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Record Type: Record 

To: Christine N. Macy/WHO/EOP 

cc: Sally Katzen/OPD/EOP, Jake Siewert/OPD/EOP, Melissa G. Green/OPD/EOP 
Subject: Bankruptcy 

Attached is the draft letter FYI. bankrupt.a30 
The two paragraphs that might change are Principle #1 and the last paragraph. However, other 
parts of the letter are new. For example, we haven't yet said we're open to "responsible consumer 
bankruptcy reform." So, to ensure that the news produced is on the child support issue that she 
is targeting, I would suggest that the First Lady say something like: 

Congress is currently considering various proposals to change our consumer bankruptcy 
laws. While it is a bit early to comment on these proposals, we are sure today that the 
Administration will not support any proposal that impairs the ability of bankrupt debtors 
to meet their child support and alimony obligations. Today, the bankruptcy system 
protects the payment of child support or alimony, Proposals that could put some credit 
card bills on an equal footing with child support or alimony are wrongheaded. 
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DRAFT 
April 30, 1998 

Senator Orrin Hatch 
Chairman 
Senate Judiciary Committee 
U.S. Senate 
Washington, DC 

Dear Mr. Chairman, 

I am writing to express the Administration's general views on consumer bankruptcy 
reform proposals currently under consideration in the Congress. 

Over the past two decades, consumer bankruptcy filings have risen sharply. While 
there are many contending theories on the cause of that increase, it is clear that there is no single 
explanation. Nonetheless, the growing number of filings, examples of abuse of Chapter 7 and 
state exemptions, and evidence of imprudent extensions of credit suggest some changes to the 
consumer bankruptcy laws are appropriate. The lack of definitive evidence about the reasons for 
the rise in bankruptcies means that it is di fficult to predict the effect of reform efforts. The 
Administration, therefore, has developed the following set of principles to guide its review of 
changes to the consumer bankruptcy laws. 

1. Access to Chapter 7 should not be governed by an arbitrary means test; the court 
must have discretion to fairly account for the great variations in circumstances that 
bring debtors into bankruptcy (including medical expenses, unemployment, divorce, 
responsibility for the care of others, etc.). To promote more uniform application of 
bankruptcy standards, this determination should take place within indicative or 
presumptive guidelines established by Congress that take into account factors such 
as the debtor's income and ability to repay a portion of the debt. 

2. National bankruptcy policy can respect state variation in exemption levels without 
allowing state exemptions to be used to shield luxury assets from creditors. 

3. It is appropriate to expect debtors who can afford to repay a portion of their debts 
(taking into account all relevant circumstances) to act responsibly; but the 
bankruptcy and credit reporting system should reward those who complete a 
Chapter 13 plan. 

4. Bankruptcy reform should not create opportunities for creditors to coerce debtors 
to forgo bona fide rights in bankruptcy. 

5. Bankruptcy rules should discourage bad faith repeat fdings and other attempts to 
abuse the privilege accorded by access to bankruptcy. 
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6. Child support and alimony payments should be carefully protected. 

We must ensure that reforms have no unintended adverse impact on debtors' 
ability to meet these, and other, priority payments. 

7. Bankruptcy data collection and accuracy must be improved. 

Analysis and understanding of the forces affecting bankruptcy filings are impeded 
by the lack of high-quality, nationally uniform data. Better data collection and 
verification procedures should be incorporated in any reform proposals. Such 
data can be used to assess and monitor the impact of reform legislation. 

8. Scrutiny must also be given to credit industry practices that have led some 
borrowers to overextend themselves. 

While some of these issues may fall outside of the Judiciary Committee's 
jurisdiction, Congress and the Administration should consider proposals to ensure 
that consumers are well informed about the dangers of excessive debt 
accumulation and understand the implications of their credit agreements. 

The Clinton Administration is open to responsible consumer bankruptcy reform that meets these 
principles. We have reluctantly concluded that we cannot support H.R. 3150 in its present form. 
We would look forward to working with Congress toward legislation more similar to the 
approach of S. 1301 - with modifications necessary to meet the principles articulated above. 

Sincerely, 



Audrey T. Haynes 04 /30 /98 03 :40 :49 PM 

Record Type: Record 

To: Christine N. Macy/WHO/EOP 

cc: 
Subject: Draft Principles Letter on SI 301 Consumer Bankruptcy Reform Act of 1997 

Forwarded by Audrey T. Haynes/WHO/EOP on 04/30/98 03:42 PM 

04 /30 /98 01 41 45 PM * V * T * i j , ^ < R T ^ S ^ ' L | 

Record Type: Record 

To: See the distribution list at the bottom of this message 

cc: James J . Jukes/OMB/EOP 
Subject: Draft Principles Letter on SI 301 Consumer Bankruptcy Reform Act of 1997 

The following letter was prepared following meetings involving NEC Principals and 
Deputies. Discussions continue on who will sign the letter. Please provide 
comments to me ASAP, but no later than 10:00 AM, tomorrow, Fraidy, 5/1. 

You will receive a hard copy of this request also. 



DRAFT 

Senator Orrin Hatch 
Chairman 
Senate Judiciary Committee 
U.S. Senate 
Washington, DC 

Dear Mr. Chairman, 

I am writing to express the Administration's general views on consumer bankruptcy 
reform proposals currently under consideration in the Congress. 

Over the past two decades, consumer bankruptcy filings have risen sharply. While 
there are many contending theories on the cause of that increase, it is clear that there is no 
single explanation. Nonetheless, the growing number of filings, examples of abuse of Chapter 
7 and state exemptions, and evidence of imprudent extensions of credit suggest some changes 
to the consumer bankruptcy laws are appropriate. The lack of definitive evidence about the 
reasons for the rise in bankruptcies means that it is difficult to predict the effect of reform 
efforts. The Administration, therefore, has developed the following set of principles to guide 
its review of changes to the consumer bankruptcy laws. 

1. Access to Chapter 7 should not be governed by an arbitrary means test; the court 
must have discretion to fairly account for the great variations in circumstances 
that bring debtors into bankruptcy (including medical expenses, unemployment, 
divorce, responsibility for the care of others, etc.) . To promote more uniform 
application of bankruptcy standards, this determination should take place within 
indicative or presumptive guidelines established by Congress that take into account 
factors such as the debtor's income and ability to repay a portion of the debt. 

2. National bankruptcy policy can respect state variation in exemption levels without 
allowing state exemptions to be used to shield luxury assets from creditors. 

3. It is appropriate to expect debtors who can afford to repay a portion of their debts 
(taking into account all relevant circumstances) to act responsibly; but the 
bankruptcy and credit reporting system should reward those who complete a 
Chapter 13 plan. 

4. Bankruptcy reform should not create opportunities for creditors to coerce debtors 
to forgo bona fide rights in bankruptcy. 

5. Bankruptcy rules should discourage bad faith repeat filings and other attempts to 
abuse the privilege accorded by access to bankruptcy. 



6. Child support and alimony payments should be carefully protected. 

We must ensure that reforms have no unintended adverse impact on debtors' ability to 
meet these, and other, priority payments. 

7. Bankruptcy data collection and accuracy must be improved. 

Analysis and understanding ofthe forces affecting bankruptcy fdings 
are impeded by the lack of high-quality, nationally uniform data. Better data 
collection and verification procedures should be incorporated in any reform 
proposals. Such data can be used to assess and monitor the impact of reform 
legislation. 

8. Scrutiny must also be given to credit industry practices that have led some 
borrowers to overextend themselves. 

While some of these issues may fall outside of the Judiciary Committee' 
s jurisdiction, Congress and the Administration should consider proposals to 
ensure that consumers are well informed about the dangers of excessive debt 
accumulation and understand the implications of their credit agreements. 

The Clinton Administration is open to responsible consumer bankruptcy reform that meets 
these principles. We have reluctantly concluded that we cannot support H.R. 3150 in its 
present form. We would look forward to working with Congress toward legislation more 
similar to the approach of S. 1301 - with modifications necessary to meet the principles 
articulated above. 

Sincerely, 

Message Sent To: 
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To: Christine N. Macy/WHO/EOP 

cc: 

Subject: 

BODY: 

Opposition is building to bills in Congress that could make it 
harder for women to collect child support and alimony from ex-husbands 
who file for bankruptcy. 

"The current proposals would make hard-working women wi th children 
more vulnerable," says Sen. Edward Kennedy, D-Mass. 

Critics are especially concerned that Congress is rushing the 
GOP-sponsored bankruptcy reform bills to a vote. 

"It will be shockingly irresponsible if the House and the Senate 
don' t give the impact of what they are doing on child support 
the consideration it deserves," says Donna Lenhoff, general counsel 
to the National Partnership for Women and Families. 

Current bankruptcy law makes child support and alimony a priority. 
So even though bankruptcy under federal Chapter 7 wipes out most 
debts, it doesn't absolve debtors from paying child support and 
alimony they owe. 

The pending bills don' t change that. But proposed changes could 
make it harder for bankrupt men to make support payments. Both 
House and Senate bills would force debtors to repay more unsecured 
debts, such as credit card debt. 

That means a bankrupt ex-husband could still be saddled wi th big 
credit-card bills, plus child support and alimony. "MasterCard 
and the ex-wife will be competing for same limited dollars," 
says Harvard law professor Elizabeth Warren. "It 's hardly a fair 
f ight." 

Bills sponsored by Rep. George Gekas, R-Pa., and Sen. Charles 
Grassley, R-lowa, are awaiting committee action. Representatives 
for both lawmakers insist the bills will protect child support 
and alimony. 

And there are plenty of other safeguards to make sure child support 
gets paid, says C. Bruce Allen, a Gekas spokesman. But Lenhoff 
is skeptical. " I t 's not true that the state child support enforcement 
apparatus can or will ensure that all child support debts are 
paid." 

Says Kenneth Klee of the National Bankruptcy Conference, a non-partisan 
group that advises Congress, "The credit industry will be taking 



money out of the pockets of women and children." 
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Brady C. Williamson 
LA FOLLETTE & SINYKIN 

One East Main Street 
Post Office Box 2719 

Madison, Wisconsin 53701-2719 
Telephone: (608)257-3911 

Fax: (608) 283-2524 

DATE: 

TO: 

TELEFAX TRANSMITTAL COVER PAGE 

April 30, 1998 TIME: 11:16 AM 

Melanne Verveer 
Chief of Staff/The First Lady 
(202) 456-6244 

FROM: Brady C. Williamson 

NUMBER OF PAGES TRANSMITTED (INCLUDING THIS COVER SHEET): 

MESSAGE: 

If you have any problems with this transmission or do not receive all of the pages, please call Ann V. 
at (608) 257-3911 as soon as possible. 

THIS MESSAGE IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR ENTITY TO WHICH IT 
IS ADDRESSED AND MAY CONTAIN INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL AND 
EXEMPT FROM DISCLOSURE UNDER APPLICABLE LAW. If the reader of this message is not the intended 
recipient or the employee or agent responsible for delivering the message w ihe intended recipient, you are hereby 
notified that any dissemination, distribution or copying of this communiejUion is strictly prohibited. If you have 
received this communicatioo in error, please notify us immediately by telephone (collect) and return the original 
message to us at the above address via the U.S. Postal Service. Thank you. 
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MEMORANDUM 

TO: Melanne Verveer 

Chief of Staff/The First Lady 

FROM: Brady - (608) 284-2636 

DATE: April 30, 1998 

SUBJECT: Bankmptcy/Boston/China/Milwaukee Follow-Up 

On bankruptcy, today's USA Today has a front-page article, which is enclosed, on the pending 
bankruptcy legislation and women and children. The subject probably will come up tomorrow 
with Cong. Meehan and his forum, and I do hope you can spare a few moments for Prof. Warren, 
who essentially instigated the USA Today story. If you're interested, just have the advance 
person call, and Liz will do hand springs to get to visit with you and hand you our draft column. 

Dan Rosenthal called yesterday and asked me to do Shanghai. I agreed. It's probably not my 
place to discuss Bob B. with him. How do we proceed on that score? I'd gladly have him on my 
team and will do whatever you think I can/should do to make that happen. 

By now, you should have received the news clips from Milwaukee. Everyone's very happy with 
the events, and the news coverage did not become sensational on the political front. Talk with 
you soon. 

TELEFAX TRANSMITTAL 
(202) 456-6244 

av:34192 vl 
4/30/98 
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1998 

Critics say bankruptcy bills threaten child support 
By Christine Dugas 
USA TODAY 

Opposition is building to bills 
in Congress that could make it 
harder for women to collect 
child support and alimony 
from ex-husbands who file lor 
bankruptcy. 

"The current proposals 
would make hard-working 
women with children more 
vulnerable." says Sen. Edward 
Kennedy, D-Mass. 

Critics are especially con­

cerned that Congress is rushing 
the GOP-sponsored bankrupt­
cy reform bills to a vote. 

"It will be shockingly irre­
sponsible if the House and the 
Senate don't give the impact of 
what they are doing on child 
support the consideration it de­
serves," says Donna LenholT. 
general counsel to the National 
Partnership for Women and 
Families. 

Current bankruptcy law 
makes child suppon and ali­
mony a priority. So even 

though bankruptcy under fed­
eral Chapter 7 wipes out most 
debts, it doesn't absolve debt­
ors from paying child support 
and alimony they owe. 

The pending bills don't 
change that. But proposed 
changes could make it harder 
lor bankrupt men to make sup­
port payments. Both House and 
Senate bills would force debt­
ors to repay more unsecured 
debts, such as credit card debt. 

That means a bankrupt ex-
husband could still be saddled 

with big credit-card bills, plus 
child support and alimony. 
"MasterCard and the ex-wife 
will be competing for same 
limited dollars," says Harvard 
law professor Elizabeth War­
ren. "Ifs hardly a fair fight." 

Bills sponsored by Rep. 
George Gekas, R-Pa.r and Sen. 
Charles Grassley, R-lowa, are 
awaiting committee action. 
Representatives for both law­
makers insist the bills will pro­
tect child support and alimony. 

And there are plenty of oth­

er safeguards to make sure 
child support gets paid, says C. 
Bruce Allen, a Gekas spokeŝ  
man. But Lenhoflf is skeptical. 
"It's not true lhat the state child 
support enforcement appara­
tus can or will ensure lhat all 
child support debts are paid." 

Says Kenneth Klee of (he 
National Bankruptcy Confer­
ence, a nonpartisan group that 
advises Congress, "The credit 
Industry will be taking money 
out of the pockets of women 
and children." 
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Brady C. Williamson 
LA FOLLETTE & SINYKIN 

One East Main Street 
Post Office Box 2719 

Madison, Wisconsin 53701-2719 
Telephone: (608)257-3911 

Fax: (608) 283-2524 

DATE: 

TO: 

TELEFAX TRANSMITTAL COVER PAGE 

April 30, 1998 TIME: 1:29 PM 

Melanne Verveer 
Chief of Staff/The First Lady 
(202) 456-6244 

FROM: Brady C. Williamson 

NUMBER OF PAGES TRANSMITTED (INCLUDING THIS COVER SHEET): 12 

MESSAGE: Melanne: Some Boston-specific bankruptcy articles. 

Brady 

If you have any problems with this transmission or do not receive all of the pages, please call Ann V. 
at (608) 257-3911 as soon as possible. 

THIS MESSAGE IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR ENTITY TO WHICH IT 
IS ADDRESSED AND MAY CONTAIN INFORMATION THAT IS PRIVILEGED, CONTTDENTIAL AND 
EXEMPT FROM DISCLOSURE UNDER APPLICABLE LAW. If the reader of this message is not the intended 
recipient or the employee or agent responsible for delivering the message to the intended recipient, you are hereby 
notified that any dissemination, distribution or copying of this communication is strictly prohibited. If you have 
received this communication in error, please notity us immediately by telephone (collect) and return the original 
message to us at \l\e above address via the U.S. Postal Service. Thank you. 
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C i t a t i o n Found Document Rank 6 of 133 Database 
6/6/97 BOSTONG A l BOSTONG 
6/6/97 Boston Globe A l 
1997 WL 6256506 

The Boston Globe 
Copyright 199; 

Friday, June 6, 1997 

METRO/REGION 

Sears may pay $265in f o r card-debt t a c t i c s 
Bruce Mohl, Globe S t a f f 

A chain of events t h a t began eight months ago when a Somerville 
man pleaded f o r r e l i e f from h i s $1,161 Sears card debt culminated 
yesterday w i t h the g i a n t r e t a i l e r agreeing to pay up t o $265 m i l l i o n 
to s e t t l e charges t h a t i t s y s t e m a t i c a l l y broke bankruptcy laws i n 
c o l l e c t i n g debts. 

The nation's No. 2 r e t a i l e r admitted i t pressured hundreds of 
thousands of bankrupt customers t o r e a f f i r m t h e i r debts and then 
f a i l e d to d i s c l o s e the agreements to bankruptcy courts as required by 
law. As a r e s u l t , customers ended up paying debts t h a t had l e g a l l y 
been erased. 

The Sears case blew the l i d o f f what appears t o be a widespread 
i l l e g a l p r a c t i c e by some major r e t a i l e r s . S i m i l ar c l a s s - a c t i o n 
lawsuits are now pending against Filene's and Lechmere and t h e i r 
parent companies. 

The settlement proposed yesterday was described by the attorneys 
involved as unprecedented i n size and scope f o r a r e t a i l e r . I t would 
have Sears pay i t s v i c t i m s a l l the money i t had t r i e d t o c o l l e c t from 
them plus i n t e r e s t at 10 percent a year, an amount i t estimated could 
t o t a l between $113 m i l l i o n and $200 m i l l i o n . The chain also agreed 
to s p l i t an e x t r a $25 m i l l i o n among the v i c t i m s and give $40 m i l l i o n 
to state attorneys general f o r consumer education programs. 

The cost t o the company, based i n Hoffman Estates, 111., w i l l 
probably go even higher i f , as expected/ a d d i t i o n a l sanctions are 
imposed by US Bankruptcy Judge Carol J. Kenner or by a fed e r a l judge, 
based on a complaint f i l e d by the US attorney's o f f i c e i n Boston. 

Arthur Martinez, Sears chairman and c h i e f executive o f f i c e r , said 
i n a telephone i n t e r v i e w t h a t the company w i l l take a charge against 
earnings i n i t s second quarter. He described the settlement as a 
"black eye" and a "heavy burden," but the company's stock dropped 
only 1/8 yesterday, t o 48 7/8. 

Copr. © West 1997 No Claim to Orig. U.S. Govt, Works 
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Martinez i n d i c a t e d Sears i s not backing away from i t s aggressive 
p u r s u i t of those who f a i l t o pay t h e i r c r e d i t card debts. He sai d 
the company w i l l continue t o seek r e a f f i r m a t i o n agreements w i t h 
bankrupt customers t o the extent the law allows. 

"We have t h i s old-fashioned view," he said. " I f you take the 
goods, we t h i n k the customer should pay f o r them." 

Sears apparently d i d n ' t f i l e the r e a f f i r m a t i o n agreements w i t h the 
bankruptcy courts out of fear t h a t they would be r e j e c t e d . The 
p r a c t i c e began i n 1985 and probably would have remained undetected 
but f o r Francis Latanowich of Somerville. 

e 
Latanowich, who i s unemployed and c o l l e c t s a $500 d i s a b i l i t y check 

^ach month, declared bankruptcy l a s t year and, representing himself, 
won a discharge of $12,805 i n mostly c r e d i t card debts. Yet even 
though h i s monthly expenses going forward were t r i p l e h i s income, 
Sears persuaded him to r e a f f i r m h i s Sears debt of $1,161. 

Latanowich sai d Sears o f f i c i a l s t o l d him they could reclaim h i s 
t e l e v i s i o n set and h i s car b a t t e r y i f he didn' t agree. 

His case t y p i f i e d the Sears approach. While most c r e d i t card 
companies r a r e l y contest bankruptcy f i l i n g s , Sears sends 
representatives t o p r a c t i c a l l y every bankruptcy hearing around the 
country t o p r o t e c t i t s i n t e r e s t s . 

Sears also takes a secured i n t e r e s t i n purchases.made w i t h i t s 
card, which c a r r i e s a 21 percent i n t e r e s t r a t e . When a person 
defaults on a Sears c r e d i t card debt or t r i e s t o wipe i t out w i t h a 
bankruptcy f i l i n g , the secured i n t e r e s t gives Sears the r i g h t t o 
reclaim the item. Although bankruptcy attorneys say i t would be a 
waste of time and e f f o r t f o r Sears t o reclaim used Walkmans, washing 
machines and h a i r dryers, Sears uses the t h r e a t t o persuade debtors 
to r e a f f i r m t h e i r debt. 

Latanowich s t r u g g l e d t o pay h i s $28 a month to Sears, but i n a 
handwritten note t o Judge Kenner i n November 1996, he said the 
payment was "keeping food o f f the t a b l e f o r my k i d s . " He asked 
Kenner i f h i s bankruptcy case could be reopened and the Sears debt 
wiped out. 

Kenner i n v e s t i g a t e d and discovered t h a t the agreement Sears 
negotiated w i t h Latanowich had never been f i l e d f o r her review. She 
said she would have r e j e c t e d i t out of hand, i n p a r t because i t was 
too onerous but also because Sears overstated the amount Latanowich 
owed. She said Latanowich should have been given the op t i o n of 
paying the c u r r e n t market value o f the TV set and b a t t e r y — about 
$450 — and not the o r i g i n a l purchase p r i c e . 

Copr. © West 1997 No Claim to Orig. U.S. Govt. Works 
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Kenner's i n q u i r i e s forced Sears to admit t h a t i t had not f i l e d 
r e a f f i r m a t i o n agreements i n thousands of cases i n Massachusetts. 
Yesterday, Sears sai d i t had also f a i l e d t o f i l e the agreements i n as 
many as 331,500 cases nationwide. 

Kenner, who must approve the settlement agreement, sai d yesterday 
she was curious t o know why Sears i n i t i a t e d the i l l e g a l p r a c t i c e s . 
Sears' a t t o r n e y promised answers a f t e r the US attorney's o f f i c e 
completes i t s i n v e s t i g a t i o n . 

Said Martinez: " I t was a p r a c t i c e t h a t escaped our d e t e c t i o n i n 
our normal checks and balances process. And i t became 
i n t e r n a l i z e d . " 

Martinez s a i d an i n t e r n a l i n v e s t i g a t i o n had revealed t h a t several 
lower l e v e l s t a f f people involved w i t h l e g a l matters and debt 
c o l l e c t i o n had acted improperly and t h a t they would be d i s c i p l i n e d . 
He said senior management had no knowledge of the p r a c t i c e . 

INDEX REFERENCES 

EDITION: CITY EDITION 

Word Count: 83 6 
6/6/97 BOSTONG A l 
END OF DOCUMENT 
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"Vyv^V^^Mdri^RM^-bwikr i^ tc^ laws straight;In tho 
; ' i ; ^ . ^ : ^ ; ^ d ^ ^ H e m ; , ^ B l d Jay Westbrook,'an expert on •: 

: •' '•..BliHl^p •/. 

I'f-vv/.'aSr^iwjpirbflts from the finance charg«.paid by^ts: 38 
.million cr^dlt<ard customers'. And, Just months, before' ; 

• 'k°^ook iHe Job, th^ cbmpariy's reputation ahd sales had 
.. xi^eehi battered by: disclosure* that spnte'6f; its: auto-

'M ''-YiiSerSiicei centers, had routinely bilked customers by per-
.f\;^,fiVJrtlng.tmece6saiy:rep'atr5'. 

•'.. • n' Mr Martinez proceeded to piill off one;of the'great 
' .̂cofpdrate turnarounds of modern history, through cost 

4 
" qurtlng. sKarper. marketing and improved efficiency :̂ 
' Profits soared, Seairs's stock roughly quadrupled aiidhe 
became a here on Wall Street 

through It aU, Mr. Martinez was working hard to' 
• '.?< pm his stamp obSears's corporate culture, starting with 

^ ' K T O tblerance'' policy for ethical lapses. WoW, figur- : 
but why Sears went so wrong despite those efforts —7 ; 

: and how ̂ 'respond to the scandal — has emerged as the 
^. ' ::grjeatest:challenge yet to his Image as a leader. ' '. . - J 
^s'.i;; ! .Tliere is no evidence that the vast majority .of Sears 

f t ./. customers care about what Mr. Martiriei quickly brand- ' 1 

|r.̂  -.. ̂ d:Va blade ieye" and "a clear fallvira" growing ovt̂ of -
f;iV';:5:i>ad>idvl&:fi'6ni the company's own legal department 
i : ; -^ i ' v;:'- * , Conf inued oh Page $ 

' - ^ MARKET WATCH Mr. Maffel said In an Interview on Friday. 
Mr. Maffel Is not a money manager. He Is 

the treasurer ahd incoming chief financial 
pfftcer of Microsoft, a. company that hereto­
fore has bought back qtock almost every 
quarter, seeking to avoid dilution from the 
company's huge stock option program. 

If |120 — about the price at which Micro­
soft could have bought In the quarter, given 
Its policy of avoiding trades until after iit-
yestprs have digested the previous quar­
ter's earnings — seemed rich to Microsoft 

record high wflen it posted profits last week, 
although they were well below what Wall 
Street had been fotecastIng before the com­
pany toned down expectations in May 

Intel would have done worse than it did 
but for discovering what the company is 
calling an "acciiuntihg error." It seems that 
it had overestimated Its depreciation ex­
pense for this year by.$300 million. Revers­
ing that error Would- in the absence of other, 
changes; raise expected pre-tax profits by 
that amount. But not with chlo prices evl-
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In a Scandal, 
The Harder 
Side of Sears 
Continwil From Page 1 
One survey showed that fewer than 2 per­
cent were even vaguely aware of the scan­
dal. In sharp contrast to the aftermath of the 
auto-service fraud, sales have continued to 
climb steadily since the news broke, rising 
7.1 percent in the second quarter of this year 
at domestic stores. 

Even so, Mr. Martinez resisted any temp-
tation to play down his employees' behavior 
or to stonewall potential adversaries. Sears 
moved quickly this spring to research and 
expose the scope of the transgressions to 
government and private lawyers investigat­
ing or suing, the company. Sears also re­
tained two respected bankruptcy lawyers, 
Prof. Lawrence King of New York Universi­
ty Law School and Rlchardo I . Kilpatrlck, 
who has a private practice in Michigan, to 
review and overhaul the company's collec­
tion practices 

Even though Mr. Martinez did not agree 
with critics that Sears had been systemati­
cally overaggressive In pursuing or threat­
ening creditors, he quickly offered an unex­
pectedly generous settlement plan for po­
tential claims. Tens of thousands ol former­
ly bankrupt consumers were promised not 
Just debt relief and cash repayments with 

. Interest but also f 100 certificates toward 
new Sears merchandise, a»sweetener later 
replaced with a cash bonus. That pre-empt­
ed potentially drawn-out confrontations 
with the Federal Trade Commission, state 
attorneys general and plaintiffs' lawyers. 

.— « c m mtlllon 

I . : - . , . i r : . 

How a ScandaS Came to 
Last Nov. 10, Francis M. Latanowich 
his bankruptcy caa .̂ He had 
but the reatfirmalion agreement 

EXCERPTS FROM' OftE OF SEAflS'S R^mEMA^ON^A^RCjEIWEN 
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How a Scarida? Came to Light 
Las*Nov. 10. Francis M. L a t a n c ^ » « , e . ^ ^ 

but the reaffirmation agreement was illegal because Sears never souyiuou y . . „-,:; . . » ^-^ •-;^'r / i ' : . 

EXCERPTS FROM OUE OF SEARS'S R E A F M R ^ ^ ^ ^ M E I f T S ^ v : :v -V: r ; -^^^* : ! f ^ : : \MV<*y. - ' i ! i : 

• ^ • '•; ha?i,k)een.warned ̂ ^ l ^ ^ ^ ^ y p ^ ' 

' r- '^od or somb- other act Ihat̂ puld.prevent the debt.... : v 

" from being wped wi in b^Kwptcy, . • 

• 1 

.V 

; " . .. • .. •.. V j 
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rls worth of profit 
worth having If It compromises your integri­
ty," Mr. Martinez said. 

Wall Street is taking all this as yet more 
evidence that Mr, Martinez deserves hla 
executive stardom. " I give him an A-plus 
for how he's handled it," said Bernard Sos-
nlck, a retail industry analyst at Genesis 
Merchant Group Securities in New York, 
who has followed Sears since the 1960's. 

But for all the kudos he has won, the crisis 
Is far from over. For while Mr. Martlnex has 
reassured Investors, he and his top manag­
ers have barely begun to assign responsibil­
ity and mete out discipline internally. The 
way that is done could affect the company's 
culture and morale for years to come. 

The questions concern not just who gave 
faulty advice but which employees partici­
pated in illegal activity and which manag­
ers knew about the wrongdoing but failed to 
Intervene —, and fbr that matter, which 
managers should have known but didn't. 

The final answers may not be comfort­
able for some of Sears's most senior execu­
tives, including Michael C. Levin, the chief 
corporate counsel since 1995, and Jane 
Thompson, a highly regarded protege of Mr. 
Martinez who ran the credit operations 
from 1993 until early last year. So far. most 
of the blame seems to have landed on 
Emma G. Scott, a 44-year-old assistant gen­
eral counsel, who had direct legal oversight 
of the collection system. She has been put on 
leave and has retained Joseph Duffy, a 
noted Chicago lawyer, as her private coun­
sel, lawyers involved in the affair say. 

But how central Ms. Scott was to the 
scandal Is very much In doubt She did not 
even Join Sears until 1990, well after many of 
the questionable activities apparently be­
gan. An outgoing woman who appeared In 
many industry forums and Joined the board 
of the American Bankruptcy institute, the 
bankruptcy bar's equivalent of a trade 
group, Ms. Scott Is widely seieh in the bank­
ruptcy bar as an unlikely mastermind. 

"The whole Idea that It was Emma Scott's 
flawed judgment is a Joke,'- said one outside 
lawyer involved in the littgktlon, who spoke 
on the condition of anonymity. And some 
colleagues among the 53 lawyers at Sears 
headquarters also wonder whether Ms. 
Sco«'4mi#tfcefr^ may 
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the company has 

xiiptcy Courts Perform^ 
The main goal of bonkruptcy law Is to 

give debtors a chance to get back on their 
feet, but other considerations guarantee 
that the process will neper be eaSy. The law 
also tries, for Instance, to make sure that V' 
debtors cannotescape their liabilities for y 
assets they pile up through fraud. And (t-is-'' 
intended to take make sure that whatever̂  
wealth the debtor must surrender Is fairly. 
distributed among creditors. . .v,^ />•• 

Debt-ridden consumers can fUe under el-; 

' ther Chapter 7 or Chapter 13 of the )a 
former provides for a com'plete^'*' 
most debts. (One must.stlU pky bi< 
among c^cthi^^/K^krs . j l 

: frtyn reUl}hgfi^ fll*Wrs,'an( 
. certain limits^ tbey viWaro 

:' — must be itia'dê ^ rfirailable.itip;i 
. Under Chapter 13, obligatio. 

v are based on thfe debtor's Income 
: cured debts, like.a mortgage or car 

rescheduled over three to five years 

shifted blame to the law depart mem,'* one 
Sears lawyer said. "Jane Thompson headed 
the business.'". 

Two missing pieces of the puzzle to outsid­
ers are how Ms. Scott viewed Sears's credit-
collection practices' and whether she re­
layed her thoughts to her bosses. She has not 
appeared at any public legal functions since . 
April and could not be reached for com­
ment, despite various attempts. Mr. Duffy 
said he could not comment or even confirm 
that Ms. Scott Is his. client Ms. Thompson, 
who now heads Sears's rapidly expanding 
home repair division, has declined through a 
company spokeswoman to comment on her 
former Job. 

In sorting out individual responsibility. 
Mr. Martinez will also have to confront the 
broader questions all companies face dur­
ing corporate scandals. For instance, did 
Sears's corporate culture and compensation, 
systems seduce loyal, well-intentioned em­
ployees Into unwise or simply Illegal behav­
ior? And if so, what is to be done? 

"It's a very complicated hand to play," 
said David Messick, an ethics professor at 
the Kellogg Graduate School of Manage­
ment at Northwestern, who. uses the way 
that Sears handled the auto-fraud scandal 
as a case study on how not to respond to a 
public-relations crisis. "My guess is thatV 
they are facing the gamut from technical, 
mistakes that did not really hurt anybody td . 
clear ethical abuses In how they treated ' 
some debtors, there is an Important issue of' 
how mudi forgiveness is built into a corpov . 
rate culture. You want to root out Immoral . 
activity because, it's wrong and It's bad fofr 
buislness. On the other hand; you need room, 
for honest errors. It often hinges on making 

...... 

The Retailer's Terms of Settlement 

SEARS'S proposed settlement of class-
, action lawsuits was announced early 
last month. I l covers contracts the 

company made from 1979 to April 1 of this 
year with bankrupt customers to renew 
their debts, but only if such reaffirmation 
agreements were not filed with a bankrupt­
cy court 
. Customers whose reaffirmations Sears, 
Roebuck, filed with bankruptcy courts are 
hot covered, even if the agreements Include 
tahguage that may be illegal 
• Under the settlement, Sears would try to 
'Idetftl^' and repay all customers with UIK 
filed agreements who made payments to It 

group whom the company cannot find in its 
records. But the burden would be on thdse 
customers to produce evidence of their eligi­
bility. " 

In addition, the proposed settiems 
eludes a $25 million/pot, to be dtsfrll 
ambng all those recelVinig restitution, 
participant's share of this bonus wouj 
proportional^ the other restitution. 
Sears ends up paying back a total 
million, each participant would get 
the bonus 'pot tor eveVy M of this,—....... 

.•Wmpfensattori,.;JV-;;;. . ^ ^ t l i l n g s 
' , Sears has also proposed paying a t ^ & j r . ^ . . . 
$40 million to support consumer-«ducatl(»:ft;.--^mh) t lous 

. . -cm 
very subtle judgments about the' state! 
people's minds." • • v-

In the end, Mr. Martinez will have 
choose between unpalatable alternaifv 
Either publicly identify and punish fiftM 
people responsible, and risk the appeareia 
of vindictiveness — and worse, the posisibU 
ty of lawsuits — or take action privately ax 
risk creating suspicions of a whitewash j 

. favoritism. So far, he has said, Sears -ŷ  
keep td its traditional course of keeping f 
disciplinary actions as private as posslby 

SEARS says its leeway to go piibllci 
| constrained not only by its intern 
policies but also by a Departmibti 

Justice Investigation into whether Its del 
collection activities violated criminal; Ia« 
(Its proposed settlement is aimed at satisi 
ing claims that it violated civil laws.) Whi 
Judge Kenner asked a Sears lawyer at 
settlement hearing In June why Sears ey 
began Its illegal activity, shp was told tli 
any public comment: could interfere jiH 
negotiations with the Justice DepaiYmenl 

And on Thursday, Mr. Martinez said tfa 
although Sears had already interview 

- more than UO employees in- its Intern 
investtgatioiy disciplinary actidnawpuld:r 
be taken linfll the Department of-Juisd 
finished itsf^work because the .compa. 
wanted to be sure it had "all the (attsT'̂  

"It's clear/though, that thereare muhij 
indlvldualS'flSat will be effected by this.'.' 
said. "Therets shared respooslbUlty,. 

Mr- Martinez has; had^pliiity of h« 
welghlng.the Issues, Including a corpon 
ethics o.ffice;he established In 1994. There 
also a monQrly policy committee, e^ti 
lished in ..)995; with members from .sve 
buslneiss uni^cludinlg the law depart 
that reviews }Jhe ethical Implications , 
Sean'fS ttoliSSMjand procedures. Mr. Mat 
nei Is'alw^ai'rmah «jf a quarterly buslrvt 
practii^N5peeting.: 
• •. W i w ^ - ^ y tomms for Identifying" m 
- conduc '̂.th^obvlous question is why j 
debt<pUection abuses festered undetect 
'pt i l^: 'yi^;To,be sure, Mr. Martin^b 
so much to fix Trtien he took over Sears if 
he may-weif hslve bad neither the time it 

1 A the incentive to probe deeply into the sr§ 
Z ^ h P m & W : ^ oPPc^ to be a JeweL-T 
ai yf: avetage'balanc^ of the company's 38 rAOU 
je: • * credit customers topped $800, roughly ifliJ 

^ : • i?»Ple th« of rivals like J.C. Peimey,: a 

o^yweetbettoaftera 
m . / t , ,Manlnez gavAhe job of running the c?e 

former McKinsw t, rAmna 
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)ts. (One must still pay back taxes, 
•tber things.) It bars the debtor . 
Ilihg for six years, and assets oyer 
imits^- tijey vary:among the stated; 
be made available to ctedltorSi'' 
r Chapter 13, obligations to creditors 
id oh the debtor's income level. Se-.. 
ibts, like a mortgage or car loan, are 
iuled over three to five years, there 

rAA oua ^aj g^S LAFOLLETTE 
.., e limit MfrefllliiCg. ' . ... . 

y ̂ early two-thirds of bankAipt cohsuijiers 
use Chapter 7. The law requires them to list 
thejr debts and what they plan to do about r 
theip. Consumers w'ho owe money for items 
purchased on credit can redeem them — 
that, is, buy them outright at their current 
market value. They can also surrender 
them and be rid of the debt Or they can re­
affirm the debt, agreeing to bellable for 
payments as if they had neyer filed for 

SI_NYK _ 
.. •''•<5urt|î ^ 
ma^Mffpr'ifisets;Jikecafs.̂ thatcaiibe 
cruciâ l̂o holding a Job. But judges arc siip. 
posed to review reaffirmation agreements 
to mttkê sure the debtors can afford them 
and Aat tney were'accurate'ly.infor/ned 
ab<|ut their pptjon̂ . If the'debtor has a law-: 
yet,- the Judge may decide simply by looking 
at.ftffidavlt?. It the debtor has polegal'help. 
the law requires a hearing.. , . 

©010 

Jbtle Judgments about the state tof 
s minds." 
ic end, Mr. Martinez will have to 
between unpalatable alternatlvta:.. 
publicly Identify and punish all the 
responsible, and risk the appearance 
IctNeness — and worse, the posisibUU 
wsuits — or take action privately and 
eating suspicions of a whitewash or 
Ism. So far. he has said, Sears will 
) its traditional course of keeping all 
Inary actions as private as possible. 

-LARS says its leeway to go public is 
constrained not only by its internal 
policies but also by a Department of 
e investigation into whether its debt-
don activities violated criminal laws.' 
•ojwsed settlement is aimed at satisfy, 
iltns that it violated civil laws.) When 
Kenner asked a Sears lawyer at a 

ment hearing In June why Sears ever 
i Its Illegal activity, she was told that 
lubllc comment could interfere with 
latlons with the Justice Department. 
1 on Thursday, Mr. Martinez said that 
jgh Sears had already Interviewed 
v\than 110 employees in its internal 
tigatlan, disciplinary actions would nbt; 
ken until the Department of JiBtice 
ied- its work because the company, 
ed to.be sure it had "all the facts';"'< 
•s clear, though, that there are multiple 
(duals that will be affected by this." he 
"There's shared responsibility. „ 
y-Martinez has had plenty of help 
King the Issues, including a cdrporate 
a office he established in 1994. There-is 

monthly policy committee, estab-
d .in 1995 with members from.i^very . 
.1699 unit. Including the law department, 
Vfevtews the ethical Implications -of 
^Yi {policies and procedures. M£ Marti-
^^iatxehairman of a quarterly business 
jfcefjjneeting. : 
liS-Soiriany forums for Identifying' mis-, 
luct^the'obvious question is why the 
xpllectlon abuses festered undetected 
iihliyear. To be sure, Mr. Martinez had 
luch to'flx when he took over Sears that 
nay.well'have had neither the tlmq nor 
inoentive to probe deeply into the credit 

" "isibat appeared to be a Jewel The 
^^^Jaihee of the company's 38 rtfllion 
dlt customers topped $800, roughly1 qiiad-
le that .of rivals like J.c. Penney, and 
ogb bad debt writeoffs ran to hundreds 
rnlOlons'pf^dollars annually, the opera-
I'slproflttjirete far higher. 
rhlngs seemed only to get better.af ter Mr. 
jtinez gavgi™6 Joh of ninnlng the predlt 

««»Ms. -njompsoh;.!!! 
^Tr .MeKlnsey ft Com'pahy-
[^ad joined Sears! as Vice 

.umlng in 1988 and.had.bg-
i^Martinei's inner circle tt 

.biliouŝ  

isWeny . 

lowering-1 credit standard̂ , adding more 
than 17 million new customers by the end of 
1995 and bolstering the credit group's net 
Income by 45 percent, to an estimaied $593 
million, according to Edward Weller, a re- _ 
tail industry analyst at Robertson Stephens 
& Company. And that strong performance 
continued under Steven Goldstein, a former 
American Express Company executive re­
cruited to succeed Ms. Thompson after she 
mpfved to head Sears's new home-repair 
division early last year. 

The company's credit operations were sb 
huge that Sears could afford to pay much 
closer attention than other retailers to the 
small but growing percentage of consumers 
who were going bankrupt each year. Unlike 
any other retailer, Sears routinely appeared 
in virtually every bankruptcy affecting it. 
Typically, it sought to negotiate new credit 
agreements, known as reaffirmations, so 
that debtors .would continue to hold active 
Sears accounts and make payments for 
goods bought prior to bankruptcy — Includ­
ing accumulated interest and late-payment 
penalties. 

Without such an agreement Sears's only 
recourse for nonpayment would be to go to 
court to try to repossess the goods — and 

. even that is. allowed, only for appliances' tuidV 
other substantial items In which retailers 
are allowed to retain a "secured" interest 

.. when they sell them on credit With reaffir-
matloh, a debtor becomes perldnafly liable 
just as if he had never been through bank-
: mptcy, and Sears or any other creditor with 
such a contract Can go after other sources of 
wealth, like wages.-rtftget payment-.a-̂ ?;--.' 

In retrospectr Sears's'reaffirmation rate 
of nearly 40 percent — far higher than that 
of any other .large retail credit ijguer — 
should'have haA senior officials' .at, head-
quarters. on edgtyf It had raised eyebrows 
elsewhere in the credit industry, where crit­
icism had been groWlng about reaffirmation 
practices from iudges and binkniptcy .law­
yers on both sides of the fence. . 

"Sears always beat its ch&st about being 
the leader in reaffirmation," said William 
Weinstein, a Seattle'lawyer who''said Ihe' 
feared that a few1 "bad actors" would rob 
other creditors of the reamrriuatlon tool 
RfeaflIrmalloA critics have attacked not just • 
the aggressive .pursuit of debtors but 

tions rather than Û ltê bonf rontations that 
would 
. Sears' 

Massachusetts 
C' Billmah of, BM^p^Court 
ruled that jthe reaffl^a'tlori- lettv -Seiii* 
wus using lpclud '̂lHeg !̂thre^e|tlng;laji-
guage Sfars ;c6hfyi^;Uvii9ev 

vllle living dn X monthly Social ' Security 
check of $518, complained to Judge Kenner 
In a hand-scrawled note that his payments 
to Stars to keep hia television and car 
battpry were making it Impossible for him 
to feed his children. 

THE subsequent debt-collection scandal 
at Sears; the nation's largest retail 
credit card issuer, immediately fo­

cused attention on the. credit practices of 
other retailers. Two. May Department 

/Stores.and Montgomery Ward, have recent­
ly been hit with class action lawsuits over 
their reaffirmation practices. 

Federated Department Stores, realizing 
that it, too. had a problem, mounted a pre­
emptive strike. "Immediately after hearing 
about Sears, we investigated our practices." 
said Carol Sanger, a Federated spokeswom­
an. It discovered that 17 percent of the 17,000 
reaffirmations collected since 1990 had not 
been filed with courts, she said, so It devised 
a plan to send refunds totaling $4.3 million to 
the 3,000 people affected, "The checks are 
going out this month," Ms. Sanger said.-

There Is also likely to be fallout this fall in 
Washington when Congress is scheduled to 

. consider possible amendments to the bank­
ruptcy law. This harder side of Sears has 
become Exhibit A.for.critics who.say It is 
too easy for creditors io bully debtors — 
especially those without legal help — into 
giving up their right to a fresh start 

Leading credit-card issuers like Visa In­
ternational and lawyers who work with 
them "respond ihar Sears 13 an aberration. • 
TtoeyvSay current bankruptcy, law .already 

•• rtiakfcs It tod -. eaiyWWr, Sbmê Ll ;milliion 5 
Americans a year to declare bankruptcy.:? 
fraud Is on the rise, ihey contend, and any? 
new curbs on their ability to bargain with i 
debtors W$ild only ihake things worse; 

Lawyers involved in *he Sears case ss 
' the''vfblafaons varied 'bnfaregibii. the — 
nttgrant 4- falling <to fUeraffirmat(on _ 
ments for court review ~- appear to have 
become most common in areas like MassaJ 
chusetts, California and other states wherei 

^b'ahim^tcj/^aii^'^M-'^dMe-vieal about" 

Se abuse of reaffirmation agreements as " 
ire likely to thrtrty out a hlgh proportion i 

.;ihd^.btMghttb°me^>'^ . .<•<»••• 
1 J^'/But fere's nb plaĉ  where every, agn 
': '̂ Ttim'&ot'filed or-noitei got/fied.':;s5la Jo 

-t 'Rjjj&jyt a Massadj.uietts l̂a^er who,is re 
•. tWentiilg ^ constitnen) :Vin/:saasŝ aetloi 
^ r 'Bgjtfnst Sears and other ret&llere. 

* ~^ , ««ss items 'Skk. traafiiTC n̂a'jSSt i 
-jfe wtOlpmfiht, even.,th<n^Huk 

, r-—, . r - -w recbvfetlng :and re-seljlhfeteuch .Itert 
howwer, totsttp^fTuHgil^^^'jktttt:-- • - was. not worth lhe;cost If Is Illegal fori 

,TI<I„,_ , _ J wî  ^iin.onoc in nosttm. •" creditor w-mike threats it has no ihtentfi 
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alitofnî Mtomey General's 
igeles;who has-been Involvwj 
settleipeni,''VlrMalfy every 
id to (elt terrlbie about being": 
md a moral obligation to pay 
J. Sea^copited on that" 
:ffH,r: :Mahlne» -said Sears 
.'.tp;.i)r«s for reaffirmatioq 
jpijeli 4s Is legally possible: 
ld--fashibiied view,." he ŝ id. 
t̂ y.tor what; they take." 
it of Sears's profits from the 
ations may never be known: 
ojd industry .analysts when 

news of the scandal becaine public that It 
expected that 35 percent tô O percent of all 
reaffirmations it received were flawed. Bui 
Jusf -reccnstructtng the paper Hail Is ex­
pected to cost the company N|10 mlUion; 
'according Jo court documents." / 

A key qiiestinn bihbw muih tainted mdii-
ey «ears: actually received frpm debtors : 

who signed . the .hUndreas of. thoiisaijds :of .. 
: agreements . 'it̂ ^nttifal/.imo. siiic^ I9fl5-'C 
Sears'3 initial and oftiy-public esbmate was 

. that . If had collected no njore •ihao'-IIft}. 
million of the *4p<J million covered by about 
500.000 reaffirmations from 1892 fo I9B7 

It made oo estimate of the years before 
1992 because of the ̂ difficulty of" sifting 
through several generatioAs oftecor<i*eepr 

.;ing tediiiolpgy, each less automated7 than 
,• the system that replaced it Antf Sears has 

reduced thejiumber of Credlt-coiitrol offices ' 
'to S.tCKlay.froniSl•Ih'JBfe.Wpait'df iferast; ; 

ctitUng . effprts,; iurther • s e e f S ^ g : : ; 
l^TtfjiaflX.-'^, '.••'.;".v:V.'-: ^Si^'^Qstr 

; v^^iWsll^tht; 
•^ly*t,:g««sera!at:*e"ffiv^b;wi]^owU-a['^ 
• Searsjgeiierated at>twt$5& njllll6h in wet^ 1 

profits annualî jri rtcehtyiE^irohi Ulegal 
. re^firmatlpni^t tra^lates:thto^ 

. JtpqXyear of net inc6me,.or. a ]uttIe:6\/er,a ̂  
peircej»t of.̂ heJL.3 bjilloi that^^eara-p^d 

: A h f t ^ W e l l ^ a i ^ ^ ^ ' r e a ^ ^ a ^ ^ 
had sltnpty foIl(«ped-^e rules, it prtibiblr 
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of f when a family member i s gravely i l l . Most sons want to ensure that t h e i r 
e l d e r l y parents have health care coverage. 

Instead of the "feminization of p o l i t i c s , " I prefer to think of t h i s 
phenomenon as the "humanization of p o l i t i c s . " What we have seen being played out 
i n the p o l i t i c a l arena i s how people's personal concerns can become p o l i t i c a l i f 
they use t h e i r voices - and t h e i r votes - to define them. 

The gender gap we hear so much about i s simply a measure of how women, who 
are experts on the hazards and v i c i s s i t u d e s of l i f e , vote t h e i r s e l f - i n t e r e s t 
and t h e i r values. In so doing, they d e l i v e r a clear message that the issues 
they care about deserve to be on the f r o n t burner of national p o l i t i c s . 

While p o l i t i c a l s c i e n t i s t s often discuss r e a l p o l i t i k , the balance of power 
among nations, working mothers are saying that national p o l i t i c s must also be 
about r e a l - l i f e p o l i t i k - about how we l i v e and work together and how we achieve 
balance i n our l i v e s . 

Regardless of our p o l i t i c a l a f f i l i a t i o n or where we stand on any p a r t i c u l a r 
issue, or even where we come down on the larger question of how we a t t a i n a 
balance of power i n our own l i v e s , we must acknowledge that much i s at stake f o r 
women c o l l e c t i v e l y i n t h i s debate. 

W i l l public and p r i v a t e i n s t i t u t i o n s help empower women with the tools they 
need to expand t h e i r choices and take r e s p o n s i b i l i t y f o r t h e i r lives? And by 
that, I mean, w i l l businesses i n i t i a t e p o l i c i e s that make work more 
fa m i l y - f r i e n d l y ? W i l l employers value women by paying them equal pay f o r equal 
work? 

W i l l i n d i v i d u a l women be respected f o r the choices they make about family, 
work and personal growth - and w i l l they be able to make those choices free of 
the burden of other people's and society's expectations? W i l l we stop 
pigeonholing women and invoking stereotypes that l i m i t t h e i r p o t e n t i a l ? W i l l we 
admit that there i s no formula f o r being a successful or f u l f i l l e d woman i n 
today's society - that one can choose f u l l - t i m e motherhood and homemaking or be 
committed to work outside the home without marriage or children or, l i k e most of 
us today, balance work and family r e s p o n s i b i l i t i e s ? 

Whether they are CEOs or minimum-wage workers, most women are doing 
everything they can to do r i g h t by t h e i r f a m i l i e s and t h e i r jobs. Now i t ' s time 
fo r society to l e t them know that t h e i r choices are supported and respected. 

A new co n t r i b u t o r j o i n s The Washington Times t h i s morning. H i l l a r y Rodham 
Clinton's syndicated column w i l l appear as part of "Culture, et cetera" on Page 
2 every Thursday. 

She writes of the domestic d e t a i l s and l i f e at the White House, larded with 
her opinions and views on p o l i t i c s and the passing parade of current events. 
The column, "Talking I t Over, " i s modeled on the i n f o r m a l i t y of Eleanor 
Roosevelt's "My Day," which appeared i n hundreds of newspapers i n an e a r l i e r 
era. 
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" 'Culture, et cetera' i s meant to provide news and opinion at the 
in t e r s e c t i o n of p o l i t i c s and c u l t u r e , " says Wesley Pruden, e d i t o r - i n - c h i e f of 
The Times, "and Mrs. Clinton's column w i l l provide i n s i g h t s on the view of that 
i n t e r s e c t i o n from the White House. 

"Our e f f o r t s to provide as much information as we can about as much of the 
nation's p o l i t i c s and cul t u r e as we can, taken from as many sources as we can 
fi n d , has made The Times as necessary as the f i r s t cup of coffee every morning 
i n the nation's c a p i t a l , and we're delighted that Mrs. Clinton has become a 
contributor to the growing newspaper i n town." 

LANGUAGE: ENGLISH 
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BODY: 

I always enjoy meeting other working mothers because I love to share s t o r i e s 
about r a i s i n g c h i l d r e n while holding down jobs. 

So I was delighted t o host a luncheon at the White House t h i s week honoring 
women who have successfully combined work and family l i f e . 

Some of our nation's most accomplished working women were there, including 
Deputy Attorney General Jamie Gorelick (who had to leave early to attend her 
daughter's b a l l e t r e c i t a l ) ; Pat Summitt, head coach of the University of 
Tennessee Lady Volunteers basketball team; J i l l Barad, the CEO of Mattel Inc.; 
Elaine Pagels, a renowned scholar and professor at Princeton University; and 
other leading women from the f i e l d s of law, entertainment, journalism, business 
and p o l i t i c s . 

Also on hand were some working mothers whose names you wouldn't know. They 
aren't famous or well-to-do. And they aren't i n positions of national 
influence. They represent the vast majority of women i n America, who struggle 
every day to f u l f i l l t h e i r obligations at home and on the job, often with meager 
resources and l i t t l e help. I f e l t that women l i k e Tina Garcia deserved to be 
honored, too. 

Tina grew up on welfare and was a single mother f o r eight years. She 
couldn't a f f o r d c h i l d care, so she improvised by working during school hours or 
bringing her c h i l d r e n to work. She also shared duties with another single 
mother, who didn't dr i v e . Tina would run errands and do grocery shopping i n 
exchange f o r b a b y - s i t t i n g . Today, t h i s mother of four runs a t h r i v i n g r e a l 
estate company i n V i r g i n i a . 

In recent years, women such as Tina Garcia have become a d r i v i n g force i n 
our country - p o l i t i c a l l y , s o c i a l l y and economically. That's because t h e i r 
concerns - f i n d i n g affordable c h i l d care, spending more time with t h e i r 
children, being valued at work, being compensated f a i r l y and having f l e x i b l e 
leave time f o r family emergencies - are r e a l - l i f e issues confronting tens of 
m i l l i o n s of working mothers across our country. 

You may remember that many of these were summed up during the p r e s i d e n t i a l 
campaign as the "feminization of p o l i t i c s . " I think that's an unfortunate term. 
Af t e r a l l , most fathers worry about whether t h e i r children are i n safe, 
dependable and affordable c h i l d care. Most men want to be able to take time 
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The Senate and House are considering l e g i s l a t i o n to reform bankruptcy laws. 

The c r e d i t industry has lobbied aggressively f o r t h i s l e g i s l a t i o n , complaining 
that i t i s d i f f i c u l t t o c o l l e c t from people hiding behind bankruptcy f i l i n g s . 

But i t i s important t o recognize the unintended consequences of the changes 
the industry wants -- s p e c i f i c a l l y , t h e i r devastating impact on the tens of 
thousands of women who tur n to bankruptcy courts to c o l l e c t alimony and c h i l d 
support from former husbands who have sought bankruptcy p r o t e c t i o n . 

In 1903, Congress declared that c h i l d support and other m a r i t a l o b l i g a t i o n s 
were "nondischargeable debts" -- meaning that no one who declares bankruptcy can 
escape l i a b i l i t y f o r these ob l i g a t i o n s . Like taxes and student loans, these 
debts must be repaid i n f u l l both during and a f t e r a bankruptcy. Congress quite 
properly declared that c h i l d support and alimony were a p r i o r i t y and must be 
paid f i r s t and i n f u l l . 

But some proposals before Congress would add to the l i s t of nondischargeable 
debts. Credit card debt p i l e d up i n the 90 days before a bankruptcy f i l i n g or 
incurred when the person d i d not have "a reasonable expectation or a b i l i t y t o 
repay" would be included. 

This means that even i f a debtor declared bankruptcy, c r e d i t card b i l l s , w i t h 
t h e i r compounded i n t e r e s t , penalties and c o l l e c t i o n fees, would survive forever, 
and have j u s t as much p r i o r i t y as c h i l d support payments. 

This could be devastating to children. A system i n which almost everyone must 
be paid could very w e l l mean that no one i s paid -- or, more l i k e l y , that only 
the most aggressive and powerful c r e d i t o r s are. 

Last year, some 300,000 bankruptcy cases involved c h i l d support, alimony or 
another form of family maintenance. In about h a l f of the cases, women were 
cre d i t o r s t r y i n g to c o l l e c t court-ordered support from t h e i r former spouses. 
Without such recourse, some fam i l i e s would have to t u r n to public assistance. 

A l l c r e d i t o r s are v i c t i m i z e d by fraudulent debtors. But bankruptcy law 
already gives c r e d i t o r s e f f e c t i v e tools to root out such abuses. Modest changes 
to the bankruptcy laws, l i k e authorizing routine audits of debtors' p e t i t i o n s , 
would give c r e d i t o r s even bet t e r p r o t e c t i o n . But one thing should not change: 
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when i t comes to paying o f f debt, women and children should come f i r s t . 
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Record Type: Record 

To: Christine N. Macy/WHO/EOP 

cc: Sally Katzen/OPD/EOP, Jake Siewert/OPD/EOP, Melissa G. Green/OPD/EOP 
Subject: Bankruptcy 

Attached is the draft letter FYI. bankrupt.a30 
The two paragraphs that might change are Principle #1 and the last paragraph. However, other 
parts of the letter are new. For example, we haven't yet said we're open to "responsible consumer 
bankruptcy reform." So, to ensure that the news produced is on the child support issue that she 
is targeting, I would suggest that the First Lady say something like: 

Congress is currently considering various proposals to change our consumer bankruptcy 
laws. While it is a bit early to comment on these proposals, we are sure today that the 
Administration will not support any proposal that impairs the ability of bankrupt debtors 
to meet their child support and alimony obligations. Today, the bankruptcy system 
protects the payment of child support or alimony, Proposals that could put some credit 
card bills on an equal footing with child support or alimony are wrongheaded. 



Pentagon asks Gulf cuts for morale, cost 
By Rowan Scarborough. 
THE WASHINGTON TIMES 

The Pentagon wants to signifi­
cantly reduce ground and air 
forces in the Persian Gulf by mid­
summer and will submit options 
later this month to President Clin­
ton, senior military officers said 
yesterday. 

With Gulf tensions receding, 
one officer said the Defense De­
partment may ask to shrink force 
levels from the 38,000 troops to 
20,000 and one aircraft carrier — 
the Gulf deployment before Sad­
dam Hussein began defying Unit­
ed Nations inspectors seven 
months ago. 

Meanwhile, six senators yester­
day put pressure on the White 
Mouse to scale back, saying the in­
creased deployment was draining 
defense dollars and morale. 

"Clearly, I think ifs time for us 
to reduce the deployment in the 
Persian Gulf and get it down to the 
point where people do not have to 
go back," said Sen. l t d Stevens, 
Alaska Republican and chairman 
of the Senate Appropriations sub­
committee on defense. " I think this 
repeated deployment to the same 
locale under the same conditions 
— they cannot go off the bases, 
there's no towns for them to visit. 
. . They really are very confined. 
And that's leading to a long-term 
loss of morale." 

Sen. Kay Bailey Hutchison, 
Tfexas Republican and a member of 
the Senate Armed Services Com-
mittee, said: " I would describe the 
morale in the desert as adequate. 
There are very severe problems in 
that regard, and there's no ques­
tion we're going to have to go 
through some kind of a deploy­
ment reduction here back to the 

Sen. Ted Stevens 

precrisis levels." 
One of two carriers in the Gulf, 

the USS Independence, is due to 
leave the region at month's end. 
Defense Secretary William S. Co­
hen on T\iesdiiy ordered a possible 
replacement carrier, the USS 
Dwight D. Eisenhower, to depart 
the United States on June 10, as 
planned. The scheduling raises the 
prospect of leaving one carrier in 
the region as the first stage of a 
troop downturn. 

At the White House, Mr. Clinton 
told reporters, "Secretary Cohen 
has not recommended a final de­
cision to me on this, and I have 
certainly not made one, and we've 
done our best to keep all of our 
options open " 

On the morale issue, the pres­
ident said, "One of the things I rec­
ognize is that as we ask more and 

Sen. Kay Bailey Hutchison 

more and more of our men and 
women in uniform, and they have 
longer deployments, we're going to 
have to work harder to make sure 
they get adequate support." 

A senior military officer said 
planners want a new Iraq policy 
that doesn't involve the costly, 
morale-draining deployment of 
troops everytime Saddam acts up. 

With Saddam less bellicose in 
recent months, the administration 
has sent signals it was considering 
a drawdown. 

The administration's dilemma is 
cost vs. iron-fisted diplomacy. 

The buildup is projected to re­
quire $1.3 billion this year in extra 
defense spending. But withdraw­
ing forces could wrongly signal 
Saddam that he again is free to 
defy UN. weapons inspectors. 

"We've got to get out of the mode 

that allows him to dictate what we 
do," said ;> senior military officer! 
"We're yoing to make it absolutely 
clear we're not going to react to his' 
every whiin." 

The administration is discuss-! 
ing the option of coupling a with-; 
drawal to precrisis levels witH 
heightened U.S. warnings that de-; 
fiance of U N. weapons inspections 
would bring military strikes. 

Another consideration is the 
weather: The region's intense sum-: 
mer heat is an unhospitable envi­
ronment for soldiers housed in 
tents in Kuwait. 

"Most of our troops stationed in 
Kuwait and Saudi Arabia are in 
tents," a military spokesman said. 

John Hillen, a former Army of­
ficer and analyst at the Council on 
Foreign Relations, said the admin­
istration is mistaken if it believes it 
can influence Saddam's behavior , 
without robust military forces. 

"It will be difficult to deter Sad­
dam on the cheap. I don't know 
what model they're going to use," 
Mr. Hillen said. "There's no free 
lunch. You have to be excessively 
creative to not wear out our forces 
by keeping them in the Persian 
Gulf, but at the same time to keep 
enough there to deter Saddam." 

A senior officer at the Pentagon 
said the United States "lost the 
propaganda war" in the latest cri­
sis with Saddam. Fewer nations 
now back continued economic 
sanctions as a lever to force Iraq to 
reveal its prohibited weapons of 
mass destruction. 

"Saddam seems to gauge our 
threshold for tolerance, and he op̂ -
erates underneath that threshold,'' 
Mr. Hillen said. "He operates at 
just under the threshold where we 
would knock the crap out of him." 



Bankruptcy shouldn't let 
parents off the hook 
Over the past weeks, I've 

learned about proposed 
bankruptcy-reform leg­
islation in the House of 

Representatives that could under­
mine the ability of some parents 
to collect child support. I have no 
quarrel with responsible bank­
ruptcy reform, but I do quarrel 
with aspects of the bill that would 
force single parents to compete 
for their child support payments 
wirh hie banks Trying rn cnllect 
credit card debt Tlie welfare oi 
pur children must come first. 

Let me tell you about a hypo­
thetical family: Jan and Simon 
have three children, ages 1, 3 and 
5. Simon is the manager of a 
small shoe store with an annual 
salary of $33,000. Jan is a full-
time homemaker. 

Sadly, they divorce, and Simon 
agrees to pay child support. Un­
fortunately, within a year, he's in­
volved in a serious car accident 
and loses his job. Jan, struggling 
to raise their three children, stops 
receiving child support checks. 
Unable to find work, and behind 
on his bills, Simon files for bank­
ruptcy protection. Jan is just one 
of his creditors. 

Under current bankruptcy law, 
Simon is obligated to pay his 
taxes, his student loans and his 
child support and alimony. But 
under the legislation being con­
sidered by the House, certain of 
his credit card debts would also 
be mandatory. In Simon's case, as 
parties vie in the fierce competi­
tion for limited funds, child sup­
port payments and credit card 
obligations would be pitted 
against each other. 

Unfortunately, Jan and Simon's 
story is all too common. This year 
alone, 1.4 million families will file 
for protection from unmanage­
able consumer debt under our 
bankruptcy laws. This represents 
an increase of about 400 percent 
since 1980. While some reform is 
in order, any accompanying 
threat to child support and ali­
mony payments is not. 

This administration has 
worked too long and too hard to 
improve child support collection 
to see it now threatened. The 
president has cracked down on 
nonpaying parents and strength­
ened enforcement. Since 1992, 
collections are up 68 percent. 

Today, families that file under 
Chapter 7 are relieved of certain 
debts, but as in Simon's case, they 
must still repay others, including 
taxes, educational loans and fam­
ily and child support obligations. 
Many also try to continue making 
home mortgage and car pay­
ments. They leave court relieved 
of some debt but certainly not 

debt-free. 
The aspects of the House bill 

that concern me would elevate 
certain types of credit card debt 
to the same high priority as taxes, 
school loans and family support. 
The challenge for Congress is to 
pass a law that is balanced and 
fair to both the creditor and the 
debtor — protecting families and 
children while reducing abuse of 
the bankruptcy laws. 

The challenge for our economy 
is to preserve access co credit 
while making sure that eligible 
consumers are educated, respon­
sible and protected from unscru­
pulous practices. It wasn't too 
long ago that large segments of 
our society were denied credit. At 
the time, it was important to pro­
vide people with this valuable 
economic tool, but now, as we all 
know, credit is readily available. 

How many times in the past 
few months has your phone rung 
during dinner? You excuse your­
self, leave the table and pick up 
the receiver, only to be greeted by 
a cheery voice on the other end of 
the line.happily offering you a 
"pre-approved credit card." Or 
how many times have you seen or 
heard advertisements encourag­
ing people with bad credit to bor­
row more? 

For many people in financial 
straits — for whatever reason — 
such offers may sound too good to 
be true. Unfortunately, down the 
line, too many people find they 
didn't comprehend how much 
they would owe and don't have 
the means to repay the additional 
debt. 

The average bankruptcy filer 
in this country earns less than 
$18,000 a year after taxes. And, 
now, credit card companies even 
target college and high school 
students. 

Most people use their credit 
cards responsibly and pay their 
bills reliably. But, for many 
Americans — like Jan and Simon 
— the difference between fiscal 
security and financial ruin is just 
one calamity away. A divorce, a 
lost job, an accident or a child's 
illness can rob a family of its fi­
nancial security and eventually 
lead to bankruptcy court. 

As members of Congress grap­
ple with bankruptcy reform, they 
must deal with the problems that 
face both creditors and debtors. 
But one issue is clear. Any effort 
to reform the bankruptcy system 
must protect the obligations of 
parents to support their children. 
• lb find out more about Hillary 
Rodham Clinton and read her 
past columns, visit the Creators 
Syndicate World Wide Web page 
(www. creators, com). 
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