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f Embassy of the Uni . States of America

February 21, 198&

MEMORANDUM OF HWEETING

In Attendance:

smbassador Mansfield

Danny Russel, AEK

Jobn L, Weeks, Assistant Financial Attache
Horbert A, Schled

Subject: Letter to Ambassadyr Mansfield from Horbert A.
schlef: Subject matter of his visit to Japan and
its historical background

Meesting Meld: February 17, 15685, at 10:0C a.m,

The following is the retyped text of 4 lettec recsived from
Horbert A. Schlet summsrizing the information provided by him at
the meeting referred to above:

Dear Ambassador Mansfield:

Thank you for your courtesy in s#eing me yesterday deapite
the fact that it was a holiday. Pursuant to the regquest made by
your colleagues after our meeting, ¥ am wricing this memorandum
te provide ip more psable form the information I gave you &t our
meeting.

As I told you at our meeting, 1 have come to Japan nominally
representing only a newly-formed non-proflt corporatien, Japan-—
America PFourndation, Inc, Howvever, in substance I rtepresent
approximately 80 Japaneze individusls, active in the Liberal
Democratic Party, who are seaking to galn control of what they
consider to be their share of a vary large, confidential, quasi-
governmental fund which has been administered for decades by the
leadership of the Liberal Democtratic Party.

The fund is repressnted by checky, bonds and other instru=
ments issued by the Bank of Japan, the Ministry of Fipnance, and
the leading private banky of Japan. My Japanese clients are the
holders of a large number of these inztruments which they have
been prevented from cashing by governuwent opposition. They have
sought help ocutside Japan in the belief that this would force
the issue and induce the government to deal with thelr clalms.
That indeed has been the resylt, and {t is for the purpose of
participating in tha negotistions now takimg place that I have
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come tp Japan. 1t remsins to be 5ean whether I will be able to
patticipate direestly In these negotiations or wil]l simply act
as adviser to our side's Japanese representatives,

The present nepotlations arose out of our group's arranging
late last year for the presentation to the Dai-Ichi Kangyo Dank
of 2 cazhier's cheek for Yen 50 billien {then about $200 million).
The check was presented by prudential=Bache Securities through
the Morgan Guaranty Bank. When the check arrived in Japsn it
precipitated great agitation and conferences about what to dei
meanwhile, the aheck sat at the Bank for 35 days without slicit-
ing a response. Finally, the pank rejected the check and sent
ie back, but a solution then began to take shape.

As a result of the presentation of the Dai-Jchl chec¢k n
confidential committee was formad under Mr. Fujinami, Ethen the
Secretary of the Cabinet, to consider how Lo resolve the mattar.
Members of the gommittee included 2 Nr. Kubota, head of a bureau
of the Ninistry of Firnance, and a Wr, Taniguchi, an intelligencs
official, ameng cothers whose identity 1 do not know. The
committes recommended that the outstanding checks and other
instruments be compromised by paying %% of the gutstanding amount
(i,e., approximately yen 7 trillion or ¢35 billion) provided that
adequate assur&nce could be secured that the funds would indeed
ba used for constructive purposes in Japan’s interests, and not
diverted to personal uses. The Minister of Finance, Mr. Takeshita,
approved the committea's recommendation and began accunmulating
and segregating the funds required to effact the pettleament.

Qur QUoup was in contact with the committee and as a result
of digcussions in early Dscember asked me to form_the Japan=
America Foundation, Ing., to be the recipiant of the proceeds of
the settlement. The Foundation will be governed by up to s
trustees, half of which must be americans and half Japanssse, and
will distribute its incoms annually to Qood Causes in Japan, the
United States and Pacific Rim countries. :

rarer in December Mr. Fujinaml wasz replaced by Hr. Masahazu
Cotoda. Hr. Gotoda took a less favorable view of the propossd
settlement and the negotlations Elowed to a stop. However, they
have recently rcesumed their progress and last week the government
nade am offer to our group of 3% of face value; this vayld
inunlve » total payment ©f about yen 4 trillion or scome $20 bil-
ion.

The Backgrouhd

As I did in our meeting, T will set forth the background as
I undepstand it from my clients. 1 may have it garbled in some
respects but T am confident that in essence it is correct.

A5
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The fund for which my cliants are eontending had its porigin
in the i=mecdiare PO3LWAL ord. at chat time General Machrthur
beeame canvinced that it was essential to establish a secret
fund to be used for various purposes not suitable for public
view., 4Lrmong these purposefn was the financing of political
sctivity deemed necessary to give democratic forces a running
etart and keep leftists 1n check until the new system was
cperating properly. 5Such a fund was duly created, utilizing
primarily money and treasuras which had been brought to Japan
during the war from osccupied areas (China, Korea, Taiwan, The
Philippines, etc.) and funds and properties which had beesn owned
by Japanese military forces, G&o-called counterpart funds were
later added. These funds were administered by General Maehrthur's
Headquarters with the active assistance and sdvize of Prime
Minister Yophida.

ﬂ&r?g;‘t
The fund established by MachArthur is sometimes cal the
vy Fund* or "Harcut Fund® after an officer named who was

jdentified with the fund's establjshment and early operation.
The fund was used not only for political purposes but for
governmental ot quasi=governmental purposes, such as providing
very low-interest loans to Japanese key industries in¢luding
coal, fectilizer, ivon, shipbulilding, pover and other heavy
industries.

getoaliy

when ths Korean War broke out in 1950, General Bachrthux
required Japan to establish a National Police Reserve for the
purpose of Filling the vacuum in the maintenance of public crder
left upon the departure of the occupation army for KoT@a. The
Police Reserve was the predecessof of today's National Defense
Force. Abaut yen 20 billion needed to ettablish the Pollce
Reserve was allocared fron the M Fund.

After the US-Japan Security pact came into effect the fund
was jﬂintlyzndministerud by the U.5. and Japsn until the teyms
of the Pact ware revised in the late 1950's through pegotiations
hetyeen Vice president Nixom and Prime Minister Nobusuke Kishi.
#y clients asgert that Nixon agreed with xighi that if Japan
would assist bim in becoming cragident, he would see iO it that
the U.5. withdrew from its role in managing the M Fund and upon
being elected would Teturh Okinawa to Japan. The revision of
the Security Pact ascomplished the formet and in 1972 Mr. Nixon
did the latter.

My clients alsa sssert that in due cCourse ur. RKishi helped
himsel® *o a fortune of yen 1 trillien from the fund.

ac-ording to my clients a condition of the release ti Japan
of the % Fund was that Japan add a specified amount ro the yen
12.1 tritlion of which i+ consisted st that time. The task of
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adding the reguired acount teo the Fund fell to the administra-
tion cf Premier Hayato lkeda, who cueceaded YKishi. The plan
was to obtain the nacessary ampunt by selling the Japanese res)
estata which the government had confiscated dyring the war from
citizens of enemy countries. The task Of cartying out this plan
war daledated to Kakuei Tanaka, Finance Minister in the Ikeda
Cabinet.

Tarmaka started the wotrk in about 1960 with financial azsis-
tance from Ken}l QOsana, Hideki Yokoi fand, later, a number of my
clients) and such companies as Nissho Iwai, Nishikawa Futon and
Konishi Sake Brebery. A total of },681 properties were sold at
& total profit of yen 7.9 trillion. Mest of thesa funds were
deposited in the Hippon Kogyo fank bacause Soppei Nakayama,
President of the Bank, had greastly aszssisted Tanaka's work. Fund
spleg were halted by Premier Sato in 1970 in order to avoid
public disclosure of the program afeer guestions were ralsed in
2 Diet commirtee by Akira Kurovanagi, Diet member from Xomeito.

. During the years of Japanese administration of the Fund, it
was pormally held in the focm of negotiable documentie in the
name of the Prime Minister ar a small number of key officials.
However, when the Lockheed scandal threatened to erupt In the
19707 and it wag thought necessary to have the documents held
in others' names, a different policy was adopted and a large
number of holders were urilized. At the present time about B0
individuals held documents tepresenting a portion of the Fund,

When the individuals helding the documents representing
the Fund began te demand & voice in administering the Fund, the
government vigorously resisted. At variocus times it forcefully
demanded rerurn of the documents, but very few holders responded,
In erder to prevent these decumants from being negotiated, the i
government has at times adviged persons making inguiry ebout
these documents that they are forged. Kowever, my ¢lients assert
that most of the documants presently outstanding can be shown o
have been printed at a factory of the Finance Ministry in 1982
by order of Finance Minister Michio Watanabe, now Minister of
International Trade and Industry. The ink usad for the print-
ing, they assert, is the ink used for printing the ald paper
meney, now no longer circulating, and is totally unavailable
except to the Ministry of Finance.

The face value of instrumenta now outstanding probably
exceads by a rconsiderable margin the amount of money actually
in the Fund, This rvesults partly from the actijvities of a
waman named Hatsu Aoyagi, who worked closely with Tanaka and had
a role in selecting the holdars of the sacurities representing
the Fund, Mz, Aoyvapi was convicted of fraud and misappeopria-
tien of funpds within the pa=zt year in 2 Tokyo esurt. One thing
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she apparently ¢id was to charge people large sums to bacame
holders of the Fund's securitjes. She represented that the fees
charged would g0 to the Party, bus {n fact she pocketed most of
then,  Also, although in gsome Instances she was supposed ¢g
exchange one set ol securities for another, in some instances
she simply distributed the new ones without collecting the old.
Because of this practice and perhaps other irregularities, the
face value of the instruments outstanding is approximately ven
130 trillien whereas the actval avount of the Fund is believed
to be a maximum of approximately yen 50 trillion.

Hy clients assert that one of the reasons for their deter-
mination to bring this matter to a head is that the Fund has
been productive of impropriety and cotruption. 1In additisn to
Mr., Kishi, they say that Mr. Tanaka misappropriated a large
fovtune of yen 10 trillion which is invested through the Union
Bank of Switzerland., They state that Mrs, Bivoks Satp, widow
of Premier Eisaku Sato, tashed documents amounting to yen 300
billion through the Chase Bank. According to my clients Mr.
Magahatiy Satoda, Seccetary of the Cabinet who has somawhat
impeded their settlement, has pearsonally cashed three checks
through the Dai~Ichl Kangyo Bank for a total sum of yen 60
billion, It is, of course, possible that some of these gums
were further transferred and applied to proper purposes.

With & view to testing the teliability of gome af the
assertions made by my clients ] asked how it was known that Mr.
Gotoda had obtained yen &0 billion from the Sei~Ichi Rangys
Bank. The reply was that s member of our group is an cfficial
of a government agency which was engaged at the time in @
specisl investigationy that when Mr. Goteda conducted his final
negotiation with a high official of the Bank, he did so on a
telephone linc that happened to by tapped: that the Bank asked
He, Gotoda to accept yen 50 billion but he adamantly refused,
afrer which arcanqgements ware made on the telephone to pay him
the full ampunt demanded. :

1 believe that the negotistions calating 2o this mattatr
will be concluded in any and all events by the end of the
Japanese governmant's fiscal year op March 31. 1If the non-
profit foundation we have formed is indead funded, it will
have an enocrmous potential for good. 7Two pecple =~~- Senator
Alan Cranston and Jack Anderson, the syndicated columnist =--
flave beern asked by people {n ocur group to serve 48 truStees
and have agreed to do so. I plan to ask Ted Xennady to join
us. You would be an ideal trustee if your past would permit
Surh sérvice,

As you know, 1 em providing this informatipn on the under-

starnding that it will be kepk confidential in the sense of not
being disclosed to the public, and will not be attributed to me.

S araT4Ts X
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Any use of this informatioen you may feel is in the interests of
the United States in terms of disclosure within the governmant

is not objecticnable to me or my clients.
I will keep you informed.
Again thanks, and kindest personal regards.

Sincarely,

Worbert A. Schlel

ces  Doesalx Anderson, DOCM
Bill Breer, FOL
Danny Russal, AEX
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