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Ur. R.I .. Lo·d.fi 
Vic c h·c s icl.cn t. 1 Ac!:.dJli~ tr<.1 t:i.on 
L'i'V Eloct'.'(;[:y~;·i;e~:w 1 Inc • 
P.o. Box 6JJ.a 
Dalln:;1 Te;·:~.::; 1Sa2 

Thb :\ ~: in reply '00 yotu.• .rccp.est. foi~ r1.tlin~ du teet Dccc.mbc·i· 15; 
· l9'/01 l:hct:wr the v~l'.\0 cf the br..chcJ.or c!mtt·t-:-. )~:; supplied. t::> yom• 
c~nplovecs uivJo!' trw c:i.rct•.w:rii:.~.ncc!; you prc~;cnt Jrl\.l~·i;, be · conciclc~.·cd. 
inc om~ f<•r i:.::t:·: p:.trposc~ • 

The perii5.n~nt, f.aots sub:r,).'i/t:,cd ".ro a~ !oD~o~is: 

J,TV l~lcct.ro!;ynt.~:u>., Inc. ;_::; a subcont.1·acto:.· W4dC?r n pr:i.l:·,c con'i:.r<lct. 
\lith the U.s. Oovcr.'l;atnt 2-~d h~w r.;)pl\;;,;.i_r,:nt<:ly ~<.:verrt..y··fho (7S) 
crr,ploycct. \:ort;b::; nt a jo:i.:rii United St:ltc:: nnd k~~trn).:!.~.n irJ!:;tc.JJ.<\t:i.on 
i,n /,u::;-t,rnl:i.<l. 'l'iw itw·~<tJJ . .:l aon is in a reaoto loc<:t.icn apj)l'o;d.r.;a•.:.cly 
l,OJO 1.1iJ.cs fro;.: t~:c: ncorcGl:. d.t~r of: ~my : . .::i.~.c. '1~12 J.t>.r~csi. t~n;·,1 
ncnr·cr t.u tho i:u;t~llut.icn i:3 Al:i.cc SpJ.•in~<: 1 J1h5.ch hr•!j a pop\•.J.a~.ion c•!' 
app~-:-oxi:.'i.Btoly 9, coo. J,J.ico Sr>rins!J :i.s J.5 r.i:Llcs fro:~~ th~ inst!!llu·t~.Ci:l 
and is the onJ.y toi:o l-r.i.th:i.n co:i;r;ut:i.n~ cU.st:.trwo. . ' : ' · · 

' . . • . . . -
.. ~ ~ ' ' 

. J~eCtl\.W!) tZ'lc .in:;tcllatio:l or:n·<:.tcs .on a 2h-'hom· br.sisl the UiS. 
Go·."ert!lr.~n t, l'cquh·c s · all prir.:o con ~··r<'c t.o~·s <>.nd th -;::i.r r,~'Jco:itr<\C tol'S 1 

cmpJ.oycc.:r. fo be ··~v.iUf'.uJ.c for d.lty a·;;, f':•Y ti:::e a:1cl th<.'.t. t.::Jl>lcycr.s l:h·c., 
in q~,-~rt:crs ~s~.d.i,;ncd to the;::t t>y the U.s. Govc!.'!T:!t!ilt. ~c.chclor·s "-!'C 

· asd.nnc:.l l'vo:;.a i;l l)C:;1 1 s ·on UH3 :i.nstrt:Ll~tio!1 ~.r,cl. r.k.rrJe:cl c:::pl''~'<:e::; ~.rc 
nssi{;nc:d s~c:cific hQ~[OC :i.n Alice Sprl.n.:;s. '.i.'no nccct £or it:;;.~c·:t~<~te 
~v~:iJ.nbll:i.t:r of c>ll c;,:r:J.o;,·.:c!:i is s;.tch th.:-. t nll q•.t.::rtel'<i 1 bclr;.oj n~ 
those fo!' I:!c:>.l'r.5.cd c:.iplo~·<."!C;S, \·:'Ju.lc.i be on tho b<!.;;c cxcc~)t tt~t s.;c.:rl'l;y 
rccu1nt:i.ons clo not. r1e::~~.:tt f.x:ily re:Hoc:.·~; to Jj:/c c•:1 Lho :iJ>s·L~·.ll~·.t5.o;~. 
It S.s ~- CC':WciU.c:l of c;:.~pl.o~i~::~·:!i:· th<>.t C:<;_;il(,~·ecs 15.vc hi "lih<:: q,~i?.rt~!!'S 
6.s~deud. to thci. T."!oy etl"\: g:i.YC':1 no cho:i.cc 5_'1 sclcct.ic:1 of. tho crc!:~rkl~·3 1 

· may not elect. :!\ c~: :;h nllc·.-;,:;-1~ c in lieu of: qJ?.l' t.~rs 1 <•nd r-.l'c not ~JJ.o~·:t.c4 
to lc~:;;c 1 p"....rchctr.e or b\.•.iJ.<l h~Yi.J.~;~:;; or a,p<•.rln(;at:> on tnc5.r o~:n. 

Scct.ion 6J. of the J•1t6r;H:l Rcvcr.IJ.c Cc<lc prv·,·J.ck·~ th:~t, t'.nlc::;r; 
ot.hcr·,:i~l:! c~:-:,~h·.~1(<1. by la·f:, [:rc~s inr.c •. o:c n~<-~ts .all jncc·:~c fro::o.. \Yhat~vcr· 
cou:t\)0 dol'iv e;.:t, :i.nc): .. '.r.~;.!;~ cc:: r,z<:il~·<•.tion f.o!..' scr-.":i.cc::;. 

.. 
•.· . ~ 
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Nr. R.L. Lcuis 

.• 
Scc~vio~ 119 of thr.:: Code provide:::>, i~ pertinent l'art, .· ~!J::t thc:l'C 

shall be cxcltt<.i~d fr.:>:il gross inco:::c of an c~:lplu;rcc the vnluc of CJ.!l:J · 

lod~ia~ fnroisb.;:l to hi::l by hi~ c::plo;:,.cr .ior tile convea:t.cnco of the · 
o:·aplojcr, but only if tho c·m;,)lrJycc i~; r·cquL.'cd to nccc1)t such lod~:i.ng 
on the "uusinens pro:d~;cs of hi~ c:.;:>lo.;rc:a.· . as a coacli'~..ion of his C:>lploy
m(;jnt& 

Scct:i.on l.U9-l(b) of t.hc Inco~c ~.·~x Rei;ulntiorw proYic'ics t~at. tho 
. :value cif lodL;i!lG furn.ir.:1ed to an c~nployc~ by tho c;nploj•ar f.ihttll !Jo C:X

cludcd fro1i1 the Cli!ploycc 1 s gross i11con,c if these t~stG m·c filet: 

l. Tho . loclt;in~ is · i'urni:::hcd on the bus:i.n.:;::w prt:rnison of th~ 
emplo;rcr, · .. 

. 2. 1'hc lo,l.zinG is f.nrn:tshcd for tho com·cnicncc of tl1o 
empJ.o~cr, and 

). The cmplo;rcc :i.s requil~cd to Mccpt such lcd~:i.ne as a 
coitdi 'liiOll of hls C!llplo;t:nont • 

Based soJ.cly oa the rcpresc:1tat,5.ons rn.~do, 1-10 conclude the t thor, a 
three tc::.·~!l m·o 1net. Co;·.1pm•e 1-:r...D:.;pl.e ('I) of scct:i.o!'l 1.11:..'-l(d) of tha 
ReLtula t-S.ons. ·1'nerc:i'orc; the value of. t~c lodzinLt f.urnif.:hcd to your 
emplo.vccs ci1:.hcr in tho install~'i:-ion barrack~ or in t.ho c:lt;r houses 
is cxcludaqle from til~ cross inco:.1e of s~ch c::iployccs. 

Sin~e1•oiy yours, . 

. . 
. # 

i (/. ' . •. ~-~ 'f: "/{ f,/ .. 
.,:. I c~...-v..·.,...:. .... ::.:. I..,J.J, , 

Chief, Corporation Tax Branch 
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Collin:;; ~:\.:.dio Coi: !l;~,;,; 

D~ll~s~ 'J:\;j·~~~ - 7520·l 

~~:::.~ ~~ i:1 :.:·e;)2.:'J~· t,o J';;·:..~1" r~quc:;t io~ . l~g d~ ted ..;,:u'1t~'-ll".l 22J 
1971, ::: ·.-:.the;~ ·~~~ .. ~ ... ,..::..1\l::. of .. ::. ~ ·! e bacl~clvl-- qu.~r\i~l'~ ~t:.)l)ilO\~ ·~o ::;·c,-~ ) l~ 
c:·~p::.o~/~C: ~ '..::..:::i_ . .:;.1' ~ ;·L..:~ ci~:~u:.:,.::;·;:,~!l9\;~ .·;,,ou Pl'C~Oi'lt must bo con~i<i~;:-~d 
inco:;:G :.:c:.' t-J.:..: l~:.!.::·_p c ~~ ;;; o# 

rr~~~l' t :.:;~~· . .-~~':·. c·~ ·:..~ ·:;·~· .. :,:! ..::~ "'~li!:; co;~p~l.~J' aacl \,1lc Unj:~C(l st ~~ -: : (. : .~ ; 
CoV<;;:t";.:.::.~;~;,.; 1·:..:/:.; J ,$. c:: . .-~i :~.:: ;:. o:.l.iJlo;,'cos of th.is co;;:;Jany Hor·:c ::'J.].l t.:;.; ;.:, 
O!l a joi:".t .;.·.:z; ... .j:.,"'~lj_iJ.!"'.-t.:r,:l;~{.!d s~~a~cs Gov·<.:rrc.'lU41 .. ~ i41~ ... ~all~.:.:,:~0~1 ;1.:·4 .. \~l:;t~· :~lia • 

. Tho ins"'W.lla·i:.io:• i~ il~ a rc:~.ota location approximately l,OJ:.J i :l:i.lc~ ;i.'J.•·:•; :& 

t.~o near~ st. city o~ ~j' si'l.c:, c:.;ccpt ;or JJ.i,cc Sprin~;::;, \:biv: ~ :: ~1:' -~ 
popul<J.:;;.ivn c-t .:.: )~)~~v:·:.:i.J·,;s:i;,olj 9JOOO. J·~co ~prinG:J i.:; 1~; r.iil(;~: L·0n ·L!:•z. 

....... ,..:, 
~ ......... 

::J :.. :;. :'.u :.:· ~:~ · :. ;~ :; :i.:.~:..:·~ .. :"ll:: "~.-.~vr .. OJ'l~ l--~t,ov ·,,;., a t!h~; ·.ouJ.~ b~a;. : i~ ; · :~rl ,-.: . - ~:-, n r;·:; 
c;;~?lO)'~ \·.; C ;:·;.~~~ ·~ ·.J c. .:.:'/::i.2..:-:~] .. \,; ::v .. <it:.·~/ a;t any tiJ;jc, ~t :L~ l&CC<::: :· ;; ;t.\~~, ·LL.:.:Ij · 

. ·. ~ 

·:: ~ ~~:' :...::.,. - ~ ::..."1 ·:~ ~ : ~.::·~~~·~ ~:-;;;i~~::-.c~ to ti1c;a ·l):,' "'~ho U.s. COvt;r; ·.u ;~ ·:; a~.'\. . . :.~;. ~ ::~:: , . : 1-,>l'::i ' 

a::·:.; -:.:; :-;:..~::c.:... ::·,.)\1: :: :; ~:-. ~u:~' s o~-. "~hu inst~l.la:~ion nne. ;:.arrj.r..:d «:. :p·;_.)y c -:. : .~ 

~! .. ~ ~~~:..: :;~ c~\ . ~;:)(;·;ific ~:ou:;c.;-; i:1 JJ.ico [;,iJ:C.i.:lt~G~ 1'ao llOt~J t.i i ·:>:.~ .::.~ · ,J.":d.~~ · ~ · ~! 

~v:~il~'·· i·i .; ·. ·! ~;: .; ·.ll c:-.;:1lO'lC!n:J. i~ s-..1ch that all. qu<a·t cr~:;. inc :.. :~ .·: .~:i..;i:,' 
· .,.\..~-"'to · ~ ........ :---~~ ••.• ~ ,.~ .. . ; ,. , •. .. " ~·"·r ··, :,.. ~. , ,.. .. ,,~ · . ...,. .. .,. , " t..A.•~;.;..., _ v.. ···'--·~ · _ -"'""'"' ~.; ••. .!-'...L\.i.· \.,;~ .... , •• vt.4-. ..... _..,u on t..ho b~~o a:·:c£~r)t ""\r ] l_at· :~ .:~; ; _u. ;.• i:v~r 
;;_•o;;~l::.:~iv~ :; 'i.J ;,c, '!; ~')Gl .. ~::i. \; £<;.ilil~• ;;l(!;;l00l'a 0£ thO Cor.;:"J:lny 1 ~ ; ~J;,; rJ. ::lj((~ ; ; \ ,0 . 

::.:-.::;·~:..::..1:..:. ti"!"l. It i:. •• concU~iun o! c:.l.l"•loy;:-,.:_n t t! ~o" . ~;. c·;::~ll\.j'IW3 · · 
q'l:::.;;~;.;~:~·.:. ·a.:wii;;l<;;d to thc.11. 'l"na:J oro eivcn no ch:;, :i. ·:;) i:;. 

.::;.:.J.~~·.-i.;:• c~ ::·..:.J. r-;c:~·;;J r.i;.;.:; no·.;; ul·~ct '' ca:~:1 ~llo':i~~.co .i."1 l:i.c·..l .-:-:...· (:·- •:ll·~·.c:ro, 
<md ar.:l ;,.::,~ ~l:v~·ICU ~0 lea.:t!1 purcha:;o or build i)ou;;o:~ O:t" av•;::.. :.r:;.:·.:• (i;·, . 

t!"lei:. .. o·.-:;1. 

: -i .. , ..... on ·.· .· ,-:. -··"" ""••J 

llvG ir1 .:~:~ 

S~r;tio:~ ·5::_ o.:: ·~ha . · I;-.~o;·.;.~l R•!:I-.~~Uo Cod(i pro\riric:; th;·~~/. · ... ;.:: ].:-::;:; 
Ot.hC:l:~·;i.:;,:j .::.:·:c2:..:..:l<J·:l b:J l~r.·/ 1 c.o.·o:;s :i.nco.;a\) . ;,1CJ..'13 all inco;ui) f:•o:.l ~:i ; ;; tcl'loJr 
soJ.r~c C:..J=i·.r.:.:l, i;-;.cl,~di;•~ co;:.p~ls~ ti.on !or ~cr-r.i.cc~. 
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Sc~".:.iv~ i:9 .c:: ~;.c Cod5 ?--NVicioa, in pc:.-tine;~.t )al·t} t,ha~. t.l w r·.:; 
~!;a:G_ ::o u;·:~:.-...: :.!.0;~ :C':"'c::-. [;:T'~~:;_ s i:~cu:r.O of an C£::)10yc.t3 ~CllC "l~lUt) v~: i.~:~.i" 
l0dt;i:~g i\~:.:.':~:..~~:c~ ~~o r.~:l ·OJ'· ;~~-s c.;;~)loycr for· tho co~:·'. .. c~;:!.c:r~c~:~ c·J" -~ :: :. 
~:?lOJ\:;:';, ·:.;·.it v:.l:r i.;·~ .. ·t:.nc .;;--:.:!~ :_(.;/co i.~ ~c<~~:~l'Cd W accc_pt, :.;"J.·:ih :t . <J(.~:.: .L·;~ : 
0:1 tr.u ~~!):...:.6ss p:. .. ~.li!;C.J oi.: !t3..~ CJi:l)lO;rc~· r.;; a. co~· .. ~i·~io;~ of· h.i~ .. : \: ~- ;-~ _ -, _.!: .. : ·.;· -· 

Ir.~;.~. 

s~.;·~:.cr •. =~c- ll)-l(b) cf t~~C . I.r.co:~:o T~.: Rc~'Ulatio~~;1 l)L".JVi<l t;~~ wl1~~ .. ~
. val~o of lodg~"![! i·~r:.i.;;l~~'~ t.0 ~r. c:plo:,rcc~ _b;,r t~a (!.:1!;:~oyvr ~; -,~~J.. :~. -0c 
cl\4dcd. fro::~ ·;;.he c:;:?~o;:,'cu 1 !I e:;::.•css ii~cOiioO u throa tcs·;;,s aro ;,;.:) ~.; 

... ....... . :) ....... 
1'~-;·::: lo~;:::: .. n.;; is ~'.l:..4;~:::i:~d ·on tha business prouis.:.::; of 

~ 

Cl'!l}:,.L.Oj'~l·.:~ 

2. ·.r::c loc;:;i;.1.:; is i'urni~:·.cd for the convC.'lic.'1c~ of t,hc 
~-~i:,:_cl\::4'~ ~t.cl . 

3. ·:r;•;;; ~;:;r~lv)'.:; ·~ is roo:olirod. to accopt such lod;:;ing .::.s 
~ Cvndi·i;,ic.n of :.is .::..nplo;r.•.ant. 

~ - ~ ~-···· . ~ ... 
i ~ .:<-· 

lk.~cd .colul;r on t:Oa l'cprc::;cn'.:.ationr. . r..~do, \·IO cc;,clar.: ~~ ·t;:::l ~; t;;c; :;..:: 
·;;.n~ ... ~o tc::r~~ ::-.r~ ,;:c"::,, Co::t;J.:~rc ~~1plo (7) o£ :.cction 1.119·l(d) o::.· ~; . .:, 
Rczulatio:is. 1'~c:.·~.to;--c, thu val.Uo o£ tho lod~inc: 1\.u·nisbcd '.;,;) yc..,a• 
cwployocs ei"~~o.- i.."l'the installation barracks or in tho cit.:! ~lvu~o::; 
is · excludaolc £-.4 o;; t.::-.o r;:-o~:.; :L1corlo . o! such cmplo;rcc<j • 

. Sincoroly yo~i.r~J 

Chio£1 Corporation Tax .D:..·•mch 
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OGC 71-0143 

OGC Subj: FEDERAL TAXi..., ~ 

Dallas, Texas 75207 

Commissioner of Internal Revenue 
Attention: Mr. Erskine H. Hatfield 
Washington, D. C. 20224 

Dear Mr. Hatfield: 

COU .:.'\" S 

~'t=~· 

Area Code 214 235-9511 Cable: COLINRAO OA 

. January 22, 1971 

1. Under a contract bebteen this company and the United ·states 
Government, five U. · S. citizen employees of this company vtork full time 
on a joint Australian-United States Government installation in Austra1ia. 
The installation is in a re:note location approxim2.tely 1,000 miles from 
the nearest city of any size, except for Alice Springs, vrhich has a papu:.. . 
l~tion of approximately 9,000. Alice Springs is 15 miles from the instal
lation and is the only town within commuting distance. 

2. Because the installation operates on a 24-hour basis .and these 
employees must be available for duty at any time, it is necessary that 
they live in quarters assigned to them by the U. S. Government. Bachelors 
are assigned rooms in ~OQ's on the installation and married employees are 
assigned specific houses in Alice Springs. The need for it;Jr:ediate avail
ability of all employees is such that all quarters, including those for 
married employees, vtould be on the base except that security regulations 
do not permit family members (Jf the company's emp 1 oyees to 1 i ve on the 
installation. It is a condition of employment that employees live .in the 
quarters assigned to them. They are given no choice in selection of 
quarters, may not elect a cash allowance in lieu of quarters, and are not · 
allowed to lease, purchase or build houses or apartments on their ovm. 

3. The installation is a .joint Australian-United States facility. 
The bachelor quarters were constructed by the United States Government 
and the houses by the Australian Government for occupancy by both American 
and Australian employees. Bachelor quarters on the base and the houses in 
Alice Springs are rent free to the company's American employees, utilities 
and furnishings included. In accordance with Australian Govermr.ent policy, 
the company's Australian employees are charged $Al7.50 per \'leek for the 
houses including furnishings and utilities, which houses are compara0le to 
those supplied rent free to American employees. Similar houses in the town 
rent for about $A35.00 per week not including furnishings and utilities. 
We are advised that the Australian Government subsidy to Australians of 
about one-half of the rental value~like the U. S. Government's provision 
of free housing, is paid. in recognition of the ho4sing shortage and the 

. rcquiremen:t to live in assigned housing. It is our :mderstand.ing that the 
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e. COl. I. I '\S H ,\ 1>1 0 .<:0:\II'A;s . 

f·lr. I!Jt.ficld 2 January 22, 1971 

Australian Tax Department does not require Australia.n employees to report 
as income the difference between the value of quarters and the rent paid, 
although Australian income tax la'IJ provides that the value of lodging 
supplied by an employer is taxable inco.me. 

4. · We request your ruling as to \'/hether the value of the bachelor 
quarters on base or h.ouses in town supp 1 i ed to our American employees 
under these circumstances must be considered income for tax purposes. 
t·:e understand that the Australian Government has advised that for purposes 
of Australian taxation of American employees, it would treat the value of 
the quarters in the same manner as the United States Internal Revenue 
Service does. 

5. If your tentative ruling is that the va 1 ue of quarters i.s tax-
able income, we request .a conference prior to the issuance of the final 
ruling. 

WPC: 1m. 

cc: J. Mo~r1son, Jr.J 
E~ C. Christerson 
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Yours very truly, . 

W'{\ G r\ \"' Ct\'v\dN·-·-' 
~1. P. Cochran 
Manager, Tax Department 
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BIF-004-07-1482 
COPY C'C ~:L' 
TOTAL PACr:s 002 

· Commiss-;oner of Internal Revenue 
Attn: Mr. Erskine H. Hatfield · 
vJasilington. D. C. 20224 

5 Jur.uor .. ifitrl 

1 . This Company is a subcontractor under a prime contract with the 
U1iited States Government and has about thirty-seven employees .of the 
COiil;:>any \'IOrkinG on a Joint Australian/U.S. Government installati .on in 
Austra1ia. The instaliation is in a remote location approximately 
1,000 miles from the nearest city of any size • . The largest to\'m nearer 
to the installation is Alice Springs, which has a population of approxi-

. mately 9,000. Alice Springs is 15 miles from the installation and is 
the .only town within co.1vnuting distance. 

2. Because the installation operates on a 24-hour basis and ~tployees 
must be available for duty at any time, the Company's contract requires 
titat employees live inquarters assigned to thtm by the U~ S. Goverr~nent. 
Bachelors are assigned ro~ns in BOQ's on the installation and married 
employees are assigned specif·ic ho.uses in Alice Springs • . The need for 
i•;o.iediate avaiiabi1ity · of all employees is such that all quarters includ
ing those for married employees. would be on the base exce;>t tilcat security 
regulations do not pei"mit family mer.;bers to live on the installation~ It 

· .is a condition of employment that employees live in the quarters assigned· 
to them. They are given no choice in selecti.on of the quarters. may not 
elect a cash allowance in lieu of quarters. and are not a11owed to lease. 
purchase or build houses or apartments on .their own. 

3. Tile installation is a joint U.S.-Australian facility. The bacheior 
quarters were constructed by the U.S. Goverr.ment and the houses by the . 
Australian Gover~~ent~ for occupancy by both American and Australian 
enployces. Bachelor quarters on the base are rent free to both Australian 
and Ameri c.an emp 1 oyees and the houses are rent free to f.4neri can emp 1 oyees • 

. . In accordance with Australian Govern.~ent policy Australian em;>loyees are 
chdrged rent of $17.50 per ·week for the houses. Similar houses in the 
town rer.t for about $35 per week. Th~ Austral ian Government subsidy to 
Australians of about one-half the rental value, like the U.S. Goverr.-:-,er.t'~ 
;:wovision of fre~ housing, is paid in recognition of the housing shorta9e 
ana the requirement to live ir. assi-gned housing. Tile Australian tax 
~epartraent does not require Austral ian employees to report as · income the 
differ·ence between the va1ue of quarters and the rent paid, although 
.Austra1ian income tax law provides that the value of lodg1n~ i.:;>p1ied 
by an &~ployer is taxable income. · 
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4. We request yo~r ruling as to whether the value of the bacnetor 
quarters on base or houses in town supplied to our employees unc!er 
tnese circuiilstances must be considered income . for tax purposes. The 

· Austra.l ian .Governnent has advised that for purposes of Austral ian taxa
tion of ,American employees, it will treat the value of the quarters in . 
the. same manner as the United States 'Internal Revenue Service does. ' . 

5. If the tentative rUling is that the value of quarters is taxable, 
we respectful1y .request a conference prior _to issuance of a final ruling. 

· .... - . 
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; Very · truly yours 

. ~ 

Robert B. Corpening 
Genera 1 Counsel 
TR~ Systems Group 
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Commissioner of Internal Revenue 
Washington, D. C. 20224 

Attn: Mr. Erskine H. Hatfield · 

Subj: Request for Ruling 

Gentlemen: 

.. 

IIREA ' COC>E 114 
8RO.l0WAY 6 ·1111 

15 December 1970 

4-60000W/OL-58 . 

LTV Electrosystems, Inc. is a subcontractor under a prime contract wf.th 
the U. S. Government and has ap?roximately se· enty-five (75) employees 

· working at a joint United States and Australian installation in Australia. 
The installation is in a remote location appro~imately 1,000 miles from 
the nearest city of any size. The largest town nearer to the installation 
is Alice Springs, which has a population of approximately 9 ,000. Alice 
Springs is 15 miles from the installation and is the only town within 
commuting distance • 

Because the installation operates on a 24-hour basis, the U. S. Government 
requires all prime contractors and their subcontractors' employees to be 
available for duty at any time and that employees live in quarters assigned 
to them by -the U. S. Government. Bachelors are assigned rooms in BOQ's on 
the installation and married employees are assigned specific houses in 
Alice Springs. The need for immediate availability of all employees is 
such that all quarters, including those for ~,rricd employees, would be on 
the base except that security regulations do not permit family members to 
live on the installation. 'tt is a condition of employment that employees 
live in the ' quarters assigned to them. They are given no choice in 
selection of the quarters, may not elect a cash allowance in lieu of 

_quarters, and are not allowed to lease, purchase or build Jtouses or apart
ments on their own. 

The installation is a joint U. S. - Australian facility. The bachelor 
quarters were constructed by the .U. S. Government and the houses by the 
Australian Government, for occupancy by both American and Australian 
employees. Bachelor quarters on the base are rent free to both Australian· 
and American employees and the houses are rent free to American employees • 
In accordance with Australian Government policy Australian employees are . 
ehnged rent of $17.50 per week for the houses. Similar houses in the town 
rent for _about $35 per week. The Australian Government subsidy to Australians 
of about one-half the rental vatue, like the U. S. Government's provision of 
free .housing, is paid _in recogniti~n of the housing shortage and the require- · 
cent to live. in assigned housi~g. The Au"tralian tax department does not · 
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4-60000W/OL-58 
15 December 1970 

------------------------------------------------------------------------- .· 

require Australian employees to report as income the difference between the 
value of quarters arid the rent paid, although 'Australian income tax law 
_provides that the value of lodging supplied by an employer is taxable income. 

We request your ruling as· to wpether the value of the bachelor quarters on 
base or houses in town supplied to our employees under these circumstances 
must be considered income for tax purposes •. The Australian Goverruncnt has 
advised that for purposes of .Australian taxation of American employees, it 
will treat the value of the quarters in the same manner as the United States 
Internal Revenue Service does. · 

If your tentative ruling is that the value of quarters is taxable income, 
we request a conference prior to issuance of a final ruling. 

Very truly yours, 
•, 

K. L. Lewis 
Vice President, Administration 
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Date: 

l
in ·reply ref•• to: 

'l:I: C ...,...._-._ _ ___; ~c~u:llbcr ~. 1970 

I> 1-h·. R. L. Lc•rls 
· LTV Electrl)r,;.Yatcs, Ino. 

P. O. BoA 6118 . 
Dallas, TeXas ·75222 · · · 

This ls to let you know that we have received yuur Inquiry o£Dece.:1ber 15, 1970. 

We w111 send you a reply .as soon as possible • 

Vary truly. yours, '*"" 
· .. ~c" ~~ c ~ k ,~;~~~ 

t,;J. J~~G~~f:~6J'-. 
. - ft ' 

~~- c~v::~«-~ ~?. 9-r-.. ~'· · . ..J-

. ·.' vf'"'~.t~ !'1tf ~ r~ .... tl, (t) 
c~~Jj ~~ . . 

FORM 37MA 'A&V. J-67) 
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:MEMORANDUM FOR THE RECORD 

FROM: 

SUBJECT: 

Andrew J. Percival 
Assistant General Counsel 

Project SPACE Funding 

e ( c 76-0032 
3 Janu<1:ry 1977 

At 4 p.m., 9 December 1976, the General Co\.U1.sel info:rmed the 
undersigned that he was reviewing the legality of the funding for 
project SPACE with the profits from TOMINERVA. Project. SPACE 
proprietary TOSHIELD is currently negotiating a contract \vith Collins 
Radio in•wlving $222 ,:.>OJ. 00. This sum is derived from the profits of 
TOMINERVA. In vie"\v of the reconsideration of the legality of thefunding 
it was determined f.4at the most prudent course of action would be to 
delay implementation of the Collins co:.1.tract until a final legal deter
mination has been made. DC/Div D/SPB was immediately informed that 
the contract with Collins Radio should not be concluded l..mtil a legal 
decision has been reached on the funding. He was advisecl to take the 
steps that he deems necessary to implement this decision. The General 
Counsel states that his review will be concluded by approximately 
15 December 1976. 

cc: Mr. Paul Risen 

A.TP :kas 
Distribution: 

Original- SPACE . 
1 - AJP Signe/. 
1- Chrono / 
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S E C R E T 

13 September 1977 

MEMORANDUM FOR:· Mr. Anthony E. Goldin 
Assistarit General Counsel (DDO) 

FROM 

SUBJECT 

REFERENCE 

Joyce R. Herrmann 
Chief of Operations, NE Division 

Use of Communication Information Obtained 
From U.S. Firms for use Against Foreign 
Targets 

Your Memorandum to C/NE/TOS Concerning 
Collins Radio Company Activities in Morocco 
dated 16 August 1977 

1. This memorandum which grows out of the conversation 
we had in your office on 8 September 1977 in which Mr. Michael 
Prompovitch (C/NE/TOS) participated, will serve to update the 
information on which your memorandum of 16 August 1977 is 
based and to correct any earlier ~isconceptions. 

2. Over the past year Mr. Prompovitch has collected 
technical information on various sensitive communications 
systems in numerous Middle East and North African countries 
from U.S. commercial company personnel with whom he has been 
in contact b~c~use of his duties. Because of the good personal 
rapport he established with various officers in these companies 
he was able to obtain from them blue prints, drawings,and other 
technical data, specifically; frequencies, location of sites, 
network drawings, channel allocations, and user identities. 
We plan to use this foreign intelligence to penetrate selected 
communications targets abroad. 

3. Appearing below is a list of the companies and the 
officers from whom Mr. Prompovitch obtained the information, 
and the countries where we hope to mount operations: 

~"" . " R ', C, I A 
uov~ . 
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Company 

Motorola Radio Corporation 
Chicago, Illinois 

Collins Radio Company 
Dallas, Texas 

Datotek Corporation 
Dallas, Texas 

Telcom Corporation 
Tysons Corner, Virginia 

Stromberg Carlson Corporation 
Syracuse, New York 

Officer 

Vice President in 
Charge of Marketing 
for Middle East · 

Vice President in 
Charge of Marketing 
for Africa 

Manager of Special 
Projects Division 

President of Dato
tek Corporation 

Executive Vice Pres
ident in Charge of 
Domestic Sales 

Marketing Agent for · 
Domestic Sales 

Country 

Morocco 
Algeria 
Egypt 
Abu Dhabi 
Syria 

Egypt 
MOTOCCO 

Egypt 

Saudi Arabia 
Jordan 
Uganda 
Egypt 

Various Arab 
States 

4. In every case the corporate officer knew that Mr. Prom
povitch was a CIA officer and a specialist in communications 
and realized that the information he was passing to Mr. Prompo
vitch~ould be put to further use by the U.S. Government. In 
every case the information was given freely to Mr. Prompovitch; 
no rewards of any kind were given for the documents received 
from these companies. 

5. We are attaching a determination by C/NE that the 
information obtained byMr. Prompovitch constitutes foreign 
intelligence pertaining to the communications systems used by 
foreign powers and as such can be used by us or by NSA over
seas. It is our intention to obtain similar information by 
similar means from other U.S. commercial companies for further 
operational use overseas. 

6. The Central Cover Staff (Mr~ Joel Keys C/CCS/CC) has 
been informed of the above. 

Attachment 
cc: ccs 

X{/,_J;}. AiuLtL<£~ 
~~oyce R. Herrmann 

2 
8 E C R E T 
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SUBJECT: DETERMINATION THAT CERTAIN INFORMATION 
CONSTITUTES FOREIGN INTELLIGENCE 

I am aware of the contents of the documents 

obtained by Mr. Michael Prompovitch from the various 

U.S. commercial firms listed in the accompanying 

memorandum and have determined that this information 

constitutes foreign intelligence as defined in Section 

S(a)(S) of Executive Order 11905. 

SIGNED: 

DATE: 

S E C R E I 

E2 IMPDET 
CL BY 056109 
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NEMORAKDUM FOR: C/NE/TOS 

~G 77 -S9d.! 
16 August 1977 

ATTENTION Mr. Michael R. Prompovitch 

FROM Anthony E. Goldin, 
Assistant General Counsel (DDO) 

SUBJECT Memorandum of 25 July 1977 Concerning 
Collins Radio Company Activities in Morocco 

1. This memorandum is in response to your question as 
to whether the Subject documents can be disseminated to 
the National Security Agency (NSA). 

2. It is understood that an acquaintance of yours, 
employed by Collins Radio, gave the Subject documents to 
you without your asking him for them and without your either 
offering to pay or paying him for his voluntary act. It is 
also understood that your acquaintance is witting of your 
CIA employment. The Subject documents are: (1) a Collins 
proposal, already presented to the Government of Morocco 
(GOM), for a high frequency communications system; 
and, (2) an interrial Collins ~emorandum proposing a Collins 
response to a GOM request for a foreign broadcast monitoring 
system. Collins did not specifically authorize its employee 
to pass Subject documents to this Agency and is not aware 

. that th ey have been giyen to us. 

-~ 3 . Section 5(b)(7) of Executive Order 11905 prohibits 
CIA from the collection of information, however acquired, 
concerning the domestic activities of United States (U.S.) 
persons. "Collection" is defined at Section 5(a)(l) to mean 
any one or more of the gathering, analyzing, _ disseminating 
and storing of non-publicly available informatiori without 
the informe d express consent of the subject of the information. 
A U.S. person is defined at Section 5(b) (9) to be a U.S. 
citi zen, a permanent resident alien or a corporation or 
organization incorporated or organized in the U.S. 

4. Based upon the a bove facts, I see no issue of 
legality or propriety in your having received these documents 

"':. 
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from the Collins employee. This is an example of what is 
referred to as the "silver platter" doctrine -- you did nothing 
to solicit, encourage or reward the Collins employee; you did 
not intentionally or purposefully "gather" the documents. 

5. CIA cannot, however, disseminate the documents, which 
apparently constitute non-publicly_available information, 
unless authorized by Executive Order 11905. Section S(b)(7) (1) 
of the Order is an exception to the Section S(b) (7) restriction, 
and it authorizes us to "collect" information concerning 
corporations which constitutes foreign intelligence or counter
intelligence. Foreign intelligence- is defined at Section S(a)(S) 
to mean information concerning the capabilities, intentions 
and activities of any foreign power, or of any non-U.S. person, 
whether within or outside the U.S., or concerning areas outside 
the U.S. It is as much a substantive decision as it is a 
legal determination whether these documents constitute foreign 
intelligence. 

6. I recommend that a decision whether the documents 
constitute foreign intelligence be made by Chief, Near East 
Division (C/NE), or another, appropriate senior officer in NE 

_Division. I think C/NE could properly determine that they 
constitute foreign intelligence based upon my understanding 
that they describe the communications system a foreign power 
is acquiring or se·eks to acquire. I am not, however, "au 
courant" in the fine points of such matters. If C/NE determines 
the documents constitute~foreign intelligence, I believe it 
would be prudent to delete the names of the U.S. persons · 
mentioned in document· (2) (described above) before sending it 
to NSA. . 
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HANDLE .VIA COMlNT CHANNELS 
sc 03537-77 
Copy 1 cf 2 
8 April 1977 

MEMORANDUM FOR THE RECORD 

FROM: 

SUBJECT: 

Andrew J. Percival 
Assistant General Counsel 

TOTIGER - Collins Arrangement and a New Era in 
Cipher Equipment Control 

1. The prospective arrangement between the Collins Division of 
Rockwell International and TOTIGER, a European manufacturer of cipher 
machines, is nearer conclusion. TOTIGER has in the past and is presently 
producing cipher machines that NSA finds defiant of analysis. D/DS&T /OSO 
has tentatively devised a method of dealing with the problem that is 
satisfactory to TOTIGER, NSA, Collins and OSO. 

2. OSO has introduced TOTIGER management to representatives of 
Collins and its parent Rockwell \rv·ith a view of fostering a commercial arrange
ment. It is hoped that TOTIGER will purchase from Collins micro-processor 
designs for its new lines of equipment and eventually for all its equipment. 
A micro-processor is a solid state mini-computer which is the heart of many 
modern cipher dev:lces. Collins would also manufacture and sell the micro
processors to TOTIGER. The fact that the rr.icro-processors are manufactured 
in the United States guarantees that the level of cryptology is acceptable to 
NSA. Any such devi~es exported from the United States must have a license 
from the Office of Munitions Control. That license is contingent upon NSA 
approval of the cryptology. This fact is known by those in the cipher machine 
trade and would seem self-defeating. NSA states, however, that the level of 
cryptology that is acceptable to them for export is of such a high level (as 
high as 10 70) that expert mathematicians who are not aware of NSA 's capabilities 
are at loss to understand how useful and timely analysis may be accomplished. 
It is true that this applies only to determinate systems. The most secure of 
systems, random generated key, is not susceptible to analysis except in cases 
of error in usage. Random key is not conducive in practice to volume traffic 
and is a logistics problem. Most users have opted for determinate systems of 
sophisticated cryptologic algorithm. 

3. Collins, one of the worlds largest producers of telecommunications systems, 
has no cipher eqdpment of its own manufacture. Collins is it1terest:ed in offering 
complete equipment packages to its customers including cipher devices. An 
arrangement rna y be reached between Collins and TOTIGER to include the 
latter's equipment in Collins syste ms packages. This will work to the benefit 
of United States SIGINT collection efforts. 

-lD~\ ~t:BHff E:i..~, :~~;):;· ~~~--~;r/:~·-----·-----
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HANDLE VIA COMINT CHANNELS 
4. Should TOTIGER find the price of Collins micro-processors to be 

too high based on the small volume of units required, several methods of 
fostering the relationship have been proposed. One method would be a 
classified contract between NSA and Collins for additional identical micro
processor units tc be delivered to NSA thus effectively raising the volume 
and reducing the unit cost to TOTIGER . . This contract would be entirely 
separate and without reference to TOTIGER. NSA would be purchasing the 
units for its own undisclosed classified purposes as it does with other contractors. 
Another method would be a direct subsidy to TOTIGER through a CIA funding 
mechanism. Other methods may suggest themselves as discussions progress 
<md the arrangements made between Collins and TOTIGER come into sharper 
focus. 

5 . . The governments of West Germany and Great Britian are c:.ware on a 
classified basis that arrangements are in progress to eliminate TOTIGER as a 
SIGINT problem . The government of Switzerland is peripherally aware that 
CIA is dealing \Vitb. TOTIGER and Collins and has interposed no objection. 
Indeed, for :ceascns that are unc::lear , the Swiss have encouraged the relation
ship. 

6. With the addition of TOTIGER to the stable of the TOARIEL and the 
TOMINERVA operations as well as the inheJ:ent constraints on U.S. produced 
equipment through the Office of Munitions Control, the large majority of cipher 

·equipment c.vailable in the market place to all but a few world powers will be 
susceptible to an<flysis and intelligence collection efforts. 

7. A NSA representative has informally stated to th_e undersigned that these 
three projects will account for 90% of the intelligence "take" from diplomatic 
third world communications. That "take" is estimated at 90,000,000 words 
annually. 

8. D/DS&T /OSO/SPB has stated that they will make every effort to keep 

this Office informed of developments on a curre~ w J . 
~ew J. Percival 

cc: C/DDS&T/OSO/SPB 

HANDLE VIA COMlNT CHANNELS 
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