2. The Sale of Southern Air Transport, Inc.

P

Southern Air Transport Incorporated (SAT) is an American air El
carrier, incorporated in the State of Florida on October 31, 1949.
From its inception until its purchase in 1960 by the Central Intelli-
gence Agency, it was privately owned. It was purchased by the CIA
on August 5, 1960, and owned by the CIA through December 31,
1973 when the Agency sold the firm back to one of its original owners.
The deci_sion to acquirt; Southern Air Transport was triggered by !

a_chan g ing the u%&r.d._oi_Mnm-An ‘
ansport Servi gon;;gﬁg On April 1, 1960, Air America
had begun flying a seven month MATS contract’ operating out of

Tachikawa Air Force Base in Japan, to other Pacific locations. In
June of 1960, the Department of Defense and the Civil Aeronautics
Board changed the regulations governing the awarding of MATS
contracts to require that bidders hold at least a Supplemental Certifi-
cate of Convenience and Necessity for an air carrier and that they
participate in the Civil Reserve Air Fleet Program. Air America
did not meet either of these new criteria and could not obtain appro-
priate waivers.

The Air America heavy airlift capability represented an American
asset for use in future operational contingencies throughout the Far
East area. Loss of the MATS contract would result in underutiliza-
tion of aircraft and air crews, and the revenues were needed to
sustain these assets. Therefore, the CIA proposed that either Air
America should obtain the necessary certification, or that the Agency
should buy another commercial firm that already held these certifi-
cations. The October 1, 1960 contract date, the need for public hear-
ings, and lengthy proceedings militated against Air America apply-
ing for the certificate. In order to avoid lengthy public hearings,
which would be time-consuming and generate public exposure, it was
decided that the ownership of the company to be acquired must be
kept completely separate from Air America. This solution was con-
curred in by the CAB. DOD, the CIA, and Air America management.

It was anticipated that if the new company were awarded an on-
going MATS contract, it would actually perform the flving service
but would use equipment under conditional sale from Air America
and would employ personnel transferred from Air America. Under
inter-company agreements Air America would provide all mainte-
nance work, ground handling. and other services for which it would
be reimbursed by the new company. In this wav, Air America would
share in the revenues generated- by the MATS contracts. The pro-
posal to purchase a supplemental carrier and operate it under the
ahove arrangement was approved by Director of Central Intelligence
Allen Dulles on July 15, 1960. Funds from the Clandestine Services

Jbudget for FY 1962 were made available for the purchase.
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in existence. By 1960 o : 11 . Air America man-
agement made a survev of the 18 and determined that Southern Ai
Transnort in Miami, Florida, Was the most attractive as a purchase
-§possibility. It operated two C—46s—one owned, one leased—between
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After World War IT there had been over 200 supplemental carriers c m"'
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Miami and points in the'Caribbean and South America. Its associated
5 .company owned the four acre property on which SAT was located.
Moreover, it operated at a modest profit and had no long term debts.
Negotiations for the purchase of SAT were successful and on Au-
gust 5, 1960, the CIA exchanged $307,506.10 for all outstanding shares
of capital stock of SAT and its"Teal property owning affilinte. The
Agency owned these shares in the name of a former board meémber of
Air America. : " -
Under CIA management Southern Air Transport operated with
two semi-autonomous sections: the Pacific and Atlantic Divisions. The
Pacific Division performed the MATS contract and supported Agency
 “heavylift” requirements in East Asia. The Atlantic Division con-
tinued to operate in the Caribbean and South America; doing the
same sort of flying SAT had done prior to Agency acquisition. The
Atlantic Division was also able to furnish support for certain sénsitive
operations. At the peak of its activities, the SAT fleet, comprised of .
both owned and leased aircraft, included Douglas DC-6, Boeing 727,
and Lockheed L-100 Hercules aircraft.

The Sale :

In 1972 it became apparent that the Agency’s air capabilities ex- -

ceeded its needs, and that political realities and future operational re-
quirements-in the post-war era of Southeast Asia would not require
large air proprietary assets. On April 21, 1972, the Director of Central
Intelligence authorized the divestiture of CIA ownership and control
of the ﬂr America complex and Southern Air Transport. He approved
recommendations calling for: Air. America to be retained until the
-~ end of the war in Southeast Asia; the immediate elimination of the
Pacific Division of SAT; the sale of two 727 aircraft leased to SAT
by Air America; and subsequent divestiture of Agency ownership
and control of the remainder of SAT.** Specific note was made that
conflict of interest should be avoided and that no employee should
receive a windfall benefit as a result of these transactions.®
-In May 1972, two Agency officials met with the Chairman of the
Civil Aeronautics Board and his Administrative Assistant to seek
informal advice as to the best way to disengage from SAT. Three
alternatives were discussed: (1) dissolve the company and sell the
B assets; (2) sell the assets to the current operators of the company;
')’”‘(3) sell SAT to, or merge SAT into, one of the other supplemental
carriers.

"The CAB chairman discouraged option (3) because it ‘would ip-
olve public hearings and would be subject to criticism By the oﬂiirl'

iv
Sipplementals: Option (1), although least troublesome from the Ie

® The Director determined that “we no_longer should retain air proprietaries
purely for contingent: requirements and that on_the record, therofnre."nle Agency
#hould divest {tself of the Sonthern Air Transport complex entirely.” He stated
that the desirable course of action would be dissoluntion, although he realized
that the problems were many and eomplex. Alvo, he did not rule out other solutions
which might achieve the end and yet better satisfy the inferests of all concerned.

® A condition impored by fhe DCI was that “in the disposition of any of the
assetr involved. nothing inure to the benefit of Agency emiployees or former em-
ployees or personr whose-relationship with the Agency gas been or s of such
a nature as might raise a question of conflict of interest. :
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