His concern was that even though he had invit

ed you to come back with questions to him, you did not, because

you did not want to give an indication of which way you were

heading ?

Mr. JackOWSKI. That is correct.

Senator BROWN. The second one relates to a somewhat related

subject, I guess. This is referred to page 52 in the transcript . " BCCI

informant debriefed for 3 days by Blum in Miami hotel room.

Meetings were taped by Customs- he referred to that, Customs,

IRS — turned over March 1989 to Customs, IRS, and Justice” -your

self.

Blum says, “ the tapes laid out in exquisite detail the false capi

talization of the bank, the question of a strawman holding the

stock . Loans to strawmen paid for the stock , but the loans would

never be collected. The use of the bank to purchase First American

NBG , Independence Federal of Encino, and so on . '

Blumcomments that you appeared, “ eager to go forward, excited
about the new information , and then on page 54 , he says, “ I

waited for something to happen , and what happened was, I started

getting calls from two guys I took to Tampa who said, they are not

following up. And then I talked to the agents, and the agents said ,

well , we are very busy . We are working in preparation for the

trial.”

Comments on that observation ?

Mr. KEHOE. This is an interview with a particular witness that

Senator Kerry was referring to previously. That witness, when he

was debriefed by Mr. Jackowski and was the subject of a recording,

Senator, gave us information that he said he did not know first
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hand. He had heard this, this was rumor around the financial com

munity, and he never wanted to testify.

Did we take the information ? Again , Senator, I say this, we took

the information. Did we use it in the particular prosecution that

we had before us ? The answer is no, because No. 1, he was a reluc

tant witness, and No. 2, we did not need it for this particular pros

ecution .

Often during the course of a case , Senator, you get pieces of in

formation that you put in your intelligence bank. Hopefully when

you move down the line, you will be able to tap that intelligence

bank so you can somehow weave that into your next case. Some

times it happens, sometimes it does not. That witness fell into that

particular category.

Now, he brought us, he brought that witness to us in March

1989. And several times during his testimony, he said heMr.

Blum indicated that he was frustrated, frustrated with the efforts

of the Department of Justice and they were not doing anything.

Well, it took Mr. Blum 3 weeks, or maybe 1 month, or maybe 172

months, but from his own testimony before this committee, it looks

like about 3 weeks to bring that witness to the D.A.'s office up in

New York County.

Now , I donotbegrudge Mr.Blum bringing any information to

the D.A.'s office in NewYork County. As a matter of fact, I would

encourage anybody to cooperate with law enforcement efforts wher

ever they may surface. But the fact ofthe matter, Senator, is thatI

am somewhat skeptical about a 3 -week, or month -long, or 6 -month

frustration with the lack of effort on the part of the Department of
Justice.

Senator BROWN. Specifically, he is referring to two guys, I under

stand that. But it is page 54 , “ I started getting calls from the two

guys I took to Tampa who said, they are not following up"—the im

plication being thatyou had not talked to them.

Mr. KEHOE. We did talk to them , Senator. They both were de

briefed . One of them was the witness that Senator Kerry was dis

cussing previously. There was another witness, who from the indi

cations of debriefing agents, would say they are looking for more

information than they were for givingus information . Again, what

he had to say we took, but again with regard to this particular

prosecution , it was of little or no utility.

Mr. JACKOWSKI. Senator, if I may expand on that . With respect

to the witness that Mr. Kehoe is referencing, the second witness,

this witness was specifically asked, I believe, about money launder

ing vis-a-vis the Colombia branch of BCCI. And in substance he in

dicated that he knew nothing about it . That was the type of infor

mation that, had we received , sir, we could have utilizedduring our

trial . We did not get that type of information out of that witness.

With respect to the first witness, that witness was asked whether

or not he had any knowledge relative to BCCI's involvement in the

laundering of heroin money. He indicated that that was a subject

of discussion among and between the bankers; he also indicated

that it seemed to be, as I recall the synopsis of the tape, somewhat

of a laughing matter.

And he also indicated that he had received, this witness had re

ceived information from the press in Pakistan relative to the prop
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osition that BCCI was laundering heroin money. But he himself

had no personal knowledge of that. Had that witness provided that

kind ofinformation, that kind of information could possibly have

been used to supersede our indictments, or as like and similar act

evidence relative to our indictment.

Senator Brown. He had mentioned, this is back on page 52, that

the tapes laid out in detail full capitalization use of the bank to

purchase First American NBG, Independence Federal, loans to

strawmen and strawmen holding the stock . Did the tapes indeed

contain that information ?

Mr. JACKOWSKI. The tapes, sir, contained information with re

spect to First American , that is correct. They contained informa

tion relative to NBG, that is correct. They contained information

relative to Independence. With respect to Independence, the first

witness said that he had infact gone to a law firm because he sus

pected that Independence Bank might be owned by BCCI through

Ghaith Pharaon .

He was told by this law firm that due to the fact that he only

suspected this and did not know this, he himselfhad no duty to

report this matter to the Federal Reserve Board . He also did, sir,

concede that he knew details relative to the inside workings of

BCCI, but in substance indicated that he had no personal knowl

edge relative to the wrongdoings.

Now , that is what he said , and that is as far as I am going to go.

Senator BROWN. I can understand that. Where I was trying to

get was to get a feel, this is in 1989 , March 1989.

Mr. JACKOWSKI. That is correct, Senator.

Senator Brown. Did you communicate the substance of this in

formation to the Federal Reserve ?

Mr. KEHOE. At that particular time? At the particular time,

there was information passed on to the Federal Reserve concerning

the First American -BCCI connection prior to that. The original ref

erence — and I reference the committee back to the testimony of

Virgil Mattingly, which was before this committee, I believe it was

in August, on August 1 — where they said they got that information

on December 27, 1988.

But again , Senator, let me reemphasize that this information

falls into the category of the information that we received in

March 1988, the tape, the now - famous taped conversation on Sep

tember 8, 1988, wherein there was substance to, or there was this

allegation that BCCI controls First American .

Without additional meat on the bones, the position of the Fed

was that theycould not move further; they hadto have some docu

mentary proof. That particular witness did not know any informa

tion directly, did not know if in fact that was the case, and did not

have any documents to corroborate it.

Senator BROWN . Going on. Page 58 , Jack Blum says, “ I think the

frustration about getting documents from people who say they are

cooperating fully was pretty enormous." Comments on that?

Mr. KEHOE. Senator, could you repeat that again please ?

Senator BROWN. This is page 58 ,again , in Blum's testimony. “ I

think the frustration aboutgetting documents from people who say

they are cooperating fully was pretty enormous.

Comments with regard to document exchanges with Mr. Blum?

의
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Mr. JACKOWSKI. I think , sir, what Mr. Blum was referring to was

the bank's response to this subcommittee's subpoenas that were

issued during July and, I believe, in September 1988. That is what I

believe, sir, he was referring to , and not with respect to any coop

eration between the bank and the Department of Justice as a

result of the plea agreement in Tampa .

Senator Brown. Thank you again . On 58, moving on down, there

are a couple of these. I will tryto skip through them quickly. This

relates to the plea agreement. " When the plea agreement was en

tered into the Department of Justicein January 1990, I was per

sonally infuriated, the agents knew . The assistants well knew that

there was more to this case, and that plea agreement said in rele

vant parts that the bank would not be prosecuted for matters then

known to the U.S. attorney for the middle district of Florida .'

Now, you have touched on this earlier, at least on parts of the

plea agreement. Would you address that specific quote?

Mr. KEHOE. Cannot be prosecuted for crimes that they knew of at

the time? That is, the paragraph that Mr. Blum is referring to is a

standard cooperation paragraph that we have in our plea agree

ments. And what we basically say is that with regard to this par

ticular investigation, we will not prosecute you forany outstanding

violations that we have.

We did that in this point. The fact of the matter was that there

were other outstanding investigations that were going on through

out the United States that were not binding in any way, shape, or

form . This particular investigation bound us only not to takedocu

ments thatwe were getting from the bank and hitting them again ,

or taking documents thatwe had already taken from the bank,

tapes, etcetera, and hitting them again , indicting them again .

It did not bind any other entity in the U.S. Government in any

way, shape, or form . Nor, Senator, did it bind any regulatory

agency. What the feeling was, and it is important, Senator, to un

derstand what and letme say this, Senator, the theory was my

theory, because I negotiated this plea agreement on behalf of the

United States. I, Greg Kehoe, the first assistant . I thenwent upthe

line to Mr. Genzman for his approval, who had the ultimate deci

sion , but I negotiated this .

What I wanted to do is I wanted to convict this bank and force

them to cooperate with us all the way up the line. The name of the

game in criminal prosecution , Senator, is to put people in jail. Con

tinuing to indict an institution, in this particular case BCCI, ulti

mately turns into a spiritual experience, because after the second

or third time down the track, the judge looks over the bench and

says, what is going on here ?

Really, we are in the area of being punitive, and there is nothing

to be benefited byindicting this bank again here in the middle dis

trict of Florida . Maybe elsewhere, but not here in the middle dis

trict of Florida .

My theory in consultation, and we discussed this at length with

Mr. Jackowski; plead this bank, force them to cooperate, put these

people in jail, have them cooperate, and then having the bank plus

the individuals thatwe convicted cooperate , to move up the line,

Senator, to the next level of people, the next levelof managers that

were controlling this bank throughout the world . That wasmy phi



761

losophy then , that is my philosophy now, and it continues to be the

philosophy that we are proceeding on .

Senator BROWN. To recap, what I understand is the point here,

the agreement did not cover the bank - it covered the bank, but not

individuals.

Mr. KEHOE. It did not cover any individuals, and the case in

point, Senator, is on a September 1991 document. Mr. Naqvi, a

very high level officer in that bank, has been indicted in the

middle district of Florida . Mr. Rizvi, a very high-level officer in

BCCI, has been indicted in the second indictment of September

1991 , which we could not have done had we not convicted the indi

viduals in July 1990.

Had we been able to get Mr. Naqvi, Mr. Rizvi, and some of these

other people that we indicted , we would have indicted them in Oc

tober 1988. But we could not do it until we completed the case in

July 1990 .

Senator BROWN . It does not cover individuals , the restriction ? It

did not cover BCCI? When he refers to the bank, he is referring to

the bank there, not BCCI, the holding company?

Mr. KEHOE. It refers to, with regard to what we have in the

middle district of Florida, it does refer to Holdings . The problem

with Holdings was, there was no presence and there was no evi

dence that Holdings had done anything, in our case in the middle

district of Florida.

Consequently, when Mr.Jackowski indicated the case , the reason

why Holdings was indicted, and others, was he was not sure at the

time who did what. As the matter began to flesh out, it was clear

during our discussions that Holdings had not done anything in the

middle district of Florida, or else we would have indicted them,

convicted them , and insisted on a plea from them as well .

Senator BROWN. Mr. Chairman, I have gone quite a while, but on

page 62, Mr. Blum says, “ it turns out that the record of BCCI in

that area " -and this is concerning fraudulent practices in the issu

ing of letters of credit , “ that their record, BCCI, in that area, was

brought to the attention of the U.S. attorneys for the southern dis

trict of Florida by the attorney in the smuggling case being

brought against BCCI, and he offered no response.

I do notknow if you found that in your transcript or not.

Mr. KEHOE. I have not found it in my transcript, but I would say,

Senator, I am familiar with it , having read it.

Senator BROWN. I think, reference, for example, coffee smug

gling.

Mr. KEHOE. Senator, it is, the problem with that, the testimony

of Mr. Blum

Senator KERRY. Could ye suspend on this ? I think we are well

into the second half. Why do you not just go ahead and answer ?

Mr. KEHOE. 59y respond to that when I comehork , Ser ?

Senator KERRY. Why do you not go ahead and sind:

you make it a couple minutes ?

Mr. KEHOE . I can make it ?conds, Sen Yarator, we are

with Mr.

Blum's testimony is that often he confuses the two Ai there is a

portion in his testimony, he said , but we gave up all these banking

an

talking about apples and oranges here. Ania



762

violations, and we gave up all these false statements to the Federal

Reserve, and we gave up all these documentary violations.

We did not give up any of that, Senator, because it was not in

the middle district of Florida. I knew what I was doing when I en

tered that plea agreement. The matter was still existing in Miami.

There are cases stillgoing on in Miami, and there are cases going

on in other places. We did not compromise those investigations in

any way, shape, or form as a result of our plea agreement.

Senator BROWN. The point, I thought, if I couldreturn, when we

come back, is coffee. There are a few others, and I will leave these

questions for you. You might want to check those areas .

Senator KERRY. We will return and we will try to wrap up this

panel . I know Mr. Mueller has been patient, but we will try and

get through here as soon as we can . We will stand in recess until

we return .

[A brief recess was taken .)

Senator KERRY. The hearing will come back to order. Let me ask

a number of questions in different areas . Mr. Genzman , let me ask

you. This issue came up earlier today. To a lot of people looking at

this thing on the outside, they have the impression that this was a

good case , if not a classic case for a RICO effort.

And I gather, and I read this earlier in the day with Mr. Mazur,

there were a series of memos, a February 12, 1988,regarding Oper

ation C -Chase , that says, the current objective of theBCCI investi

gation was to developevidence to bring RICO indictments against
BCCI.

A February 19 memo to the Assistant Commissioner of Customs

states, the investigation has recently developed evidence which

could lead to a RICO indictment of BCCI. An April 6 , 1988, memo

says, it is the opinion of the U.S. attorney's office, middle district of

Florida, that prohibitive evidence exists to establish corporate

criminal liability against BCCI as an institution . The current pros

ecutorial plansare to indict BCCI as an institution under the provi

sions of the RICO statutes.

That specific position was in fact approved by William Von Raab

as Commissioner of Customs on May 10, 1988. But by September,

the RICO case had been abandoned , or the concept of bringing it .

Why was the RICO concept abandoned, Mr. Genzman ?

Mr. GENZMAN. Let me start by saying, Senator, that I did not

arrive on the scene until less than 2 weeks before the takedown . I

am an advocate of RICO where appropriate. Let me start by saying

that. I studied under and worked under the author of RICO, G.

Robert Blakey. It is a powerful statute which our district probably

uses more than any other district in the country .

However, as I mentioned in my opening statement, given the cir

cumstances of this case, the career prosecutors who were working

with the investigators came to a determination that it was not ap

propriate in this case , that it would confuse an already confusing

and complex case , the first money laundering case under this par

ticular statute, or one of the first in the Nation .

And frankly, having seen all that I have seen , including the

House subcommittee's criticism on that issue, I am still not in a

position to second -guess the fact that a RICO was not brought

against the bank at that point.



763

Senator KERRY. Could it have been?

Mr. GENZMAN . Could it have been ? I do not know why it could

not have been , but I need to defer to my colleagues who were di

rectly involved in the charging of the bank.

Mr. KEHOE. The answer to that question , Senator, is yes, it could

have been .There were two levels of decisionmaking that went on

with the RICO. Prior to my getting there , Mr. Jackowski made the

decision , and then there was some discussion with that after I

came on the scene in February 1989.

If we could take it chronologically, and I will turn it over to Mr.

Jackowski, and he can tell what his decision was in October 1988 .

Mr. JACKOWSKI. First of all , it is correct that a RICO could have

been brought against the bank . The reason why it could have been

brought against the bank is because the substantive money laun

dering counts, the 1956 counts , were RICO predicates, as was the

846 narcotics trafficking conspiracy.

There are several reasons why a RICO wasnot returned against

the bank at the time of the initial indictment back in October 1988 .

We were in the midst of an undercover operation. As the subcom

mittee may know , in order to get, in order to be able to charge

RICO , it is a department policyand requirement that you have to

get departmental approval.

Due to the ongoing and extremely quick or fast-moving nature of

the case , we felt at that time that we would not have the requisite

period of time within which to get the approval, at the same time

dealing with preparing the indictments and there were three in

dictments that were in fact returned in October 1988 , not just the

one against BCCI — and also dealing with the searches that needed

to be conducted in Miami and elsewhere .

Sothat wasonereason. The other reason was because the princi

pal focus of RICO is in forfeiture. And we charged in 846, 21
United States Code, section 846, a narcotics trafficking conspiracy

against the bank. As a result of charging that, we were able to

charge in the indictment a forfeiture provision under title 21 ,

United States Code, section 853.

The forfeiture provisions under 21 United States Code, section

853 provide for in essence, sir , the same forfeiture ability as is pro

vided for under RICO . For instance , the definition of proceeds is

the sameunder RICO as it is under section 853. In addition, under

section 853 the Government is able to forfeit any property that was

used to commit the offense, or that facilitated the commission of

the offense.

It was our view that that forfeiture provision was broad enough

at the time to enable us to do what we wanted to do, and that was

to get a temporary restraining order against the bank, restraining

the bank's ability to do business in the United States until they

placed in the registry of the court , as in fact they did do, an

amount of money equivalent to the funds that were laundered
through the bank .

That is in fact what happened. We charged the section 846, we

had a section 853 forfeiture provision thereunder, we got a secret
temporary restraining order from Judge Carr, who is since de

ceased, before the indictments were unsealed . And when the bank

opened for business, I believe, on either Monday or Tuesday of the
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following week, the bank was unable to do business until the re

straining order was dissolved by the bank placing in the registry of

the court approximately $13 million or $14 million and change.

Senator KERRY. Was that only as to that branch ?

Mr. JACKOWSKI. The restraining order, sir, was entered both

against Holdings_excuse me, therestraining order was entered

against the twosubsidiaries of the bank that had done business in

the United States, Limited and S.A. So if your question is was it

only directed against the Miami branch, the answer is no . They

were unable to conduct any business whatsoever in the United

States.

And given the fact that this was an international bank , and wire

transfers constituted a substantial part of their business — as the

subcommittee knows, most wire transfers go through New York

this bank was effectively precluded or stopped fromdoing business

until the restraining order was lifted, as it was. We did the $14 mil
lion .

Mr. KEHOE. Senator, may I supplement what happened thereafI

ter with regard to that ? I came to the middle district of Florida on

this case in February 1989, and I have to say when I came to the

middle district of Florida I had RICO on my mind. I had just spent

14 months trying a racketeering case against the Outlaw Motorcy

cle Club .

And in my view now , then , and will continue to be, the racket

eering statute is one of the great statutes that Congress has passed

for law enforcement. It enables us to do a variety of things that no

other statute enables us to do. For instance, in the Outlaw case , I

was able to indict predicate acts that stretched from December

1970 through early 1986. Why? Because the enterprise had contin

ued in operation throughout then .

It gives us an additional penalty that thegeneral conspiracy stat

ute does not give us; 371 conspiracy being 5 years, the racketeering5

conspiracy and substantive RICO charge , 20years apiece. Very im

portant is it enables, the racketeering statutes enables predicate

acts from all over the world and all over the United States to be

incorporated in one indictment, provided the enterprise has some

existence or some context, venue context, in your district.

Certainly in many, manycases, and even in the September 1991

case that we had, it has its facility, it has its place. And personally,

Senator, I love RICO . It has its downside. The downside, having

tried these, is proving those very difficult words in the statute, par

ticipating directly and indirectly in the affairs of an enterprise

through a pattern of racketeering.

Very difficult to do. Very difficult to understand . And it is a com

plex area. I came in February 1989. My first - well, not my first,

but shortly after that, I discussed this at length with Mr. Jack

owski about the pros and cons of RICO’ing the bank, what we were

going to gain and what we were going to lose.

And candid:y, the way we ended up was that we were charting

new waters here. This had never been done before. An internation

al banking institution had never been taken on in this way. Never

nad section 1956 ( a )( 1) and section 1956 ( a )( 2) been used in this way.

There were numerous complex, legal issues attendant to using sec

tions 1956 ( a )( 1 ) and 1956 ( a )( 2 ), not the least of which is does dirty
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money lose its character when it is wired offshore through a whole

lot of countries ? I mean, there were a lot of issues that came up in

that regard .

In addition to that, section 1956 itself has a degree of complexity

to it, not for me or Mr. Jackowski anymore, because we work with

it all the time, but certainly for the lay person that you are pre

senting a case with who is going to be sitting on the jury . Your

grandparents and your mother and your father sit on those juries ,

and if they are not attorneys and they have not heard about this

stuff, it is very difficult.

What we were striving for was a simple case that was going to

incorporate what this bank actually did . And we thought and con

cluded that it would be accomplished with the 371 conspiracy and

the 1956 charges we had in there. I did not go into the discussion

with Mr. Jackowski of that view.

When we talked about it and discussed it at length with the 1956

and a 371 and the 846, the narcotics conspiracy in there, we con

cluded that we were not going to benefit any, and that we were

just going to add another levelof complexity to a case that was al

ready very complex. That is a long explanation to it, but it took a

long timefor me to come to that conclusion in my mind.

Mr. JACKOWSKI. Senator, if I might continue . Basically it was an

application, and there were two factors that enteredinto my deci

sionmaking process. One is the application of the KISS principle,

that is, Keep It Simple, Stupid . That is No. 1 , because ultimately

the jury was the audience for the indictment, and we had to be

able to provide this case to a jury. That was No 1 .

No. 2, as I said, the forfeiture provisions under 853, which are

the forfeiture provisions that are intended to the 846 narcotics con

spiracy count, are in essence the same as those with respect to

RICO forfeiture.

The problem with the analysis , sir, is this . We had no inkling

back in May 1989 that in December 1989 the trial judge would

state, contrary to the state of the law, that proof with respect to

the narcotics trafficking conspiracy would not go to the jury on the

basis of the same proof that we were going to be able to put in with

respect to the money laundering conspiracy. That is what hap

pened here.

The judge, whois a very good trial judge, indeed the best judge

in front ofwhom I have practiced, essentially came out of nowhere

with the decision vis - a -vis the applicability of 846 to the facts of

this case . We concluded that we did not have any evidence which

we could introduce in our case in chief which showed that the bank

did anything other than launder money.

Under the case law, as it existed at the time, going back to 1978 ,

with the case of U.S. v. Barnes, out of the Second Circuit, money

laundering had been defined to be an integral part of narcotics

trafficking. That was an accepted legal theory. Asa matter of fact,

there was an Eleventh Circuit case which so held, U.S. v. Bollinger,

that came down in 1986.

We thought we were on solid legal ground with respect to that

particular issue. We thought that we could get all the forfeitures

we could get under RICO under 846.

Senator KERRY. Did you get those forfeitures ?
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Mr. JACKOWSKI. No, we did not . And the forfeitures, sir, in my

mind, that would have been available, had we convicted the bank

of 846 , after trial , would have been forfeiture of the license of the

bank to do business in the State of Florida , because that is the

place within the United States where the money laundering activi

ty was conducted and carried out.

Senator KERRY. Did you go to bat to seek the forfeiture of that

license? Did the U.S. attorney's office press for that forfeiture ?

Mr. KEHOE. Senator, may I answer that, because I conducted all

of those negotiations. I negotiated that.

Senator KERRY. Let me ask , was the U.S. attorney not there at

that point in time?

Mr. KEHOE. He was there, Senator, but I did not negotiations

with the particular attorneys and I met with the comptroller.

Senator KERRY . That is not answering my question. The question

is did the U.S. attorney's office press to have the bank lose its ca

pacity to bank in Florida?

Mr. KEHOE. Senator, may I answer the question ?

Senator KERRY. I am asking the U.S. attorney, Mr. Kehoe. Would

you allow him to answer the question ?

Mr. KEHOE. I will allow him, of course I will allow Mr. Genzman

to answer the question, Senator. But to give a full breadth of what

happened, I ask after that if I might tell the Senators exactly

what

Senator KERRY. I have never stopped anybody from saying any

thing. And that is evident by the amount of time you have had this

afternoon . I am trying to geta question in to the U.S. attorney . Did

you as a matter of policy make a decision that the bank should not

be allowed to practice, have banking privileges in Florida?

Mr. GENZMAN . No, Senator, we have a policy in our office that

we will refer law enforcement information to a regulatory agency

suchas the comptroller's office in the State of Florida, in Tallahas

see . But we are often asked by such agencies whether we take a

position on regulatory action they may be considering. We get that

from barbers' licensing agencies all the way up to banking agencies

in this particular case. We have

Senator KERRY. I am sorry, I did not mean to interrupt.

Mr. GENZMAN (continuing) . We have, this is a longstanding

policy in my district, long before I became U.S. attorney.We have

determined over time that the best thing we can do is provide all

the law enforcement information, in other words, charges, convic

tions , sentencings, to these people, and to make ourselves available

to flesh out the details, butto make sure that they are doing their

job .

And in this case, we told the comptroller's office that we were

taking no position . We did that by means of a letter, and we also

sent a team of people up to talk directly to the comptroller's

people.

Senator Kerry. Why would you take no position ? See, that is a

puzzle to me . In fact, first of all, did Justice not originally take a

position; there was a letter from Chuck Saphos which originally

had one position.

Mr.GENZMAN. May I clarify, because, and then this will go into

this . Senator, with regard to the, this is not the only bank that we
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are investigating and indicting at this time, or that we were urging

a conviction on.

And every bank that we convict wants us to ask the comptroller

have them revoke the license or take any regulatory effect on

them. And because they argue to us that if the bank is shut down ,

the RTC will have to spend $ 275 million, and life will be over as we
know it.

I do not get involved in those , Senator. My world is very black

and white. You are convicted for what you do, you are sentenced

for what you do, and you are fined for what you do. It is somebody

else's decision , a regulatory agency, to determine whether this in

stitution , be it BCCI, or another bank that closed in our district,

Florida Federal, or any other bank, should be closed because of

their activity. There is no death penalty in any of the statutes that

this bank has been indicted for.

A title 21 , section 856; title 18 , section 371 ; title 18 , section 1956

( a )( 1), ( a )( 2 ); and section 1957, conviction does not require that this

bank's license be pulled ; this particular institution was State -li

censed . I went to , well , we sent a letter, our Chief of the Criminal

Division sent a letter to Gerald Lewis outlining what the plea was

all about.

While that was going on, the attorneys for BCCI came to me and

said please call Lewis and tell them that the bank should stay

open, because if the bank is open , they will be able to cooperate

with you. My response to the defense attorneys at that point, Sena

tor, was if you are dead, you are dead ; if you are alive , we are

going to use you.

On February 13 , 1990, I flew to Tallahassee with the Chief of the

Criminal Division, Mr. Zig , and sat down with the comptroller of

the State of Florida, and reiterated face to face what the position

was for the U.S. attorney for the middle district of Florida, and

that was we were taking absolutely no position on whether or not

the State of Florida wanted to close down that bank.

Now, the letter came from Mr. Saphos. I found out about that

after I went back to Tampa. I called Mr. Saphos. Mr. Saphos told

me that they were misreading the letter, and that that was not

what he was doing, and in short order, this all took place in no

more than 3 days. In short order, he sent a letterback to the comp

troller, Mr. Lewis, saying, we are not asking that you keep the

bank open. I called Mr. Saphos and ensured that he would clarify

that decision in short order, and he did .

But the position remains the same. It is very difficult for a pros

ecutor or a prosecutor's office to advise a regulatory agency on li

censing. Weare prosecutors, we are not regulators. I do not know

the ins and outs of the banking institution, and whether or not

RTC orOTS or all of the alphabet agencies are going to be impact

ed by the decline and fall of BCCI, First American , or any other

bank that happens to be in jeopardy because of a criminal indict

ment.

Senator KERRY. Well, assuming what you say is true , first of all ,

this is not an FDIC -insured bank, is it?

Mr. KEHOE. No, it is not.

Senator KERRY. So there is no RTC here.
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Mr. KEHOE. I am using that as an example, but whoever is going

to

Senator KERRY. It is not relevant.

Mr. KEHOE (continuing ). Whoeveris going to put this into some

type of receivership, andI assume thattheState of Florida, and I

know the State of Florida has a receivership for their banks.

Senator KERRY. Well, were you upset when you saw the Saphos
letter ?

Mr. KEHOE . Yes.

Senator KERRY. And how did the Saphos letter come ?

Mr. KEHOE. How did the Saphos letter come?

Senator KERRY. Why would Saphos have interceded and written

a letter saying, we are thereforerequesting that BCCIbe permitted

to operate in your jurisdiction ? That is pretty clear. We are there

fore requesting that BCCI be permitted to operate in your jurisdic

tion, with the understanding that certain accounts may be main

tained by the bank, at the request of the Department of Justice,

which otherwise would be closed to avoid legal and regulatory vio

lations.

Now , he obviously wrote the letter - somebody said , you have to

get a letter down to the judge or the comptroller. Do you know

who? Did you ask him?

Mr. KEHOE. I asked him about this particular letter, and I said,

Chuck, what is going on ? And he said , as part of their cooperation,

we want to use them.

Senator KERRY. Well, were they calling the shots ?

Mr. KEHOE. Senator, let me finish. And I said , Lewis is reading

this letter as if you are asking them to keep this bank open. And I

said, I am telling you, I am speaking for the Department of Justice

in this case, and the U.S. attorney for the middle district of Flori

da,and we are taking no position on that issue.

He told me that that was not what he was saying in this letter,

and that he would clarify it. And he did . This, Senator, was a non

issue in a series of letters, and was concluded to the satisfaction of

everybody involved by February 16.

Senator KERRY. Did it spark your curiosity, that attorneys for

BCCI knew this letter was coming, and actually went into the

comptroller and said , have you gotten a letter from Justice yet ?

Mr. KEHOE. Senator, I have been doing this a long time. Nothing

sparks my curiosity . I know that, in this particular instance, that

obviously the attorneys for BCCI were talking to Mr. Saphos.

Senator KERRY. Well, when you say nothing sparks your curiosi

ty, that worries me.

Mr. KEHOE .I am kidding. I am saying , Senator, that nothing sur

prises me in the murky world of criminal law enforcement.

Senator KERRY. That is exactly the problem . It is murky, and

this is very, very murky as to why it is that Justice suddenly has

BCCI lawyers knowing that a letter is coming from Washington to

the comptroller, and that one day later, after you blow your top, or

signal some displeasure, boom — there is a second letter that comes

down and says, oh, no, that is not what I meant at all.

Mr. KEHOE. Senator, we are talking about 3 days. The letter

came in on the 13th.

Senator KERRY. It came three days later, instead of one.
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Mr. KEHOE. But Senator, the point of the letter is that the issue

was resolved immediately with the comptroller.

Senator KERRY. Thatis not the issue. You do not see it, do you?
Mr. KEHOE. Senator, if you—

Senator KERRY. I know it was resolved . I acknowledge you did

not take a position on the bank. What I am saying is that it strikes

this Senator as not a little bit strange that, if you were indeed han

dling this, that it is indeed the middle district's choice , that lo and

behold, out of Washington comes a letter, which the BCCI attor

neys know is coming.

Now that says tome, someone was working the Washington till .

Mr. KEHOE. That says to me

Senator KERRY. Am I wrong ?

Mr. KEHOE [continuing ). What it says to me is that the individual

attorneys that were involved here tried to go behind my back, and

I stopped it. They knew when anything like this was going to go

on, that I did not know anything about it , and I am not cc'ed on

that first letter, as you can see . And I stopped it, and I talked to

them about it after it took place. Well, I certainly talked to them

about it before it took place, and our position remained the same.

They tried , I am sure; I am sure that these defense attorneys did

not tell Mr. Saphos that they had been to me, and had made cer

tain requests about operating in the jurisdiction .

Senator KERRY. I have no doubt about that . I am sure that they

did not.

Mr. KEHOE. And Mr. Saphos' efforts were with the best inten

tions of law enforcement involved.

Senator KERRY. Did you receive any instructions whatsoever

from Washington, or main Justice, with respect to the RICO proc
ess here?

Mr. KEHOE. One.

Senator KERRY. What was that?

Mr. KEHOE. The instruction came from Paul Coffey running orga

nized crime, and during the time of the plea negotiations, when

things were going back and forth, there was some threat about it;

if these guys are not going to roll over or plead guilty, we just

might RICO this bank.

Mr. Barcella , who was running the bank at the time, sent a

letterto Mr. Coffey, saying that if the RICO was going to be pre

sented to the organized crime section, please allow them an audi

ence to be able to talk about it. That is a traditional procedure in

the Department of Justice and organized crime; now I do not want

to say it is followed in all instances, Senator. If there is a case of

possibly the destruction of evidence, or flight of the defendants,

they are not going to allow an audience.

For instance, in the Outlaw case that I noted to you before, there

was no audience with the Outlaws' attorneys prior to a conference

on organized crime on whether or not they would approve it. In

this particular case, these defendants were under indictment, the

bank was under indictment, and so in those particular situations,

where there is no danger of flight or loss of evidence, the Depart

ment usually gives an audience. I should say does — Í mean , I do

not know about all the time.
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Senator KERRY. Was there any instruction with respect to the de

cision not to bring them under RICO ?

Mr. KEHOE. Absolutely not.

Mr. JACKOWSKI. Senator, may I add one bit to the record there?

Mr. Kehoe indicatedthat occurred at or about the time of the pleas

of guilty. It occurred , I believe, sir, sometime in late April 1989,

right before the superseder.

Senator KERRY. Well, that reminds me. I want to clarify some

thing. Earlier, I had mentioned the nondebriefing of a witness, and

I was mistaken in my timeframe, and I wanted to correct that for

the record .

I was talking about the time period between , I guess, the take

down, or somewhere in that period , and before the plea. What I

was referring to was postplea ;that the informant who, indeed, was

part of that recording with Mr. Blum, subsequent to the plea, was

not further contacted or dealt with . And I think that was the issue

of concern.

Now , let me raise a couple of questions here relative to the testi

mony here. In the memorandum , in the testimony you refer to

about Mr. Blum — and let me just say, Mr. Blum, I telephoned him

this afternoon to make him aware of the comments that you had

said out here about his visit with you , and he is well capable of de

fending himself, and will indeed, as he said to me. But he categori

cally , absolutely, and totally denies having said to you whatyou

allege he said to you here. And he is on record, under oath , as

having so stated .

What he does sayis that he was referring to thevery tape that

he had given you, which was based upon what people were talking

about in London . And, in fact, just to make the record even more

clear, here Jack Blum had come to me 1 week earlier and made me

aware of what they were chatting about, and had written me a

memo with respect to it. And that was part of the reason that he

came to you , again, with my blessing, and knowledge, and so forth.

Where he went, subsequently, which I did not direct him to , but

which I gave my blessing to; it was his idea, and his initiation , I

said terrific — was to go to New York to talk to the district attorney
in New York.

Now, I take it, you do not have any written notes, if I recall cor

rectly, with respect to what Blum said to you, is that correct ?

Mr. JACKOWSKI. That is correct.

Senator KERRY. You did not record it or anything?

Mr. JACKOWSKI. That is correct.

Senator KERRY. Is there any reason why you did not investigate

it?

Mr. JACKOWSKI. Because I did not credit it. Senator, I mean , here

is a man who says that a subcommittee of the U.S. Senate has

somehow been gotten to, or paid off.

Senator KERRY. But hereis a man who came to you. And I un

derstand that, but here is a man who came toyou . And this is the

difference between skepticism and cynicism , I guess. I mean, the

skepticism, I would think, given the totality of what he was laying

in front of you, would have said, maybe we will look at this. But

there was sort of a total shunting aside of Jack Blum , and in fact,
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everything that he laid out to you in the tapes and so forth has

been proven true.

Now what Jack says to us, and has said under oath , is that he

was relating what somebody else was saying, and somehow you

have misinterpreted that, and put it in some different light . And,

in fact, the district attorney of New York, we checked with this

afternoon , and I have a letter here that I am going to put in the

record .

[ The information referred to follows:

DISTRICT ATTORNEY OF THE COUNTY OF NEW YORK,

New YORK, NY,

November 21, 1991.

Senator JOHN F. KERRY,

U.S. Senate, Washington, DC.

DEAR SENATOR KERRY: In response to your inquiry of today November 21 , 1991, I

write to clarify the record. InMarch of 1989, I was chief ofthe Investigations Divi

sion ofthe New York County District Attorney's Office. At that time I met with Mr.

Jack Blum, who wanted to bring to our attention what has become known as the

BCCI case. Mr. Blum thereafter spoke with District Attorney Robert Morgenthau,

and Assistant District Attorney John Moscow . I have spoken to both Mr. Morgen

thau and Mr. Moscow before sending this letter.

At no time did Mr. Blum ever seek or request money from this office for his as

sistance to us in the investigation of BCCI, nor did he receive any money from this

office for his out of pocket expenses.

At no time did Mr. Blum ever ask us for, or suggest that he wanted, employment

with this office.

At no time, during this office dealings with Mr. Blum, did he ever accuse you,

Senator Kerry, of misconduct.

At the time that Mr. Blum first told us about BCCI we viewed his story with skep

ticism . But we interviewed his, and additional, witnesses. We looked at documents.

Simply put, we investigated the case he brought to us. And his " story” was proven

to be true.

Sincerely ,

MICHAEL CHERKASKY.

Senator KERRY. But the district attorney says Jack Blum , when

he came to him , and this is both to Michael Teraski, who is his as

sistant, the strict attorney, and John Moskow, who is the assistant

on the case , says that Jack Blum never sought or requested any

money for anything that he did for them , never received any

money, did not want any employment, and never told them about

any notion of the thing being shut down, or of people having shut

it down. He never mentioned it to them . And that is 3 weeks after

hemet with you . So I find that kind of bizarre

Mr. JACKOWSKI. How do you find that bizarre ?

Senator KERRY. I personally find that extraordinarily bizarre.

Mr. JACKOWSKI. The fact of the matter is , Senator, that those

words were spoken; again, I am not suggesting , and I made that

clear in my opening remarks.

Senator KERRY. I understand that you are not suggesting. But

what I am saying to you is Jack thinks he told you something dif

ferent, and you have interpreted it differently.

Mr. JACKOWSKI. Senator, there should be no doubt that Mr. Blum

told us that your subcommittee's investigation was shutting down

prematurely.He said that. As a matter of fact, sir, I did not docu

ment that. But that is documented in a memorandum of a Customsa

special agent, concerning a phone call that he got from Mr. Blum .

Senator KERRY. I am aware of that.
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Mr. JACKOWSKI. No. 2, with respect to the March 28, 1989, memo

randa, which was inserted during the course, into the record,

during the course of Mr. Blum's testimony here on August 1 , 1991 .

There are certain attachments to it which I believe were provided

to Mr. Blum, and were provided to , and remain , not part of the

public record .

I have seen those memoranda, sir. And those memoranda contain

passages concerning efforts by certain individuals to get this com

mittee to stop its investigation .

Senator KERRY. We are very aware of that.

Mr. JACKOWSKI. So thatalso happened. No. 3, sir, what I say Mr.

Blum said, sir, was not only heard by me, but was, in fact, heard in

substanceby others , including Mr. Cook, Mr. Moore, and, I believe,

to a certain extent, Mr. Rubinstein. They were interviewed, sir, by

staffers of the House Banking Committee, the House Judiciary

Committee; and, I believe, those debriefings were attended by Sena

tor Brown's staffers .

Your staffers did not attend that, and I believe the substance of

those remarks which I attributed to Mr. Blum were relayed by Mr.

Moore andby Mr. Cook , during the course of those debriefings.

Senator KERRY. I am awareof that. We were told of that. Subse

quently

Mr. JACKOWSKI. The point is, you say that it is somewhat bizarre,

which seems to me to indicate that perhaps what I am saying, in

your mind, might notbe so. I am citing these because they corrobo

rate, sir, the words that I attribute to Jack Blum. In addition to

that, sir, I did convey, in substance, what Mr. Blum had said to

other individuals within my office. And, finally

Mr. KEHOE. Let me say that I am one of those individuals that he

told in the spring of 1989.

Senator KERRY. I understand that. But what I am getting at is

that Jack Blum came to me, and talked to me about that, at that

time. And what has gained some sort of_because a couple of

people were talked to about it at the time, was,I think, a conversa

tion that came out of London from a couple of lawyers, which we
tried to pursue.

But the fact is that this Senator is the person that sent Jack

Blum to you guys with all of this information , in an effort to try to

get it prosecuted. And the fact is, as I think the record shows very

clearly and always has, that Jonathan Winer and David McKeon

were the personal staff who were working on this at the time, who

have never stopped working on it , ever , at any moment in time.

And what grew , I think, out of the fact, and may be the single

mistake of significance thatwe made at the time, was in concession

to Senator McConnell, who had raised serious issues about the poli

tics of the moment, and what was happening with respect in - and

remember, you go back to 1988, which is when this was, and the

hearings originally involved General Noriega and BCCI and the

bank. And the allegations at that time which surfaced in a public

flareup, were that the committee was somehow , you know , pursu

ing this on a political basis .

At which point, in June, prompted by Senator McConnell, and in

agreement with him, I announced we were not going to have hear

ings for the duration of the electoral process, until the election was
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over . And I think that grew into somebody's ability to say, aha,

they are not going forward , and so forth .

But it is a matter of record that this effort has never, quote, shut

down, and so any mythology about that is mistaken. And Jack

Blum says that that is not what he said to you at the time. What

he was relaying to you was what the rumor was out of London ,

which he relayed tome. And he wrote a mémo to me at the time,

in which he specifically said that you ought to be incensed by this

et cetera , et cetera. And he went on to discuss what we had to do

in order to combat that.

Mr. JACKOWSKI. Senator, I have read the memo. What I am tell

ing you is that when Blum uttered these words that he was passing

this information on to us.

Senator KERRY. But I am surprised you would not write that

down. You write everything else down. Why would not something

like that, as significant as it, is merit being reduced to writing .

am puzzled.

Mr. Jackowski. Senator, you don't know what I write down and

what I don't write down. And second of all , I remembered it and

that's good enough for me. (Laughter.]

I do not find it to be a laughing matter, Senator.

Senator KERRY. I do not either , but that is precisely why I am

laughing because I think it would be I think it is so significant

and of such consequenceand particularly, I mean, lookat this . You

write here , Mr. Blum stated the ex-BCCI officials' motives are sus

pect and some of this information is secondhand.

Mr. JACKOWSKI. Blum said that, not me, Senator.

Senator KERRY. Correct. And Jack Blum says, absolutely, I said

that. He says, so what. Carlos Lehder's motives are suspect, but

you investigated him . And you used him and let me just finish for

1 minute, it is my turn to finish.

There is not one person who comes before the Government who

is an informant whose motives are suspect and you disqualify them

simplybecause themotive is suspect?

Mr. JACKOWSKI . You seem to believe, sir, that we disqualified the

information that was relayed by this particular individual . I have

told you under oath that we commenced a grand jury investigation.

Senator KERRY. Has the grand jury shut down or was the grand

jury shut down?

Mr. JACKOWSKI . The grand jury was not shut down, the grand

jury was temporarily suspended, or as Mr. Mazur put it there was

a timeout.

Senator KERRY . When was it suspended?

Mr. JACKOWSKI . It was suspended, sir , in October 1989 and it re

sumed the investigation .

Senator KERRY. It resumed in 1991?

Mr. JACKOWSKI. No.

Senator KERRY. When did it resume?

Mr. JACKOWSKI. It resumed , sir, after I got back from a month

vacation , in September 1990. That is when it resumed .

Senator KERRY. 1990, and it shut down when?

Mr. JACKOWSKI. It did not shut down. It was temporarily sus

pended in October 1989 and the reason , sir, one of the reasons in

my mind why this particular individual's motives were suspect was
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because I believed that there was a substantial possibility that this

was a plant that BCCI was trying to invade the prosecutorial camp

with .

I did not trust this particular individual. I thought that there

was a substantial chance that we might make investigative disclo

sures to him, and this person might, in turn, go back to the net

workof the bank and tell them , all right, this iswhere the Govern

ment's coming from , this is where they are point at and this is

where you guys need to be careful, that is one issue.

The other issue is by getting too close to this individual, the de

fense, had they found out about, had we had any untoward con

tacts with this individual, the defense could have made a motion

that somehow we had invaded their defense camp because of that

individual's close association with BCCI.

So we were cautious of this individual, sir.

Senator KERRY. Well, it is interesting to me. The district attor

ney in New York says that they viewed the story with some skepti

cism , but they interviewed him and additional witnesses and they

looked at the documents and simply put, we investigated the case

he brought tous and his storywas proven to be true.

So I think there was just a difference of attitude.

Mr. KEHOE. No, Senator, that was after the Price Waterhouse

report. That witness was discredited by the district attorney's office

when he went to talk to them as well.

Senator KERRY. Which witness ?

Mr. KEHOE. We are talking about the witness, the first witness

that Blum brought down to Mr. Jackowski. It was only after they

got the Price Waterhouse report that corroborated some informa

tion and convinced this guy to testify that it bore fruit, and as I

said before, Senator, the fact that another prosecutor's office did ,

God bless them, they did a good job. I commend what they have

done, but the timing of it iscrucial. We did not have that report.

Senator KERRY. Well, it did still, I mean, I guess there is a puzzle

here, but it is not my battle, it is something that Jack Blumfeels

very strongly about and I think he says he is going to respond and

I am sure you will respondand you guys can go back and forth , but

I thought he did very credible work and it is just sort of perplexing

to methat somebody would not come to the committee and say,

Senator, let metell you what your investigator was saying.

Or let me tell you what is going on , and I sense that it was be

cause there was just an adversarial sense about this thing, that the

politics perceptions of what existed in 1988, which is why we sus

pended the hearings at that time and announced publicly we were

doing so and it appeared in articles in the country, subsequently

has been twisted into something different and regrettably, Jack,

who did I thought extraordinarily credible work is nowputin a po

sition of somehow being attacked and having to defend himself.

Mr. JACKOWSKI. Senator, I did not attack Mr. Blum, I merely re

cited the facts as I know them to be, with respect to the notion that

somehow politics entered into my view of Jack Blum. Senator, I am

not a political person . I am a professional prosecutor. As a matter

of fact, I remember having a phone call, several phone calls with

you, back in January 1980 with respect to Lee Rich and Stephen

Michael Khalish. I don't know whether you remember those or not.
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Senator KERRY. I do recall those.

Mr. JACKOWSKI. It was rather late at night with respect to the

production of Lee Rich and Stephen Michael Khalish before the

subcommittee and they in fact testified before the subcommittee,

along with Blandon , relative to goings on in Panama.

Senator KERRY. Well the problem still remains, I guess, and

maybe it is a problem in a difference in perception or something

here, but when I first instructed Jack Blum to reach out to you

folks and to cooperate with you and to turn information over to

you , it was my anticipation that there was going to be what we

could perceive as a full-fledged effort that was going to put the case

together.

And Jack came back to me, as did other people like David

McCain here, who has, as I said , worked on this thing nonstop from

when Jack Blum was with us, and it was their perception, contin

ually, that there simply was not a major effort going to reach out

to the people that we knew were within the bank or outside the

bank. Nowwe can argue about that at length.

I think you have done a credible job of arguing your position and

of setting forth what you have done and as you, not you, but as Mr.

Mueller and I and others have discussed I think we all want to try

and put an end to this process of the past and place some faith in

the process of what is happening now and in the future, with an

understanding that this thing is going to come to closureand that

it is going to proceed but it is not say a small statement that there

are significantly more attorneys, and significantly more assets, and

significantly more investigators, and significantly more grand

juries now working on it today than there were when this informa

tion was originally brought toyou. And I think that is its own kind

of statement.

Senator BROWN. Thank you, Mr. Chairman. I wanted to finish up

on the Blum statements and quickly go through them and ask , if

you would, to give us your observations with them and my purpose

is frankly to have these statements side by side so that we have got

a concern and the answer to it.

Mr. KEHOE. Yes, Senator.

Senator BROWN. The observation was made by Mr. Blum that ,

" no effort was made to prosecute the coffee -smuggling incident."

Mr. KEHOE . Senator, that particular investigation was not in the

middle district of Florida, it never was in the middle district of

Florida, so I mean with all due respect and clarification and again

it goes back to my apples and oranges, type of analogy that I laid

out before.

It wasn't in the middle district of Florida , from what I under

stand. It was a Miami case out of the southern district of Florida .

Senator BROWN . Are you aware if an effort was made to forward

the appropriate information to the appropriate district?

Mr. KEHOE. It may have been , Senator, Mr. Blum spent a signifi

cant amount of time in the southern district of Florida . I was a

prosecutor in the southern district of Florida for some time . Mr.

Blum was down there quite a bit. I am sure that Mr. Blum for

warded that information to the U.S. attorney's office because can

didly, Senator, he knew a lot of people in that office.

Senator BROWN. But by your offices, nothing was forwarded ?
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Mr. KEHOE. It didn't come to our attention, Senator. It wasn't on

our plate.

Senator BROWN. The next one on page 62, quoting him further,

" a review of the record indicates that no effort was made to pros

ecute any of the people involved until an IRS agent, almost at the

end of the term of the grand jury, himself insisted that a case be

brought against the arms smuggler who was involved in it."

Mr. KEHOE. I am not sure I understand that reference .

Senator BROWN. This again relates to the coffee.

Mr. KEHOE. Again , Senator, it was just reference to , that is, that

particular defendant was not something in the middle district of

Florida. That was in the southern district of Florida.

Senator Brown. In the allegation on page 84, “ there was never a

serious effort to plea bargain the individual defendants.”

Mr. KEHOE. Senator, that is absolutely categorically incorrect.

Our plea bargain in the middle district of Florida is very firm and

very stringent. And what our plea bargain is, is youplead to the

indictment and then if you cooperate you engage in what is known

as, I am sure the Senator knows, what is known as substantial as

sistance, and once you plead and once you demonstrate that you

have cooperated, it is the Governmeri s determination whether or

not it will file a substantial assistance notion .

Congress has given prosecutors one of the best tools they have

ever had with the change in 5 (k )1.1 motions as well as rule 35 mo

tions. That change comes as, that the Government has to make the

motion to determine whether or not a defendant is going to get a

substantial assistance motion . They have put that arrow , Congress

has put that arrow in our quiver. They have the opportunity to

come in and plead and cooperate. It was not forthcoming. They en

gaged in what Mr. Genzman referred to before as a scorched -earth

policy, they were going to take us to the mat and so that is why we
went to trial .

The policy was set out very clearly. There were negotiations with

the various defense attorneys about pleading. They said we can't

plead under those circumstances. It's better for our defendants to

go to trial . They said , well , we accept that, we are professionals.

Let the games begin . But to say thatthere was no concerted effort

is just not so .

Mr. JACKOWSKI. Senator, let me try to add to that if I might. One

of the aspects of plea negotiations is to attempt to obtain a proffer

of what a defendant will say , in terms of his cooperation with the

Government. With one exception, sir, all of the defendants through

their counsel declined to provide us with a proffer of what their

testimony might be. That's No. 1 .

No. 2, they also, sir , had an unrealistic expectation of the

amount of time to which they would be exposed to should they

plead guilty. They wanted 5 years in jail . That is not in accordance

with the middle district of Florida's plea policy and it is not in ac

cordance with the Department of Justice policy relative to plea

bargaining in sentencing guidelines cases .

No. 3, there was a fundamental difference of approach with re

spect to these defendants. My eye and my office knew these guys

were no different than common dopers. Their defense attorney

feared them as being the whitest of white collar criminals. They
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wanted these defendants treated as white -collar criminals. We were

not willing to do that, sir. In addition, quite frankly, the defense

attorneys,especially the ones from Washington, thought they could

come down to Tampa and beat us.

Moreover, the defendants themselves thought that they had been

victimized by the Government and were not guilty. Under all of

those circumstances, that I have described , plus the policy consider

ations that Mr. Kehoe has described, we had to take them to trial.

We did and we convicted them . And that strategy as Mr. Kehoe

and Mr. Genzman have indicated has, in fact, borne fruit. Evidence

the indictment, on seal by the middle district of Florida, on Sep

tember 6, 1991 .

Senator BROWN . Compare for me, if you would, the 5 years that

they were willing to accept with what they got.

Mr. JACKOWSKI. I understand your question. Under the guide

lines, sir . Under our calculations they were looking at somewhere,

Mr. Awan and Mr. Bilgrami, as long as the narcotics conspiracy

count was still in the indictment, were looking at between 20 and

30 years in prison. The other defendants were looking at between 5

and 15 or 16 years in prison.

Once the narcotics conspiracy count was no longer a factor, that

exposure to prison would have been lessened . Ultimately, Mr.

Awan and Mr. Bilgrami received sentences of 1242 years. So they

were looking at the most between 1242 to 15 years, sir . Just given

the money laundering counts, with the absence of a narcotics con

spiracy.

But the plea negotiations were conducted under the proposition

that they plead to the narcotics conspiracy because the judge had

not yet at that time, issued his December 5, 1989, order.

Senator Brown . Even with that major difference, they ended up
with 242 times as much time?

Mr. JACKOWSKI. That is correct. The more culpable defendants,

Mr. Awan and Mr. Bilgrami, who were the ringleaders of the con

spiracy who we were able to put our hands on .

Senator BROWN. Page 84 again , quote, “ I find it hard to find why

they are disinterested in 1988, but are so interested in January of

1990 that they give everything else away with respect to the bank."

You have covered some of this. Any other comments ?

Mr. KEHOE . I would reiterate what I said before. Mr. Blum is a

private citizen. Mr. Blum is not part of the plea negotiations. Mr.

Blum, quite candidly, Senator, doesn't know the facts, but he is

making a public statement about them. With all due respect, it was

just simply incorrect.

Senator Brown. It is not my intention to administer water tor

ture here.

Mr. KEHOE. I understand.

Senator BROWN. I think it is important for you to have an oppor

tunity.

Mr. KEHOE. I mean , I understand and I appreciate that, Senator.

And it is somewhat disturbing when someone gives an opinion and

pontificates about a particular scenario about which they know

very little, or nothingfor thatmatter, not having been involved in

those plea negotiations that I conducted, and that is what hap
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pened, and many of the comments that Mr. Blum put before this

committee, with alldue respect, are just totally incorrect.

Senator BROWN . Page 90.

Senator KERRY. If I could intercede there for 1 minute. I would

be interested in having, and I am not going to trouble you with it

now, but I would like to have an annotated listing, if you will,

when you say the statements you put before are incorrect. If you

could just submit that, I think thatwould be important to have for

the record.

Mr. KEHOE. Absolutely, Senator.

Senator Brown . Page 90, quote , "to finish their failings, as well

as in the southern district of Florida, the southern district had

been aware for at least 14 months, possibly longer, that CenTrust a

very large S&L, $2 billion down the hole, the president_with a

yacht as large as a destroyer, an office worthy of the Emir of

Kuwait,” I do not think he is describing a Senate office here— “ this

case has been in the hands of the U.S. attorneys, that was not his

quote. This case has been in the hands of U.S. attorney for the

southern district of Florida , there has yet to be an indictment."

Skip, " are there more important cases in the southern district

than a $2 billion S & L fraud type of criminal mess ? What is he

doing?" I appreciate that you are not representatives of the south

ern districtof Florida , but a thought

Mr. KEHOE. I can answer to a degree, I mean we are essentially

in the third inning of a nine-inning game. I mean we have not

cases under investigation. These are protracted, complicated inves

tigations so much so, Senator, that Congress in the FIREA statute

of 1989 and 1990 I believe it was, increased the statute of limita

tions to 10 years. This is tough stuff.

These matters are under investigation and they continue to

remain under investigation as ongoing matters, and to say at any

point that they have stopped and thatnothing has happened is just

totally incorrect.

Senator BROWN. Your point being, one, the statute of limitations

has not run out and, two, they are under continuing investigation .

Mr. KEHOE. They are under investigation and Senator, but to be

honest with you, with the complexity of bank failures and with this

particular bank I am not sure, because I am not involved, but

having been involved in bank failure investigations, they take up a

tremendous amount of time from the local corner bank to the

more, the bigger banks with branches around the country.

Senator BROWN. Thank you. Page 98. These remarks deal with

thestory of documents that have been turned over to the American

Embassy in Panama, where they were shipped from Panama to

Miami. When witnesses got to Miami and the DEA headquarters,

the box had been openedand the documents were missing, as I un

derstand it. The quote is, “ the documents were missing. We raised

it in the hearing, the DEAsaid we have an internal affairs investi

gation to my knowledge, the documents were never found and no

one was ever prosecuted .”

Mr. KEHOE. That occurred when I was in the southern district of

Florida, Senator, and the prosecutor who was involved in that is

Dick Gregory, a friend of mine, and he has been a friend for many

years.
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There was an investigation conducted by the southern district of

Florida. Another friend of mine, who is an AUSA down there by

the name of Bruce Udolf, conducted that investigation with the

witness and with the witness and the agent that was involved , the

conclusion was that while it appeared that the box had been

opened, all the documents were there.

Apparently, the gentleman was confused because his wife had

packed the box. Hewas in the United States. His wife had packed

the box and he wasn't sure whether or not it was original docu

ments or a computer printout. His wife had apparently put a com

puter printout in there, as opposed to the original documents, and

once that was clarified the investigation was over .

Senator Brown. You are saying the documents, in effect, were
not lost?

Mr. KEHOE. That is correct. Now Senator, that was the conclu

sion of the U.S. attorney general's office as well as DEA and the
witness himself.

Senator BROWN . Something you can help me to understand. This

may well fit into the area of background more than anything else ,

but this is earlier testimony. Or I guess the prepared testimony

that you had given us. It said Mr. Blum also obtained a copy of the

draft of the Customs Service press materials based on confidential

internal Department of Justice memorandum, at some point prior

to the unsealing of the indictment .

Mr. Blum provided copies of these materials prior to the unseal

ing of the indictment to Robert Altman and his partner, John

Kovin of the Clifford & Warnke law firm .

These materials later formed the basis of numerous pretrial mo

tions which questioned the sufficiency of the Government's proof

and its conduct of the undercover investigation . A serious charge.

Tell me what you based those comments on .

Mr. JACKOWSKI. Sir, I based those comments on, No. 1 , the fact

that there was first of all there were motions, were in fact, motions

alleging sufficiency of proof problems with respect to, at least one

of the defendants.

Included within those documents was a statement authored by

myself which was true at the time it was written that is July 21 ,

1988, that to date only six of the nine bank officers have been docu

mented as having direct knowledge of the narcotics proceeds.

That was truein July 1988. It was not true at the time the in

dictment was returned , in October 1988. The reason it was not true

is because we had obtained such evidence against such defendants

by October 1988. Thatwas essentially the problem .

The reason why I know this happened is because that specific

comment within those documents did in fact form the basis of the

Brady motion, and motions to dismiss.

Senator KERRY. Can I just intercede here? I was struck by that

today and so when I called Mr. Blum this afternoon to enquire

about the statements , Mr. Blum said that is building innuendo into

a charge that is simply false. He says he was giventhe documents

by Customs and they were the press release that Customs put out

and that he personally, they were not secret . That is what he says .

As I said I am going to let Jack Blum answer these things .
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Mr. JACKOWSKI. Jack Blum does not have to defend himself on

this point.That is the point I am trying to make if I can finish .

Senator KERRY. Well, it certainly reads in that way.

Mr. JACKOWSKI. I disagree that it criticizes Mr. Blum . Mr. Blum

didn't leak those documents. Higher ups within the U.S. Customs

Service leaked it. The reason why I know those documents were

leaked is because attached to the Brady motion was a declaration

by either Mr. Kovin or Mr. Altman to the effect that they got them

from Mr. Blum before the unsealing of the indictment. That is one

way I know it . The other way I know is it because Mr. Blum in fact

told me that he got these documents from Customs.

Senator KERRY . That is what I am saying.

Mr. JACKOWSKI. He didn't think and there probably was no

reason to believe that there was anything wrong with Customs

giving him those documents. They were representative of the press

package of Operation C -Chase . The problem with that, Senator

Kerry, was that there were disclosures of these documents made to

Mr. Blum and these documents were passed to the bank before the

indictment was unsealed .

Senator KERRY. The way it was put here is that after a criticism

of William Von Raab you talk about how incredible it is the lives

of undercover agents are jeopardized and then you say Jack Blum,

an investigator , also found out about the impending takedown in

advance and Blum describes his knowledge and so forth and then

you say he also obtained a copy and there is no context in

which

Mr. JACKOWSKI. Let me try to add the context. You had testify

ing in front of you today, Mr. Mazur. Mr. Mazur's life was at risk.

The bottomline is no one had any business for whatever purpose to

whomever leaking that investigation before those arrests were

made. That is the point, Senator.

Senator Brown. Let me see if I can understand what is being

said here . A draft press release, disclosing important material was

given to someone who gave it to a counsel, an attorney for related
defendants

Mr. JACKOWSKI. That is in essence what happened here. This is a

long story. To try to give you the short, to try to give you a short

version

Senator BROWN . I am just trying to underline, the Customs Serv

ice would hand out draft press releases.

Mr. JACKOWSKI. I don'tknow the answer to that, Senator. I could

only speculate on that.

Senator Brown. But an undercover operation .

Mr. JACKOWSKI. I could only speculate on that, sir.

Senator Brown. Is there any information on why Blum would

pass it on to Mr. Altman or how is it that you know that ?

Mr. JACKOWSKI. I know that because Mr. Blum told me he got it

from Customs and gave it to Altman and Kovin and because Kovin

and Altman filed the motion with a statement under oath by Mr.

Kovin saying they got it from Mr. Blum. That's how it is that I

know that.

Why Mr. Blum would do that, I believe he did that because at

this time, this subcommittee was attempting to get information

pursuant to its subpoenas from the Clifford & Warnke firm on
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behalf of BCCI. And he wanted to share this with them as part of

his effort to get his subpoenas or get this subcommittee's subpoenas

complied with .

I believe, in substance, I don't know that but that seems to me

the most logical reason why Mr. Blum would do that. And that's

purely speculation on my part, with respect to Mr. Blum's motives.

Senator BROWN. Changing subjects on you for a moment. The

question had been asked earlier about the takedown decision being

influenced in Washington . I guess that the obvious questions that

come to mind it how is a decision on the takedown made on Oper

ation C -Chase ?

Mr. JACKOWSKI. Sir, as I recall, there were discussions back in

January 1988 between SAC-Tampa of Customs and alsothe ARCE

Miami of Customs. ARCE means Assistant Regional Commission

for Enforcement for Customs in Miami, with respect to when the

case was going to be taken down .

I believe, sir, it was as a result at least of those discussions that

Customs came up with the view that the case should be taken

down by October 1988 .

I want to make the record perfectly clear on this . With respect to

the timing of the takedown date, I personally supported that date

because I felt that the goals of the investigation could be completed

by that time, No. 1 .

No. 2, in my view , the goals of the C -Chase investigation were

concluded by October 1988. The reason for that is because the

money laundering culpability of BCCI, which was the principal

goal of the investigation as it in fact developed , had been estab

lished .

It was a goal of the investigation to investigate, in an undercover

capacity, First American Bank. This was a money laundering in

vestigation, not a bank takeover investigation as it was originally

began , sir.

Senator Brown. Who is it who made the decision ?

Mr. JACKOWSKI. To take the case down in October 1988. The deci

sion being made at one point in time, back in earlier during the

year. Is that your question?

Senator Brown. Well, the decision with regard to the takedown.

Who made the decision?

Mr. JACKOWSKI. Senator, I can't answer that . You have to give

me a timeframe. Or, if you won't

Senator BROWN. In the February area.

Mr. JACKOWSKI. I don't know , sir . I believe that decision was

made by SAC -Tampa in conjunction special agent in charge of

Tampa,in conjunction with the ARCE, AssistantRegional Commis

sioner for Enforcement in Miami, as well as in consultation with

SAC's of other offices and ARCE's of other divisions of Customs

that were involved in this operation.

I was consulted relative to the decision and I personally had no

problem with the October 1988 date .

Senator BROWN . Do you have any information that would indi

cate someone in Washington made that decision ?

Mr. JACKOWSKI. I don't have the information at all that someone

in Washington made that decision . You have to realize that Cus

toms is a bureaucracy and in a bureaucracy this was an important
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case . And I'm speculating here and perhaps I shouldn't do this , but

I would suspect that that is probably thetype of decision that was

probably discussed with officials of the U.S. Customs Service in

Washington, DC. I don't know that. I want to make the record per

fectly clear relative to that.

Senator BROWN. Thank you .

Senator KERRY. Gentlemen, just a few quick questions. Is this

any problem , Mr. Kehoe, with , in respect to the plea agreement

and a double jeopardy problem , subsequent prosecutions of BCCI?

Mr. KEHOE. In what respect, Senator ?

Senator KERRY. Well, just a question of whether ornot it is being

exposed for fundamentally the same crime and tried again on the

same basis.

Mr. KEHOE. Senator, I mean if, the Blockburger test obviously
has a different element of the offense than — if there is an element

of an offense that is different, then there's not going to be any

double jeopardy problem .

Now , for instance, the particular case - say, for instance, thatthe

bank and several individuals are charged with, you know , a RICO

out of some other place , say, outof one of the districts that's cur

rently investigating it. There would be no double jeopardy.

Senator KERRY. Has this been raised ?

Mr. KEHOE. Oh, sure, we've discussed it at length within the De

partment.

Senator KERRY. Has it hampered any prosecutions in any other
districts ?

Mr. KEHOE . No, we've discussed this particular issue at length ,

Senator, with Mr. Miller in his meetings with other U.S. attorneys,

recently, I might add, on that particular issue and with the fraud

section , et cetera .

Senator KERRY. Is Justice satisfied that this issue is not going to

be an impediment?

Mr. KEHOE. I think that every time you have a case, it is going to

have to be addressed . I mean , as we move up the line, we talk

about a particular indictment. Could we envision a situation where

it could be a double jeopardy ?

I will give you an example, Senator. As you know , with chips and

money coming in and out of the United States, that technically is

the jurisdiction of the southern district of New York for many of

the money laundering activities that took place in the middledis

trict of Florida. Certainly, if they turned around at that point and

decided they were going to put some type of 1956 case or 371 case

together, based onthose transactions, it would clearly be double

jeopardy.

Senator KERRY. Are you currently receiving adequate coopera

tion from BCCI with respect to as per the agreement?

Mr. KEHOE. They have been cooperating with us, Senator.

Senator KERRY. They are cooperating.

Mr. KEHOE. Yes.

Senator KERRY. And has that information led to any other drug

traffickers being prosecuted ?

Mr. KEHOE. I'm going to have to decline to answer that, Senator.

I will say this, Senator. In a broad sense, the cooperation's been
fruitful.
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Senator KERRY. Mr. Morgenthau testified before us in May and

at that time, Mr.Genzman ,he told us that he hadwritten to you a

letter on March 8, asking for certain documents. Have those docu

ments been provided to him ?

Mr. GENZMAN . I believe that has been cleared up, Senator. I

don't believe at that time I was aware of what the issue was and I

was somewhat surprised. But the explanation I gave then was that

around that time, the Department of Justice in Washington was co

ordinating with his office and it might have been that that was re

ferred byour office, his request was referred by our office, without

myeven seeing it to the Department of Justice .

Not having heard any further on that, my assumption is that

that is no longer an issue. As a matter of fact, we have had some

regular contact with Mr. Morgenthau's office on ongoing coopera

tion and that has not come up.

Senator KERRY. You do not know whether or not, do you know,

Mr. Kehoe, have those documents been provided?

Mr. KEHOE. Senator, you're going to have to reference me to the

particular documents that we're talking about. I know that we

have been—we have had steady contact with Mr. Morgenthau's

office. As I think I spoke to one of your staffers consistent with

some of the contact that we have been having concerning a witness

and the need.

And Mr. Morgenthau's office is assisting us in this regard be

cause we have a mid-January trial date on a particular witness . He
wants to use him.

Senator KERRY. Is that Chinoy?

Mr. KEHOE. That's the one.

Senator KERRY. Can Chinoybe made available to him?

Mr. KEHOE. Yes, Senator. He has been down to the middle dis

trict of Florida to debrief him . The issue is whether or not if he

goes to New York, the defense is going to attempt to use his trans

fer to New York as a postponement of his trial or his plea .

We have been in contact with Mr. Morgenthau's office and they

have said yes . We don't want to let that happen.

Senator KERRY. The point is , that is not an issue.

Mr. KEHOE. It's not an issue .

Senator KERRY. Fine. Have the foreign bank secrecy and confi

dentiality laws stood in the way of BCCI cooperating with you folks

in a meaningful way?

Mr. KEHOE. It has been an issue that has come up, Senator, I

must say, but we have been able to work around it in several re

spects . But I will tell you that it has come up candidly .

Senator KERRY. And when you say it has come up, it is, in fact,

substantively a problem.

Mr. KEHOE. Well , the view of some of some BCCI was, well, you

know, this might be a crime in a particular jurisdiction. How can

we get around this ? Normally, what happens is you go to the coun

try and have the particular institution and they say,well, we don't

mind doing this .

SenatorKERRY. So, you are not finding it an impediment.

Mr. KEHOE. Yet.

Senator KERRY. And are there any occasions where BCCI has

failed to provide you with documents you are seeking?
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Mr. KEHOE. Without going into the nature and extent of the

whole operation , we have asked them for some documents and

asked them for supplements. And if you say, we want something

out of the chute and this isn't everything we wanted, we have togo

back and forth . I mean , certainly that has happened, Senator, with

everyinstitution ,every defendant that I've ever had that has coop

erated with us . You have this tug back and forth where you say,

we want this and they give you this and you say we want in addi

tion to that.

Senator KERRY. I hesitate to say this in front of a couple of

people who seem every bit as skilled as any Senator in keeping the

floor, but is there anything that you havenot had a chance to say

that you are frustrated about or that you particularly think you

have a chance to lay on the table ?

Mr. KEHOE. We have a charge to talk now , Senator. Is that what

you're saying ?

Senator KERRY. With some limitations. Mr. Kehoe, I think you

have had enormous — if we really break this record down, I would

suggest that you have probably dominated the day in terms of time

to talk .

But if you have anything that you would like, at this point, that

you feel you have not had a chance to say, open season .

Mr. GENZMAN . Thank you for your time, Senator.

Senator KERRY. This has been the easiest afternoon you have

had, Mr. Genzman .

Mr. GENZMAN . I would defer to my colleagues on many issues

such as these and I'm proud of the fact thatthey've been able to

field these questions better than I could.

Senator KERRY. Mr. Jackowski?

Mr. JACKOWSKI. Senator, all I can say is as I told you before, I do

appreciate the opportunity to be here and it has been an education

al process for me and I hope for you , as well and for the record .

Senator KERRY. I beg your pardon .

Mr. JACKOWSKI. I hope it's been educational for the record, be

cause quite frankly, I think it is important that the record be com

plete with respect to some certain aspects of the hearings that

these subcommittee has previously conducted and I think that was

one of the things that we tried to do here today.

Senator KERRY. Well, I appreciate that. Let me say to you that I

think there are still issueson the table that need to be sorted out

in terms of who is saying what and I am not going to dig here in

every aspect of that now . But I do think it would be very helpful

for you and I would like for the committee to have your assessment

of where statements have been made that are just inaccurate ac

cording to you.

And if you would show what the inaccuracy is, then that would

give us a chance to evaluate that, which we will do. And I hope

that over the last couple of years that we have gained some reputa

tion for fairness and being straightforward on this.

I will draw a conclusion and I will have an opinion and I do not

hesitate ,as you know , to sayit when I feel it. But I also am per

fectly willing to admit if we havescrewed up or misread facts or

not done something correctly . I still stand by some strong feelings
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that I have, but on the other hand I think you have explained some

of the decisions you have made.

They may be some very legitimate differences of opinion as there

often are in how someone approaches a case or what somebody
thinks, the relevancy of one thing is versus the relevancy of an

other. And those are things human beings can differ on and that is

what makes our system of government interesting.

I appreciate very much your being here and I say again , and I do

not, I am not kidding when I say this. I truly respect your under

takings, your commitment, the job that you have done and I think,

thereisno question in my mind, how hard you folks have worked

at this. So that is not the issue as far as I am concerned.

There are other judgmental issues, but those are always on the

table. And reasonable human beings can differ about those kinds of

things. But I certainly respect your work and I do credit the fact

that you had a successful prosecution. The only question some

people have is, as Bob Mazur suggested, could ithave been more,

might it have been . Who knows. And those are the questions that

we all face in this process .

Senator Brown ?

Senator BROWN. Mr. Chairman, I understand earlier in the hear

ing that a question regarding why Mr. Jackowski would leave Flor

ida and move to Colorado came up. (Laughter.]

I, for one, think he showed great judgment in that decision .

[Laughter.]

It is very difficult to snow -ski in Florida and of course, the qual

ity offootball is not nearly as good. [Laughter.]

Seriously, we look at this with somebenefit of hindsight or at

least I am speaking for myself, because, as you know , the chairman

has been involved in this from the earliest date.

And we, I think, of necessity, are focusing on areas where we can

change the law, where wecan improve the process and procedures

to find out why things did not get done more quickly . And that I

think is our responsibility. But I hope you do not mistake that en

thusiasm for our job as a personal criticism of any of you.

The reality is , as I understand it, you have gotton the No. 1 con

viction for money laundering in this Nation's history under your

belts. You have achieved an award that is dramatically bigger than

anything that has ever been won in that area . And there is no

question that you have worked very hard in this .

So I hope, as you leave today, you will not come away with the

feeling that we do not appreciate what clearly is a very spectacular
case that has come to rest and our enthusiasm to see if there are

not things that can be done to improve the process is not meant as

a personal criticism for any of you or for the devotion that you
have shown for your job .

Senator KERRY. The only comment I would add to that is that I

am confident that there are going to be additional indictments. I do

not have any question about it. I hope there is not going to be too

much delay in some of them that some people seem to have a feel

ing that could be ripe now perhaps and maybe we can talk about

privacy here.

But I think that there will be more indictments. I have no ques

tion . You have got a lot of people working on this now. But my ob
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servation stands that I wish there would have been that many

people working on it or I wish we would have had the power of

that grand jury back a couple of years ago, because I truly believe

there was a lot to lay on the table atthat point in time.

Nowthat is not, you do notcontrol that. You are operating with

out a lot of resources. And, if anything has been underscored in

this, both this morning and this afternoon , it is the real handicap

of this process , of a couple of people working long hours and a

couple of investigators who have almost got tosuspend an investi

gation in order to prepare for a trial and go back.

There is not a defense attorney out there who does not under

stand it and there is not a corporate defendant out there who does

not understand it, which is why they are prepared to spend $ 40

million hiring 23 attorneys to stand up againstyou alone . And the
imbalance of that

Mr. JACKOWSKI. It was a fair fight, Senator. (Laughter .]

Senator KERRY. You do not hire them with any ego, do you, Mr.

Mueller? But that is what makes you capable of doing what you do.

Gentlemen , I really appreciate the time and the effort and thank

you for your patience and I particularly want to thank your boss,

Mr. Mueller, for his patience. His hair has gotten grayer even sit

ting here this afternoon and we appreciate it. Mr. Mueller, if you

want to come up and take a seat, the rest of this panel will be ex

cused and we will try to get through hereas rapidly as we can .

Mr. Mueller, let me ask you to rise . Do you swear to tell the

truth , the whole truth, and nothing but the truth, so help you God ?

Mr. MUELLER I do.

Senator KERRY. I know you have an opening statement. You may

proceed.

TESTIMONY OF ROBERT S. MUELLER, III, ASSISTANT ATTORNEY

GENERAL, DEPARTMENT OF JUSTICE , WASHINGTON , DC

Mr. MUELLER . Mr. Chairman , as you know, I'm the Assistant At

torney General in charge of the criminal division of the Depart

ment of Justice. I am pleased today to have the opportunity to ad

dress the Department's role in the investigation of the Bank of

Credit and Commerce International.

I've been Assistant Attorney General since the fall of 1990 and

I've been personally involved in the BCCI investigation since the

summer of this year. My principal role over the past few months

has been to oversee the ongoing Federal investigations and make
certain that the investigationsare conducted professionally, are

properly organized and coordinated, and the prosecutors have

access to all the necessary resources to do a responsible, profession

al investigation .

I have been involved almost continuously in Federal law enforce

ment since I became an assistant U.S. attorney in the 1970's. The

BCCI investigations have been and will continueto be, as long as I

am involved, conducted by the Department of Justice prosecutors

according to the highest standards.

This matter is, I know the subcommittee is aware , is extraordi

narily complex, one of the most complex investigations ever under

taken . That is not said as an excuse or a defense, but simply as a
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fact. Further, as has been pointed outpreviously, it is premature in

our view to assess our performance.We cannot even fully respond

to criticism because we cannot reveal grand jury proceedings or the

details of our investigations.

Indeed , I must say, I find myself and we find ourselves in much

the same position in this investigation as we found ourselves in the

Pan Am 103 investigation , maybe 1 yearago. We then had many

critics of the Pan Am 103 investigation . Reporters and others, in

cluding Members of Congress, were critical of the delay in reaching

a conclusion to that investigation .

There are allegations of a political agenda driving that investiga

tion . And we are unable to defend ourselves because the investiga

tion was ongoing. As in the Pan Am 103 investigation , I believe our

record will speak for itself when the BCCI investigations and pros

ecutions have concluded.

The record also showed that the criticism of the Department on

its handling of the BCCI investigations, those criticisms are funda

mentally unfair. The Department of Justice was conducting a

major investigation of BCCI as early as 1987 in Tampa, FL. U.S.

attorney Robert Genzman and his assistants have, I must say, quite

ably discussed that prosecution at length and quite clearly, there's

no need for me to review their testimony.

The investigations did not stop with the sentencing of the defend

ants in Tampa in November 1990. Since July 1991 , the Department

of Justice has returned two major indictments. One is the Septem

ber 5, 1991 , indictment in Tampa, alleging racketeering and money

laundering offenses. The other is the November 15, 1991 , ct

ment in Washington, alleging racketeering and other offenses

based on the secret acquisition and control of Independence Bank

and the parking of securities in Cen Trust.

They were not our first BCCI indictments. They are not expected

to be the last. We are pursuing all leads aggressively in every

corner of the globe.

I want to turn now to some of the criticisms that have been lev

eled at the Department of Justice over the past few months. One

charges that the Department was deliberately dragging its feet in

pursuing allegations of criminal wrongdoing by BCCI. The allega

tion that prosecutors have deliberately failed to do their duty is ab

solutely and categorically false.

The report regarding BCCI , released by the majority staff of the

House Judiciary Subcommittee on Crime and Criminal Justice , on

September 5, 1991 , found no evidence of any influence peddling af

fecting the Justice Department's handling of this case .And to my

knowledge, no one in Government, within or without the Justice

Department, has made any attempt to delay or bog down this in

vestigation or to protect any persons from being prosecuted. Nor, to

my knowledge, has anyone in the Department or in any other

agency attemptedto conceal any wrongdoing by the bank.

With the benefit of hindsight, it is easy to forget that BCCI is

and was a foreign institution , largely operating outside the United

States. It was permitted to accept deposits in the United States and

had very few offices and employees here. Although it secretly ac

quired interests in American banks, many of the key events, even

regarding those transactions, occurred overseas.
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BCCI was not an ordinary bank. It was set up deliberately to

avoid centralized regulatory review . Its officers were sophisticated

international bankers whose apparent objective was to commit

fraud on a massive scale.

And what is often overlooked is that, to a great extent, the regu

latory process in the United States worked properly. The Federal

Reserve, to its immense credit, did its job , unlike many of the na
tions in which BCCI did do business. The United States did not

permit BCCI to take deposits from its citizens. Whatever massive

fraud may have been perpetratedagainst depositors overseas, no

such fraud occurred in the United States.

While it is true that BCCI was able to acquire secret interest in

severalfederally insured American banks, notwithstanding the ef

forts of the Fed, the exposure of American citizens to financial

losses could have been dramatically higher.

Now the Department has been criticized for purported delays in

bringing the indictments against BCCI and its officers, and I must

say that the claim is simply untrue. The Department has now

brought three major indictments of BCCI beginning with the first

Tampa indictment in 1988 and continuing upto last week . Each of

those indictments was brought when theevidence had been devel

oped sufficiently to support the charges.

Indeed, the Department has moved with remarkable speed, given

the complexity of the matters involved . The Department, in the

form of the U.S. attorney's office in Tampa, was quick to follow up
on additional leads coming out of the Tampaconvictions of Novem

ber of last year. And this last August and September, a followup

money laundering indictment was returned and unsealed.

Last week, we returned an indictment charging BCCI with ille

gally obtaining control of Independence Bank operating out of

Encino, CA. It was only in May of this year that we received the

referral from the Federal Reserve on this bank . Again , as I've indi

cated before, the Department fully expects to bring additional in

dictments over the ensuing months.

The Department is aggressively pursuing all allegations of

wrongdoing of BCCI and its employees. It is conducting investiga

tionsthrough a Washington -based task force, and in anumber of

U.S. attorneys' offices. At present, 37 Federal prosecutors, support

ed by dozens of agents and supervisory and support personnel, are

conducting or supporting investigations nationwide. Two major in

dictments are pending and others will likely follow .

The Washington task force alone has interviewed dozens of wit

nesses and returned tens of thousands of pages of records. It is

interviewing witnesses and securing evidence in locations such as

Britain , France, Abu Dhabi, Pakistan , Egypt, the Cayman Islands,

the Channel Islands, Argentina, Peru, and other countries.

In conclusion , Mr. Chairman, I want to reiterate that the Depart

ment of Justice has been working on the BCCI matter since 1987 .

We have obtained significant convictions already. We have two

major indictments pending and we are devoting the resources nec

essary to ensure that if there is additional wrongdoing yet to be un

covered , it will be pursued professionally, relentlessly , and impar

tially , wherever it may lead .
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Thank you for the opportunity to give those opening remarks,

Mr. Chairman, and I'm certainly pleased to answer any questions

you might have.

The prepared statement of Mr. Mueller follows:]

PREPARED STATEMENT OF ROBERT S. MUELLER III

Mr. Chairman, my name is Robert S. Mueller III. I am the Assistant Attorney

General in charge of the Criminal Division of the Department of Justice. I am

pleased to have this opportunity to address the Department'srole in the investiga

tion of the Bank of Credit and Commerce International (“ BCCI" ).

I have been Assistant Attorney General since the fall of 1990, and I have been

personally involved in the BCCI investigation since the summer of 1991. My princi

pal role over the past few months has been to oversee the ongoing federal investiga

tions, and to make certain that the investigations are properly organized and coordi

nated , that they are being conducted professionally, and that the prosecutors have

access to all the resources necessary to do a responsible and professional investiga
tion .

Before I describe the current status of the investigations, and review some of the

Department's past efforts, I want to make several points.

First, I consider myself to be a law enforcement professional. I have been involved

almost continuously in federal law enforcement since I became an Assistant U.S.

Attorney in the early 1970's. The BCCI investigations have been , and will continue

to be as long as I am involved, conducted by professional prosecutors according to

the highest professional standards.

Second, to my knowledge no government official - not at the State Department,

the White House, the CIA, or anywhere else - has attempted to influence these in

vestigations in any way. Furthermore, there is no political component to these in

vestigations, and any suggestion to the contrary is entirely false .

Third, we are responsible, ethical prosecutors. We will not indict simply to get fa

vorable press coverage or to quiet our critics. We require evidence sufficient to

prove a crime beyond a reasonable doubt, and we will not indict if that evidence

does not exist.

Fourth , this matter is extraordinarily complex - one of the most complex investi

gations ever undertaken . That is not an excuse or a defense, but simply a fact. It is

unrealistic to expect overnight results if we are to maintain professional standards.

Finally, it is premature to assess our performance. We cannot even respond fully

to criticism , because we cannot reveal grand jury proceedings or the details of our

investigations. Our record when the investigations and prosecutions have concluded

will speak for itself.

I believe that a fair review of the available facts will show that the Department of

Justice has done an excellent job on the BCCI investigations, and that the criticisms

of the Department are fundamentally unfair. The career, professional prosecutors
whom I represent here today are proud of their accomplishments thus far, and I am

confident that a complete review of the factual record will support that conclusion.

THE TAMPA PROSECUTION AND SUBSEQUENT INDICTMENTS

As you know, the Department of Justice was conducting a major investigation of

BCCI as early as 1987 in Tampa, Florida . U.S. Attorney Robert W. Genzman and his

assistants have discussed the Tampa prosecution at length, and I will not repeat

their testimony. I do want to emphasize, however, that the Tampa prosecutions

were a success. The Department of Justice convicted the bank and five high -ranking

officials of serious crimes something no other law enforcement agency in the world

has been able to do . We obtained the largest monetary penalty that has ever been

imposed on a financial institution for money laundering in this country. The five

BCCI officers all received substantial prison terms ranging up to 1242 years without

parole. We are the only law enforcement agency in any country to have achieved

such a result against this bank , and we are proud of that accomplishment.

Theinvestigations did not stop with the sentencing of the defendants in Novem

ber, 1990. Since July, 1991, when I became personally involved in the BCCIinvesti

gations, the Department of Justice has returned two major indictments: the Septem

1 Of the remaining seven individual defendants in the first Tampa indictment, two were con

victed in Great Britain on evidence supplied by the U.S. Government; one had his case dis

missed before trial; three are fugitives; and one has recently been extradited by Great Britain to
the United States to stand trial in Tampa.
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ber 5, 1991 indictment in Tampa, alleging racketeering and money laundering of

fenses, and the November 15, 1991 indictmentin Washington, alleging racketeering

and other offensesbased on the secret acquisition and control of Independence Bank

and the “ parking" of securities in CenTrust. Those indictments were not the first

BCCI indictments, and they are not expected to be the last.

We are pursuing leads aggressively in every corner of the globe .We will follow

the evidence wherever it may take us. And we will make every effort to bring to

justice any person , regardless of his or her rank or position of influence, whohas

committed a crime that can be provenbeyond a reasonable doubt in a court of law .

I wantto turn now to some of the criticisms that have been leveled at the Depart

ment of Justice over the past few months.

ALLEGED DELIBERATE " FOOT-DRAGGING" BY THE DEPARTMENT OF JUSTICE

One of the most frequently -repeated charges has been that the Department of

Justice was deliberately “ dragging its feet" in pursuing allegations of criminal

wrongdoing by BCCI. One witness has even accusedtheDepartment, before this

very Subcommittee, of being under the sway of so - called “ influence peddlers" who

somehow corruptly persuaded us to ignore qur duty to enforce the criminal laws of

this country.

The allegation that prosecutors at the Department of Justice have deliberately

failed to do their duty is absolutely and categorically false. The StaffReport regard

ing BCCI released by the Majority Staff of the House Judiciary Subcommittee on

Crime and Criminal Justice on September 5, 1991 ( the " Schumer Report” ) found no

evidence ofany “ influence peddling" affecting the Justice Department'shandling of

this case. Nor has this Subcommittee, or any other congressional committee, uncov

ered any such evidence.

To my knowledge, no one in government, within or without the Justice Depart

ment, has made any attempt to delay or block this investigation or to protect any

persons from being prosecuted. Nor, to my knowledge, hasanyone in theJustice De

partment, or in any other agency, attempted to conceal any wrongdoing by the

bank. At all times, for the past 4 years, the career prosecutorsin the Department of

Justice have been doing what they are compelled by their oaths of office to do: to

investigate and prosecute criminal activity in a professional and impartial manner.

The claims thatDepartmentprosecutors have deliberately failed to prosecute the

bank because of “ influence peddling” are not merely inaccurate. Those allegations

insult the integrity, and denigrate the hard work, of every career law enforcement

agent and attorney who has worked on the BCCI case since it began, and whose dili

gence has led to the only successful prosecution of BCCI and its officers to date.

ALLEGED FAILURE TO BRING TIMELY PROSECUTIONS

Among the principal criticisms of the Department of Justice's performance have

been that the Department failed to react quickly enough to so -called " strong leads "

and " warning signs” regarding BCCI; that the overall federal effort was not suffi

ciently coordinated; and that the Department has, and continues, to engage in inor

dinate delay in the bringing of indictments.

A proper understanding of what the Department of Justice did, or did not do, re

garding BCCI requires an initial understanding of a number of different matters:

the structure and operations of the bank, the dates that allegations of crimes were

made to the Department, and the respective roles of prosecutors and bank regula
tors .

1. The Structure and Operations of the Bank. With the benefit of hindsight, it is

easy to forget that BCCI is and was a foreign institution , incorporated, headquar

tered , and largely operating outside the United States.It was not permitted to

accept deposits in the United States, and had very few offices and employees here.

Although it secretly acquired interests in American banks, many of the key events,

even regarding those transactions, occurred overseas. More importantly, most of the

witnesses, documents, and defendants were and remain outside the jurisdiction of

the United States.

? Testimony of William von Raab, Senate Foreign Relations Committee, August 1 , 1991 , tran

script at 81-82 (morning session ).

3 Subcommittee Staff Report Regarding Federal Law Enforcement's Handling of Allegations

Involving the Bank of Credit and Commerce International," September 5 , 1991, at 23 (" *** . no

evidence has yet been uncovered that would indicate that so -called 'influence peddling' affected
the outcome in Tampa " ).
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Equally important, BCCI was not an ordinary bank . It was set up deliberately to

avoid centralized regulatory review , and operated extensively in bank secrecy juris

dictions. Its affairs are extraordinarily complex. Its officers were sophisticated inter

national bankers whose apparent objective was to keep their affairs secret, to

commit fraud on a massive scale, and to avoid detection .

2. The Timing of Allegations of Criminal Activity. The allegations of criminal ac

tivity by BCCI and its officers may be grouped into three sets of charges: money

laundering of narcotics proceeds and other illegal activities ; regulatory violations in

volving the secret ownership and control of American banks; and a worldwide bank

fraud on depositors and creditors, in the nature of a “ Ponzi" -type scheme.

a. Money Laundering. Virtually all of the information coming into the Justice De

partment regarding BCCI prior to 1991, with only a few exceptions, concerned some

form of money laundering -- the offense for which the bank was prosecuted in

Tampa. The case in Tampa was an enormous undertaking , and may be fairly said to

be one of the largest money laundering prosecutions in U.S. history. Furthermore,

the Department of Justice outside of Tampa did not simply ignore other information

it received regarding BCCI's money laundering activities; when evidence existed,

cases were prosecuted.

b. Secret Ownership of Banks. The statements on the Tampa tapes in 1988, and

the subsequent information obtained from a confidential informant in 1989, suggest

ing that BCCI secretly owned American banks were the first indications of criminal

activity by BCCI other than money laundering. That information --which was ex

tremely limited , and consisted principally of rumors, gossip ,and hearsay - was re

ferred to the Federal Reserve in December 1988. The Federal Reserve, however, was

not able to collect enough evidence to satisfy even a civil standard of proof until

July, 1991 , after it had reviewed a copy of the Price Waterhouse report in London in

December 1990 .

c . The Worldwide Bank Fraud . Evidence regarding the so -called "Ponzi

Scheme"-the allegation that the entire operation of the bank was a gigantic

fraud - was not known to anyone in the government until the bank's own auditor,

Price Waterhouse, uncovered the information in June 1991. In other words, auditors

working inside the bank, with access to internal foreign bank records and officials

in foreign jurisdictions, were apparently unable to discover the problem until the

middle of this year. It is unrealistic to expect that U.S. officials could have reached

the same result any sooner.

3. The Roles of Prosecutors and Bank Regulators. What is often overlooked, in the

effort to fix blame for what happened in this case , is that to a great extent the regu

latory process in the United States worked properly. As a foreign bank, BCCI's pres

ence here was regulated by the Board of Governors of the Federal Reserve. And the

Federal Reserve, to its immense credit, did its job . Unlike many of the nations in

which BCCI did business, the United States did not permit BCCI to take deposits

from its citizens. Whatever massive fraud may have been perpetrated against de

positors overseas, no such fraud occurred in the United States. And whatever mas

sive losses depositors may have suffered overseas, no such losses occurred here .

While BCCI may have acquired secret interests in several federally-insured Amer

ican banks, notwithstanding the efforts of the Fed, the exposure of American citi

zens to financial losses could have been dramatically higher. The Federal Reserve

refused time and again to permit BCCI to accept any deposits in the United States.

What agencies and branches it was permitted to open were allowed only to make

loans and otherwise to serve the customers of its overseas offices. American deposi

tors were thus spared the devastating personal losses caused by the bank in other

countries around the world .

The work of the Federal Reserve has been largely overlooked in the rush to criti

cize the federal government's performance in the BCCI matter. What is also over

looked , however, is that theDepartment of Justice is not a bank regulatory agency.

The Department of Justice does not audit or examine banks. It has no power to reg

ulate the conduct of banks, or even to close them in the wake of criminal activity. It

must prove its charges beyond a reasonable doubt, not according to the lower civil

standardof proof enjoyed by bank regulators.

With that framework in mind, I want to turn to some of the specific criticisms

that the Department has not brought timely prosecutions against BCCI or its offi

cers .

ALLEGED FAILURE TO HEED " STRONG LEADS" AND " WARNING SIGNS"

One of the principal criticisms of the Department of Justice has been that it ig

nored so-called " strong leads” and warning signs ” regarding, BCCI. As I have
stated , virtually all of the “ leads” and “ signs " coming into the Department of Jus
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tice prior to 1991 appear to have involved money laundering activity, and the bank

was prosecuted aggressively for money laundering crimes.

The chief criticism , however, has been that the Department of Justice failed to

follow through on evidence that it received, beginning in 1988, that BCCI secretly

owned American financial institutions. I understand that the testimony of Mr.

Genzman and his assistants has addressed this point, and so I will be brief.

To my knowledge, the Departmentof Justice learned for the first time in 1988,

through statements made by BCCI officer Amjad Awan to the undercover agent in

the Tampa case, that BCCI might secretly ownAmerican banks. The essence of the

information received by the Department of Justice regarding the allegations of

secret ownership was passed on to the Federal Reserve after the October 1988 take

down of the undercover case .

The Department was not telling the Federal Reserve , however, anything which

the Feddid not already suspect. When, on December 27, 1988, one of the IRS agents

assigned to Operation C -Chase phoned the Federal Reserve and passed the informa

tion along,4 the Fed noted that the information was uncorroborated ,' and that it

was the " kind of allegation that they) had heard before.” 6 Nevertheless, the Feder

al Reserve in Richmond initiated aninvestigation in January, 1989, but that review

did not produce any corroborating evidence.

According to the Federal Reserve , the key piece of evidence that enabledthem to

establish the connection between BCCI andFirst American came late in 1990 in the

form of a tip concerning a previously unknown Price Waterhouse auditor's report

dated October3, 1990.8 Before that report's existence was known, the evidence of

BCCI's ownership of First American simply was not there even to satisfy the Fed

eral Reserve's lower civil standard of proof, much less the rigorous criminal stand

ard .

It is therefore very questionable, to say the least, whether a greater exchange of

information betweenlaw enforcement and bank regulators would have made any

material difference. While it is easy to claim , in hindsight, that evidence sufficient

to support a criminal conviction could have developed long ago, that is sheer specu

lation, not a valid criticism .

ALLEGED LACK OF COORDINATION

A further criticism of the Department of Justice has been that it failed to coordi

nate properly with other federal agencies in the pursuit of BCCI's criminal activi

ties. In evaluating the accuracy of that criticism , some important points must be
borne in mind.

First, the Department of Justice cannot freely exchange information with other

federal agencies. For example, the Department cannot reveal the existence of evi

dence obtained in undercover investigations until the investigation is completed and

arrests have been made. It is prohibited by law from revealing grand jury informa

tion . And it cannot reveal confidential law enforcement information to other agen

cies other than for criminal law enforcement purposes.

Second, other agencies have rictions on the exchange of information which

prevent the free flow of information. For example, thereare strict restrictions on

the dissemination of classified information . Disclosure of tax information is gov

erned by an elaborate set of statutoryrestrictions. The Privacy Act prohibits disclo

sure of certain types of information . Even a seemingly simple exchange of informa

tion , such as the sharing of computerized law enforcement information , may raise

profound privacy concerns.

Third, federal law enforcement functions are deliberately spread among a variety

of different agencies. The Department of Justice itself vests substantial law enforce

ment authority in the 93 U.S. Attorneys in districts around the country. That decen

tralization of law enforcement provides great benefits in terms of efficiency and re

sponse to local needs, but also may create coordination problems in the initial stages

of a large investigation .

* Testimony of Virgil Mattingly, Senate Banking Committee, May 23, 1991, at 125; Testimony

of Virgil Mattingly, Senate Foreign Relations Committee, August 1, 1991, at 56 ( afternoon ses

sion ).

5 Testimony of William Taylor, Senate Foreign Relations Committee, August 1 , 1991, at 56

(afternoon session ).

* Mattingly testimony (5/23/91) at 125.

? Mattingly testimony (5/23/91) at 126 ; Mattingly testimony (8/1/91) at 56 (afternoon session ).

& Mattingly testimony ( 5/23/91 ) at 123 (“ That's when all of this thing came together." ); id , at

130; Mattingly testimony (8/1/91 ) at 35 (afternoon session ); Testimony of Robert Morgenthau,

Senate Banking Committee, May 23, 1991, at 176.
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The Department of Justice clearly recognizes the need to ensure adequate inter

agency coordination and communication. The establishment of the Interagency

Bank Fraud Enforcement Working Group in Washington, DC , was an important

step forward in improving the government's response to financial institution crime,

as was the recent establishment of the Financial Crimes Enforcement Network

(FinCEN) .

An examination of the Department's response to matters such as BCCI must, how

ever, be tempered by practical considerations. It is unrealistic to expect that a crimi

nal matter of this magnitude can occur, over the course of a decade and in 70 differ

ent countries, and later be investigated and prosecuted by law enforcement officials

acting in perfect synchronization from the very beginning.

ALLEGED " DELAYS” IN BRINGING INDICTMENTS

The Department has also been criticized for its purported delays in bringing in

dictments against BCCI and its officers . Those criticisms have been strongest in

recent weeks, inthe wake of various congressional hearings and media reports of

misconduct by BCCI and its employees.

The claim that we have not brought indictments quickly enough is simply untrue.

The Department has now brought three major indictments of BCCI, beginning with

the first Tampa indictment in 1988, and continuing up to last week. Each of those

indictments was brought when the evidence had been developed sufficiently to sup

port the charges, and not earlier.

I want to emphasize again that BCCI was deliberately structured toevade regula

tory review throughout the world. Even Price Waterhouse, the bank's own audi

tors — working inside the bank, with access to records and witnesses worldwide - ap

parently could not uncover the fraudulent nature of the bank's affairs until mid

1991 .

I also want to emphasize that this investigation involves, to an unusual degree,

matters occurring outside the United States. Most of the defendants, witnesses ,and

documents in this case are located overseas, frequently in bank secrecy jurisdictions

(such as the Cayman Islands ) or countries with which we do not have an extradition

treaty (such as Abu Dhabi ) . It is extremely time-consuming, and sometimes very dif

ficult, to piece together such a case .

The Department fully expects to bring additional indictments over the ensuing

months. However, international and multijurisdictional investigations such as this,

involving complex financial transactions occurring around the world, are extraordi

narily complex and time-consuming. The Department cannot and will not indict on

rumor, speculation, or hearsay. We require legally admissible evidence sufficient to

establish guilt beyond a reasonable doubt . We will not indict simply to obtain favor

able press coverage, or in response to political pressure.

CIA REPORTS

Let me now turn briefly to the issue of the CIA's involvement regarding BCCI.

First, much has been made of the fact that the CIA apparently produced and circu

lated reports relating to BCCI inthe 1980's. For example, Mr. Von Raab has testi

fied that in 1988 he was given a 1986 CIA report describing the " questionable ” and

" criminal” activities of the bank.9 Regrettably, the Justice Department was not on

the CIA's dissemination list for BCCI reports until 1990, and therefore the Depart

ment never received this 1986 report at the time it was disseminated. 10

In any event, Mr. William Taylor of the Federal Reserve has testified that the

1986 report contained undocumented evidence that could not be followed up," and

Mr. Von Raab himself told the Senate that the report he saw " didn't prove to be
particularly useful as an investigative tool.” 12 Furthermore, almost all of the

information reported by the CIA , like all of the other information regarding BCCI's

criminal activities that we were receiving at that time, concerned money launder

ing, ich is exactly what the Department of Justice was already investigating.

+

See Testimony of William Von Raab, Senate Foreign Relations Committee, August 1 , 1991 ,

transcript at 71 (morning session ).

10 Although the FBI and DEA, both of which are Department of Justice components, received

certain classified reports concerning BCCI earlier, the 1986 report was not disseminated to
either agency.

11 Taylor testimony (8/1/91 ) at 73 (afternoon session ) (" the information in the CIA report is

more or less speculative in the sense that it's not documented with any evidence that you could
follow up on .. " )

12 Von Raab testimony (8/1/91 ) at 71 (morning session ).
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Second, there have been a number of irresponsible allegations that the CIA some

how blocked or delayed the prosecution of BCCI by interfering with the investiga

tions of the Department of Justice. Those claims are absolutely without foundation.

At no time, tomy knowledge, has anyone from the CIA , or any other agency, at

tempted to obstruct or interfere with the Department of Justice's investigation and

prosecution of BCCI.

NEW YORK INDICTMENT

I want to turnnow to the allegationthat the Departmentof Justice has failed to

cooperate with the investigation of BCCI by Manhattan District Attorney Robert
Morgenthau.

The claim that the Justice Department has not cooperated with Mr. Morgenthau

is unwarranted . The Department has provided substantial assistance to his office

since the July 1990 convictions in Tampa, and continues todo so today.

Prosecutors from Mr. Morgenthau's office were provided long ago with unlimited

access to all exhibits and the hundreds of tapes made during Operation C -Chase;

access to indices to all exhibits and tapes; copies of approximately 1,000 pages of

information, including affidavits; copies of all tapes and transcripts, as requested;

unlimited access to all agents who worked on the Tampa case ; access to witnesses;

and detailed financial flow -charts. 13

That cooperation continues today. For example, the U.S. Embassy in Abu Dhabi,

at the request of the Criminal Division's Office of International Affairs (“ OIA " ) has

presented a request to the government for the expulsion ofSwaleh Naqvi to stand

trial in Mr. Morgenthau's case . 14 OIA is also working with Mr. Morgenthau's office

to prepare an extradition request to Pakistan for Agha Hasan Abedi. Just last week

members of the BCCI task force and Mr. Morgenthau's office conducted a joint

interview of an important BCCI witness.

The Department is intouch with Mr. Morgenthau's office on a continuing basis. I

have personally directed that all attorneys involved inthe BCCI investigation coop

erate with Mr. Morgenthau's office to every reasonable extent the law allows. I

have also told Mr. Morgenthau on several occasions thathe should report any prob

lems to me directly. Any claim that the Department of Justice has interfered with,

or failed to cooperate with, Mr. Morgenthau's office is simply wrong.

MONEY LAUNDERING FORFEITURES

Next, I want to address one of the findings of the Schumer Report concerning

BCCI's guilty plea in the Tampa case. As the Schumer Report found, the guilty plea

was prompted not by anyoutside influence from Washington, but by the legalsitua

tion created by the trial judge's order precluding use of the drug statutes to forfeit

from BCCI any of the money it had laundered. Under the court'sorder, the govern

ment faced the prospect, if it had taken the bank to trial, of having to give back to

BCCI the $14 million that had been obtained from it in 1988.

When the Department of Justice first proposed what became the Money Launder

ing Control Act in 1985, we included a provision that would have made “ any money

or other property involved in (the) offense " subject to forfeiture. 15 But this provision

was eliminated. The Senate Report, issued on September 6, 1986, saysthat the pur

pose of the change was to limit forfeiture to " the commissions earned by the money

launderer" and to preclude forfeiture of the other money involved in the offense. 16

The absence of this provision is what prevented the government fromgoing to

trial against BCCI and obtaining the $ 15 million or anyother property BCCI had

used to commit the money laundering offenses through forfeiture. When Congress

limited money laundering forfeituresto the " commission " earned by the launderer,

it limited BCCI's forfeiture exposure in this case to approximately $ 250,000, which is

the sum total of the commissions the bank received. 17 If we had gone to trial and

convicted BCCI, that is all the forfeiture we would have gotten , $ 250,000.

13 See Letter from Genzman to Morgenthau dated March 8, 1991, and attached documents.

14 The United States does not have an extradition treaty with Abu Dhabi.

18 See S.1335 in the 99th Congress.

16 S. Rep. 99-433, 99th Cong ., 2d Sess . ( 1986), at 8-9 .

17 The assertion of William Von Raab that $15 million " was actually less than the bank had

made from its money laundering activities" is simply false . See Von Raab testimony (8/1/91 ) at

68 (morning session ). The assertion of Mr. Jack Blum is similarly false . Id . at 69 (morning ses
sion ).
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The Justice Department came back to Congress in 1988 and got the law changed ,

so that today laundered money is subject to forfeiture. Because, however, changes in

the criminal law do not apply retroactively, we could not make use of that provision
in 1990 when the trial wasto take place.

CURRENT INVESTIGATIONS

The Department is aggressively pursuing all allegations ofwrongdoing by BCCI

and its employees. It is conducting investigations through a Washington -based task

force and U.S. Attorney's offices in Tampa, Miami, and Atlanta, with related inves

tigations and proceedings in three other cities. At present, 37 federal prosecutors,

supported by dozens of agents and supervisory and support personnel, are conduct

ing or supporting investigations nationwide. Two major indictments are pending,

and others will likely follow .

Enormous investigative undertakings such as this require a balancing of the needа

to coordinate efforts and the need to minimize bureaucratic inefficiency. Multiple,

overlapping witness interviews, grand jury subpoenas, and document demands from

prosecutors around the country could prove disastrous, particularly in foreign coun

tries where officials do not appreciate the decentralized nature of our law enforce

ment system . Accordingly, certain types of investigative work have to be coordinat

ed closely. On the other hand, prosecutors and investigators must be given sufficient

latitude to expend their energies productively. The task force approach , with select

ed independent but coordinated U.S. Attorney investigations, has been chosen to

achieve that difficult balance.

The Washington task force alone has interviewed dozens of witnesses and re

viewed tens of thousands of pages of records. It is interviewing witnesses and secur

ing evidence in locations such as Britain , France, Abu Dhabi, Pakistan , Egypt, the

Cayman Islands, the Channel Islands, Argentina, Peru , and other countries. It is re

viewing proposed charges involving a wide variety of apparent criminal violations .

The Department's prosecutors are conducting a Herculean effort at high speed

and under extremely difficult circumstances. The fact that the Department of Jus

tice is aggressively pursuing its investigation does not mean , however, that it will

return indictments regardless of the state of the evidence. As I have said repeatedly,

the Department will not return an indictment simply to get favorable press cover

age or to quiet its critics.

CONCLUSION

In conclusion , Mr. Chairman , I want to reiterate that the Department of Justice

has been working on the BCCI matter since 1987 ; we have obtained significant con

victions already;we have two major indictments pending; and we are devoting the

resources necessary to ensure that if there is additional wrongdoing yet to be uncov

ered, it will be pursued professionally, relentlessly, and impartially wherever it may
lead.

Senator KERRY. Thank you very much, Mr. Mueller. I appreciate

it. I must confess I am a little uncertain as to where to begin for a

couple ofreasons.

First of all, it is late. We have been here all day and it is a long

number of hours. But second, there is a strange road that has been

pursued since 1987. I mean, your last comment was, we have been

investigating this since 1987. And technically, that is accurate.

Mr. MUELLER. I disagree with the word technically. I think it is

accurate.

Senator KERRY. Well, in 1987, you had Bob Mazur and the Cus

toms folks who were fundamentally investigating it . You really

only have an assistant U.S. attorney who, as they have all testified,

is doing the trial preparations, trial counseling, and so forth .

He is not investigating. He is sort of guiding that or whatever,

but the investigation was a Customs investigation. The bank was

chosen haphazardly, coincidentally, however you want to call it. I

mean , he just happened to pick this bank. Hewas talking toother
banks. This bank proved fruitful. Boom , lo and behold , he is in the

bank, and for 1988 and 1989, that is what it is.
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There was not a full-time assistant U.S. attorney until 4 months

before the takedown. And even then , you had this individual

saying we did not have enough resources. They were not able to get

the tapes down. They were not able to get transcriptions. They

were not able to look at documents and so forth .

In fact, there is an acknowledged timeout, as they called out, as

of the takedown itself, the series of first arrests. Then you have a

plea agreement. The bank pleads out and to everybody's best sort

of sense of things, there is silence on the BCCI front.

I mean thatis the perception, Bob, and I am just giving you

what — and that comes to us and other people because a lot of re

porters were talking to sources, we were talking to sources and the

sources all said nothingis really happening.

Then you get into 1989. I think I am correct. January 1990, you

have a plea. And at that time in time, there began to be sort of a

public hue and cry. But there was enough dissension about the plea

that a number of my colleagues joined in writing a letter to the

judge admonishing against moving in that direction and there was

a certain amount of critical energy about what was happening.

Then a series of articles appear which begin to doubt whether

anybody is taking this seriously. And then there is sort of a resur

gence of activity. But it was not until after the Wall Street Jour

nal, the Washington Post and the New York Times had begun to

front-page Bob Morgenthau's efforts that all of a sudden there was

a flurry of newly assigned personnel, new activities, subpoenas

issued , and so forth .

So, that is why I say technically. Because the perception really is

that there is a gap between 1990 and the latter part of 1991 .

Mr. MUELLER. Senator, I have a difficulty dealing with percep

tions , perceptions from the outside. In particular, because as you

well know as a prosecutor, you cannot disclose what you have been

doing and when you have been doing it. Several of your assump

tions, I think, are erroneous .

And that is that it was not until July of this year, as a result of

newspaper articles and the like , that additional resources were put

in, that additional investigations were open . That's just simply in

correct. The information relating to the takeover or the purchase

of interests in American banks was passed on to the Federal Re

serve early on , as was testified to previously.

Federal Reserve tried to obtain information and evidence of that

and was not able to until the Price Waterhouse report disclosed

that which was in records, not in the United States, but in records

in London , Abu Dhabi , and elsewhere .

When the referrals were made to the U.S. attorney's offices as a

result of the Federal Reserve's investigation , based on the Price

Waterhouse report, we immediately began assigning assistant U.S.

attorneys to conduct those investigations .

Senator KERRY. Right. That was in 1991 , right?

Mr. MUELLER . That's correct.

Senator KERRY . But we were working very closely with the Fed

eral Reserve too . We were constantlytalking to the Federal Re

serve investigators . And I say to you that there was a constant sort

of perplexion at the fact that most of the energy seemed to be
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coming out of New York and that is just the reality. And that is a

reality, not a perception .

Mr. MUELLER. Let me deal with that perception if I might. You

have indicated

Senator KERRY. We are into reality now. We are going to switch

from perception.

Mr. MUELLER. Well, let me deal with your perception with reali

ty. And that is that you indicated before that Bob Morgenthau ran

with the ball and like Greg Kehoe will say , any prosecutor that

make a case , God bless him,and Bob Morgenthau made a case .

But the case of Bob Morgenthau is not the case that I think you

were intimating before. And that is, BCCI's acquisition of control
over either independents, First American Bank, National Bank of

Georgia, or CenTrust. He has not brought any case based on those

allegations. The only Federal or the only Government entity that

has ,has been the Federal Government, the Justice Department.

Senator KERRY. His jurisdiction is not as broad asyours.

Mr. MUELLER . No, but what I'm saying is that while Bob Morgen

thau made a case, it was the case based on the Price Waterhouse

report and to his credit, he got the Price Waterhouse reports as a

result of two of his prosecutors being in Europe at the end of 1990 .

Senator KERRY. Let me ask you this question, then. Why do you

think that Jack Blum, whom I first directed to say, turn everything

over to the Feds, got frustrated enough that on his own he decided

that he ought to go up to New York?

Mr. MUELLER. I can't answer why Jack Blum did what he did. I

think you heard previously today from the assistants who dealt

with himtheir view of the dealings with him. And, as I say and as

I've said before, we, and the direction has gone out from me, that

we will cooperate and I think have cooperated with any other pros

ecutorial body, whether it be Mr. Morgenthau or the Serious Fraud

Office in London , who has responsibility under their jurisdiction of

prosecuting cases. And we have done that and we will continue to

do that .

But in response to this specific question with regard to why Mr.

Blum decided to go to the southern, not the southern district, but

to the Manhattan district attorney's office, I can't answer that.

Senator KERRY. Where was the principal information that came

out of Tampa processed in terms of the larger aspects of this case ?

Mr. MUELLER . I don't understand what you mean .

Senator KERRY. Did it go to U.S. Attorney Stephens or did it go

into main Justice and was farmed out? Who is overseeing the

broader aspects of the case which I have referred to , the armsdeal

ing, the international Ponzi scheme, the artificial sales, conceiv

ably, of banks and purchases of banks ? Where was all of that being

funneled ? Was there one center that was processing that?

Mr. MUELLER. You had certain allegations being made in the

U.S. attorney's office in Tampa, if that's what you are referring to .

And they were, as you heard previously, the ones that were either

pursuing that information or passing it on to the Federal Reserve.

There were as of, I think, the beginning of this year, a number of

investigations that were being undertaken in various U.S. attor

neys' offices. And it is a function of the way we do business, that

the independent, relatively independent, but the various U.S. attor
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neys' offices, conduct the investigations to the point where they

come in conflict with investigations in other districts or in certain

classes of cases where there's a necessity to go to the Department

of Justice.

And so, to the extent that the independent investigations could

and were being pursued by the various U.S. attorneys' offices, they

were being pursued by the various U.S. attorneys' offices with con

tacts withthe Department of Justice where appropriate.

There came a point in time where the referrals build up from

the Fed and it began apparent that there would be conflicts be

tween the districts and itbecame apparent that a higher degree of

coordination would be necessitated. And at that point

Senator KERRY. What was that point?

Mr. MUELLER. Approximately June or July of this year.

Senator KERRY. Why would that not have been self-evident back

in 1988 and 1989when you had evidence of FirstAmerican being

owned , National Bank of Georgia being bought, New York money

transactions taking place , Bob Morgenthau investigating, Washing

ton -based bank with Virginia, Maryland, Georgia, Florida, all in

volved ? Why would it not have immediately been sucked into main

Justice and made a primary focus - particularly given the interna

tional aspects ?

I know an individual U.S. attorney can deal with the Bank of

England.

Mr. MUELLER . I think you hear the testimony of the witness

today, from the U.S. Tampa U.S. attorney's office. To the extent

the allegations should be better pursued by, for instance, the Fed

eral Reserve, the information was passed on to the Federal Re

serve .

Senator KERRY. So essentially you are saying that it was left to

the Federal Reserve to make a case which they referred to you and

you prosecuted this year, or you have now indicted ?

Mr. MUELLER . The allegations with regard to First American

Bank, for instance, related primarily to

Senator KERRY. Well, not just First American. I mean what Fed

Reserve has now produced to you as a result of the indictment of

Ghaith Pharaon , among others ?

Mr. MUELLER. I am sorry, the question was ?

Senator KERRY. The Fed Reserve's referral to you has resulted in

the indictment of Ghaith Pharaon, among others, has it not?

Mr. MUELLER. That is correct.

Senator KERRY. And Mr. Naqvi?

Mr. MUELLER . That is correct.

Senator KERRY. And so forth - so that is not - I mean that could

be First American , but that is not specifically what they were in

dicted for. They were indicted for a series of things, right?

Mr. MUELLER . Well, if you are referring to the indictment that

was returned last week, it is an indictment of the BCCI entities,

Mr. Abedi, Mr. Naqvi, and Mr. Pharaon, with regard to the acquisi

tion of control of the Independence Bank, not First American

Bank, as well as the parking violation with regard to Centrust. It

did not encompass the First American transaction .
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Senator KERRY. When did the first - speaking of Centrust — when

did the first knowledge of Centrust being linked to BCCI surface to
Justice ?

Mr. MUELLER. I do not know that off the top of my head, Senator.

Now are you talking about main Justice, or are you talking

about a U.S. attorney's office ?

Senator KERRY. I guess any of them.

Mr. MUELLER. That, I just do not know off the top of my head.

Senator KERRY.Can you maybe supply that to us, for the record ?

Mr. MUELLER . Yes, I can try, I will find that out and supply that

to you .

[ The information referred to follows:)

No information was provided by Justice as of January 3, 1992.

Senator KERRY. And can you shed any light for us, Mr. Mueller,

on the whole issue of the Saphos letter of how that would have

come about ? It is my understanding that letters also went to Cali

fornia and New York.

Mr. MUELLER. That is correct.

I mean what I can shed is what was explained to you by Mr.

Kehoe before. There was a letter sent, and

Senator KERRY. Do you know what would have initiated it?

Mr. MUELLER. I do not know what initiated it, other than that

the letter that was initially sent was sent for the purpose of assur

ing that if the Florida regulator decided to leave the bank open ,

that we had the benefit of a plea bargain, and that we would be

able to monitor the accounts of narcotics traffickers who would be

using that bank in the future — but only if the bank remained open.

Now , that first letter is ambiguous, at best. But it was rectified

within 3 days. But that was the intent of the first letter. And to the

extent that it was read to be ambiguous, within actually a day and

a half afterward , it was rectified . And that is what Mr. Kehoe testi

fied to before.

Senator KERRY. Just a couple of quick questions, and I will turn

it over to my colleague - as you know, there was a big issue recent

ly, and I guess you were dragged into it in you role as head of the

Criminal Division, to investigate the Ed Rogers situation .

Mr. MUELLER. Yes .

Senator KERRY . When you wentto Abu Dhabi, recently, in con

nection with BCCI, did you meet with Mr. Rogers over there ?

Mr. MUELLER . I have never met or spoken to Mr. Rogers.

Senator KERRY. You have never seen him anywhere,ever?

Mr. MUELLER. Never, not to my knowledge. He may have been in

the crowd, some place, but I have never been introduced to him,

and I did not know the gentleman.

Senator KERRY. Did you — it is my understanding that he was in

Cairo at some meetings there. Have you had any knowledge of

that?

Mr. MUELLER . I did after the fact when I attempted to ascertain

what, in fact, did happen.

Senator KERRY. And I take it that he was there in connection

with the Adham , Mr. Adham , and some of the negotiations that

were going on? Is that accurate ?

Mr.MUELLER. Well
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Senator KERRY. Do you know what the circumstances were ? Let

me ask it that way, doyou know what they were ?

Mr. MUELLER. I do not know the circumstances or the reasons

why he was there . I do know, as we as I put into a letter to Con

gressman Schumer in response to his, that immediately prior to an

interview taking place with one of our prosecutors, that prosecutor

was introducedto Mr. Rogers in a very perfunctory manner. Mr.

Rogers apparently was in the room prior to the interview being ini

tiated; after the introduction Mr. Rogers left and the interview

went forward .

The same thing happened

Senator KERRY.Did that prosecutor know Mr. Rogers?

Mr. MUELLER . No, had never met him before, had never talked to

him

Senator KERRY. Had never met him before ?

Mr. MUELLER [continuing). Before, did not know who he was. And

in fact, the same occurrence happened the following day, where the

prosecutor went to the hotel room where the interview was to be

conducted, was introduced to a gentleman , and he had forgotten

his name. After he came back, he found out, again , that it was Mr.

Rogers.

But Mr. Rogers immediately left the room , and the interview

went forward . And to my knowledge, that is the only contact that

Mr. Rogers had with any of the prosecutors or individuals assigned

to the BCCI matter .

Senator KERRY. How did the Justice Department first make con

tact with Mr. Adham in connection with BCCI?

Mr. MUELLER. Through his attorney.

Senator KERRY. Through his lawyer?

Mr. MUELLER. Through his attorney, Plato Cacheris.

Senator KERRY. A different lawyer.

Mr. MUELLER. Pardon ?

Senator KERRY .Not Mr. Rogers', but a different lawyer?
Mr. MUELLER . Plato Cacheris.

Senator KERRY. OK.

Mr. MUELLER . And all negotiations were with that individual.

None were with Mr. Rogers.

Senator KERRY. Andnobody - did anybody inform you that he

might be there or anything ?

Mr. MUELLER. Absolutely not.

Senator KERRY. OK.

Have you been able to learn , or has it been part of your inquiry

to understand how Mr. Adham , himself, came to know Mr. Rogers

availability or anything ?

Mr. MUELLER. I have no

Senator KERRY. You do not know any of that detail ?

Mr. MUELLER. I do not know any ofthat detail, and I'm not — no,
we do not know that detail .

Senator KERRY. Senator Brown.

Senator BROWN . Thank you.

You mentioned earlier that the other aspects of the BCCI case

are under investigation .

I assume that means that you are reluctant to discuss publicly

what might come up in the future ?

>
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Mr. MUELLER. I think I am precluded from doing that, Senator.

Senator BROWN . You can appreciate my interest in knowing

whether or not the coffee-smuggling operation and the disguised—

and as near as we can tell — illegal takeover, or control of the First

American is on that list ?

Mr. MUELLER.What I can tell you is that an aspect of that was

indicted, Mr. Bilbeisi was indicted in the southern district of Flori

da on income tax charges relating to that matter. And that is a

matter of public record. But beyond that, I am really precluded

from goingforward, sir.

SenatorBROWN. In the interest of accommodating the committee

you have summarized your testimony. In the draft that we had,

you had a section that dealt on the CIA report and transfer of in

formation. As, I think the Department is aware, Senator Kerry and

I have offered an amendment that would require the forwarding of

information that has a significant impact on the safety and sound

ness of banking institutions to be forwarded to the Federal Re

serve .

That really came out of the testimony before this committee

fromthe CIA. They had a report involving the illegal takeover, or

the illegal control of First American in 1985. They did not advise

the Federal Reserve of that report. And they did not even identify

who made the decision to not advise the Federal Reserve.

And thus far, they have not taken any disciplinary action

against the person who made the decision not to identify the Feder

al - or notify the Federal Reserve.

Now that may well change, those latter aspects of it . But in

drafting this amendment, we had been in touchwith the Depart

ment to try and get their input. And as near as I can tell, the De

partment is still opposed to the amendment in spite of the changes

we have tried to make in it.

But it would be helpful to us to understand the problem with re

quiring Federal agencies to notify the Federal Reserve when they

have informationthat significantly affects the safety and sound

ness of banks.

Mr. MUELLER. Senator, I must confess that I am not familiar

with the amendment. If I might know - talk generally about ob

taining information from the CIA, NSA, or any – DIA — any of the

other intelligence agencies — the information that comes from an

intelligence agency, as I think Mr. Genzman indicated previously,

tends to be very conclusory. But it may give you leads even

though it is conclusory and it's not something you can put into
court.

The problem has always been, and it has been in an area in

which — in the area in which we have played on this field is gener

ally in espionage cases, and most recently in narcotics cases. We

have a very difficult time dealing with information that comes

with the intelligence community, because of the discovery require

ments under the Federal Rules of Criminal Procedure; and the con

cern that if we have in our hands intelligence information that has

to be made available to defense counsel, we may be in a position at

some point in the trial of having to dismiss a case or disclose the

sources and methods of certain information coming from the intel

ligence community.
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Now I-in having dealt with the intelligence community for a

period of time as an AUSA, I have seen in the last 2 or 3 years, I

think, a complete change of attitude toward helping law enforce

ment, particularly in the narcotics area where Director Webster

determined that the intelligence community should be more sup

portive than it had been in the past, despite the problems that are

there.

But anybody who is familiar with the interface between the in

telligence community and the criminal justice system , has to un

derstand that there are very, very difficult issues that have to be

resolved before you can move ahead.

I only speculate that those difficult issues, as to the possible dis

closure of sources and methods balanced against the need to pros

ecute an individual, might be behind some of the concern about

your amendment .

Now let me just finish off by saying that in this particular case ,

there have been assertions that there were a number of CIA re

ports that came to the law enforcement authorities, whether it be

money laundering or bank regulatory offenses.

To my mind, there were one or maybe two - although concluso

ry , relatively specific items of information did not reach the Justice

Department. And in fact, the Justice Department, I do not think,

was on the list for disclosure or for circulation of CIA reports until ,

let's say, 1990.

The only other comment I would have with regard to these sup

posed voluminous, numerous reports, is that not only were they

conclusory, but they tended to be reports that would summarize ac

tions that we had taken , or information already known to us in the

money laundering area .

And it not only would they have been not very helpful, it would

have been duplicative . And in some cases , they reported on that

which we had done in other words, the response to the fact that

we had indicted BCCI in money laundering, and the affect that

that would have on the operations, whether it be in Latin America

orsomewhere else.

So I want to put in perspective exactly what we have obtained

from the CIA, and make the point that what we have received

could not have been the basis for any conceivable prosecution . At

the most, had we received in 1985 the conclusory statement about

the ownership, it might have been a lead , but it would have been

yet another rumor that was already in the hands of the Federal

Reserve - even as early as 1985.

Senator BROWN. Well, I appreciate the comments you have made,

and I think they are helpful.

Two observations, at least in my mind -- it strikes me that while

you, of necessity, focus on what you can use in court, and what will

cause you potential disclosure problems in those proceedings. For

the Federal Reserve, it strikes me, there is some value in being no

tified that an illegal takeover has taken place or in the process of

taking over. And in their standard of evidence, the purpose may be

accomplished simply by getting them to initiate an investigation ,

which is differentthanthe constraints you are under.

But the second point I wanted to make, and hoped that you

might consider -my belief is that good legislation , if it is drawn up
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by legislators and imposed on administrators, is often not very

good. It is not because people's intentions are not very good . I

think , at least in this case the intentions are correct.

But good legislation is one that reflects all the facts, and an un

derstanding of the facts. To have an agency say look, we do not

care whether you are willing to take care of all the cases and prob

lems we bring up to you or not, we are going to oppose itis not

the way to help bringabout good legislation .

Mr. MUELLER. I hope that hasn't been the response of the De

partment. If it is

Senator BROWN. It has been exactly the response of the Depart

ment.

Mr. MUELLER. I will assure you, Senator, that we will go back

and give that thorough scrutiny, and be glad to discuss that with

youor your staff, todetermine the grounds which we on which

we based our opposition - I assume from what you said that we

did - and see if we cannot work around that, and come up with a

piece of legislation that helps all of us in the future — but particu

larly us . I mean we want the information . The prosecutors want

the information from the CIA. They want the information wherev

er they can get it.

And it can only be helpful. And as I said, I think there has been

somewhat of an about-face in the last 2 years, in the intelligence

community, and the willingness of the intelligence community to

help the law enforcement community.

So I would be more I would offer our assistance in drafting ef

fective legislation . And I apologize to the extent that you or your

staff met a stone wall .

Senator BROWN. You know , I do not say it for that reason . I

guess these proceedings sometimes take on an adversarial context.

But at least in my experience, good legislation is not necessarily

the product of that adversarial context. It does not mean that ev

erybody is always going to agree. But even those of us with a limit

ed ability, sometimes can draft pretty good legislation if we have

all the assistance we need .

Mr. MUELLER . That's a line I have heard by defense counsel a

number of times in court. And I always watch out when somebody

says even those of us with limited ability.

We would be very happy to work with you, Senator. I think we

have worked with both this committee, and with both the chair

man, and hopefully with yourself in structuring legislation that

would be helpful to us.

Senator BROWN . Thank you .

Senator KERRY. Thank you, Senator Brown.

Mr. Mueller, just a few quick questions, and we will wrap up

here.

But would you , looking back at this now, recognizing what has

happened with New York, the contentiousness, and looking at the

number of people you now have assigned to this , and the number

of areas of inquiry that exist, and the size of the scandal, had you

been there — and I acknowledge you were not the ones calling the

shots, you were not there on this — but would you have done any

thing differently in this effort ?
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Mr. MUELLER. Well, with the advantage of hindsight, I think any

body would say gees, perhaps we should have had more resources

helping out Mark Jackowski — but I would venture to say , as I say

that, in the same sentence , that those resources probably would

have been put on the first priority. And that was transcribing the

1,000 hoursof tape. And I - ultimately it got done.

I can also tell you, Senator, that I am sure there are 50 cases out

there just like BCCI, that next summer, or whenever, are going to

come out, and we are going to have and look back , and say gees, I

wish we had put additional resources onit.

I would , I think, strongly disagree with you, however, in your as

sertion that had you had a grand jury - and you indicate that our

prosecutors havehuge egos — but I would disagree with you that

even though you have spent time in a prosecutor's office, that had

you had a grand jury, that you would have broken this case back in

1988 or 1989.

And I say that for the following reasons : The documents that

have led to the prosecutions--apart from the money laundering

had been put together by the Price Waterhouse people. Andthey

have given bothBob Morgenthau, and our office , and the U.S. at

torney's offices the abilityto proceed , where before-hand we did not

have that ability. And youlook at the witnesses that had come to

you before, someone like, I think, Amjad Awan had come, and I

think spoken to your committee, or at least to your investigators,

and lied, prior tothe takedown .

It - you need the documents and you need the witnesses. And

without both , you are not going to make a case. So even if you had

a grand jury back in 1988 or 1989, I am fairly convinced in my

mind, until we had the conclusions of the Price Waterhouse report,

based on records overseas , that nobody would have been able to

proceed either with criminal charges or even with civil charges.

I think quite clearly from the testimony of the Fed , they wanted

to pursue it , they did what they could to pursue these same

charges, with expertise beyond what we have in the U.S. attorney's

offices or even in main Justice, and were thwarted in that, because

they did not have access to the records.

And I venture to say that Bob Morgenthau - I am sure you have

had conversations, and the staff has had conversations with him

will have said that the key to unlocking it was putting together the

documents, and the summary of the documents that you found in

the Price Waterhouse report ,together with witnesses' testimony.

And going back to what happened in Tampa, I tend to think that

when GregKehoe sits here and says my strategy was to go after

the individuals and make them talk , that's a strategy that I would

have chosen back then. Because that is a strategy , as a prosecutor,

that I have used . And I think it is probably the strategy that you

used in Middlesex County as a prosecutor to bring a big case . And I

would have done exactly the same thing. I would have put all the

pressure I could on those individuals to cooperate, so that I knew

that I had individuals who were going to tell the truth under the

threat of doing more time in jail , and make certain that the case

that I made was a case that would stand up under scrutiny when it
went to court.

- >
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The other thing I would need, in addition to the witnesses, are

the documents . And as I say, the first inclination we had was the

Price Waterhouse report. That doesn't give us , and you can't walk

into court with the Price Waterhouse report. You still have to get

the underlying documents.

But we have the conclusions and the summaries of a review of

the documents that gave us the ability to say hey, look , that which

had been suspected, perhaps as early as 1980, really occurred.

Senator KERRY. The reason I stand by my assertion is we issue

the rate subpoenas. And we would have gotten the documents. But

we did not have the ability to back up our subpoenas, which is one

of the tougher parts of Congress. To back up a subpoena, you have

to go to the floor of the U.S. Senate. And in 1988, there was no

mood here, whatsoever, to back it up — which is one of the reasons,

incidentally, Jack Blum began to express frustration. And a lot of

us did. And people got a sense of institutional barriers, if you will .

And the joy - well, not the joy, that is the wrong word — but the

facility of a grand jury is such, as you well know better than any

body, that the capacity to compel, and the capacity to bring those

witnesses through in a matter of days or weeks, and to compile the

documents is an extraordinary investigative tool, used to great

avail by a lot of people.

That is one of the things that never surfaced here in the early

days of this effort. And that was one ofthe reasons. But beyond

that, would you have done anything differently ? I mean the re

source issue is key.

Mr. MUELLER . Well, I think looking at it from my own involve

ment, there are probably two things that I would have done differ

ently . One is I would have, I think, pursued sitting down with Bob

Morgenthau earlier. We made overtures, and we missed each other

on acouple of occasions . But I think that would have been helpful.

Because I think there has been some miscommunication as to what

is wanted and what has been provided.

And I befault myselffor not having pursued that, and sat down

with him one-on -one . We set up meetings, we had our prosecutors

talking with each others. But that does not substitute for sitting

down one-on -one with a person . That is one thing, and that is going

to occur, since the issue has been raised again .

The second thing that I look back on,and that is the wayour

system works in the Federal Government. And that is , with U.S.

attorneys offices handling particular charges, along with agents in

that district . And I think that is, by far, the appropriate system ,

and the best way to go.

And to the extent that there are not — there are no conflicts be

tween districts, then it really is debilitating for Justice to step in ,

and to try to coordinate. And the decision was made by me, basical

ly , at the outset, to let the investigations run independently. Be

cause I felt that they would be more effectively run independently,

and that we could coordinate at the Justice Department level well

enough to assure that all of the allegations were being pursued ,

were pursued, and coordinated sufficiently so that the cases were

brought expeditiously.

Because when you pull something in , and you control from main

Justice , there is a downside. You have all of the assistants who



806

were in the particular district. You have the agents who are famil

iar with the charges. They have their own grand juries. They are

in midstream . And to the extent that you try to pull it out, you

undercut the thrust of the investigation.

But there comesa point in time where there are four or five U.S.

attorneys office, all of which wish to have their assistants and their

agents sitting at an interview of one person . And you have to do a

different degree of coordination. And as we have gone down this

path, I think we have enhanced the coordination to respond to the

necessities of having just two or three people conducting an impor

tant interview .

And those problems of coordination are exacerbated when it's

not just the U.S. attorney's offices that are conducting their inde

pendent investigations, but you have other prosecutorial offices in

the United States and overseas who either have the witnesses, or

want access to those witnesses. And y have to structure the in

vestigations in such a way so that you maximize your ability to

conduct an investigation in a thorough and expeditious manner.

And if you asked me, I would probably say that we probably

should have enhanced the coordination from main Justice earlier

than we did. Because we're ending up with a number of people in

interviews, and interviews were getting delayed because somebody

wanted to be there . Those things happen.

Senator KERRY. Well, I think that is a very fair assessment and I

appreciate it .

I mean I think it is sort of naturally a human fact that if you

have 100 leads out there , and you only have a few people, it is

almost inevitable that people can draw a conclusion when 75 of

those people do not get reached, that something is not happening.

And it is not purposeful, it could well be inadvertent or unwill

ingly . But that is what people are going to feel is a consequence of

it.

I do not believe there was a willful inadvertence here . I think it

happened, which is one of my frustrations.

Is there not, therefore, in all of this, a lesson also about, perhaps

even something more macro, which is turf and coordination ? Do we

need to think up here in the Congress about a different line of com

munication for the overall law enforcement coordination ? Now you

have the IRS out there, under Treasury; you have Customs under

Treasury; you have the FBI, and you have the DEA; you have

your-I mean do we need to rethinkthis ?

Mr. MUELLER. I think we all continuously need to address the

problem .

I know when I first started as a prosecutor, and I saw the various

jurisdictions , and I also had some,on occasion , deal with the Royal

Canadian Mounted Police, who were all under one umbrella . And

my initial reaction was, as a prosecutor, wouldn't it be helpful if

we had one, national , law enforcement agency ?

Over a period of time, though , I think in this country, there is a

natural and perhaps deserved desire not to have a national police

agency. And in the same way that we have checks and balances be

tween the three branches of Government, to a certain extent there

are checks and balances between the agencies.
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That does not mean , however, that there are not areas in which

there should be better coordination , less turf battles, in areas

where there could be consolidation of agencies or responsibilities.

But it is something that, I think, probably requires continuous

discussion with an understanding that there are a number of

people, particularly up here, who would have some substantial

aversion to one, national police agency .

Senator KERRY. I would share that. I think it is true. I think it is

more a question of how to deal with the coordination issue. It is

something to think about in the long-run.

What about the international money laundering? It seems to me

that the testimony of Mr. Mazur confirms what many of us have

been saying, and what we fear, which is that this is, you know , so

huge, and so instantaneous, and so subject to subterfuge and clan

destine operations, et cetera, that in this modern world of ours

with international marketplace, and instant transfers of huge sums

of money, is this just out of our ability to be able to track , or is

there a supercomputer capacity and tracking capacity that simply

has not been implemented, and some software that would help us

to - I know the Fin - cen is in the making and so forth . But is that

adequate ? Or is there something more that we have to think of re

source ?

Mr. MUELLER. I think Fin -cen is very good in handling certain

types of investigations, and to providing the analytical support.

As to the wire system , we are undergoing a review of that, along

with Treasury, to determine whether there is some mechanism ,

some way that we can doa better job of tracking it. And I am still

somewhat ignorant of all the ins and outs of the wire transfer

system . And I am in the process of trying to educate myself more

than I perhaps have been in the past.

I know people in our money laundering office have been up to

New York with the perspective, or with the goal of trying to come

up with additional ways to monitor wire transfers, forinstance,

and to see if we cannot come up with some better ability to track

and initiate investigations into money laundering.

But it is a very difficult issue, as I am led to believe . But we are

trying to make advances in that area .

Senator KERRY. I have just been passed a note that informs me

that the bank bill just passed the Senate by a voice vote. That hap

pens to have title 9 on it, which is the anti-money laundering pro

visions that I authored — but also, the bank charter revocation pro

visions, which we hope will be a new tool to enable you folks to

rattle the cage of some of these banks that do not want to help

comply and work as part of the solution to it .

And I hope it will be a useful tool, I really do.

Mr. MUELLER. We all like to rattle the cage .

Senator KERRY. If it is the right one.

Mr. Mueller, I think this has been a long day. And I am pre

pared to call an end to it.

We now have a new attorney general; you have a new boss. Yes

terday, I think it was yesterday, it might have been the day

before - no, it was yesterday — we completed a process of looking at

some documents that we had been trying to get from the Justice

Department.
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I appreciate your role in helping to make those documents avail

able to me, and to the committee. Frankly, it kind of confirmed to

me a sense that there really does not have to be the kind of conten

tiousness that has existed . That, you know , I saw the document,

and it seemed pretty straightforward and simple. And I can assure

you that you are not going to seethem in public — we do not have
them, nor even any recitations of them, and there have not been

any today.

But it seems to me

Mr. MUELLER. I am sorry.

Senator KERRY. I am just going to say that I think it is important

to try to make that the rule, rather than the exception, andto try

to have a communicative process here that meets your needs, but

at the same time, meets the congressional oversight needs. And

there really is a complication in this notion of, quote "executive

privilege." We are not the first people to raise it. It has been a

time-honored bone of contention between Congress and the Execu

tive - sometimes for better reasons than for others.

But it is my hope that under Attorney General Barr's leadership,

and under yours, that as the committee tries to just wind this proc

ess up, we can work through the rest of those documents as readily

and easily as I thought we did yesterday, with as little fuss.

And Ihope that will be possible.

Mr. MUELLER. You mentioned about publicizing some of them. I

understood that Mr. Mazur's letter was releasedtoday. And am I

wrong

Senator KERRY. Only partially.

Mr. MUELLER . And I wasn't certain of the circumstances under

that. I think we discussed the fact the Treasury, not the Justice De

partment, had some concerns about that

Senator KERRY. Treasury notified us of concerns with respect to

any individuals who might be compromised by name or by identifi

cation , because there were some allegationsmade in the letter that

were not rebutted, and that might subject them to embarrassment,

or — for reasons that were fair. And we made a judgment about

that . And, in fact, I personally took out any references that re

ferred to any individual, or to any of those specific items.

So that the only part of it thatwas made public, in my judgment,

was the gravamen of what Mr. Mazur had said here today , in

terms of what he found as difficulties in his relationship that

caused him to depart. And I think that was it.

Mr. MUELLER. Well, I guess we - We had not heard from Treasury

that that had been agreed upon . But the

Senator KERRY. Treasury wrote us a letter, wrote me a letter and

Senator Brown a letter, in which they had laid out their concern.

And so we, I though, had adequately addressed the concern . And

that was quite sensible.

Mr. MUELLER. But going back to your initial comments about the

process we went through yesterday — to the extent that we can - I

think we would very much , with regard to our documents, be will

ing to go through similar processes in the future. And we have

done itnot only with this committee, but with other committees,

And we would hope that to the extent that we can, we can make

available to you those documents that you need to have in front of
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you , as I know you understand, because we have discussed it. And

Mr. Kehoe has been present when we discussed it, to the extent

that certain of those documents relate to ongoing investigations,
confidential informants and the like. Then wehave, quite obvious

ly, somevery real problems .

But I can assure you that with regard to this particular investi

gation , and as far as I am concerned with any investigation that I

am aware of, we have nothing to hide.

And part of my concern and frustration is given our responsibil

ities as law enforcement officials, we cannot let you see those por

tions of document, or have access to grand jury records, that will

support us when we make certain assertions.

And it is frustration to have toredact a document because people

read into that a desire by the Government not to put out there

that which may be embarrassing. And in my mind, we have noth

ing to be embarrassed about in this investigation . And it would be

our preference to give you access to just about everything that we

could. But we have to operate as you, I know, understand, under

certain restrictions.

So I would hope that we can work this out in the future. That is

the bottomline.

Senator KERRY . Let me say to you, simply, about that, Mr.

Mueller, that for better or worse, there is a trust factor that is as

sumed by Senators and Congressmen when they are sworn in . And

merely by election to the U.S. Senate , one is given what is called

code clearance which is the highest clearance our Government

gives.

And on most matters, any U.S. Senator can walk up to Senate

407 and read the daily intelligence, read precisely what is happen

ing with respect to Libya and Qadhafi, with respect to the Soviet

Union, with respect to many of our allies and friends, and with re

spect to all nominations that come uphere.We read FBI reports in

many cases. We read what are mere allegations.

And most of them, most of them, never reach the light of day

not all of them

Mr. MUELLER. That is the issue, particularly when you have

Senator KERRY. But that is part of the problem in our Govern

ment. It is not appropriate, and there is no constitutional basis for

any agency making its own determination that the Congress, the

elected representatives of the people, somehow cannot see some

thing. And I understand the assertion, and the principle that it is

based on.

But it remains a major bone of contention in terms of how the

process works. There is no way for us, as the elected representa

tives of the people, to make a judgment about whether or not some

thing is or is not happening, or has or has not been done, if the

document supporting it could be kept from us, and nobody can talk

about it. Because it is, so to speak , an ongoing investigation .

I can assure you, that there are very few ongoinginvestigations

in the country that amount to the level of security issue of most of

the information that crosses our desks that is classified.

I think somewhere there has to be an element of a process of

some trust. And I thought you reached out yesterday and did a

good job of, you know , blanking out a specific name, or whatever
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but providing for us the capacity to make a judgment that the gist

of this was, you know , appropriate.

And that allows us to deal with conspiracy theories by the press;

to deal with assertions of arrogance and all the rest of it. And we

can stand up and say, hey, let me tell you something. These guys

are doing precisely what they have said. And they are doing a

damn, goodjob. And it is better for you to have us standing up and

saying that, rather than joining in the humancry, or claiming that

somehow you are wrongly keeping something from us.

And I bet you, you win 99 out of the 100 times, by virtue of doing

that - and would simply and facilitate your lives, significantly.

That is just my feeling.

Mr. MUELLER. I can tell you, Senator, to the extent we are able

to do it , we do it. And what is helpful also to us is to know the

specifics of what you are seeking.

I mean, quite often , as you wellknow, we get requests that would

be thrown out of any civil court . Because it would constitute abuse

of the discovery process. And we are asked — we are given whole

sale requests for document, many of which contain sensitive mat

ters.

To the extent that we can enter into a dialog with a Senator or

the staff, and narrow the issues, and pinpoint certain documents,

as we did yesterday, we are always willing to do it. And there is

some mutual trust. And that is necessitated. And I cannot think of

an occasion in the last 142 years that I have been in , or 2 years

that I have been in Washington, now, and been somewhat involved

in this process , where we have not attempted to reach that kind of

compromise where we provide to you that which you need; but also

protect that which must be protected from our perspective.

Senator KERRY. Let me just say, also, that I have high expecta

tions. I think we have a good person in there, who has been very

direct with us in the confirmation process. Had we had a recorded

vote , I would have cast my vote for him . I have known you a long

time. But you have not been involved in the BCCI thing the whole
route .

I am convinced that the Justice Department is all -out on this

now. I believe that. And I think there are going to be indictments,

and a lot of things yet to come in it.

And I am convinced, also , that you are one of the good profes

sionals in this process. You could be doing a lot of other things, not

the least of which is out there earning a hell of a lot of money. And

you have been at this for a long time as an assistant U.S. attorney,

as a first assistant, and now down here in Washington .

So I have no quarrel with your abilities or your capacity or pro

fessionalism in this . I know that the Justice Department is going to

complete this task. But I am not walking away from my earlier

perceptions and so forth of the new regime, and the new outlook.

But I hope for the country's sake, there is going to be a much

better relationship. Because we need it desperately . We do not need

entities of Government, the bickering and quarreling on the front

pages of our papers. We really need a cooperative effort.

And I hope that from this point on, we are going to have that

sense with regard to BCCI. And I am confident that we will . Do
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you have anything that you want to — and I do not want to cut you

off ?

Mr. MUELLER . No, I think I have said enough.

The only thing I will say is that the new Attorney General, I

think articulated it in his confirmation hearing, a desire to work

with Congress as a co -equal branch of Government. And to the

extent that we can cooperate, we do want to cooperate, understand

ing that some of the strictures under which we do have to operate.

And so we look forward again to dealing with and working with

this subcommittee in the future.

Senator KERRY. Thank you.

We stand adjourned.

(Whereupon, at 7:20 p.m., the committee adjourned, to reconvene

subject to the call of the Chair . )
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