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The Easy Marriage 
Of Banking and Politics 

McDougal assigned the eager 
college student to drive Fulbright 
on a campaign swing. Clinton let the 
car air conditioner overflow and 

In Arbnsas, banking and politics then left the vehicle in a hotel tow 
are as cloeely intertwined as in any l zone. When Fulbright was called 
state. While large banks came to out of the shower to move it, he 
dominate the financial life elae- found his driver, Clinton, in heated 
where, laws here have preserved debate with a local Democratic pol. 
the independence-and political McDougal and Clinton shared 
inf)uence--« the country banker• co1M1on roots, both coming from 

With strong ties to both political families of modest 111W1S in small 
parties, bankers in ~Y Arkansas Arkansas towns. They reveled in 
counties serve as an info~l net• storytelling, loved politics and idol-
v.•ork for campaign fund-rllSll'lg and . ized the centlll')''s two great, flesh• 
organization. I pressing Democrats: Clinton was 

~ • fascinated by Lyndon B. Johnson's 
ID the lllte's tiny, insular towns, j powers of persuasion; McDougal 

the loc:al bank's "coffee room" is a could recite Franklin D. Roosevelt's 
vital 90Cial center as well as a place "Fireside Chats" in a flawless Hyde 
to haggle over loans. When the po- Park 100e11t and IIIIIOlted cigarettes 
litical le350II rolls in, borrowers are · 
ft · vrt· eel t fund. •sers 111• • from a holder, cocked FDR-style, at o en m o rai up- 45-de ee angle 

port of the bankers' favored candi· ' 
1 

Both 11:;nged to ·be players. While 
da~ . \ Clinton was electable, becoming at• 

A banker JS a ~peeled man tomey general in 1976 at age 30, 
around ,the aquare,, ~te . Sen. McDougal, gangling and intellectual, 
\'!,D. ~ Moo_re St;id man mt~- seemed destined for a career as ad-
view ~unng Clinton s presa~tial 'Viser. In his only race, he was 
campaign last year. "He ~ influ- trounced in a 1982 nm for Congress, 
ence employees, he can influenoe cjefeated by Rep. John Paul Hammer• 
people to whom he, has loaned schmidt (R), who had narrowly beat 
money. • • • He says, The bank as Clinton eight years earlier. 
going to aupport John !ones, we McDougal found politics and fi. 
urge you . to support him .•• • ~ nanoe an easy marriage early in his 
you're gomg to . borrow money m career, speculating in raw land with 
~ near future, rt would be a good Fulbright in the 1970s. In 1978, 
idea to come to the fish fry and just before Clinton won his first 
bring a chedt.' • . term as governor, McDougal in-

Many of the same banke~. 111 vited the Clintons to invest in 
tum, enjoy a built •in lobby on legis- Whitewater Estates and they 
lative isaues and get appointed to the formed a amaD development com• 
state boards and commissions that pany. Soon, McDougal joined the 
oversee economic development. newly elected governor as an eco-

ln this two-way relationship, banks oomic development adviser. 
in the 1980s ottea granted politicians McDougal'• first foray into bank· 
unsecured loans, according to Marlin ing came in 1980 when he bought 
D. Jackson, a banking commissioner the tiny Bank of Kingston. Two 
under Clinton. "Just a slight accom. years later, McDougal bought Mad-
modation for people of prominence in ison, launching the ma•and•pa thrift 
state government," he said. "The on a path to exponential growth 
notion is you aomehow ingratiate that turned the would-be politician 
yourself slightly by doing this.• into a financial player with a ready 

When Clinton and McDougal mechanism for financing specula• 
were fmancing their 1978 purchue tive real estate deals. 
of a 230-acre tract o{ land in the ' A big break came in September 
<harks, for example, the $20,000 1983, when McDougal received the 
down paY111eat came from an wise- permission of state regulators to 
cured loan at a Little Rock bank open a Madison branch here in the 
whose board of directors included state's center of politics and money. 
Clinton's top campaign finance of. He located Madison on the 
ficial that year, Walter A. DeRoeclt. fringes ,of downtown Little ,Rock, 

Further financing of what became renovatmg a laundry plant an the 
known as Whitewater Estates came rundown Quapaw Quarters and 
from banks owned by Maurice Smith, ~ting it ~rOO!I· Offering the 
a mentor and major fund-raiser highelit depositor mterest rates an 
whom Clinton later appointed chief town, he worked through brokers 
of the governor's staff, and by Jack• around the country and began draw-
son. . 1Dg depo51ts by the tens of millions. 

Que$tions were raised during the 
1992 presidential campaign about 
Clinton's business dealings with 
McDougal, an official of a company 
•. ,.,.,,. ,,.,,1 hv •'-~ 5"te, Clinton said 
uierc: -Was no impropriety." His 
campaign commissioned a report 
that found no wrongdoing. 

Aides to Fulbright 
Force I Friendship 

The McDoupl-Clinton friendship 
dates to 1968 when Clinton showed 
up here to volunteer for Fulbright, 
then the influential chairman of the 
Senate Foreign Relations Commit• 
tee. McDougal, who ran Fulbright's 
Little Rock office. played a protec­
tive big brother to Clinton, who was 
six yean )'OUllger. 

To regulators, he talked of plans 
for Saturday hours, a quicker pro­
cess for opening accounts and neigh• 
borhood rehabilitation loans. But in 
the view of friends, the thrift gave 
McDougal a way to wield influence. 

"He didn't aeem consumed with 
money for the sake of riches," said 
Steve Cuffman, a Little Rock law• 
yer who became Madison's chair­
man after McDougal stepped down 
in 1986. "It was more that he 
wanted to see how much he could 
make to prove who he was.• 

I 'Imprudent Loans' 
Raised Concerns 

I Within Clinton's cabinet, McDou­
gal's banking practices soon raised 
concerns. In the fall of 1983. bank• 
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From Clinton Circle 
To Target of Probe 

revenue office in one of the S&L'a 
buildings. And he prtsl!Uffll a state 
official into droppina a complaint 
about one of Madiaon 'a projects, an 
informed IOUJ'Ce said. McDougal 
had braued that while the official 
mlaht be reporting to the attorney 
seneraJ, "I'll be sittina in the aov· 
emor's office.• 

In detailed report,, federal bani< 

McDougal Mixed Politics, Banking, Risk examiners outlined a teries of bank· 
I ing activitiea that they said ran 
1 afoul of state replations. They 

By Micbeel Weillkopf 
and Howard Schneider l\ ............... - ,, 

UTILE ROCK. Atk.-Not 
long after Bill Clinton reclaimed 
the govemonhip in 1983, his 
old friend Jim McDoupl lancled 
on the fast track of finance, 
McDougal's Madison Guaranty 
Savings and Loan opened a 
branch office in Little Rock, 
transforming the rural East Ar· 
lwlsas thrift into a player on the 
center stage of state commerce. 

For years, the two men had 
traveled the ame road as Dem­
ocntic Party activists in a poor, 
CO!l$ervative state. McDougal 
supported Clinton for gOYernOr 
in 1978, and Clinton brought in 
McDougal IS a top aide. When 
the governor w11 defeated two 
years later, their careers 
branched in different direc· 
lions-Clinton to the political 
comeback trail and McDougal to 
the world of banking . 

J Im McDougal: 
From tnltwa'rd 

appearances, the banker 
was winning bi, in tlte 
mid-1980s, and the 
politicians he brought 
into his deals, including 
Bill Ointon.fed his 
reputation. 

~ 
McDoueaJ broke banking laws 
to help Clinton and Olher pol· 
iticiana. 

I charged that Madiaon'a mana~ 
. ment was inflatinc profits, lending 
money to friends and politicians on 
preferential terms, and funneling 
millions o( dollan in fees and com­
missions for S&L land deals to a 

lnvestigators are examining 
whether McDougal illegally di­
verted depositor funds to Clin· 
ton's 1984 campaign for gov• 
emor, and whether a company 
owned by Clinton and McDougal 
improperly benefited from a 
misuse of Madison funds or 
from a loan backed by the Small 
Business Administration. 
McDoupl, who was acquitted 
in a 1990 bank fraud case, de• 
nies improperly using the S&L'a 
funds. 

I 
small STOUP ol insiders. When it was 
taken Offl' b)' federal regulators in 

' 1989, Madiaon'a estimated $47 mil• 
liOII Joa repreteoted an unusually 
Jarae pm:entage of its .-ts com­
pared to other failed thrifu. 

Clinton has insisted he had no 
knowledge ·of McDougal's ac• 
tivities. Federal investigators, 
however, have listed the Clin· 
tons in a small circle of McDou• 
gal a~tes who may have 
benefited from McOougal's 
banking practices. 

From all outward appearances, 
McOoupl was winninc bi& in the 
mid-19805. He tooled around Little 

. Rock in a baby blue Bentley and 
: Jasuars. His then-wife, Susan, be­
, came a minor Atkanas c,elebrity 
; when-clad in bot pants and riding 
a white bone-she appeared on 

Beyond the question 111 
whether Clinton realized any 
financial benefit, one thing is 
clear: At a time when McDou· 
gal's operations at Madison and 
another bank were being sharp­
ly critic!r.ed by federal regula· 
tors and then-governor Clin­
ton's own banking commission• 
er, the politician who prided 
himself on an intimate knowl­
edge of his state and its people 
remained do9ely tied to a con• 
troversial friend. 

Throughout most of the 

NADl80N, flea Al \/ 

1980s, Clintoo continued to entrust 
McDougal with the management ol 
the Ozark land development ven- f 
ture they jointly owned, even · 

' though it appured to be steadily ' 
losini money. 

In 1985, while Hillary Rodham 
Clinton WU pncticillg law and re­
cruiting clients • a partner in the I 
R01e law flf'III. the ,ovemoc stopped . 
by MJdilon Oil • Joi tbrouah Little 
Rock and, in talking to McDoupl, 
complained about bis family finances, 
MeDoupl recalla. MeDoupl uid he 
promptly awarded a $2,000-a-month 
retainer to Roee to represent the 
Ouift. Accordin& to former thrift of. 
6ciak. Hillary C1inton helped prepare 

television to promote the thrift's 
land development projecta. 

Tbe politiciana McDougal 
brouaht into his deals-Clinton, 

l
fonner U.S. aenator J. W"illiam Ful­
bri&ht (1)-Ark.), former represent• 

tative Jim Guy Tueller (D-Ark.), who 
~ now governor, 1990 Republican 
/ cubernatorial candidate Sheffield 
Nelson and McDoupl's brother·in­
law, former ~te aenator William 
"Friendly" Henley-fed bis repu­
tation as a Jlinpnaker. 

When the McOoupls needed to 
raise money in early 1986, they bad 
a ready IOW'cie in David Hale, a 
part-time municipal plge. Hale 
owned a finance company here that 
WIS backed by the federal Small 
Businel.s Admmistration (SBA) to 
help disadvantaged companies. 
That March, he lent Susan McDou-
pl $300,000, justifying the loan IS 

financial assistance to a female en­
trepreneur, 

But Hale bas now said that both 
Clinton and McDougal pressured 
him to make the loan for another 
purpc,1t. At the time, MadiJOII was 
aboufto underao a rigorous exam· 
ination by federal regulators and 
McDougal needed an "infusioo of 
cash to help dear up the S&L's 
books, Hale has said. The White 
House has denied Clinton ever bad 
such diSCUSAOIIS with Hale. 

4 pl&n for ~le rqulators in Clin-
,._ _______ ~-~• administratioo to keep Madison 

But for McDoua.aJ, Madison despite mounting 1os,es. She 
• ~ me ~n exte~ of politics. called htt involvment minimal. 

The thrift was ~s base for When Clinton needed money to 
wheeling and ~g. whether o(f debts from his 1984 cam-
th~ USk was ~g fllllds f~ paicn, McOoupl apin was o( aer-
Clinton o~ launchin1 ~ of his , viee. tn early 1985, MeDouaal 

"I've been involved in politics 
11ith these people since I was 18 
yem old; said Hale. "They needed 
help, and I helped them." Hale has 
pleaded not JUilty to charaes of de-
fr•vil. ... .,._.._ -.,~. i, oH ~ ... ,\.. - ,JU .. I~• 

the financing of his inyeguneot finn. 
When McDougal was questioned 

about the loan rtte11tly, his expl,· 
nation raised more questions about 
how the proceeds • ·ere used. With· 
out the Clintons' Jcnowledge, many buSUless deals .. His part• hosted a small fund-raiser iD the art 

ners ranged from friends and . , 
relatives to the elite of Arkan- deco ~ ol Madiaon • ~~ 
sas politics, including Clinton, here, ~ $30,000, according to 
his successor as governor a campaip officials. 1 
former U.S. senator and a s'up- McDoupl ~ ~r acc:na · 

McDougal said, be used part of the 
money to buy more property for the 
Ozark land development company 
be and Susan owned with the Clin­
tons. The SBA-backed loan was 
never repaid. Susan McDougal uid 
ahe does not recall bow the loan 
was used. 

porting cast of local politicians. to the IOY_ffllOT • office, informed 
Today Clinton is president, sources_ said. ~ he tnded on rt. : 

McDoupl is an outcast and Promouna a pro,ect off the coast of 
Madison is defunct. Yet the old Maine, he pve a Canadian tourism 
ties still bind: As part of a board Clinton's name as a refer· 
broader investigation into Mad- ence. He helped Madison win a $1,· 
ison's affairs, federal authorities JOO.a-month state lease for a i;tate 
are trying to detennine if 

~ 

7? 
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Questions on Ozarks venture arose early in campaig · 
YELLVlLLE. Arlt. - The White· 

wa1er De\,,elopmenl Corp., which 
hoped 10 build we1ertron1 resi­
dences •Iona a ac:enlc a1retch ol the 
White River u it winda throu&h the 
ru&&ed Ozarka, hu been a -rc:e of 
c:onlinume debai.e and conccm for 
Bill and Hillary Clin- for more 
than 18 moo1ha. 

II becan in March 1992. durin11 
the early daya ol tu. praiclen1ial 
campai&n, when 1he Clintons' con­
nection to lhe 230-ac:rc ~ 
firal came under public acnaliny. 

The New York Times reported 
U..1 lhe Clinb\a -. SS,133 in il­
le&al IH deductlcns tor their White­
water propeny on 1heir 1!1114•8S re• 
Nma. whidl reducecl lheir tua by 
Sl.156. 

Qualiona were alao ralaed In 
newa ac:cotlftll about I.he invohe• 
ment of Mr. Clinton with Jamee 8 . 
McDou&al, a Whitewa1er panncr 
who al the lime WU tryinc IO prevent 
a1a1e replatory aeenclea from shut• 
Ulll down M failina savinc■ and 
Illa 

The Washinaton Timea rcPoned 
1ha1 llilluy Ro.lham Clinton re· 
cell/Cd $2,000 a mon1h in le11al fees 
from Mr. McDou11al'a company, 
Madiaon Cuaran1y Savings and 
Loan, th<:n und4!r an iR10h•:ncy ln­
w:.iiplion by the Arl<An•• Sccuri• 
tie• Depanment. Three years lacer. 
federal au1horicieaclosed the S&l.ut 
a lou ol about SSO million, abaorbed 
by the.Ute. 

The Cllntona, alon11 with Mr. 
McDouaal and his wife, SIAaan H. 
McDoua••• -re pannera in White­
water with plana to build vacation 
homa on 42 lot,. 

The flr0ject waa never ■ucceuful. 
II 11ppears tu have been scnac1ured 10 
enable the Clin1on1 to recelw half of 
the profi11 with linle or no invest• 
menl. 

Mr. McDougal'a use of funds from 
Madiaon and Whitewater la now the 
focus of investi&ations by the US. 
Altomey'a Office in Lillie Rock and 
the Reaolucion 'n'ull Corp., which 
oveniea Cailed S&Ls. He WU in• 
dieted in 19119 on federal fraud 
char11es in connection with Madi­
aon'a failure and acquicted in 19110. 

-~-- . - .. 

A looi!time Clinton UOIUCiatc who 
once wur~d for Che K"""mor as • 
tup finan.:.ial aide, Mr. Mcl.luuaal de· 
nied any wronaduin11. The While 
llou»e also aid Che Clincoo» were 
not invulved,11nd llu: Ju.ii.:u l>c1>11n-
11k:nC aaid ,w:icher Che prc•ldcnt nur 
the f, r.i a..ly ui • c•r11CC In che un· 
11uin11 inveacipcion. 

1'he Clinton• and the McDouaala 
bou11h1 the Whi1ewa1u land 111 19711 
for $203,000 with two loena - one 
acquired, without collateral, from a 
Unle Rock bank and another ua1nc 
the land itself u collateral. It ia not 
clear from the records who paid the 
$20,000 ...ch ~ in combined prin­
cipal and interest. 

Ac the time of cht: purchase. Mr. 
Clintun wu the lltate attorney left· 
eral. 

Marlon County wnd records here 
in Yellville ¥how that 24 Whitewater 
1011 wo:re sold in IWS 10 Ozark Me­
aley Co. for SJS.000 ""'1 a twin• 
eneine l'i1><,..- S..-minole a1rplanc on 
m,dc. which wu valued 111 about 
SJ0,000, Nont: of lhl: cr11nS10CCiuna 
was r~1!0r1cd in the Clinton•' I WS 
11ax returns. und it is not clc.ir what. 
happened cu I he ph,nc. 

After the orl11inal Whitew111er 
purchase, the Clinton• and Mc• 
Oou11•l• transferred the land to the 
Whitewater corflOraclon but made 
loan payment• allcNina them IO de­
duct the interest on their tax re• 
turns. 

Jame• M . l.yuns. a Denw:r lawyer 
and lonacimc Clinton ally, told re • 
Poners durin& c he 19112 campaian 
111111 che Clintons put $611,900 into 
Whitewacer. wilhuut any retum, 
while the Mcl>ou1111I» accounced for 
$92,200. Assi&ned by the Clinton 
campaicn to revcew lhe deal af1er 
Whitewater became a campaian is­
sue, Mr. L,ona concluded chat the 
McDoucal• · exercised total con• 
trol" over Whitewater. 

Mr. Lyons ac:knowledled, '-· 
ew:r, that he did not have acc:eu to 
all cbe documenta and lhllt he hlld 
never d iscusaed the maner wilh the 
McDou11als. 

His rcpon also tam no notice of 
the SJS.000 .. 1., co o .. rtt Realty, 1he 
receipt of th" a irpl11ne or an addi­
tional purcha»e in October 1986 o( 
propeny by Whi1.,wa1er Crom Inter• 
national l'i,per Co., which waa ae-

C\lred wich a SI 10,000 down pay­
ment. It la not clear whether , .. 
liabililie$ were incurred. and ll ao, 
by whom. 

White Houu apollcsmen said the 
Clincon1 had no knowled1e ol the In· 
cematiunal purchase, which, accord­
ina 10 record•. wa11 tho 1ar1e11 ever 
made by Whitewacer. 

The Lyons report alao take• no no• 
tice ot the fact that Whitewater 
failed to file corporate tax returns 
from a three-year p,,riod from 1\18S 
to 111117. When inqulrie• wue made 
durin& the campai&n, Che Clilltons 
aaid Whilewater tax records were 
not available. 

The t .. probi.m ... resolved in 
December by the late Vincent Fos­
ter Jr.. who later became White 
House deputy~ and who WU 
ac the time the Clinton■' penonal at­
torney. The return• were filed thia 
year, althouah they show chat the de­
velopmenc earned no income. 

Record• for the entire White• 
wacer effon remain difficult 10 find. 

The Clintons have u ,d that they 
have been unable to rind the White· 
water records, though the Mc• 
Douaals say llley deliw red them to 

the eovemor'a mansion in u u 
Ro<:k at Mra. Clinton's re<jucsc , 
111117. 

Mrs. Mcl)ou11•l told The W•sh111 
1on Post luc )'Ur chat Mrs. Chn1, 
worked on Mad1s«o'll lc11al businr, 
and had ob111ined all the S&I. ,; foh 
Mr. McDou1aJ. in an in1erview. h, 
The ~I tbia -,,k that chc recur , 
_,., delivered to the Chnton5 
19117. 

The eatenc of Mn. Clintoo'li "" 
nection co the 1he Sl,000,.•month , 
cainer a lao bu ne\111:r been re..,lv, 
There arc no records evatlablc 
show whether the money was flll•J 
by whom to wbom, althouah M , 
McDouaal huuJd Mrs. Clincoo" 
on a monthly reta111er. Mn. Chill 
has said that she received no s u 
retainer. 

Available record• show. ""'"" 
tbat she panicipaced in the MIMl1> 
case in the S&L's deahn11,i before 1 

s1a1e Securiliea Oeparcmenc 
while a panner wnh Mr. McOou, 
In Whilewacer and while her h 
band was aovernor of Arkan, 
overseeina che Securicies Oep. 
ment. 



ABC-AR--Ark. Editorial Rdp., 1st Add,1110< 
AlJNDATED: $4 trillion.)< 

Nov. 16< 
Arkansas Democrat-Gazette on Webb Hubbell:< 
It now has been more than a decade since a Little Rock lawyer 

named Webster Hubbell III was representing the Federal Deposit Insurance 
Corporation in a suit against the accounts for a failed savings-and-loan 
called Madison Guaranty. That's the outfit Bill and Hillary Clinton were tied 
to through James B. McDougal, who was (a) the S&L's owner, (b) a political 
appointee of Governor Clinton's, and (c) the Clintons' partner in a real 
estate venture called Whitewater Development. Hillary Clinton represented the 
savingsand-loan when she practiced law with Webb Hubbell as a member of 
Little Rock's Rose law firm. What a tangled web. Well, it's a small state. If 
folks aren't related in Arkansas, they've gone to law school or into business 
together.< 

Custom, if not the rules, would ordinarily bar a lawyer whose 
firm had represented a failed savings-and-loan from representing the 
government in a case involving that same savings-and-loan. But there are 
exceptions.< 

Webb Hubbell is now associate attorney general of the United 
States in the Clintons' administration. (It can be a small country, too.) And 
a spokesman for the Justice Department says Mr. Hubbell remembers telling the 
FDIC at the time about his firm's connection with Madison Guaranty. The FDIC 
says its lawyers have ''no recollection'' of being told.< 

Some lawyers may see nothing wrong with Webb Hubbell's connection 
to different sides of an involved S&L case; others do. (It is in the nature 
of lawyers to argue with one another.)< 

You can tell the difference between the two schools of opinion on 
this question by which side is willing to be identified. Mr. Hubbell is No. 3 
man in the Justice Department now (some say he's really No. 1 thanks to his 
ties to the Clintons) and power tends to breed anonymity in critics.< 

Then again, a suddenly former municipal judge David Hale has 
grown positively loquacious about the Clintons' savings-and-loan now that 
he's been indicted on charges of defrauding the Small Business 
Administration. He was on NBC News just the other night regaling the nation. 
Why didn't he tell us all this before? It's remarkable how talkative an 
indictment will make some folks.< 

An investigation of Mr. Hubbell's ties to Madison and the FDIC 
may be brewing, and one already has begun of the Clintons' ties to Madison 
Guaranty. If an investigation of Webb Hubbell's actions does materialize, it 
won't be the first time one has been needed in the course of this still young 
administration.< 

Whether the affair is a slaughter at a compound outside Waco, 
Texas, or a meeting of the higher-ups at Justice with friends of an indicted 
congressman, one name keeps turning up at or near the epicenter of these 
dubious decisions: Webster Hubbell III.< 

Now the same name has turned up in connection with a tangled turn 
of events in a closely connected state years back.< 

Why now?< 

< 

Maybe because power attracts attention, and probably should.< 
Maybe because an old saying still holds true:< 
The law sleeps, but it never dies.< 

Nov. 14< 



The Daily Citizen, Searcy, on Maurice Smith: 
It seems impossible when you discover that Maurice Smith has 

served as director of the state Highway and Transportation Department for 
''only'' six years. 

It reality it seems that Smith, who announced his retirement from 
the department effective December 31, has been around for much longer. 

Actually he has been around the department longer than his six 
years as director. Then-Governor Orval Faubus appointed Smith to a 10-year 
term on the Highway Commission in 1965, and he served the final two years of 
his appointment as the chairman. 

During Smith's time as director, spending for highway 
construction grew from $186 million to $270 million from fiscal 1988 to the 
fiscal year that ended this past June 30. Much of the spending was to replace 
or improve existing routes. The state highway system grew from 16,172 miles 
to 16,228 miles during his tenure. 

Former commission chairman Ron Harrod called Smith's tenure ''one 
of the smoothest running periods'' in department history. He is credited with 
implementing a reorganization plan in the department that streamlined the 
chain of command. Smith also developed a program designed to encourage 
students to take advanced mathematics and science courses in preparation for 
a career in engineering. 

Only recently Smith went to Washington to accept an award for 
helping develop scenic highways along Arkansas 7, named one of the 10 most 
beautiful routes in the nation. 

But his tenure was not without controversy. His close friend, 
then-Governor Clinton ordered Smith to cease using the department airplane 
except for emergencies after it was revealed that he had used the plane for 
21 trips in 1988 between his home in Birdeye and Little Rock ... 

Smith, 72, has been considering retirement for several months. He 
indicated that he needed to spend more time on his farm in Cross County. We 
wish him well. 

Nov. 15 
The Daily Record, Malvern, on Capital for a Day: 
It takes capital to run Gov. Jim Guy Tucker's ''Capital for a 

Day'' program, but we think it is well worth the added expense. 
Latest reports show it costs about $1,800 to move state 

government out of Little Rock for a couple of days. Tucker began the 
''Capital for a Day'' program in September with a trip to West Memphis. The 
goal of the bus trips is to put the residents of outlying areas of Arkansas 
in touch with state government, to give them a more active voice in state 
affairs. 

Members of the governor's staff and department heads from various 
state agencies have made the two trips. The second was to Harrison earlier 
this month. Another trip is planned for December to Lake Village. 

Often it seems to many residents of the state that government 
officials are isolated from the problems of our state while comfortably going 
about their day-to-day activities in Little Rock. The ''Capital for a Day'' 
program allows state officials to learn more about the problems many smaller 
communities face. The residents of these communities are taxpayers, so it 
seems that less than $2,000 is a small price to pay to have a voice in how 
their government is operated. 

Nothing is free. Though the ''Capital for a Day'' program has a 
price, that price is far outweighed by the program's benefits in the form of 



goodwill and better government. 



~PM-Clintons-Whitewater, Ark Bjt,380 
~RTC Looked at Possible Checking-Kiting Scheme 
~tpwdc 

WASHINGTON (AP) Federal investigators looked into the 
possibility that a firm half-owned by President Clinton and his wife was used 
by their business partners in a check-kiting scheme, The Washington Post 
reported Thursday. 

The Resolution Trust Corp. told federal prosecutors more than a 
year ago that Bill and Hillary Clinton and other principals in a dozen 
corporations doing business with Madison Guaranty Savings & Loan during the 
mid-1980s could possibly have benefited from the alleged scheme. 

The prosecutors declined to open a criminal inquiry, citing 
insufficient evidence, according to the Post. 

There is no evidence the Clintons had direct knowledge of the 
alleged scheme, the newspaper said. 

While declining to open a probe, federal prosecutors have decided 
to act on a second, more detailed request from the RTC to investigate similar 
allegations regarding Madison and its owner, James McDougal. That probe has 
been the focus of intense publicity in the past few weeks. 

The RTC's first criminal referral last year filled more than 15 
pages and outlined dozens of instances of questionable loan transactions 
among several Arkansas banks and 12 corporations affiliated or doing business 
with Madison, the Post said, quoting documents and unidentified sources 
familiar with the probe. Principals of the corporations included the 
Clintons, the McDougals and Clinton's successor as Arkansas governor, Jim Guy 
Tucker. 

The Post said that, during the first half of 1985 chosen as a 
sample period the company the Clintons half-own, Whitewater Development, 
issued 10 checks totaling more than $70,000. 

Several were written to the Bank of Cherry Valley, where Clinton 
had a campaign account, said the Post. Unable to obtain the bank's records, 
the RTC could not determine if the checks were deposited in the account, the 
newspaper added. 

Five of the checks issued by Whitewater and totaling more than 
$60,000 were overdrafts that eventually were covered by funds from other 
alleged shell corporations, or from Madison Financial Corp., the S&L's wholly 
owned real estate subsidiary, said the Post. 
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HEADLINE: Dealings of Clinton Partners Were Referred to Justice Dept. in 1992 

SERIES: Occasional 

BYLINE: Susan Schmidt, Michael Isikoff, Washington Post Staff Writers 

BODY: 
Resolution Trust Corp. investigators examining the mid-1980s affairs of a 

failed Arkansas savings and loan found a series of irregular transactions 
involving Whitewater Development Corp., a company then half-owned by President 
Clinton and his wife, that suggested it was used by the Clintons' business 
partners in a check-kiting scheme to drain funds from the thrift. 

The RTC, according to documents and interviews with sources familiar with 
the probe, told federal prosecutors more than a year ago that Bill and Hillary 
Clinton and other principals in a dozen corporations doing business with Madison 
Guaranty savings & Loan during the mid-1980s could possibly have benefited from 
the alleged scheme, though there is no evidence they had direct knowledge of it. 

But the agency, which named the Clintons' business partners as targets in the 
October 1992 referral to the Justice Department, said further investigation was 
needed to find out where money ended up after passing through a Whitewater 
account at Madison. 

The Justice Department did not notify the RTC of its disposition of that 
referral until last month, when federal prosecutors declined to open a criminal 
inquiry. But federal prosecutors have decided to act on a second, more detailed 
request from the RTC to investigate similar allegations regarding Madison and 
its owner, James McDougal. 

The Clintons repeatedly have denied doing anything improper in connection 
with Whitewater and have said that it was a money-losing investment run by 
McDougal and his wife, Susan. 

The RTC's first criminal referral last year, filling more than 15 pages, 
outlined dozens of instances of questionable loan transactions involving several 
Arkansas banks and 12 corporations affiliated or doing business with Madison, 
sources said. They said principals of the corporations included the Clintons, 
the McDougals and Arkansas Gov. Jim Guy TUcker (D). 

During the first half of 1985, the sample time period examined in detail by 
the RTC, Whitewater issued 10 checks for more than$ 10,000. several were 
written to the Bank of Cherry Valley, where Clinton had a campaign account. 
Unable to obtain the bank's records, the RTC could not determine if the checks 
were deposited in the account. 
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Five of the checks issued by Whitewater totaling more than$ 60,000 were 
overdrafts that eventually were covered by funds from other alleged shell 
corporations, or from Madison Financial Corp., the S&L's wholly owned real 
estate subsidiary. 

One$ 30,000 check was issued on Whitewater's account to McDougal with the 
notation "loan repayment," though sources said the RTC found no records of any 
loan from McDougal. 

That check resulted in an overdraft that was covered by a deposit of$ 30,000 
from Madison Financial Corp. (MFC). In April 1985, according to S&L documents, 
MFC deposited$ 30,000 directly into Whitewater's account as a "prepayment" on a 
1985 bonus to McDougal, MFC's president. 

Some of the money that went through the alleged shell corporations to 
Whitewater came from bank loans, according to sources familiar with the RTC 
referral. Those corporations were created legally but appeared to have no 
business purpose, said a source familiar with the probe. 

Among the "shell" companies cited in the first referral were ventures named 
"Tucker-Smith-McDougal," "Smith-Tucker-McDougal" and a third named 
"Smith-McDougal." Also cited were two Madison real estate ventures. 

The RTC's initial request for criminal investigation of the S&L's affairs 
came after a long-running politically sensitive probe of Madison and McDougal, a 
longtime friend of the Clintons who, with his wife, jointly owned the small real 
estate venture that has been a continuing source of controversy for the 
president. 

The first RTC referral was reviewed earlier this year by career Justice 
Department officials, who concluded there was insufficient evidence to warrant 
further investigation. The RTC says it was never informed. 

Two weeks ago, U.S. Attorney Paula Casey told the RTC in a letter that her 
office "concurs" with the earlier Justice Department conclusion that there was 
"insufficient information" in the first referral to warrant a law enforcement 
probe, said sources familiar with the contents of the letter. 

"This was not a review conducted by Paula Casey," said Carl Stern, the 
Justice Department's chief public affairs spokesman. "The information should 
have been communicated to the RTC months earlier •••• As far as I know, 
Paula Casey didn't participate in any decision-making." 

The second RTC referral forwarded early last month included questions about 
the possible diversion of Madison depositor funds into accounts at other 
institutions maintained by Clinton's 1984 campaign for reelection as Arkansas 
governor. 

Casey last week recused herself from the continuing investigation of Madison. 
A Clinton appointee and volunteer in some of Clinton's gubernatorial campaigns, 
she said she stepped aside because of her "familiarity with some of the 
parties." She declined to comment yesterday on why she had not recused herself 
two weeks ago on the first referral. 
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HEADLINE: Dealings of Clinton Partners Were Referred to Justice Dept. in 1992 

SERIES: Occasional 

BYLINE: Susan Schmidt, Michael Isikoff, Washington Post staff Writers 

BODY: 
Resolution Trust Corp. investigators examining the mid-1980s affairs of a 

failed Arkansas savings and loan found a series of irregular transactions 
involving Whitewater Development Corp., a company then half-owned by President 
Clinton and his wife, that suggested it was used by the Clintons' business 
partners in a check-kiting scheme to drain funds from the thrift. 

The RTC, according to documents and interviews with sources familiar with 
the probe, told federal prosecutors more than a year ago that Bill and Hillary 
Clinton and other principals in a dozen corporations doing business with Madison 
Guaranty Savings & Loan during the mid-1980s could possibly have benefited from 
the alleged scheme, though there is no evidence they had direct knowledge of it. 

But the agency, which named the Clintons' business partners as targets in the 
October 1992 referral to the Justice Department, said further investigation was 
needed to find out where money ended up after passing through a Whitewater 
account at Madison. 

The Justice Department did not notify the RTC of its disposition of that 
referral until last month, when federal prosecutors declined to open a criminal 
inquiry. But federal prosecutors have decided to act on a second, more detailed 
request from the RTC to investigate similar allegations regarding Madison and 
its owner, James McDougal. 

The Clintons repeatedly have denied doing anything improper in connection 
with Whitewater and have said that it was a money-losing investment run by 
McDougal and his wife, Susan. 

The RTC's first criminal referral last year, filling more than 15 pages, 
outlined dozens of instances of questionable loan transactions involving several 
Arkansas banks and 12 corporations affiliated or doing business with Madison, 
sources said. They said principals of the corporations included the Clintons, 
the McOougals and Arkansas Gov. Jim Guy Tucker (D). 

During the first half of 1985, the sample time period examined in detail by 
the RTC, Whitewater issued 10 checks for more than$ 70,000. Several were 
written to the Bank of Cherry Valley, where Clinton had a campaign account. 
Unable to obtain the bank's records, the RTC could not determine if the checks 
were deposited in the account. 
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Five of the checks issued by Whitewater totaling more than$ 60,000 were 
overdrafts that eventually were covered by funds from other alleged shell 
corporations, or from Madison Financial Corp., the S&L's wholly owned real 
estate subsidiary. 

One$ 30,000 check was issued on Whitewater's account to McDougal with the 
notation "loan repayment," though sources said the RTC found no records of any 
loan from McDougal. 

That check resulted in an overdraft that was covered by a deposit of$ 30,000 
from Madison Financial Corp. (MFC). In April 1985, according to S&L documents, 
MFC deposited$ 30,000 directly into Whitewater's account as a "prepayment" on a 
1985 bonus to McDougal, MFC's president. 

Some of the money that went through the alleged shell corporations to 
Whitewater came from bank loans, according to sources familiar with the RTC 
referral. Those corporations were created legally but appeared to have no 
business purpose, said a source familiar with the probe. 

Among the "shell" companies cited in the first referral were ventures named 
"Tucker-Smith-McDougal," "Smith-Tucker-McDougal" and a third named 
"Smith-McDougal." Also cited were two Madison real estate ventures. 

The RTC's initial request for criminal investigation of the S&L's affairs 
came after a long-running politically sensitive probe of Madison and McDougal, a 
longtime friend of the Clintons who, with his wife, jointly owned the small real 
estate venture that has been a continuing source of controversy for the 
president. 

The first RTC referral was reviewed earlier this year by career Justice 
Department officials, who concluded there was insufficient evidence to warrant 
further investigation. The RTC says it was never informed. 

Two weeks ago, U.S. Attorney Paula Casey told the RTC in a letter that her 
office "concurs" with the earlier Justice Department conclusion that there was 
"insufficient information" in the first referral to warrant a law enforcement 
probe, said sources familiar with the contents of the letter. 

"This was not a review conducted by Paula Casey," said Carl Stern, the 
Justice Department's chief public affairs spokesman. "The information should 
have been communicated to the RTC months earlier •••• As far as I know, 
Paula Casey didn't participate in any decision-making." 

The second RTC referral forwarded early last month included questions about 
the possible diversion of Madison depositor funds into accounts at other 
institutions maintained by Clinton's 1984 campaign for reelection as Arkansas 
governor. 

Casey last week recused herself from the continuing investigation of Madison. 
A Clinton appointee and volunteer in some of Clinton's gubernatorial campaigns, 
she said she stepped aside because of her "familiarity with some of the 
parties." She declined to comment yesterday on why she had not recused herself 
two weeks ago on the first referral. 
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HEADLINE: Dealings of Clinton Partners Were Referred to Justice Dept. in 1992 

SERIES: Occasional 

BYLINE: Susan Schmidt, Michael Isikoff, Washington Post Staff Writers 
/ 

BODY: 
Resolution Trust Corp. investigators examining the mid-1980s affairs of a 

failed Arkansas savings and loan found a series of irregular transactions 
involving Whitewater Development Corp., a company then half-owned by President 
Clinton and his wife, that suggested it was used by the Clintons' business 
partners in a check-kiting scheme to drain funds from the thrift. 

The RTC, according to documents and interviews with sources familiar with 
the probe, told federal prosecutors more than a year ago that Bill and Hillary 
Clinton and other principals in a dozen corporations doing business with Madison 
Guaranty Savings & Loan during the mid-1980s could possibly have benefited from 
the alleged scheme, though there is no evidence they had direct knowledge of it. 

But the agency, which named the Clintons' business partners as targets in the 
October 1992 referral to the Justice Department, said further investigation was 
needed to find out where money ended up after passing through a Whitewater 
account at Madison. 

The Justice Department did not notify the RTC of its disposition of that 
referral until last month, when federal prosecutors declined to open a criminal 
inquiry. But federal prosecutors have decided to act on a second, more detailed 
request from the RTC to investigate similar allegations regarding Madison and 
its owner, James McDougal. 

The Clintons repeatedly have denied doing anything improper in connection 
with Whitewater and have said that it was a money-losing investment run by 
McDougal and his wife, Susan. 

The RTC's first criminal referral last year, filling more than 15 pages, 
outlined dozens of instances of questionable loan transactions involving several 
Arkansas banks and 12 corporations affiliated or doing business with Madison, 
sources said. They said principals of the corporations included the Clintons, 
the McDougals and Arkansas Gov. Jim Guy Tucker (0). 

During the first half of 1985, the sample time period examined in detail by 
the RTC, Whitewater issued 10 checks for more than$ 70,000. Several were 
written to the Bank of Cherry Valley, where Clinton had a campaign account. 
Unable to obtain the bank's records, the RTC could not determine if the checks 
were deposited in the account. 
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Five of the checks issued by Whitewater totaling more than$ 60,000 were 
overdrafts that eventually were covered by funds from other alleged shell 
corporations, or from Madison Financial Corp., the S&L's wholly owned real 
estate subsidiary. 

One$ 30,000 check was issued on Whitewater's account to McDougal with the 
notation "loan repayment," though sources said the RTC found no records of any 
loan from McDougal. 

That check resulted in an overdraft that was covered by a deposit of$ 30,000 
from Madison Financial Corp. (MFC). In April 1985, according to S&L documents, 
MFC deposited$ 30,000 directly into Whitewater's account as a "prepayment" on a 
1985 bonus to McDougal, MFC's president. 

Some of the money that went through the alleged shell corporations to 
Whitewater came from bank loans, according to sources familiar with the RTC 
referral. Those corporations were created legally but appeared to have no 
business purpose, said a source familiar with the probe. 

Among the "shell" companies cited in the first referral were ventures named 
"Tucker-smith-McDougal," "Smith-Tucker-McDougal" and a third named 
"Smith-McDougal." Also cited were two Madison real estate ventures. 

The RTC's initial request for criminal investigation of the S&L's affairs 
came after a long-running politically sensitive probe of Madison and McDougal, a 
longtime friend of the Clintons who, with his wife, jointly owned the small real 
estate venture that has been a continuing source of controversy for the 
president. 

The first RTC referral was reviewed earlier this year by career Justice 
Department officials, who concluded there was insufficient evidence to warrant 
further investigation. The RTC says it was never informed. 

Two weeks ago, U.S. Attorney Paula Casey told the RTC in a letter that her 
office "concurs" with the earlier Justice Department conclusion that there was 
"insufficient information" in the first referral to warrant a law enforcement 
probe, said sources familiar with the contents of the letter. 

"This was not a review conducted by Paula Casey," said Carl Stern, the 
Justice Department's chief public affairs spokesman. "The information should 
have been communicated to the RTC months earlier •••• As far as I know, 
Paula Casey didn't participate in any decision-making." 

The second RTC referral forwarded early last month included questions about 
the possible diversion of Madison depositor funds into accounts at other 
institutions maintained by Clinton's 1984 campaign for reelection as Arkansas 
governor. 

Casey last week recused herself from the continuing investigation of Madison. 
A Clinton appointee and volunteer in some of Clinton's gubernatorial campaigns, 
she said she stepped aside because of her "familiarity with some of the 
parties." She declined to comment yesterday on why she had not recused herself 
two weeks ago on the first referral. 
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Joan. 11ecause u was a state-dlartered 
institution, Madison needed the ap­
proval of Arkansas regulators. 

The savings and loan did not rely on 
its usual outside counsel for this issue, 
turning instead to the Rose firm of 
Little Rock, where Mrs. Clinton was a 
senior partner. In written answers to 
questions last year, she said she met 
with Mr. McDougal once in April 1985 
to discuss working for Madison, but 
declined to elaborate. 

In the documents forwarded to pros­
ecutors, investigators for the Resolu­
tion Trust Corporation have questioned 
whether the campaign contribullons 
were connected to Madison's effort to 
get state regulators to approve its 
stock plan, Federal officials say. By 
May, Arkansas regulators had con• 
curred that the stock plan was legal, 
but it was never carried out. 

James M. Lyons, a Denver lawyer 
who reviewed Mr. Clinton 's dealings 
with Mr. McDougal for the Clinton 
Presidential campaign last year, said 
today that there was no connection 
between the contributions and the ef• 
fort before the state regulators. 

Mr. McDougal, in interviews, denied 
any impropriety in connection with the 
campaign contributions or the attempt 
10 win approval for the stock plan . . 

At the end of 1985, Mr. McDougal 
said last year, Mr. Clinton did do him 
another favor, helping set up a state 
revenue office in a Lin le Rock building 
owned by a subsidiary of Madison. 

By the fall of 1985, Mr. McDougal 
faced mounting pressures, including a 
Federal audit scheduled for early 1986. 

conceiiT qiiestlonalile transactions by 
Madison, including indirect help for the 
Clintons. · 

David Hale, a Democratic municipal Mr. Hale asserts that Mr. Clinton 
judge in Little Rock who operated a twice pressed him to make this loan. 
federally sponsored lending company, Mark Gearan, the White House com·­
sald he was approached by Mr. McDou- municatlons director, said the Presi­
gal in late 1985 to make loans that dent has "no recollection" of any such 
would help the "political family" of I conversation and does not believe il 
Arkansas Democrats. . I took place. 

Mr . Hale's company was part of a ! Mr. McDougal denied any wrongdo­
Small Business Administration pro-
gram intended to provide capital for 
businesses owned by "socially or eco­
nomically disadvantaged" people. Mr. 
Hale was recently indicted on charges 
of misleading the Government about 
the condition of his lending company. 
He has since resigned as a judge and ts 
contesting the charges. 

In interviews before his indictment, 
Mr. Hale said Madison financed a land 
deal in February 1986 in which he was 
paid hundreds of thousands of dollars 
more than the property was worth. 
Court records show that this loan was 
never repaid, with a loss of $672,000 to 
taxpayers. 

Questionable Transactions 
With profits from that deal in hand, 

Mr. Hale said he was able to fulfill Mr. 
McDougal's request for a $300,000 loan 

.to his wife. . 
Mr. Hale said in an interview that 

Mr. McDougal told him the $300,000 
would not be used by the designated 
borrower. Instead, he said, It would , 

ing in his dealings with Mr. Hale, and 
said he lhinks the $300,000 wound up in 
his real estate ventures. 

Federal officials are now trying 10 
trace where the S300,000 Jeni by Mr. 
Hale ultimately went. 
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AM-Clinton-Whitewater, 1st Ld-Writethru,600 
Probe Focuses on Possible Check-Ki t ing by Clinton 

Associate 
EDS: Recasts throughout with confirmation from officials 
tpwdc 
By RICHARD KEIL= Associated Press Writer= 

WASHINGTON (AP) Federal regulators have prepared nine 
reports recommending possible criminal prosecutions in the 
failure of an Arkansas savings and loan with ties to the 
first fami l y, government officials familiar with the case 
said Thursday. 

The Justice Department, citing a lack of evidence, has 
already rejected one of the reports that alleged a real 
estate venture once partly owned by President Clinton and 
his wife was used in a check-kiting scheme, the officials 
said, speaking on condit ion of anonymity. 

That report, also known as a criminal referral, stated 
there was no evidence that the Clintons were aware of the 
transactions, the officials said. 

But it detailed dozens of examples of alleged 
check-k iting that allowed money from the failed Madison 
Guaranty S&L to be diverted to various sources in 



PAUL CRAIG ROBERTS 
---- -------- ----- -------··- ·-

T
he First Couple has 
been tarred with a con• 
met of interest scandal 
that has uncomfortably 
close links to a criminal 
ind ictment for Stnall 

Business Administration loan fraud. 
The doubts swirl ing around the Clin­
tons' failed Arkansas real estate ven• 
ture, "Whitewater Development," as 
described in a series of reports in 
The Washington Times, must be 
quickly cleared up before we be· 
come a nation of cyn ics. 

For 15 months beginn ing in 1984, 
Hillary Clinton received a $2,000 per 
month retainer tu represent Madi­
son Savings and Loan Association in 
insolvency hearings before the Ar• 
kansas State Securities Commis­
sion, whose members were ap• 
pointed by her husband, Gov. Bill 
Clinton. The charges were that the 
S&L. which later failed at a taxpayer 
cost of $50 million, was insolvent. 
Hillary worked to keep the S&Lopen 
with a scheme, approved by the State 
Securities Commissioner whose 
brother wa.s Mr. Clinton's gubernato­
rial campaign manager, to put the 
S&L into the brokerage business. 

Moreover, during this time the 

Poul Craig Roberts, a columnist 
for the Washington Times and the 
Scripps Howard News Service, is a 
Distinguished Fellow at the Cato In• 
stitute. 

Whitewater 
whitewash 

We have here the 
makin~ofa 
best-selling scandal 
novel that could 
be written and 
published before the 
White House ever 
clears the air. 

Clintons were partners in the 
Whitewater real estate venture with 
theS&L'sownerandwife, Jamesand 
Susan McDougal. The picture is not 
pretty of a governor being involved 
in a venture with a businessman who 
is regulated by the s tate and whose 
legal representative before the state 
regulatory commission is the gover• 
nor's wife. 

During this time Whitewater Oc· 
velopment made payments on some 
of Gov. Clinton's personal bank 
loans, and Me OcMJgal's trouhlcd S&I. 
made political camr>ail(n lc~ms and 
contributions to Mr. Clinton. ·n,e' 
personal loan repayments caused a 
problem for Mr. Clinton when it 
came to light that he had claimed the 
interest deductions on his tax return 
but apparently omitted to report the 
loan repaymenls as personal in­
come. 

In 1986 Susan Mcl)oul(al, whose 
joint rinancial statement with her 
husband showed assets in excess of 
SJ million, recciV\.-d a special SHA 
loan that is limitt.-d to the socially or 
economically disadvantal(cd. Ac­
cording to newspaper reports, a 
chunk of the SBA loan was ustcd to 
buy land for the Clinton•Mc Dou.:al 
Whitewater Development project. 

David I.. Hale, a former Arkansas 
judge, owned the SBA-approved 

lendingal(ency that got the SBA loan 
for Susan McDougal. 1wo months 
ago Mr. llalc was indicted by a fed· 
eral grand jury for SBA loan fraud. 
Mr. 1 lale has offered 10 testify 
against Rill Clinton about his role in 
the SBA loan to Susan McDougal, 
which Mr. llalc says was uSt.-d to bail 
out the troub led S& L and 
Whitewater venture. The U.S. At · 
tomey in Litt le Rock is a Clinton ap­
pointee as is her husband. 

l)epu1y White House Counsel 
Vincent ~·oster, who mysteriously 
committed suicide last July (part of 
his s uicide no1e is still missing), re­
solVt.-d Mr. Clinton's Whitewater tax 
prohlcm in l)ccembcr 1992. As a 
Rose t aw Firm partner, he was in­
volved with Hillary in the Madison 
S&L matter, as was Wehster Hub­
bell, currently associate attorney 
general of the United States. 

We have here the makings or a 
best-selling scandal noYCI that could 
be written and published before the 
White llouse ever clears the air. ln­
d~'t.-d, in August 1992, when Hillary 
was qucrit.-d about Whitewater by 
The Washington Post, she replied : " I 
think wc·ve gi.ven you all we're going 
to Kive you."The Whitewater r t.'alrds 
arc apparently mis.~ing. 

l>urinl( the 1992 presidential 
cam1,ai1:n, the New York Times 
asked Mr. Clinton to explain the tax 
deduct ions he took on the loan repay­
ments by Whitewater. The Clintons 
explained the pruhlcm as an error 

resulting from their "passive in• 
volvemcnt" in the venture. Clinton 
campaign officials a lso denied that 
Hillary had received pay for legal 
advice in the Madison S&I. matter 
and said she was not the attorney or 
record. 

However, published letters from 
the Rose Law Firm to the State Sccu• 
rities Commission CO<llradict this 
claim. One says that "further infor­
mation or assistance" in the Madi­
son matter could be obtained f rom 
"Hillary Rod ham Clinton or Richard 
Massey of this firm." Another from 
Mr. Massey himself ,says that state 
officials with any questions shwld 
call "Hillary Rodham Clinton or me." 

During the Real(an years there 
was a constant drumbeat a.:ainst At· 
tomey General Ed Mt.-cse, alleging a 
lack of ethical judgment that dis­
qualified him from office even 
though he was exonerated by spt.-cial 
pros..-cutors. If similar standards 
are applied to the Clintuns, Al Gore 
will soon be in the Oval Office. 

House Small Business Commit­
tee Chairman John 1..aFalce, New 
York.Democrat, has askt.-d for a full 
report from the SBA, and Rep. lhby 
Roth, Wisconsin Republican, and 
Jan Meyers, Kansas Republican, 
have called for a congressional in · 
vestigation. Rep. Henry c;onzalc1., 
1exas Democrat, chairman of the 
House Banking Committee, has an­
nounced an invesigation of Madison 
S&I. by his committee. 



~ 47 New Death Penalties. Big Deal. 
By Robert M . Morgenthau 

I
n the 1993 crime blll working 
lls way through Congress, the 
proposals to put more police 
oflicers on the beat nallon• 
wide and 10 oonstrucl new 
hlgh-securlly prisons are 

sound. Lillie else deserves support. 
The bill lacks a coherent national 
anllcrlme strategy. II is a potpourri 
of programs Iha! offers something to 

. everyone - excrpl perhaps !hose 
who live In fear or vlolenl crime. 

Most disturbing are provisions ex­
lending lhe death penally 10 an addi­
tional 47 Federal crimes and creating 
more than 60 new Federal crimes for 
conduct already harshly punished un­
der stale law. Legislators who think 
these measures will reduce vlolen1 
crime fool themselves and lhe public. 

The bill would provide no n<'w Fed· 
t'ral Judges, prosecutors or court­
rooms. Thal lsn'l surprising: lhe new 
crimes and dealh sentences are win­
dow dressing. I doubt the proponents 
expect they would lead to a significant 
rise In prosecullons. Consider a sec-

Robert M. Morgenthou Is Monhollon 
District Attorney. 

lion that au1hori1.cs the death penalty 
for 15 Federal crimes now punishable 
by life in prison. They include wreck­
ing I rains, placing Injurious articles In 
the mall, des1rucllon of aircraft faclll­
lies, murder by a Federal prisoner 
serving a lile sentence and "fatal vio­
lence against marllime platforms." 
Our streets wlll nol be safer II they 
become law. 

Another section would create a new 
Federal crime, punishable by 25 
years' imprisonment, for drive-by 

The new crime 
bill is good for 

politicians, period. 

shoolipgs. Why Is a new Federal 
crime needed when !his conduct is 
severely punished In every state? 

A Senate provision would make evi­
dence of a "commission of another 
sexual assault" automatically admis• 
slble In any Federal case in which a 
defendant Is accused of such an as-

sa11l1. This would ev iscerate lhe long­
slandlng principle 1ha1 a defendant 
should nol be tried for pas1 deeds. The 
rule, however, would apply only to sex 
crimes on Federal property; only a 
few such cases were I ried in New 
York Cily last year. 

Such provisions may be good poli­
tics, bul !hey are nol good law en­
lorcemenl. They diver! our auenlion 
lrom pressing needs. I know of no 
law-enlorcemenl professional who 
believes thal all lhc death penally 
provisions and new Federal crimes 
would allcct public safely In lhc 
sllghlesl. The criminal laws we need 
are al ready on lhe books; what's 
missing is lhe commitmcnl to use 
!hem. 

A S<'rious program 10 stem violent 
crime rnust have components Iha! 
are conspicuously absent from 1his 
measure-. 

Firsl, we rnusl enact s lrOnA Fed ­
eral gun control legislation. By ils<'II, 
no slate or city can control !he spread 
of Illegal guns. Federal leadership 
and laws are required. Curren! law 
bans the lmportalion of assaull weap­
ons, but nol their manufacture or 
distribution within our borders. It Is 
small solace to police officers that the 
weapons overpowering them are 

made in America. Enacting a law 
l hal purports 10 deal wllh violent 
crimes while Ignoring guns Is hypo• 
critical. 

Second, an effective Federal-s1a1c 
anli-drug s1ra1egy is needed. While the 
community policing concept 1ha1 lhe 
bill embraces Is welcome, lhe beat cop 
ts no malch for organized-crime gangs 
lhal ter rorize urban neighborhoods; 
!heir members must be imprisoned. 
Funds are needed for soph isticated 
lnvesligallons of lhcse gangs. The Sen• 
ale's passage of an arncndmMI yes• 
lcrday 1h01 would expand Federal olli• 
cials' authorily to probe and proSC(:u1e 
gang crimes seems encouraging. Con­
gress should also provide funds for 
enforcing 1hc Federal money-launder­
ing s1a1u1e, woefully undcrcnforccd 
since lls enac1rnen1 in 1986. 

In addition, we must expand drug 
1rca1men1 proRrams so 1ha1 addicts 
who wanl hCIJ> can find ii. New York 
Cily has 500,000 ha rd-core add iris 
and only 55,000 trea1mcn1 slots, or 
which 34,000 arc in mclhadonr main· 
tenance pro~rams thal serve heroin 
addicts only. 

Third, lhe Government must as­
sume responsibility for those who 
cross our borders Illegally and com• 
mil violent crimes. There are 2,621 

lllcj\al aliens in New York S1Me pris­
ons al an annual cost ul $63 million. 
They would not be ours 11 lhe Govern• 
mcnl had kepi !hem oul of this coun­
try. Washington should pay for the 
Incarceration of these Individuals or 
transfer !hem to Federal custody. 
This would go far loward relieving 
lhe crushing burden on slate prisons 
- a burden that forces lhe early 
release of violent offenders nation­
wide afler they have served less lhan 
50 percent of their sentences. 

Fourlh, w1, mus! make n nalional 
commitment 10 our youlh. Raising 
children in broken homes. educating 
them in overcrowded schools and 
feeding them a steady diel of televi­
sion violence is a recipe lor more 
crime. We should earmark Federal 
money for youth programs In neigh• 
borhoods blighted by drugs. 

The bill would establish a 22-mem• 
bcr commission to study crime and 
violence nnd a 13-membcr commis­
sion to study lhc causes of the de­
mand for drugs. Do we rea lly need 
more studies of these problems? In­
stead of fancy blue-ribbon commls• 
sions. let us have an iron-willed com­
mitment to address, on all fronts, a 
crime problem that may engulf us if 
we do not act decisively. O 
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companies formerly controlled by Arkansas Gov. 
Jim Guy Tucker (D). Rep. Jim Leach aowa), the 
committee's ranking Republian, called Madison 
•a rogue thrift" and said Republicans are con­
cerned that "Keating-like influence peddling may 
have occurred, although on a ll!llller, atate<en­
tered scale.• Madison failed iD 1989 at an esti­
mated $4 7 million C06t to taxpayers. 

Casey' 8 office also is probing Capital Man­
agement Services, a Small Business Adminia­
tration-backed investment fund that provided a 
$300,000 loan in April 1986 to Susan McDou­
gal, a former busineaa partner ol Clinton and 
the wife of Madison's owner, James McDougaL 
Part of the loan was med by Whitewater De­
velopment Corp., the firm half-owned by the 
Clintons, to buy a tract of rural land near Little 
Rock. White Howie officials have said the Clin­
tons had no knowledge of the purchase, which 
was made by the McDougals. 

David Hale, a retired municipal judge who 
has been indicted on fraud charges, has pub­
licly alleged that he was pressured by Clinton 
to make the loans as a means of shoring up 
Madison's boob-a claim that has been Oatly 
denied by the White House. 

The Arkansas probes have been repeatedly 
played down by White House and Justice De­
partment officials, and last week preaa aecre­
.tary Dee Dee Myers dismissed Hale's allega­
tions as stories ooncocted to •save his butt: 

Casey' a recusal is the latest sign that the 
investigations are being taken more seriously. 
Late last week, Associate Attorney General 
Webster L. Hubbell, a former partner of Hil­
lary Clinton in the Rose law firm in Little 
Rock, sent a memo to Attorney General Janet 
Reno and Heymann stating he was also recu­
sing himself and his entire staff from the mat­
ter. The Rose firm had previously represented 
Madison, and Hubbell later represented the 
RTC in a lawsuit against Madison's aCCIOWI• 
tants. 

Hubbell is the No. 3 official in the Justice 
Department; his responsibilities include over­
seeing civil matters relating to the savings and 
Joan industry. Department officials said Hub­
bell would have had no direct oversight over 
the Little Rock criminal probes anyway. 

Randy Coleman, Hale's lawyer, who had ini­
tially sought appointment of an independent 
counsel last September in the days preceding 
Hale's indictment, said yesterday that Casey's 
recusal was "kind of a step in the right direc­
tion" although a "little Jess" than what he re­
quested. 

"David Hale always said he wanted the play­
ing field to be a little more level," said Cole­
man. "You would hope this means an objective 
investigation.• 

Casey, a former legislative aide to Sen. Dale 
Bumpers (D-Ark.), in September turned down 
Coleman's request that Hale be granted immu­
nity in exchange for information about Clinton 

and other political figures in the state who had 
gotten loans from Capital Management, includ• 
ing Tucker. 

After consulting with high-level department 
officials, Casey said she saw no reason to step 
aside and that Hale's allegations lacked "spe­
cifics.• 

That came one month after Coleman had 
contacted the White House about Hale's alle­
gations, calling associate counsel William Ken• 
nedy in mid-August. "I told him we have clients 
with mutual problems developing in a federal 
investigation down here," Coleman said yes• 
terday. 

A few days later, Coleman said. KeMedy 
called back and asked him if it would be alleged 
there were any "face to face" meetings be­
tween Clinton and Hale-a question that Cole• 
man said he answered in the affirmative. But 
Coleman said Kennedy did not accept his offer 
to meet with him in Washington to discuss the 
matter. 

Coleman said he was not asking Kennedy to 
intervene in the case. White House senior aide 
Bruce Lindsey said that Kennedy, a former 
partner of Hillary Clinton and Hubbell in the 
Rose law firm, discussed Coleman's state­
ments with White House counsel Bernard 
Nussbaum, but neither took any action or 
alerted anyone else in the White House. "Both 
he and Bernie didn' t do anything with the in­
formation because they didn' t take it serious­
ly," said Lindsey. 



Justice Dept. to 
Run Probe of 
Arkansas S&L 
■ Inquiry: A senior trial 
attorney arrives from 
Washington to replare a Clinton 
appointee. The criminal case 
involves former allies of the 
President. 

By DOUGLAS FRANTZ 
and WILLIAM C. REMPEL 
TIMES STAFt WUT£tS 

/ 
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LITTLE ROCK. Ark.-The Justice O@. 
parunent took charge Tuesday of a 

criminal investigation into the failure of an 
Arkansas savings and loan that involves 
some of President Clinton's oldest friends 
and political allies. 

A veteran senior attorney in the depart• 
ment"s fraud section arrived here to take 
over the probe of Madison Guaranty Sav­
ings It Loan from the new U.S. attorney. a 
Clinton appointee who had asked that she 
be excused from the case. 

The action comes on the heels of claims 
that Clinton and his wife may have benefit • 
ed imp~rly from transactions at the 
defunct savings and loan. Clinton last week 
dismissed the allegations as an ··old story'" 
with no foundauon. 

However. the Justice Department's an­
nouncement Tuesday provides an ac­
knowledgment that the case remains acuve 
and politically sensitive. 

In addition. Rep. Henry B. Gonz.aln 
C O-Tex.). the chairman of the House 
Banking . Finance and Urban Atralrs Com­
mittee. responded affirmatively Tuesday to 
a request from Republicans that he open a 
preliminary inquiry into the 1989 failure of 
Madison Guaranty. which cost the wepay­
ers $47 million. 

James B. McDougal, the former owner of 
Madison Guaranty and a longtime business 
partner of the Clintons. told The Times last 
week that he hired Hillary Rodham Clinton 
as a lawyer for the ailing thrift in 1984 after 
Gov. Clinton said his family needed finsn­
clal help. Presidential Press Secretary Dee 
Dee Myers denied that Clinton solicited 
business for his wife. 

After being hired, Hillary Clinton lobbied 
a state agency on behalf of Madison 
Guaranty. McDougal also hosted a cam­
p.iign fund raiser for Clinton at the savings 

'We've eot to fNI better that 
our cate 11 not betne 

prosecuted by an appolntN 
and llfelone supporter of the 

President.' 
RANDY COlDWI 

Attorney lot~ Hale. indicte<I lot io.t, ftaua -

llo1Angeltal\mee 
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and loan. Federal 1nvest1gators reportedly 
are looking into whether some of the 
contributions were made improperly with 
SltL overdrafts. 

Another former Clinton political sup­
porter. David Hale. claims that he made a 
'300.000 loan to lllcOougars wife in 1986 at 
the urging of Clinton. who had appointed 
him to the municipal court bench. 

Interviews and loan documents indicate 
that abcut one- third of that loan ended up 
going into a land development deal in 
which the Clintons were 50-50 partners 
with the McOougals. 

Hale. who was forced to resign from his 
Judgeship. is under indictment for loan 
fraud in connection with other loans he 
made that were backed by the Small 
Business Administration. 

Hale and his attorney. Randy Coleman. 
had asked for a special prosecutor to handle 
the investigation because they claimed the 
US. attorney and he.r staff were too close 
to Clinton and other Arkansas political 
figures with potential involnment in the 
sca.ndal. 

··we've got to feel better that our case Is 
not being prosecuted by an appointee and 
lifelong supporter of the President:· said 
Coleman, The attorney had complained 
that Hale"s offers to cooperate with investl. 
gators in exchange for leniency had been 
rebuffed without consideration. 

U.S. Atty. Paula ~Y declined to com­
ment on her reasons for withdrawing from 
the case. However. a Justice Department 
Statement said Casey and her starr had 
withdrawn '"because of their familiarity 
with some or the parties and the need to 
ensure that there be no mlsperceptions 
abcut the impartiality of the Investigation.•· 
She was appointed to the post by Clinton. 
her brother ran one of Clinton·s gubernato­
rial campaigns. a.nd her husband is a lawyer 
for a state agency._ 

The investigation will now be headed by 
Donald B. Mac~. a senior trial attorney in 
the fraud section at the Justice Department 
ln WashlngtOn. He Will be assilted initially 
by two other staff lawyers from Washing ­
ton, 

In addltlon. Rep, Gonzalez aaid Tuesday 
that his Houae Banking Committee staff 
would open an initial inquiry into the 
failure of Madison Guaranty. 

Gonzalez acted on a request from the 
committee·, Republicans, who said they 
recocniud the inquiry could embanua the 
Clinton Administration. 

"'The iaue isn"t polities; it ia political 
example;· the Republicans said in a letter 
to Gonzalez. ..lndlviduala holding public 
trust cannot be allowed to abuae power at 
~yer expense without ICCOUntability :· 

Hale already hu volunteered to testify 
before any congreUional committee that 
examines his loans or the failure of Madison 
Guaranty. 

, 
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~ourt Clarifies 
Sex Harassment 
■ Civil rights: Justices ease way for women to win 
damages. High court says proof of adverse effect on job A, 
performance or mental health would not be required. 1' 
By DA VIDG. SAVAGE. TI\IES STAFF wrnr.w 

WASHINCTON-Sendmg a strong mess.ge lhal sexual harassmenl 
will not be tolerated, the Supreme Court made 11 easier Tu~y for 
work mg women to win damages 1f they are abused or ridiculed on lhe ,ob. 

Federal civil rights laws creale a 
"broad rule of workplace equality." 
said Justtce Sandra Day O'Connor 
and lhose laws are vlolaled when 
women or men are subjected to 
"mum1da1ion. ridicule and insult" 
by supervisors or co-workers be­
cause of their gender. 

The 9-0 ruling clarifies the law 
more than 1l breaks new legal 
ground. But women's rights advo­
cates said that the courl's firm 
condemnation of workplace ha­
rassment will help curtail that 
rorm of abuse. Business allorneys 
welcomed lhe ruling because 1l 
nore sharply defines 11legal be -
1av1or. 

I~ recent years. some judges 
,ave decreed lhal a woman must 
;uffer a.disunct "mJury," such as a 
,ervous breakdown or an mabillly 
o work, before she can wm a 
exual harassment case. 
Re~ling those strict requ,re­

nents. the high court said a com­
•lain1ng employee can win her case 
imply by showing lhat she suf -
?red severe and persistent harass­
,enl. regardless of whether il hurl 
er job performance or her mental 
eallh. 
The decision revives a sexual 

arassmenl suit filed by Teresa 
:arras. a Tennessee woman. whose 
iperv1sor called her a "dumb ass 
oman" and regularly made 10kes 
)OUl her anatomy. A magistrale 
td an all-male panel of a U.S. 
,peal.s court earlier had dismissed 
!r claim because the harassmenl 
d not appear lo have harmed her 
,sychological well-being." 
Women's rights advocates hailed 
e quick and unanimous opinion. 
mch came less than four weeks 
ler lhe case was heard. 
"This sends a real message that 
e court 1s t.akmg sexual harass­
!nt seriously and lhat employers 

Disabled Girl's 
Parents Win 
School Case 
By DAVIDG.SAVAGE 
TIMES STAFF WRITU 

WASHINGTON-In a 
victory for the parents of 
children with disabilities. 
the Supreme Court ruled 
Tuesday that public schoolJ 
must pay the cost of privaie 
schooling for a learning ­
impaired child who was not 
offered adequate help in 
the public system. 

The court 's opinion 
makes clear 1hal public 
schoolJ can be forced to pay 
a heavy penalty if they 
default on their duty to 
offer these parents a good 
learning program for lhetr 
child. 

On a 9-0 vote. the JUSlic­
es sided with the disgrun­
tled parents of a South 
Carolina girl who. against 

Plaae 1ee SCHOOL. ,\8 

belier do so as well," said Nancy 
Duff Campbell. co-president of the 
Nauonal Women's Law Center. 

"I predict that we are gomg to 
see a lol of voluntary compliance 
with this decision." added NOW 
President Pat.ncia Ireland. as em­
ployers scramble to make sure that 
they have c lear -cut po licies 
againsl workplac,e harassment. 

NOW issued a press release call­
ing on corporate Amenca 10 ··wake 
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up and smell lhe coffee now being 
fetched by someone other than a 
babe. broad or bimbo." 

Business auorneys said they 
were pleased with the ruling too 
because II clanfies 1.he law. 

"This confirms what we have 
been saying all along. that you 
can'l harass people." said Douglas 
S. McDowell. counsel for the Equal 
Employment Advisory Council. 

Most large companies now have 
policies forbidding workplace ha­
rusment. he said. Usually. these 
polic,es require victims to report 
any harassment lo a supervisor. 
Generally. employees who say that 
they were harassed cannot sue the 
company if they have ignored the 
complaint procedure. he noted. 

Employers certainly have an ln­
cenuve to keep such complainlS 
out of court. In 1991, Congress 
amended the job bias laws 10 say 
that employers can be forced to 
pay up to $300.000 in damages for 
illegal job discrimination. which 
Includes sexual harassment. 

Tuesday's decision wu only the 
high court's second dealing with 
sexual harassment. 

The rulings stem from the Civil 
Rights Acl of 1964. which p.rohib­
ited employers from discriminating 
in "compensation. terms. condi­
tions or privileges of employment" 
because of "race. color. religion, 
aex or national origin." 

No one doubted that the law was 
violated if a aupervilor dema.nded 
1ex m exchange for a Job or a 
promotion. But 11 wu not clear that 
harassment alone violated the law. 

In the landmark cue of Meritor 
Savings vs. Vinson In 1986. the 
court said unanimously that illegal 
aex discrimlnaUon is "not limited to 
economic or tangible discrimina­
tion." The law al10 forbids aexual 
haraament that creates a "hostile 
environment" for a working wom­
an, regard.Im of its impact on her 
Job prospect.I. the court said. 

But lower courts have split since 
then on how to define a hostile 
environment. The three U.S. ap­
peal• coun.s lhal cover lhe Mid ­
west had adopted the llrict stand­
ard that a harassment vlclim must 
prove she suffered paychological 
harm. By contrast. the U.S. 9lh 
Circuit Court of APP9l1 in Califor­
nia had taken the more lenient 
view adopted by the high coun. 

Perhaps not coincidentally. the 
strong women 's righu ruling 
handed down Tuesday wu the first 
opinion to emerge from a court that 
now hu two femalejuslices. 

Not only did O'Connor speak for 
the court l:lsl new Justice Ruth 
Bader Ginsburg added a brief 
statement saying that she w-

•· ~l . ., 
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Teresa Hams, who filed suit. 

pleased the decision makes clear 
that a woman can win a sex 
harassment claim simply by show­
Ing that abuse and ridicule "make 
il more difficult (for her) to do the 
job." Dunng the argument lul 
month. Ginsburg jousted with Jus­
lice Antonin Scalia over whether a 
woman's job performance must 
suffer before she can file a discrim­
inallon claim. 

O'Connor characteriud the 
court's opinion as following a 
"middle path" on aexual harua­
ment. To win her cue, a -woman 
must prove more than lhal aM· 
heard a few "merely offensive" 
jokes or commenta. However, 1he 
ii not required to prove that she 
suffered a "tangible psycholoetcal 
injury" to prevail 

O'Connor admlued that there is 
no ,Ingle formula or a "mathemall­
cally precise lest" to determine 
when an employee hu been Il­
legally harassed. Judges should 
examine the allegaliona and con­
sider whether the victim wa, lrtlly 
offended and wh~ a "rUloft. · 
able person" would have viewed 
her workplace as a "hoalile or 
abusive work environment." 

Several factors can be taken into 
account. she said, auch u the 
"frequency or the diacrlminatory 
conduct. it.I severity. whether It la 
physically threalenillf or humiliat­
ing or a mere offensive utterance 
and whether it unreasonably inter­
feres with an employee·, wol'lc 
performance." 

Officials of the U.S. Equal Em­
ployment Opportunity Commiaalon 
have said that COfflPlalnts al>out 
sexual haraaamenl have increued 
more than 50% since 1991. But that 
increase is not attributed to new 
la w1 or coun rulings. 

Instead. m01t experts attribute 
the increase to Anita Faye Hill's 
televi!ed accusation of aexua1 ha­
rasamen1 charges d uring the 1991 
confirmation hearings of Justice 
Clarence Thomas. 

Thomas~ former EEOC chair­
man. joined O'f.onnor's opt11lon 
without commenting aeparately. 

rzz. 



Justice Dept. to 
Run Probe of 
Arkansas S&L 
■ Inquiry: A senior trial 
anomey arrives from 
Washington to replace a Clinton 
appointee. The criminal case 
involves former allies of the 
President. 

By OOUGLAS FRANTZ 
and WILLIAM C. REMPEL 
TIMU STAFF WIIT(IS 

/ 
~ 

Ll'M'LE ROCK. Ark.-The Justice De· 
partmen1 look charge Tuesday of a 

criminal investlg11ion mlO the failure of an 
Arkansas savings and loan that involves 
some or President Clinton·• oldest friends 
and polilical allies. 

A veteran aenlor a110rney in the depart• 
menl'a fraud aecuon amved here lO take 
over the probe or Madison Guaranty ~v • 
ings le Loan from the new U.S. a110mey. a 
ChnlOn appoinltt who Md uked that the 
be excused from the case. 

The aclion comes on 1he heels or claims 
thai Clinton and his wife may have benefit• 
ed Improper ly from transactions al the 
defunct savings and loan. Clinton last week 
dismiued the allegalions u an "old 1\0l'y" 
with no foundation. 

However. the Justice Department's an• 
nouncement Tuesday provides an IC· 
knowledgment that the case remains acuve 
and poll1ically aensi1ive. 

In addition. Rep. Henry B. Gonzalez 
(D-Tex. ). the chairman of the Houae 
B&nking. Finance and Urban Affairs Com­
milltt, ~nded affirma1ively Tuesday to 
a request rrom Republicans 1ha1 he open a 
preliminary inquiry into 1he 1989 failure or 
Madison Guaran1y, which COS\ the wcpay . 
ers S47 million. 

James 8. McDougal, the former owner or 
Madison Guaranty and a longtime business 
partner or \he Chntons. told The Times lu1 
week 1h11 he hired Hillary Rodham Chn\On 
as a lawyer for the ailing lhrifl in 198◄ afler 
Gov. Clinton said his family nttded finan­
cial help. Presidential Press Secretary Dee 
Dee Myers denied lhal Chnton sollciled 
business for his wife. 

After being hired. Hillary Clinlon lobbied 
a 1111e agency on behalf of Madi.son 
Guaran1y. McDougal also hoSled a cam­
paign fund raiser for Clin10n a11he savings 

'We've &ot to feel better that 
our caM la not beln& 

prosecuted by an appointee 
and llfelonc supporter of the 

Prealdent.• 

IWC>Y COlDWI 
Att0tne1 fOt Oe..cl HM. oncticteo fOt mn lraud -

eo,AnQetal\ma 
MDHEIOAY 
, ·rWl'\IRl'R 10 1~ ) 0 

and loan. Federal 1nvesligators reportedly 
are looking m10 whether som~ or the 
conlribu11ons were made improperly with 
SlcL overdrafts. 

Another former Clin1on pohlical sup­
por1er. David Hale, claims 1h11 he made a 
'300,000 loan to McDougal's wire m 1986 ai 
the urg,n1 of Chnlon. who had appointed 
him to the municipal court bench. 

Interviews and loan documents indicate 
thal about one-third of 1ha1 loan ended up 
going into a land developmenl deal 1n 
which I.he Clintons were 50.50 partners 
with the McDougals. 

Hale. who was forced to resign from hi! 
judgeship, is under ind1c1men1 for loan 
fraud in conneclion with other loans he 
made tMt were backed by the Small 
Business Adminis1ration. 

Hale and his at\Orney. ~ ndy Coleman. 
Md asked for a spec.111 prosecutor to handle 
the investigation because they claimed the 
U.S. attorney and her staff were too close 
to Clinton and other Arkansu political 
figures With potential involvement in the 
acandal. 

"We've got to feel better that our caae is 
not bein1 prosecuted by an appointee and 
lifelong supporter of the President." said 
Coleman. The attorney had complained 
that Hale'a offers to cooperate with invesll • 
gators in exchan1e for leniency had been 
rebuffed without conaideration. 

U.S. Atty. Paula Casey declined to com­
ment on her rtuons for Withdrawing from 
the case. However, a Justice Department 
statement said Casey and her ataff had 
withdrawn "becaime of their familiarity 
with some °' the partJet and the need to 
ensure that there be no m19Ptrcepliona 
about the Impartiality of the lnveatlgation." 
She was appointed to the poat by Clinton. 
her brother ran one of Clinton's l\lbernato­
rial campai,n,, and her husband Is a lawyer 
for a state agency., 

The investlgalion will now be headed by 
Donald B. Nacuy, a aenior trw attorney In 
the fraud aection at the Justice Department 
in Washiniton. He will be assisted initially 
by two other ataff lawyers from Wuhing­
ton. 

In addition. Rep. Oonz.altt said Tueaday 
that his Houae Banking CommJttee 1taff 
would open an inilial Inquiry Into the 
fallUrt of Madison Guaranty. 

Gonultt acted on a request from the 
committee'• Republicans. who aid they 
recognized the inquiry could embarrass the 
Clinton Adminislnllion. 

"The iuue isn't polltics; it Is political 
example." the Republicans laid 1n a letter 
IO Gonzalez. " Individuals holdln1 public 
trust cannot be allowed to abuae power at 
taxpayer expense without accountability." 

Hale alrtady haa volunlttred to test.ify 
before any congressional committee that 
examines hi• loans or the failure of Madison 
Guaranty. 

~ 
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Probe of S&L chief touches on Hillary's legal fee 
~-y-~-er_ry_~-~-IM(-r$--A--\-- Then-Arkansas first lady said to have been on retainer :S:EE,~~~=:: 

LITTLE ROCK, Arlt. - The fed• 
era! fraud investigation of a busi­
ness partner and lonatime friend of 
President and Mrs. Clinton is focus• 
Ina in part on the $2,0QO.a-month re­
tainer purportedly paid to the first 
lady. 

Thefee-$30,000overa lS•month 
period - is said to have been paid to 
Hillary Rodham Clinton, then a 
aenior partner at the po-rful Rose 
Law Finn here, beginnin& in 1984 by 
James B. McDougal, whose failing 
Arkansas savi.ngs and loan associ• 
ation wu under investigation by 
etate banltina reaulators. 

Mr. Clinton wu aoyernor at the 
time. 

----------•:,.,••-

The inyestigation into the pay­
ments, accordina to law enforce­
ment sources, hi.nges on information 
uncovered in the put · sever al 
months, including: 

• State records and Rose Law 
Firm documents lhowi.ng that Mrs. 
Clinton was actiyely invol\/1:d in rep­
resenting Mr. McOouaal's company, 
Madison Guaran ty Savina• and 
Lo.n. 

• Information that Mra. Clinton 
waa not considered a teaal financial 
expert by the Rose Law Firm but 
represented Madison anyway -
CYenthougb I0otherseniorpartners 
at the firm were listed as experts in 
the field. 

• Comments by Mr. M.c:Ooupl'a 
wife, Susan B. McDouaal, to The 
Weshinaton Post last year that Mn. 
Clinton was actlYely involved with 
Madison's legal problems, that Ille 
had obtained all the $&L's files and 
that she was on retainer to Madison. 

• Allegations that Mr. Clinton and 
Mr. McOouRal personally agreed ro 
the payments and that the then· 
IIOllefflOr picked up the checks. 

Inquiries into the payments, law 
enforcement sources say, are part or 
an lnyestigation by the Resolution 
1hlst Corp. (RTC) and the U.S. At tor• 
ney's Office here into allegations 
that Mr. McDouaal illegally •P­
proved $250,000 in loans and fun-

neled campaign (Wida to se\leral Ar• 
kanau politlciana, lncludi.ng Mr. 
Cl.inron. 

ln\lelli&alDn a1ao are loolting into 
a SJ00,000 Small Buaineu Admin· 
latrat.lon loan approved for Mrs. 
McDougal and the Rose Law Firm's 
usistanu to M.r. McDouaal in his 
errorta ro prewnt atate regu.lators 
from cloaina the S&L 

The federal inquiry, accordlna to 
the law enforcement aouroes, is con• 
centratina on alleaations that Mrs. 
Clinton and the Rose Law Firm 
aought to help Mr. McOouaal at • 
time when 1U1te reiru)aron -re rec­
ommendi.ng to her husband, the gov• 
emor, that Madiaon wu inaol..ent 

retainer was paid ro Mn. Clinton 
through a aec:ret bank accounL 

The RTC and the U.S. Atromey's 
Office in Uttle Roell are not talking 
about their probes, and c:alla ~•ter · 
day to White Houae Communica• 
lions Director Mark Gearan for 
comment -re not r aumed. 

Mr. McOouaaJ, who wu indicted 
in 1989 on fraud charaes in connec· 
lion with Madison and WU acquilled 
in 1990,hasdenledanywronadoing . 

Mr. Clinton this week also denied 
any impropriety in the couple's long• 
standing business relationship with 
Mr. McDouaaJ but declined 10 com• 

s« HILLARY, page A l 2 
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White House NAFfA blitz 
fails to wiii over Congress 
By Major Garrett 
lME-.St4'1NGT0NTa.tE.S 

As the Clinton White House nears 
the end of a weeklong campaign to 
kindle support for the North Amer· 
ican Free n-ade Agreement, all 
signs in Congress indicate the ef• 
forts have fallen far short of expecta· 
lions. 

An array of bad new,; l)"eeted the 
White House yes• 

NEWS 
terday, and oppo­
nents were be· 

ANAIYSIS ginning ro 1>oas1 
that grass-roots 

opposition IX> the pact would over· 
whelm any last-minute deals the 
White House cut tx> protect F1orida 
citrus, vegetable and sugar crops n&· 

tionwide. 
"We have a lot of votes [among 

House members] to come in from 
industrial states that have nothing IX> 
do with citrus other than a glass of 
orange juice in the morning:• said 
Jim Jontt, director of the Citizens 
7rade Campaign, which opposes the 
treaty. 

Anti·NAFTA forces said they had 

213 vo~ against the trade pact, 
which would gradually lower all ex· 
isting tariffs among the United 
States, Canada and Mexico over the 
next 15 years. The treaty's support• 
ers scoffed at the number, but their 
own vote counts showed them at 
least 40 votes away. 

With one vacancy in the 435-
member House, 218 votes will be re­
quired to pass NAFTA, but only 217 
votes are necessary to kill it. 

Other bad news: 
• White House pollster Stanley 

Greenberg drew derisive catcalls 
and angry shouts from roughly 20 
senior and midlevel House Demo­
crats when he pitched polling data 
he said justified votes for NAFTA. 

1wo Democrats - House Major· 
ity Whip David E. Bonior of Mich· 
lgan, the chief NAFI'A opponent, 
and Rep. David R. Obey of Wiscon· 
sin - displayed a recent polling 
analysis by Democratic pollsters 
Celinda Lake and Marl< MeUman 
showing deep hostility IX> N AFI'A 
among voters who have an opinion 
about the treaty. 

The analysis warned that Demo-

crats stand to lose substantial sup· 
port among blue-collar voters and 
Ross Perot supporters if they back 
the treaty. 

"Elected officials get little credit 
from the voters for supporting the 
treaty:' the analysis said. "However 
. . . they can lose significant num• 
bers of votes, particularly in the 
Midwest, among non-college•edu· 
cated men and among Perot voters." 

After several minutes of being 
bullied by the assembled Demo­
crats, Mr. Greenberg abruptly 
stopped his NAFTA presentation 
and shifted to other topics, sources 
said. 

• Several of the 24•member F1or• 
ida congressional delegation, which 
has emerged as the most important 
bloc of votes for the White House, 
balked at new agreements with 
Mexico designed to support citrus, 
vegetable and sugar crops. 

And the agreements failed to win 
a single new vote from the seven• 
member Louisiana delegation, rep­
resenting a major farming and 

see NAFfA, page A16 

NAFfA Mr. Perot came to the foot of the 
Capitol to declsre he and his sup• 
porters '"will not sleep" and ·•will not 
blink"until the No\'. 17 NAFTA votes 
occurs. 

uneasy. Until now, 23 of the del• 
egation's members have withheld 
support for NAFTA until the nego­
tiations had been completed. 

is simplistic," said Republican Rep 
Porter J . Goss. who said he still op 
posed the treaty. 

:rom page Al 

,ugar-producinl! state. From the two 
,tates. the administration hoped to 
1&rves1 about 20 votes. a total that at 
east for now appears out of reach. 

• Former independent presiden• 
ial candidate Ross Perot drew the 
-Yhite House into a public debate 
iver NAFTA when Vice President Al 
;ore announced he would join the 
~xas billionaire for a series of tele• 
•ised debates. 

The adm inistration has tried 
nightily to avoid a direct confront&· 
·ion with Mr. Perot over NAFTA. 
earing it would alienate his support· 
:rs and at the same time raise him 
01ce again to the status of political 
,eavyweight. 

"The people have spoken, and this 
thing is dead on arrival," Mr. Perot 
said. 

Of all the events, the lukewarm 
reaction among F1oridians to the 
new deals struck on behalf of their 
farmers was most troublesome to 
the White House. After months of 
intense negotiations with the Mexi· 
can government, the administration 
extracted a series of concessions to 
protect Florida agriculture. 

But uncenainty over whether the 
new deals will be binding or how 
either government would enforce 
them left many F1orida lawmakers 

Winning a majority of the F1orida 
delegation is viewed as crucial to 
NAFTA's chances. Hopes ran high 
that agreements from Mexico to re­
duce vegetable and citrus imports 
and not to dump refined sugar into 
the U.S. market would turn the tide. 

But so far. it is still low tide for the 
White House. 

"I'm still a 'no: " declared Repub­
lican Rep. Tom Lewis, whose 16th 
District includes sugar, vegetable 
and citrus crops grown near Lake 
Okeechobee. 

"lb think that because you solve 
F1orida agriculture's problems will 
carry the majority of the delegation 

NAFTAs supporters in Congres 
said the F1orida votes will fall in Un, 
once members review the agree 
ments with agriculture leaders bacl 
home this weekend. 

"I think they'll come on," said Rer 
Robert T. Matsui. California Demo 
c rat and co-chairman of the pro 
NAFTA caucus. "We're going to wi, 
this thing:· 

But even an agreement on suga 
imports failed to move a s ingle vot, 
among the Louisiana delegatior. 
Democratic Rep. W.J. "Billy"1l1112in 
whose 3rd District contains most o 
the state·s sugar refineries. said h, 
still opposed 1'AFTA. 

t ,G 
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The Justice Department yesterday named a special three-member prosecution 
team to oversee politically sensitive investigations into a federally backed 
investment company and a failed Arkansas savings and loan that had ties to 
prominent figures in the state, including President Clinton. 

The move came after U.S. Attorney Paula Casey formally recused herself and 
her office from any further involvement in the probes. After consulting with 
Deputy Attorney General Philip B. Heymann and his staff, acting criminal 
division chief John C. Keeney dispatched three career lawyers from the fraud 
section, headed by Donald B. Mackay, a former U.S. attorney in Illinois, to 
Little Rock to take over the investigations. 

Casey, a Clinton appointee and volunteer in some of Clinton's gubernatorial 
campaigns, had resisted earlier requests that she recuse herself. But late last 
week, following news media reports about the probes, she informed department 
officials that she and her staff were stepping aside "because of their 
familiarity with some of the parties and the need to ensure that there be no 
misperceptions about the impartiality of the investigation," according to a 
department statement. 

The investigations have received widespread attention in recent days 
following disclosures that the Resolution Trust Corporation had asked Casey's 
office to open a criminal inquiry into a number of matters relating to the 
now-defunct Madison Guaranty & Trust, including the possible improper use of 
depositors' funds for contributions to Clinton's 1984 reelection campaign as 
governor of Arkansas. 

Yesterday, Republicans on the House Banking Committee asked Chairman Henry B. 
Gonzalez (D-Tex.) to open hearings on Madison, which had business relationships 
with a partnership half-owned by Bill and Hillary Clinton and with companies 
formerly controlled by Arkansas Gov. Jim Guy Tucker (D). Rep. Jim Leach (Iowa), 
the committee's ranking Republican, called Madison "a rogue thrift" and said 
Republicans are concerned that "Keating-like influence peddling may have 
occurred, although on a smaller, state-centered scale" -- a reference to the 
scandal involving five U.S. senators and S&L executive Charles H. Keating Jr. 
Madison failed in 1989 at an estimated$ 47 million cost to taxpayers. 
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Casey's office also is probing Capital Management Services, a Small Business 
Administration-backed investment fund that provided a$ 300,000 loan in April 
1986 to Susan McDougal, a former business partner of Clinton and the wife of 
Madison's owner, James McDougal. Part of the loan was used by Whitewater 
Development Corp., the firm half-owned by the Clintons, to buy a tract of rural 
land near Little Rock. White House officials have said the Clintons had no 
knowledge of the purchase, which was made by the McDougals. 

David Hale, a retired municipal judge who has been indicted on fraud charges, 
has publicly alleged that he was pressured by Clinton to make the loans as a 
means of shoring up Madison's books -- a claim that has been flatly denied by 
the White House. 

The Arkansas probes have been repeatedly played down by White House and 
Justice Department officials, and last week press secretary Dee Dee Myers 
dismissed Hale's allegations as stories concocted to "save his butt." 

Casey's recusal is the latest sign that the investigations are being taken 
more seriously. Late last week, Associate Attorney General Webster L. Hubbell, a 
former partner of Hillary Clinton in the Rose law firm in Little Rock, sent a 
memo to Attorney General Janet Reno and Heymann stating he was also recusing 
himself and his entire staff from the matter. The Rose firm had previously 
represented Madison, and Hubbell later represented the RTC in a lawsuit 
against Madison's accountants. 

Hubbell is the No. 3 official in the Justice Department; his responsibilities 
include overseeing civil matters relating to the savings and loan industry. 
Department officials said Hubbell would have had no direct oversight over the 
Little Rock criminal probes anyway. 

Randy Coleman, Hale's lawyer, who had initially sought appointment of an 
independent counsel last September in the days preceding Hale's indictment, said 
yesterday that Casey's recusal was "kind of a step in the right direction" 
although a "little less" than what he requested. 

"David Hale always said he wanted the playing field to be a little more 
level," said Coleman. "You would hope this means an objective investigation." 

Casey, a former legislative aide to Sen. Dale Bumpers (D-Ark.), in September 
turned down Coleman's request that Hale be granted immunity in exchange for 
information about Clinton and other political figures in the state who had 
gotten loans from Capital Management, including Tucker. 

After consulting with high-level department officials, Casey said she saw no 
reason to step aside and that Hale's allegations lacked "specifics." 

That came one month after Coleman had contacted the White House about Hale's 
allegations, calling associate counsel William Kennedy in mid-August. "I told 
him we have clients with mutual problems developing in a f ederal investigation 
down here," Coleman said yesterday. 

A few days later, Coleman said, Kennedy called back and asked him if it would 
be alleged there were any "face to face" meetings between Clinton and Hale -- a 
question that Coleman said he answered in the affirmative. But Coleman said 
Kennedy did not accept his offer to meet with him in Washington to discuss the 
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Coleman said he was not asking Kennedy to intervene in the case. White House 
senior aide Bruce Lindsey said that Kennedy, a former partner of Hillary Clinton 
and Hubbell in the Rose law firm, discussed Coleman's statements with White 
House counsel Bernard Nussbaum, but neither took any action or alerted anyone 
else in the White House. "Both he and Bernie didn't do anything with the 
information because they didn't take it seriously," said Lindsey. 
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LOAD-DATE-MDC: November 10, 1993 



AM-Clinton S&L,420 
Republicans Call for Probe of Arkansas Bank Linked to 

Clintons 
By DAVE SKIDMORE= Associated Press Writer= 

WASHINGTON (AP) The House Banking Committee should 
probe a failed savings and loan in President Clinton ' s 
home state of Arkansas, just as it earlier investigated an 
institution linked to former President Bush's son Neil, 
Republicans said Tuesday. 

''Given the record of this committee in addressing 
thrift issues that touched the former president , it is 
incumbent that this committee not refuse to address issues 
that may embarrass the current administrations in 
Washington and Little Rock, '' Rep . Jim Leach, R-Iowa, said 
in a letter to the committee chairman, Rep . Henry B. 
Gonzalez, D-Texas . 

Leach, the senior Republican on the committee, said he 
was acting after a caucus Tuesday of GOP committee members 
and with the concurrence of House Republican leaders . 

Federal investigators are looking into the 1989 failure 
of Madison Guaranty Savings and Loan and its dealings with 
Whitewater Development Corp., a real estate development 
company in which President and Mrs. Clinton had invested. 
Mrs . Clinton also did legal work on behalf of Madison for 
the Rose Law Firm in the mid-1980s. 

The president has told reporters, ''We did nothing 
improper. '' But Leach wants the banking panel to invite 
federal regulators to testify and subpoena state 
regulators , Madison ' s top officers and representatives of 
Mrs. Clinton's former law firm . 

Gonzalez has a record of going after alleged S&L 
wrongdoers linked to politicians of both parties . He 
conducted high-profile hearings on Lincoln Savings and 
Loan of Irvine, Calif . , making its owner, Charles Keating, 
a household name . 

That later led to Senate hearings on the so- called 
Keating Five 

five senators, four of them Democrats, accused of helping 
Keating . 

Gonzalez also investigated CenTrust ' s David Paul, who 
was active in Democratic campaigns , and Silverado Banking , 
Savings and Loan Association of Denver, where Neil Bush 
served as a director. 

Leach said the Madison Guaranty case bears a striking 
resemblance to the Lincoln and Silverado failures . 
Gonzalez and his aides did not immediately respond to 
telephone calls seeking comment on Leach ' s request. 

Last week, Rep . John J . LaFalce, D- N. Y. , chairman of 
the House Small Business Committee, asked the inspector 
general of the Small Business Administration to look into 
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The Justice Department yesterday named a special three-member 
prosecution team to oversee politically sensitive investigations 
into a federally backed investment company and a failed Arkansas 
savings and loan that had ties to prominent figures in the state, 
including President Clinton. 

The move came after U. S. Attorney Paula Casey formally recused 
herself and her office from any further involvement in the 
probes. After consulting with Deputy Attorney General Philip B. 
Heymann and his staff, acting criminal division chief John C. 
Keeney dispatched three career lawyers from the fraud section, 
headed by Donald B. Mackay, a former U.S. attorney in Illinois, 
to Little Rock to take over the investigations. 

Casey, a Clinton appointee and volunteer in some of Clinton's 
gubernatorial campaigns, had resisted earlier requests that she 
recuse herself. But late last week, following news media reports 
about the probes, she informed department officials that she and 
her staff were stepping aside "because of their familiarity with 
some of the parties and the need to ensure that there be no 
misperceptions about the impartiality of the investigation, " 
according to a department statement. 

The investigations have received widespread attention in 
recent days following disclosures that the Resolution Trust 
Corporation had asked Casey ' s office to open a criminal inquiry 
into a number of matters relating to the now-defunct Madison 
Guaranty & Trust , including the possible improper use of 
depositors' funds for contributions to Clinton ' s 1984 reelection 
campaign as governor of Arkansas . 

Yesterday, Republicans on the House Banking Committee asked 
Chairman Henry B. Gonzalez (D- Tex.) to open hearings on Madison, 
which had business relationships with a partnership half-owned by 
Bill and Hillary Clinton and with companies formerly controlled 
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by Arkansas Gov. Jim Guy Tucker (D). Rep. Jim Leach (Iowa), the 
committee's ranking Republican, called Madison "a rogue thrift" 
and said Republicans are concerned that "Keating-like influence 
peddling may have occurred, although on a smaller, state-centered 
scale" -- a reference to the scandal involving five U.S. senators 
and S&L executive Charles H. Keating Jr. Madison failed in 1989 
at an estimated$ 47 million cost to taxpayers. 

Casey's office also is probing Capital Management Services, a 
Small Business Administration-backed investment fund that 
provided a$ 300,000 loan in April 1986 to Susan McDougal, a 
former business partner of Clinton and the wife of Madison's 
owner, James McDougal. Part of the loan was used by Whitewater 
Development Corp., the firm half-owned by the Clintons, to buy a 
tract of rural land near Little Rock. White House officials have 
said the Clintons had no knowledge of the purchase, which was 
made by the McDougals. 

David Hale, a retired municipal judge who has been indicted on 
fraud charges, has publicly alleged that he was pressured by 
Clinton to make the loans as a means of shoring up Madison's 
books -- a claim that has been flatly denied by the White House. 

The Arkansas probes have been repeatedly played down by White 
House and Justice Department officials, and last week press 
secretary Dee Dee Myers dismissed Hale's allegations as stories 
concocted to "save his butt." 

Casey's recusal is the latest sign that the investigations are 
being taken more seriously. Late last week, Associate Attorney 
General Webster L. Hubbell, a former partner of Hillary Clinton 
in the Rose law firm in Little Rock, sent a memo to Attorney 
General Janet Reno and Heymann stating he was also recusing 
himself and his entire staff from the matter. The Rose firm had 
previously represented Madison, and Hubbell later represented the 
RTC in a lawsuit against Madison's accountants. 

Hubbell is the No. 3 official in the Justice Department; his 
responsibilities include overseeing civil matters relating to the 
savings and loan industry. Department officials said Hubbell 
would have had no direct oversight over the Little Rock criminal 
probes anyway. 

Randy Coleman, Hale's lawyer, who had initially sought 
appointment of an independent counsel last September in the days 
preceding Hale's indictment, said yesterday that Casey's recusal 
was "kind of a step in the right direction" although a "little 
less" than what he requested. 

"David Hale always said he wanted the playing field to be a 
little more level," said Coleman. "You would hope this means an 
objective investigation." 

Casey, a former legislative aide to Sen. Dale Bumpers 
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(D-Ark.), in September turned down Coleman's request that Hale be 
granted immunity in exchange for information about Clinton and 
other political figures in the state who had gotten loans from 
Capital Management, including Tucker. 

After consulting with high-level department officials, Casey 
said she saw no reason to step aside and that Hale's allegations 
lacked "specifics." 

That came one month after Coleman had contacted the White 
House about Hale's allegations, calling associate counsel William 
Kennedy in mid-August. "I told him we have clients with mutual 

~ problems developing in a federal investigation down here," 
Coleman said yesterday. 

A few days later, Coleman said, Kennedy called back and asked 
him if it would be alleged there were any "face to face" meetings 
between Clinton and Hale -- a question that Coleman said he 
answered in the affirmative. But Coleman said Kennedy did not 
accept his offer to meet with him in Washington to discuss the 
matter. 

Coleman said he was not asking Kennedy to intervene in the 
case. White House senior aide Bruce Lindsey said that Kennedy, a 
former partner of Hillary Clinton and Hubbell in the Rose law 
firm, discussed Coleman's statements with White House counsel 
Bernard Nussbaum, but neither took any action or alerted anyone 
else in the White House. "Both he and Bernie didn't do anything 
with the information because they didn't take it seriously," said 
Lindsey. 

LANGUAGE: ENGLISH 
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Clintons u· .ders· ·ated 
involvement in venture 

·"· J i • *00-9•1 

·-­-- U.S. investigating Arkansas real estate dealings 
101, fMlp• Circ l e 
uka4elpfl1a, AA lltJl 

U1TU: ROCK, Ark. - A search 
o/ ata&e end county record• end doc· 
umenta rcwab that, dapite their 
disclaimera, President Clinton and 
his wife, Hillary Rodbam Clinton, 
were acliw in the manacement o/ an 
Arkanaaa real eatate partnerahlp un• 
der inwstlpllon by federal author· 
illea. 

A apol,aman ror then•c.in.liJate 
Clinton firal dea;crl~-.1 the ClillllNIII 
u " poiuiw, ahareholck,r11•· in the 

Hilla,y Rodham C1inlon Whitew•tcr Dc¥elc,pmcnt Curp. dur• 
dMcribed .. a liffllled and \~\I~'\, inc the 11192 pre1id~'flticakum1N1l11n, 
paulve pa,tne, in WNlawtlt« NIIUAT ,- a.,.- anJ similar <k:Kription• """" """" 

~~Mr~ :=.=:;~!!':~i::i':4::~~::;:: 
L~~~=~,..,~~-~lala~~-~~hn~-_J•--------------' lion. The documcnll 1huw that bulh 

Mr. anJ Mrs. Cli1110111ook 11n 111ucrc•-
1nw purl in the nu1m..1~cm4.:nl u( 
Whilew•ler•• affuir111111d 1lw1, •I one 
point, Mrs. Clanton liOUllhl ,_r of 
allorney from partner» JMmes 0 . 
McOoupl end his w ife, s....,.. II. 
McDou11l, IO "mena11e 11nd conduct 
all mane.-. relaled to Whitewater 
l>eYCloplMIII ." 

The Nov. 211, l91111, reque11 , wrillen 
by Mrs. Clinton on the leuerheed o/ 
the Rose Law Firm, where ahe WH • 
11enior partn.:r, inc luded the power 10 
~-ndck-,.e, ai11n Mild cxc~-ule "checks, 
no1c•, lk.-.:d•, u11rccm.:nls, cc11iri­
ca1.,,., receipts or any olhcr in$1N• 
me1111 in wrilin11 or all meuers re• 
lllt...S 10 Whil<:w•tc:r ~lopmcnl eo.,,.~ 

White I louse s pok.:•num did not 
return ca,ll1 y,:>111:1-JMy ror comm~'fll 
on th.: l'<"""'r•of •11llomcy r«:<juesl. II 

i• nut clc,ir when, or ir , ii w•• 
11r•n1~-d, bul Mr. Mc:Oou11•l hM• IOld 
reporters he 11en1 all uf Whitewater'• 
records to M ra. ClinlOft ,n late 19117 
an.S w111 not invol~ in the projc,c:1 
afkr 1\1118. 

Mr. ChnlOII 1h11 week denied any 
Impropriety In the couplc'il hlllf• 
ownership of Whitewater, DCM under 
lnw.tlaarion by the U.S. Altomq, .. 
Office here and the Re10lu1ion 1hl11 
Corp. on chaflle& o/ fraud end loea 
manipularion. t' ederal inve11i1ator1 
aro .. i41o belookin1•1quutionable 
J.:el• lk:lW\:cn Whitewater end a de• 
fw,c:t 111vin11• •nd IOlln MMOCialion. 

That inquiry include• an ex■ml· 
11111ion of at least $250,000 in loan• 
eulhorlud by Ma<lilon SlrL and 
campaicn funds f11nneled by Mr. 

stt CLIN'fONS, pag~ A10 ,_ 
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HILLARY 
From page AI 

ment on the investigation. 
A senior White House aide said 

yesterday that Mr. and Mrs. Clinton 
would not respond to queries from 
The Washington Times about their 
roles in a failed northern Arkansas 
development project in which the 
Clintons and McDougals held half­
interests. 

The Times reported yesterday 
that despite 1992 presidential cam­
paign claims that they were "passive 
shareholders" in Whitewater Devel­
opment Corp., the Clintons took an 
aggressive part in the development 
and Mrs. Clinton sought power of at­
torney to control the partnership. 

"We have no reason to know it's 
being investigated," said pres­
idential counselor Bruce Lindsey. A 
Nov. 28, 1988, letter from Mrs. Clin­
ton to Mr. McDougal requesting that 
he sign power of attorney over to her 
was an effort by the Clintons to get 
out of a deal that cost them $70,000 
over a 10-year period, he said. 

According to Mr. Lindsay; the let­
ter, first reported yesterday by The 
Times, "does not suggest an act of 
involvement. It suggests a disen­
gaaement.'' 

In the first publicly negative com­
ment about the McDougals, he said 
they had not been "forthcoming with 
a lot of infonnation. So she [Mrs. 
Clinton] was to end things." He did 
not elaborate. 

In the letter, and various attach­
ment s, Mrs. Clinton said she wanted 
to "manage and conduct all matters 
related to Whitewater Develop­
ment." 

While federal prosecutors and the 
Justice Department have said the 
Clin1ons are not targets of the on­
going probes, the sources said inves­
tiaator~ ArP. interviewing potential 

David Hale 

witnesses and exammmg allega­
tions that the monthly fee paid to the 
first lady was arranged by Mr. Clin­
ton during a summer 1984 meeting 
with Mr. McDougal. 

Federal investigators, according 
to the aources, are looking into al­
legations that the payments were 
routed into a bank account, through 
which the Rose Law Firm was paid 
for legal work. 

One longtime Clinton business as­
sociate, who asked not to be iden­
tified, said the then-governor used 10 
"jog over 10 McDougal's office about 
once a month 10 pick up the check for 
his wife.'' He said the alleged deal 
was "common knowledge here 
among a lot of people who knew the 
governor and Hillary.'' 

At the time, Madison had been 
targeted by the Arkansas Securities 

· Department as being insolvent - a 
position Mr. McDougal was appeal­
ing. Madison eventually was closed 
in 1987, but only after federal bank-

Hilla,y Aodham Clinton 

ing regulators stepped in. 
The closure cost taxpayers about 

$SO million. 
When allegations of the alleged 

retainer agreement were first re­
ported by The Times on March 20, 
1992, Clinton campaign officials said 
Mrs. Clinton did not provide Madi­
son with any legal advice concern­
ing its dealings with state officials. 

They said that she did not "inter­
vene or attempt to influence" the 
state concerning Madison, that she 
had not been pald for legal advice 
and 1ha1 she was not the attorney of 
record in the case. 

Jeff Eller, a Clinton campaign 
spokesman who now works as 
deputy assistant 10 the president and 
director of media affairs, said at the 
lime that the Clintons did not ask 
anyone for legal fees in the Madison 
matter. 

"Clinton did not solicit business 
for Hillary Clinton or the Rose Law 
Firm as it pertains to Madison Guar-

Jim McDougal 

anty:' he said. 
But Associate Attorney General 

Webster L. Hubbell, then managing 
partner at the Rose Law Firm, said 
in a March 1992 interview that Mrs. 
Clinton did "some limited work" and 
had a "limited role before t he Secu­
rities Department" in the firm's rep­
resentation of Madison. 

Mr. Hubbell said most of the work 
was handled by other lawyers in the 
firm and decllned to elaborate on 
Mrs. Clinton's role. He also refused 
to discuss any legal fees paid to Mrs. 
Clinton or the firm but did not con­
tradict assertions that Mrs. Clinton 
was paid a $2,000 monthly retainer. 

"What a client pays us is confiden• 
tial," Mr. Hubbell said at the time. 

Mr. Hubbell, a longtime friend of 
the Clintons and a business partner 
himself with Mrs. Clinton in other 
ventures, has since declined com­
ment. 

Mr. Gearan confim1cd earlier this 
week that Mrs. Clinlon had done 

work for Madison hut did not pro­
vide details. "We know there were 
several firms representing Madison, 
and Rose was one of them," he said. 
"We don't know beyond that." 

Records show the Rose Law Firm 
attempted 10 negotiate a deal for 
Madison to keep it afloat, suggesting 
to state regulators that the S&L be 
allowed to form a brokerage subsid­
iary. 

The request was approved by Se­
curities Department Commissioner 
Barbara Bassett Schaffer, a Clinton 
appointee whose brother was Mr. 
Clinton's gubernatorial campaign 
manager and whose husband, Ar• 
chie, was a large contributor to the 
governor's re-election campaigns. 
Mrs. Schaffer had been on the job for 
three months at the time. Before her 
appointment, she worked for a law 
firm that also had represented Madi­
son. 

The Rose Law Firm brokerage 
plan failed when Madison could not 
come up with the financing. 

Later, the Federal Deposit Insur­
ance Corp. - in a effort to recoup 
some of the money it lost when Mad• 
ison failed - hired the Rose Law 
Firm firm 10 sue Frost & Co., an au• 
diting firm here that said Madison 
had $109 million in assets, including 
$86 million in loans receivable. 

In what appears to have been a 
conflict of interest, the Rose Law 
Firm took the case, although the au­
dit reports were the same ones the 
firm used to argue for Madison's sur­
vival. Conflicl·Of·intcrest rules gen­
erally preclude law firms from rep· 
resenting the government in cases in 
which they have worked for the S&L. 

The lawsuit was handled by Mr. 
Hubbell. 

A call by The Times 10 Rose Law 
Firm for comment was not returned. 

The FDIC case had been actively 
sought by the Rose I.aw Firm, ac· 
cording 10 a 191!9 letter by the late 
Vincent Fosler Jr., another Rose 

senior parlncr. Mr. Foster, at 1he 
time White House deputy counsel, 
killed himself in July. 

Mr. McDougal, who served as a 
lop financial adviser to Gov. Clin1on 
in 1979·80, was indicwd in 19ij9 hy a 
federal grand jury on fraud charges 
in connection with Madison's fail· 
ure. Charged wilh divcr1in1i $75.000 
to his own use, he was ac4uittcd in 
1990. 

In Rose I.aw Firm·s correspon· 
dencc regarding the Mud1so11 c,m,. 
Mrs. Clinton·s name 1s men11uncd in 
at least two letters scnl by the firm 
10 the slate Securities Uc1>artmcn1. 
lloth tellers SUllllCSI that the s1a1c's 
return correspondence in the mutter 
be directed 10 Mrs. Clinton. 

One Rose I.aw Firm lcller. daicd 
April 30, 191!5, and addrcsst.-d 10 
Charles E Handley. a de1,ar1mcn1 fi. 
nancial supervisor, was s,unt.'<I hy 
the firm. The letter nolcd 1hu1 "fur­
ther information or assisu.1nce" in 
the matter could be obtained from 
"Hillary Rodham C:linlon or Richard 
Massey of this firm." Mr. Massc.-y is 
another partner at Rose. 

Three monlhs lmer. on July 10, 
198S, Mr. Massey su1rnes1ed in a sec• 
ond letter that s la te officiuls should 
call "Hillary Rodham Clinton or me" 
with any questions on a pruposul by 
the firm to allow Madison to operate 
a brokeral!e subsidiary. 

The Securilics Department's ini ­
tial response 10 the law firm "s April 
teller came from Mrs. Schaffer. She 
said in a May 14, 1985, teller lo Mrs. 
Clinton thal proposals by the firm 10 
allow Madison 10 sell preferred 
stock and to fnrm u brokerugc scr• 
vice subsidiary wt:n: uc.:ccptuhlc und 
in accorJ.anc..: with stctte law. 

Mr. McDougal boul(hl Mad ison 
Guarunty in lalc 19X2, four yc11rs 
11f1er he and the C:linions formed the 
Whitt!W«1ter J'Nlrlnt.'rship. 

• ~u11alJ A. ·n,ytor contril,u1c<l to 
this ,c,,orl }rum /,e.rm~tm1. Ky. 



Gorbachev EVEN'l' 
From page AI I But Mr. Baker said · "Were it not 

for Gorbachev. we would not have 
hundreds or thousands or free peo­
ple in Eastern Europe, who were for• 
merly under the domination of the 
Soviet Union. And we would still be 
going to bed at night worrying about 
the distinct possibility or nuclear at• 
tack." 

minded Co, 
tory. 

helpsGOP 
raise cash 

Be/ore Mr. Gorbachev's arrival. 
Inner Circle donor Kevin Lamb, 32, 
a medical products manuracturer 
from Uttle Rock, Ark., said he was 
eager "to see what this previous so­
cialiat's views are or what has hap• 

But GOP critics, 
Education Secretary Wi 
nett, haYe said that inviting• 
bachev was a terrible idea 
he is, in their view, a "rescti, 
and a defender of communism. 

pened to his country in the past few 

D.C. event draws )'e&c::.erv•ti""' activist Joe J>e. 

Mr. Baker said he planned, during 
his talk to donors last fli&ht, to "remi• 
nisce about the meetinas we had 
during my time as secretary of state 
-tall< a little about the Gulr war. h 's 
the first time since the Cold War be• 
gan that we and the Soviets who were 
able to cooperate, and that was due 
to Shevardnadze and Gorbachev.· 

NRSC sources said they expec 
Mr. Gorbachev to tum hls speakin1 
ree over 10 the Gorbachev Founda 
lion, whlch he founded after the So­
viet Union's demise to promote 
world peace. a di.Verse protest tr0ne, 70, rormer U.S. ambassador to 

-A \ e was attending because "to me, 
. 

~

the United Nations in Geneva, said 

ByRalphZ Hallow eag~andGo~bachevwontbe Cold ,,.. - r"" _,. without rmn~ shot, and I want 

Former Soviet leader Mikhail 
Gorbachev stepped out or a limou· 
sine and Into the partisan limelight 
ol downtown Wuhington last night, 
belpina Senate Republicans rai~ 
money to defeat Democrats. 

- and hear thil'fellow who was 
the catalyst." 

Outside the National Building 
Museum, where the fund-raiser was 
beld,a hastily assembled coalition or 
nearly 40 sdf-described youna con• 
aervatJYeS, youna IOcialists, Uthua• 
nians, Ukrainians and labor activists 
noisily demonstrated against the 
Gorbachev appearance. 

Former Soviet Foreign Minister 
Eduard Shevardnadze, now presi• 
dent of Georgia, has been accused 
by dissidents of running a repres• 
siYe gOYemment that jails citizens 
for expressing their political prefe.r • 
ences. 

What Irks some conservatiYes is 
that former Sen. Alan Cranston of 
California, a liberal Democrat, 
heads the Amc.rican branch of the 
International foundation - so some 
of Mr. Gorbachcv's fees may make 
their way to Mr. Cranston's opera­
tion. 

Sponsored In pan by the National 
Republican Senatorial Committee 
(NRSC), the Republican !Mer Cir• 
cle fund-raiaer was expected to net 
tbe former Communist leader at 

Mr. Lamb said he could not anend 
a similar NRSC eYent recently fea• 
turina fomier British Prime Minis• 
ter Maraaret Thatcher. 

Senate Minority Leader Bob Dole 
of Kansa.s, a probable competitor 
against Mr. Gramm for the 1996 
GOP presidential nomination, was 
"not pleased lb.at the money was go-
ing to Cranston," a Dole aide said. ' 

rt SS0,000- a point or contention 
for some members. 

But most of last night's audience 
of 800 donors, each or whom had 
thelled out at least S1,180 to attend 
lbe~t,-rnedtoc:anlinleabout 
the aJftll"OYeny sunounding the 
Gorbachev appearaace. They ar• 
ri by the bwload from nearby 
hotels. 

A member or the Young Social 
Democrats, 20-year-old Jennlrer 
O'DeU or Toledo, Ohlo, stood next to 
another demonstrator, Mike Waller, 
JI, or Bethesda, who said, "Hey, 
we 're holding the same sign, and I'm 

'a Republican:• 

"But il I bad IO choose between 
the two, I'd pick hearina Gorbachev 
OYer Thatcher. She sinas from the 
same hymnal as I do,'' he said. "Gor• 
bachev sinas from another one, and 
I'd like to find out where he's been." 

Neither was Mr. Petrone pleased. 
" l would prefer the money not go to 
Cranston, but, no, I don1 mtnd il 
someof thcS1801 paid ends up going 
tohini ;' he said. "I want to see Gorba• 
chcv." 

The sign read "Gramm & Gorba­
cbev in '96." 

Sen. Phil Gramm, 1exas Repub­
lican and NRSC cha.inn.an, saw the 
opportunity Ill engage Mr. Gorba• 
chev as a ~r drawing card for the 
fund-raiser. 

Inner Circle donors were re• 
quired to pay S180each to defray Mr. 
GorbachC\•'s travel costs. 

Former Secretary of State James 
A. Baker Ill, In an interview before 
tbe fund-raiser. defended Mr. Gorba­
cllev, ulllna him a "historic figure 
who exhibited tremendous personal 
and political courage.· 

"Gorbachev never renounced 
communism or derended Uthua• 
nlans, and he tried to keep Cher• 
nobyl quiet; said Eugene lwanciw, 
Washington otr,ce d!recror or the 
National UkraJnian Association. 

Durina his administration, Pres• 
ident Reqan embraced Mr. Gorba­
chev a s the most open and reform• 

It is estimated this year's three­
pan series of lectures by Mr. Rea• 
gan, Mrs . Thatcher and Mr. Gorba· 
chev will net the NRSC "nearly $2 
million," said committee spokesman 
Gary Koops. 

U.S. schools 'squander' 
gifted students' talents 

"WhateYer)OU think of bls politic, 
or his political leanincs, were it no, 
ftlr him, we would not haYe today i 
Russia committed to reform; sail 
Mr. Baker, who introduced Mr. Gor 
hllc:hev to the audience last nigh1 
The fund-raiser was closed to th 
press. By Carol lnnersl 

THI -....CTON TWlll m dren not chosen for advanced learn­
inc oppommities. 

s« EVENT, page AI6 
Most gifted elementary achoo! 

students haYe mastered from a th.lrd 
ro haJf of the year'a curriculum be· 
fore the fint day of clus, ,et most 
teachers ~ few provisions fol' 
their lpeCiaJ needs, accordina Ill a 
new U.S. Department of Education 

•~•ters with aifts and talents 
that ranae from mathematical 11> 
musical are not challenaed 10 work 
ID their full potential,'' Education 
Secretary Richard Riley states In 
the report'a foreword. "All of our IIU· 
dents, Including the most able. can 
learn more than we expect DINI." repon. 

The Otrice of Educational Re­
search and Improvement prepared 
"National Excellence: A C.ue for De-
9Cloping America's ~ent," wblch 
will be presented IDday at the Na­
tional AssociAtion for Gilled CbiJ. 
dren annual conference In Atlanta. 

In its first comprehensiYe look In 
20 years at gilled and talented edu­
cation in the country, the federal 
qency links the problem 11> Arner• 
icans' historic "distrust of ICbolar­
ahip and reYettnce for tbe awnae• 
and 11> educators' more cun-ent fears 
of damaging the aelf-esteem of clill- 1« GIFTED, page A16 

GIF*IED. 
From page AI 

"The beher espoused in school re­
form that children from all eco­
nom,c and cultural bac.kgrounds 
must reach their ruli potential has 
not been cx1ended 10 America's most 
1alen1c-d students," the repon says. 
"'The)' arc underchallenged and 
1herefore underachle.-e.· 

Despne sporadic attention OYer 
the )'Cars to the needs of bright s1u­
den1s, "the nation is squandering a 
Proc,ous resource by ignoring the 
educauonal needs or hlghly gifted 
and talent«! students." II sayS. 

The repon estimates that state 
and local e,q,endnures for gifted and 
talented education amounted in 1990 
to SJ95 million, or 2 cents out of e.,. 
ery SlOO spent on elementary and 
5"COl!dari· educauon. 

· runhermorc. 11 is hkely that this 
hgu re was a high point for funding ," 
1he repar, stares. ··Budae, crises and 
oppos111on to programs ha,e led re­
c,•ni lr 10 pro~ram cuts ... and ha,e 
!l'!ldec IO rau Un<'le nlr on programs 

for gifted and talented students.· 
Federal involYement through the 

Jacob K. Javlts Gifted and 1lllented 
Students Act or 1988 provides S9.6 
million in fiscal 1994 for <kmon• 
stration RT&nts and other activities 
aimed primarily at serving llfted 
students who are also economically 
disadvantaged, speak limited Eng­
lish or haYe disabilities. 

By comparison, the federal gov-
. emment budgeted S6.J billion in fis• 

cal '94 for the Oiapter I ren,edial 
education program for disadvan­
taged children who haYe fallen be­
hind in school. 

Gifted proarams haYe long been 
resented as a kind of elitism and 
challenae to ~all tarianism 

The OERI repon recommends 
that schools adopt a broad definition 
of "gifted" aimed at pulling more 
disadvantaaed and minority chi!· 
dren into special programs If they 
demonstrate high ICYels of accom­
plishmen1 compared "'i th others or 
their age, experience or environ­
ment. 

New theories of "muluple antelli• 
gences· encourage schools to pro­
vide Spttial programs for students 

who demonstrate creatiYe or pro­
ductive thinkina, leadership ability, 
psychomotor ability or anistic tal­
ent. 

In practice, most schools continue 
to restrict panklpation in programs 
for the gifted to those with excep­
tional Intellectual abilit>', and most 
use IQ and achiCYement tests and 
teacher recommendations. 

~rail. researchers found that 
teachers do Uttle to accommodate 
the learrung needs or gifted children 
and that 84 percent of assignments 
for gifted students were the same as 
those made to the whole class. 

More than 70 percent of dmncts 
with elementa ry programs for 
alrled children use the " pull-out" 
program or resource room ap~ 
proach, where pupils leave their reg• 
ular classrooms for a rew hours a 
-k to work on special projects. 

"Tllis has not pro,'ed 10 be an espe· 
cially successful program for most 
apecial populations." the repon says. 

The repon calls on schools to let 
all children progress through cha!· 
lengu,g matenal at their own pace 
and to group and regroup students 
based on thear 1n1ercs1s and needs 
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U.S. lnvestig?:_ting Clinton 's Links 

to Arkansas S.& L. 
By JEFF GERTH 

wllh STEPHEN ENGELBERG 
S9teial101btHtw Yort T11ntt 

..; 

WASHINGTON, Nov. I - Federal 
Investigators are raising questions! 
about ties between President Clinton 
and an Arkansas businessman - a 
political patron of Mr. Clinton in the, 
1980's whose railed savings and loan Is; 
now under criminal Investigation. 

Government officials and lawyers 
familiar with the case said the Presi­
dent Is neither the subject nor a target 
·01 the Investigation, which Is still in Its 
-early .stages. 

But the inquiry focuses on question• 
•ble financial dealings involving the 
aavings and loan, called Madison Guar• 
anty, from which Mr. Clinton benefited 
both personally and politically. The 
savings and Joan's owner, James 
McDougal, was one of Mr. Clinton's 
closest associates in Arkansas and 
was, at various times. his business 
panner, poh11cal fund-raiser, family 
banker and senior aide when Mr. Clin­
ton was Governor of A,rkansas. 

Advan1aaeous Relationship 
Mr. Clinton's banking commissioner 

advised him In 1983 that Mr. Mc Dougal 
was engaged In qutt11onable banking 
practices. But the two men nevenhe• 
less maintained a business and politl· 
cal rela11onshlp throughout the 1980's 
that helped both men. When Mr. Chn• 
ton needed someone to raise S35,000 10 
retire debts from his 1984 re-election • 
campaign, he turned 10 Mr. Mc Dougal. 

Mr. McDougal denies any wrongdo• 
Ing. His lawyer, Sam Heuer, said his 
client Is under investigation by the 
United States Attorney in Li11le Roc.k, 
Ark. Last month the Federal agency 
that disposes of failed savings and 
loans. the Resolution Trust Corpora• 
tlon, asked the United States A11orney 
In Little Rock 10 examine several possi• 
ble viola11ons or law In the operal ions or 
the savings and loan, Including trans• 
actions that may have helped Mr. Clin• 
ton pay his campaign debts . 

According to Federa l oflicials, court 
documents and lawyers lamlllar with 
the case, the two Federal agencies 
have been trying to find out whether 
more than S250,000 in business loans 
was improperly diverted from Madi• 
90l'I in April 1985 10 several sources, 
including Mr. Clinton's re-election 1 

. campaign for governor. 
' The ollocials said the campaign re­

oelved $1 2,000 ,n cashier' s checks from 
Madison, some or wh,ch appeared 10 

A political patron 
is at the center of 
the inquiry. 

have been paid for by the business 
loans. The former Clinton aide who 
deposited tht' money said neither she 
nor Mr. Clinton was aware of any irreg• 
ularities about lls source. 

lnves1lga1ors have a.s ked prosecu­
tors 10 see whether the campaign con­
t ribulions wert' linked to efforts by 
Madison to win state approval for a n 
unusual plan to raise new capital by 
issuing stock, the ollicials said. 

•Finally, prose,:utors are studying a 
S~.000 loan from a ledera lly spon• 
sored lendlng company to Mr. McDou• ur, wile, Susan. The man who made 
the loan, David Hale, was indicted in 
September on unrelated charges. 

In an ellon to win leniency from 
prosecutors on the eve ·ll his indict• 
ment, Mr. Hale ollered prosecutors in­
formation about Mr. Clinton and other 
Arilansas politicians. Unable to plea 
bargain, Mr. Hale asserted in Inter• 
views with reporters that Mr. Clinton 
had personally pressed him to make 
the $300,000 loan. 

A While House spokesman said Mr. 
Clinton had no recollection or any such 
conversation. Mr. Hale said Mr. 
McDougal told him the money would 
help conceal earlier ravors for the Gov­
ernor. 

Newly Appointed Pnisecutor 
The criminal investigations or Madi­

son and Mr. Hale's lending activities 
are being directed by the newly ap­
pointed United States Attorney In Llllle 
Rock, Paula J . Casey. On Sunday, The 
Washington Post disclosed the Resolu­
tion Trust Corporation's request 10 Ms. 
casey, and The Wall Street Journal 
reported on the Inquiry in today's Issue. 

Mr. Hale's lawyer has questioned 
Ms. Casey's Independence. She was a 
volunteer 1n Mr. Clinton's gubernato­
rial campaigns and was his student at 
the University of Arkansas law school. 
Ms. Casey would not discuss the case, 
but told Mr. Hale' s lawyer she was not 
afraid 10 prosecute anyone. 

Mr. McDougal, who is at the heart of 
the Inquiry Into the savings and loan's 
all airs, continues to blame overzealous 

Questions about 
a flow of money 
to pay off 1984 
campaign debts. I 

regulators and prosecutors for his 
downfall. He was acqullled of Federal 
bank fraud charges involving Madison 
In 1980. 

Mr. McDougal met Mr. Clinton In the 
late 1960' s, when both men worked on 
the stall of Senator J . William Ful­
bright, the Arkansas Democrat and 
longtime chairman of the Senate For• 
elgn Relations Committee . 

Ouub Real Estate Deal 
In 1978, the McDougals brought Bill 

and Hillary Rodham Clinton Into a real 
, es111e deal. buying 200 acres of the 
I Oi.arks In northern Arksansas. Later, 
: the property wa s 1ransrerred to their 
· company, Whitewater Development, 
wllh both couples sharing the liabilities 
and potential profits. 

When Mr. Clinton first tOOk office as 
Govemor In 1979, Mr. McDougal joined 
him as an economic development aide. 
But he soon returned to business, buy-

. Ing a bank in northern Arkansas and a 
savings and loan in a small town about 
75 miles from Little Rock. 

By 1983 Mr. McDougal's bank was In 
trouble with Arilansas regula tors. The 
state's banking commissioner, Marlin 
S. Jackson, ordered the bank to stop 
making imprudent loans. Mr. Jackson, 
a Clinton appointee, said In an Inter• 
view last year that he told Mr. Clinton 
at the lime of Mr. McDougars ques• 
tionable practices. 

Meanwhile, the savings and loan con• 
tinued to grow, from S6 million in as• 
sets to more than SIOO million by 1985. 
II opened a branch in Little Rock nea r 
the Statehouse and began making loans 
to prominent Democ.rats, including Mr. 
Fulbright and J im Guy Tucker, a Lillie 
Rock lawyer who Is now Governor or 
Arkansas. 

Records also indicate that Madison 
was helping Whitewater, the real es• 
late business owned by the Clintons 
and McDougals. In 1984 and 1985, as the 
company cont inued to post losses, 
check ledgers show the company had 
frequent sizable overdrafts on its ac• 
count at Madison. 

Also In 1985, Madison Marketing, a 
McDougal family business that derived 

• all of Its revenue from the savings and 
loan, provided the funds ror 

· Whitewater to make a S7,322 payment 
on a loan taken out by Mr. Clinton from 
another bank, according 10 bank 
records. 

The Clinton Presidential campaign 
said last year the McDougals contrib­
uted a disproportionate share or 
Whitewater's money, $92,000 against 
$68,000 by the Clintons. 

In Interviews last year, Mr. McDou• 
gal seemed 10 view his relationship 
with Mr. Clinton as unbala.nced. On the 
one hand, he said, " Bill never turned 

, me down on something I asked ror, and 
I only asked for ii occasionally." 

But on the other hand, Mr. McDougal 
contended that he had helped the Clln­
tons In numerous ways, from agreeing 
10 hire Mrs. Clinton 10 do additional 
legal work at Madison 10 paying on Mr. 
Clinton's behatr portions of the loans on 
the Ozark property. 

Favors on Both Sides 
Mr. McDougal said in the same inter­

views that 1985 was a year of favors on 
both sides. In early 1985, he said, Mr. 
Clinton asked him 10 raise enough mon­
ey 10 retire about S35,000 in debt s left 
from his 1984 campaign. 

Betsey Wright, who ran the 198~ 
ca mpaign, conrlrmed that Mr. Clinton 
made the request, and said it led Mr 
McDougal 10 be the host for a s mall 
fund-raising event in 1985 at the sav• 
ings and loan. Mr. Clinton attended . 

As for the source or the donat ions, 
Ms. Wright said : "I'm sure we would 
have no Idea. Any hint or a problem and 
we would not have accepted." 

Al lea st $12,000 worth or cashiers 
checks issued by Madison wound up ,n 
the campaign's collers in April 1985, 
Federal olllcials said. Some came a 
business loan that Madison made 10 a 
McDougal associate, and was never 
repaid. The rest was rrom Mr. McDou­
gal 's personal and corporate accounts. 
the ollicials said. 

Days before Mr. McDougal held hi s 
fund-raising event ror Mr. Clinton. 
Madison had learned that ll faced a 
serious problem. Fede ral regulators 
we re con<:erned by the savings and 
loan' s rapid growth and the failure 10 
have on hand enough capital 10 meet 
Federal requirements. 

State Appro,•al Needed 
Madison's proposal was 10 raise 

money 10 meet the capital requirement 
by selling a form or stock never Issued 
!><'ror-=. in Arkansas by a sav!ngs a nd 
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Ointons' Former Real Estate Finn Probed 
Federal Inquiries Focus on Financial Activities of Other Arkansans 

B Michael laikoff 
and~ Schneider A \ I I economically disadvantaged" bor-
w.....,.""' Mwn11n f"C\ . rowers-were used to finance a 

A large purchase of rural property 
estate ~ that_ was half- · from the International Paper Co. by 

owned by President Clinton and Whi · Octobe 986 Hillary Rodham Clint . und t_ewater m . . r 1 , ac-
. . on ts er cording to a partlcpant 

~tmy m two aeparate federal As The Washin,ton Post reported 
mv~1gatt~ _that focus on the fi- Swlday, the federal Resolution Trust 
nancial act1yittes of pronunent Ar- Corp. bas been scrutinizing White­
kansas buSUleSS and political fig- water's land purchasts as part of a 
ures, according to federal officials eeparate probe into the use of depos-

law enforcement IIOW'ces. itor funds from Madison, which Susan 
The company, Whitewater De- McDougal's busbaod, James McDou­

velopment Corp., bas been a recur- gal, controlled. The RTC bas asked 
nng source of controversy for the U.S. Attorney Paula Casey in Little 
Clintons. The c:oq1111y wu formed Rocle to open a broad probe into 
to develop vacatioo and retirement whether Madison's depositor funds 
bomea on tbe ~ River in a re- were improperly used to benefit local 
mote aection of tbe Ozarks. The· politicians. Madison failed in 1989 at 
Clintcns have Aid repeatedly that an estimated $47 million cost to tax­
Whitewater was a debt-ridden, payers. 
money-losing venture in which Sources familiar with the probe 
they were puuve investors. also say that RTC investigators have 

In recent iDteniewa and public examined Whitewater's purchase of 
statements, David Hale, a former the International Paper Co. land and 
municipal judge in Little Roel< 1111- ilrwarded questions to Casey. Shares 
der indictment on charges of de- of Whitewater were equally owned by 
frauding the federal Small Busi- the Clintons and McDougals. 
ness Administration, has con- The White House has said that 
tended that during the mid-l 980s Clinton, who was then serving his 
Bill ~lintoo and others pressured third term as Arkansas governor, and 
him to make SBMiaclced loans to his wife were not aware of the loan to 
help get bad loans otl the books at Susan McDougal or of Whitewater's 
a failina S&L, Madilon Guaranty purchase of the International Paper 
Savings 111d Loan. The White Co. land. The purchase, by far the 
House has repeatedly ·denied that corporation's largest transaction. was 
any such qmversations took place. not disclosed in documents released 

During an FBI raid last July on by the Clintoos. last year to explain 
the offices of Hale's SBA invest- Whitewater, which became an ISSue 
ment firm, agents seized docu- during the presidential campaign. 
ments that included records of a "There's no way in the world that 
$300,000 loan to a public relations the Clintons would know about some­
company headed by Susan McDou- thing like that,• said senior White 
gal, a partner in Whitewater. House aide Bruce Lindsey when 
Some of the proceeds of the asked about the International Paper 
loan-intended to aid "socially or Co. purchase. "It's not as though 

See WHITBWATEII, A7, Col, they were sitting in a_ corporate of­
fice somewhere passing corporate 
documents around." 

Justice Department officials have 
said in recent interviews that last 
summer's FBI raid was related to 
an investigation of Hale's activities 
as head of Capital Management Ser­
vices Inc .. the SBA-backed invest• 
ment firm. The investigation is not 
focusing on the president or his 
wife. officials said. 

Martin Tedder, deputy general 
counsel to the SBA, would not com­
ment on Capital Management, which 
is now in receivership. The loan to 
Susan McDougal's firm is in default 
and the SBA is seeking to recover 
the funds. As a general matter, 
Teckler said, "The agency is deli• 
nitely interested in seeing to it that 

any misrepresentations to obtain 
funds from the agency are pursued." 

Questions about the Susan 
McDougal loan were raised publicly 
last September by Hale after he un­
successfully sought to have the fraud 
charges dr~ in exchange for his 
information a t the financial deal­
ings of other . kansas political fig­
ures. Justice Department officials 
said he had "no tangible information" 
that would justify dropping felony 
charges against him. 

Hale, who firs! aired his charges in 
the Arkansas I Democrat-<iazette, 
said in an interview that Bill Clinton 
and James McDougal repeatedly 
pressed him to make the loan to Su-

. san McDougal's firm, Master Mar­
keting. Hale said be was told by 
James McDougal the loan could help 
with •cleaning up" problems at Mad­
ison Guaranty, which was then under 
pressure from federal regulators. 

"Bill Clinton and I never discussed 
any loan with David Hale any time," 
said McDougal, who was acquitted of 
federal bank fraud charges involving 
Madison in 19901 He added that he 
was willing "to taWe a lie-detector test 
on national telev)sion absolving the 
president of thi~ ridiculous accusa­
tion." 

Hale said in a recent interview 
that McDougal first told him in the 
fall of 1985 that lthere were •some 
members of the P?litical family (in 
Arkansas) that bad some loans that 
might be in question at Madison." 

Susan McDoug~I said in an inter­
view she did not remember the Mas­
ter Marketing loan. James McDougal 
said the loan proceeds were depos­
ited at Madison and that he used part 
of the money to purchase the prop­
erty for Whitewater from Interna­
tional Paper. 

He said the Clintons were not in­
formed of the PllfChase. "The Clin­
tons never knew it took place, were 
never consulted on it. . • • If you 
knew the Clinton,s, they were the 
last goddamn peo~le on Earth you'd 
consult on a business deal." 

Land records ii) Pulaski County, 
Ark., show that Whitewater bought 
810 acres from International Paper 
in October 1986 for $550,000. 
Whitewater made a $100,000 down 
payment and International Paper 
agreed to finance lthe balance, rec­
ords show. International Paper 
spokeswoman Kathleen Willemin 
declined to comment specifically on 
the sale, but said the company 
makes several hundred such sales a 
year and often finances them. 

The transaction was potentially 
sensitive for Clinton. A vear earlier . 
he had negotiated major tax conces-

sions for International Paper to 
keep it from moving two of its 
plants out of the state. 

Two months after the purchase, 
James McDougal transferred title to 
the property from Whitewater to a 
company owned by him and his wife. 
Whitewater remained obligated, 
along with the new company, for the 
mortgage loan and was later named in 
a lawsuit International Paper filed to 
reclaim the property after a default in 
mortgage payments. 

Whitewater was formed initiaUy 
to develop 200 acres of land in the 
Ozarks. At the time, James McDou­
gal was serving in Clinton's first gu­
bernatorial administration as an 

. economic development aide. 
Several years after Whitewater 

was started, Hillary Clinton and her 
law firm, the Rose firm, represented 
Madison before state regulators while 
Clinton was governor. Questions 
about possible conflicts became an is­
sue in Clinton's 1992 campaign. 

Clinton campaign officials hired 
James Lyons, a Denver attorney, to 
issue an accounting of Whitewater's 
finances. While reporting that the 
Clintoos had invested $70,000 of 
their own funds in the company, Ly­
ons's report depicted Whitewater 
as a debt-ridden company that had 
done virtually no business for years. 
Clinton aides said then that remain­
ing questions about Whitewater 
could not be addressed because 
many of its records were missing. 

Records show that Whitewater 
failed to file corporate tax returns 
during a three-year period in which 
the Clintons remained half owners of 
the firm. This omission was discov­
ered last December when the late 
Vincent Foster, the Clintons• person­
al attorney and later depury White 
House counsel, met McDougal to ex­
ecute the sale of the Clintons' inter­
est in Whitewater to McDougal. 

Foster took responsibility for fil­
ing the returns and later hired a Lit­
tle Rock accountant who brought 
the returns to the offices of McDou­
gal' s lawyer on June 21, 1993. The 
copies show that Whitewater. real­
ized no income during that period. 

When copies of Whitewater's tax 
returns were requested last year, 
Clinton campaign officials directed 
reporters to McDougal. 

But McDougal said in a recent in­
terview he delivered his copies of 
Whitewater's financial records to the 
governor's mansion in 1987. 

"They assumed the responsibility 
for filing the tax returns up until 
now." he said. 

Staff u-riter Susan Schmidt 
contributtd to this report. yo 



companies then improperly used it to help balance the 
books at his S&L, according to the published reports. 

McDougal could not be reached for comment Tuesday. 
Former Pulaski County, Ark., municipal judge David Hale 

alleges Clinton pressed him in late 1985 and 1986 to loan 
the SBA money to McDougal so that McDougal could 
· ·straighten out the books '' before federal auditors 
arrived at a thrift he ran. 

At the time, Hale ran a lending company authorized to 
make loans on behalf of the SBA. 

In September, Hale was indict ed on charges that he and 
two colleagues defrauded the SBA by funne ling $800,000 in 
and out of Capital Management illegally to secure a 
$900,000 SBA loan . 

Hale offered the information about Cl inton in an 
attempt to strike a deal with prosecutors and went public 
with the information after prosecutors rejected his offer. 
Hale acknowledged in an interview Tuesday he had no 
documents to corroborate his a llegations . 

Hale said that in early January 1986, after McDougal 
had already inquired about obtaining a $150,000 loan, he 
··bumped into ' ' Clinton in the Arkansas State House. 

··He just asked me if I was going to be able to help 
him and Jim out, '' Hale said. ··r told him we were working 
it out . '' 

At the time, Hale said, McDougal had told him he needed 
a loan of $150,000 to solve problems in Madison Guaranty 
S&L . Hale said McDougal told him the funds were needed to 
cover irregularities that would show up in an audit 
expected by mid-1986. 

In mid-February, 1986, Hale said, he received a call 
from McDougal asking whether he would meet with him and 
Clinton. Hale said he met with Clinton and McDougal, and 
that Clinton urged him to help McDougal out by making the 
loan. 

In mid-March, Hale said, McDougal as ked that the loan 
be increased from $150,000 to $300,000, and a check in 
that amount was made out to Master Marketing, a company 
controlled by McDougal ' s wife, Susan. 

At the White House, Myers said Tuesday that Clinton did 
not remember any such meetings with Hale . 

' 'He has no recollection about any conversation (about 
the loan) with him (Hale) and doesn ' t believe it 
happened,' ' Myers said. 

She also questioned the purpose behind Hale's 
allegations, which first surfaced immediately prior to 
Hale ' s indictment in September. 

··He tried to make a deal on the eve of his indictment 
to save his butt,'' Myers said. ··I think you have to 
question the motives of some people. '' 



Texas senator and now, as Treasury secretary, one of 
Clinton ' s chief NAFTA advisers. 

AM-Clinton-S&L,770 
White House Seeks to Dissociate Clinton from Probes 
By RICHARD KEIL= Associated Press Writer= 

WASHINGTON (AP) The White House took the offensive 
Tuesday in an effort to dissociate President Clinton from 
two federal investigations involving an Arkansas 
businessman with longtime ties to the first family. 

··we did nothing improper, '' Clinton told reporters 
after the disclosure that federa l investigators, among 
other things , are examining a real estate venture the 
president and first lady Hillary Rodham Clinton once 
partially owned. 

The White House emphasized the allegations dated to 
1992 and that both criminal invest igations were focused on 
political supporters or former business associates and not 
the Clintons. 

''The president is not a subject or target of an 
investigation . That is clear. It is something that was 
well reported during the campaign,' ' White House Press 
Secretary Dee Dee Myers said. 

A former Arkansas judge under indictment i n one of the 
investigations alleged Tuesday that Clinton was involved 
personally in persuading him to loan money improperly to 
James McDougal, a political ally, fund- raiser and friend 
of the first family. 

The i nvestigations are focusing on Whitewater 
Development Corp. and Madison Guaranty Savings and Loan, 
both of which are connected to McDougal, according to 
Resolution Trust Corp. officials who spoke on condition 
they not be identified by name. 

The Clintons once owned a partial stake in Whitewater, 
a venture to develop property in the Ozarks. The Clintons 
have said they lost money in the arrangement. 

According to reports in The Washington Post and The New 
York Times, one of the investigations is focusing on 
whether overdrafts at McDougal's S&L were used to help 
retire Clinton campaign debts when he was Arkansas 
governor. 

The second probe is focusing on whether the Whitewater 
real estate venture ever repaid overdraft s on the thrift's 
ledgers in 1984 and 1985, the newspapers sa id. 

Both newspapers reported the Clintons were not targets 
of either investigation. 

Also at issue i n the investigations is whether McDougal 
obtained 
a Small Business Administration loan for one of his wife's 



refused for months to release the figures. Even on Monday, 
the l ist 's accuracy was confirmed by an official who spoke 
only on condi tion of anonymity. 

Few employees spoke for the record, but many said 
privately they were hurt to see colleagues making more. 

One aide spit out a colleague's name and sneered, 
· ' I ' ve got to meet with Mr. $118,000.'' 

Jeff Eller, who heads the press division that caters to 
local media, makes as much as Myers, and his workers 
generally earn more than Myers' staff, which works with 
Washington-based reporters. Both points caused some ill 
feelings in the communications offices. 

Myers refused to comment on her salary, but two 
sympathetic insiders sniffed that Myers ' pay might be 
higher if she were a man. They hoped Myers might be able 
to use the publication of the list as leverage to get a 
raise. . 

Of the 17 people listed wi th sal aries of $125,000, four 
a re women. Of the 26 listed who make at least $100,000 but 
less than $125,000, 13 are women . 

The highest salary $125,000 is going to at least 17 
people. Dozens of White House employees make $25,000 or 
less. 

PM-Packwood, 2nd Ld, a0519,180 
URGENT 
Packwood Pushes Compromise as Senate Debates Demands for 

Diaries 
EDs: LEADS with today's debate 
By SCOTT SONNERa Associated Press Wr iter• 

WASHINGTON (AP) Sen. Bob Packwood, accused of sexual 
harassment, s truggled to sell senators a compromise today 
that would avert a showdown on a subpoena for thousands of 
pages of his personal diaries. 

As senators sat grim-faced through a second morning of 
debate, Packwood offered to give the ethics committee 
diary portions he deemed relevant to the sexual harassment 
charges . In a concession, he also offered to turn over 
diary portions relevant to questions of whether lobbyists 
once offered his former wife a job i n exchange for some 
senatorial ''quid pro quo. ' ' 

I n addition, Packwood said he would turn his entire 
diaries over to a neutral third party, who would then 
determine whether all relevant material had been provided 
to the committee. 

It was not clear whether the Senate would be asked to 
vote on Packwood's proposal. But Sen. Richard Bryan, the 
panel '·s chairman, said the committee should not have to 
rely on Packwood to determine what diary entries were 
relevant the committee itself should. 

MORE 

:A:.... 



allegations concerning i llegal campaign contributions by 
t he company, Whitewater Development Corp., and 
a failed S&L had been forwarded to the u.s. attorney in 
Little Rock to investigate. 

The federal Resolution Trust Corp. also has been 
scrutinizing Whitewater's land purchases as part of a 
separate probe into the use of depositor funds from the 
Madi son Guaranty Savings and Loan, which failed in 1989 at 
an estimated $47 mil l i on cost to taxpayers. 

PM-White House Pay,480 
White House Staff Turns Green over Salar ies With Envy 
By RON FOURNIER= Associated Press Writer• 

WASHINGTON (AP ) It's an honor to work in the White 
House . Many of the best people who work there would do so 
for free. 

But apparently only if everybody else got paid the 
same. 

President Clinton's staff likes to consider itself 
high-minded, dedicated and selfless. The publication of 
staff salaries in The Washington Post on Monday brought 
out another trait: envy. 

· · It ' s going to be nasty, ' ' one middle-level a ide said 
grimly after the morning staff meetings. 

In a wry understatement, White House Press Secretary 
Dee Dee Myers said the list · · has created a little 
curiosity.'' Her salary: $100,000. 

·· I think it would cause discussion in any organization 
t o have the s alaries of everybody publicized, ' ' Myers 
said. · · we've tried as best we can to see to it that 
everybody's salaries match their responsibilities . Nothing 
can be done perfectly. '' 

Some of the comparisons causing tongues to wag at the 
Whi t e House: 

Myers makes $19,500 less than Marla Romash did as 
spokeswoman for Vi ce Pres i dent Al Gore, and $18,000 less 
than Rahm Emanuel, an aide in the communications 
operation. 

Clinton 's economic policy director, Wall Street 
mi llionai re Robert E. Rubin, makes $100,000, which is 
$5, 000 less than hi s aide, Gene Sperli ng. Rubin, who 
originally was going to work for free, set his own salary 
and spread the extra sa l ary dollars among his staff . 

Sperling and W. Bowman · ·so '' Cutter have the same 
title. Cutter makes $5,000 more. 

Sandy Berger, the No. 2 man i n the National Security 
Council, earns $110,000 and Gore's national security 
chi ef, Leon Fuerth, makes $119, 500. 

Knowing t he lis t would enrage workers, the White House 



Abc-clinton-firm 
A(wap) (ATTN: National editors) 
ADealings of Clinton Partners Were Referred to Justice Dept. in 1992 
A(Washn) 
ABy Susan Schmidt and Michael Isikoff= A(c) 1993, The Washington Post= 

WASHINGTON Resolution Trust Corp. investigators examining the 
mid-1980s affairs of a failed Arkansas savings and loan found a series of 
irregular transactions involving Whitewater Development Corp., a company then 
half-owned by President Clinton and his wife, that suggested it was used by 
the Clintons' business partners in a check-kiting scheme to drain funds from 
the thrift. 

The RTC, according to documents and interviews with sources 
familiar with the probe, told federal prosecutors more than a year ago that 
Bill and Hillary Clinton and other principals in a dozen corporations doing 
business with Madison Guaranty Savings & Loan during the mid-1980s could 
possibly have benefited from the alleged scheme, though there is no evidence 
they had direct knowledge of it. 

But the agency, which named the Clintons' business partners as 
targets in the October 1992 referral to the Justice Department, said further 
investigation was needed to find out where money ended up after passing 
through a Whitewater account at Madison. 

The Justice Department did not notify the RTC of its disposition 
of that referral until last month, when federal prosecutors declined to open 
a criminal inquiry. But federal prosecutors have decided to act on a second, 
more detailed request from the RTC to investigate similar allegations 
regarding Madison and its owner, James McDougal. 

The Clintons repeatedly have denied doing anything improper in 
connection with Whitewater and have said that it was a money-losing 
investment run by McDougal and his wife, Susan. 

The RTC's first criminal referral last year, filling more than 15 
pages, outlined dozens of instances of questionable loan transactions between 
several Arkansas banks and 12 corporations affiliated or doing business with 
Madison, sources said. They said principals of the corporations included the 
Clintons, the McDougals and Arkansas Gov. Jim Guy Tucker (D). 

During the first half of 1985, the sample time period examined in 
detail by the RTC, Whitewater issued 10 checks for more than $70,000. Several 
were written to the Bank of Cherry Valley, where Clinton had a campaign 
account. unable to obtain the bank's records, the RTC could not determine if 
the checks were deposited in the account. 

Five of the checks issued by Whitewater and totaling more than 
$60,000 were overdrafts that eventually were covered by funds from other 
alleged shell corporations, or from Madison Financial Corp., the S&L's wholly 
owned real estate subsidiary. 

One $30,000 check was issued on Whitewater's account to McDougal 
with the notation ''loan repayment,'' though sources said the RTC found no 
records of any loan from McDougal. 

That check resulted in an overdraft that was covered by a deposit 
of $30,000 from Madison Financial Corp. (MFC). In April 1985, according to 
S&L documents, MFC deposited $30,000 directly into Whitewater's account as a 
''prepayment'' on a 1985 bonus to McDougal, MFC's president. 

Some of the money that went through the alleged shell 
corporations to Whitewater came from bank loans, according to sources 
familiar with the RTC referral. Those corporations were created legally but 
appeared to have no business purpose, said a source familiar with the probe. 



Among the ''shell'' companies cited in the first referral were 
ventures named ''Tucker-Smith-McDougal,'' ''Smith-Tucker-McDougal'' and a 
third named ''Smith-McDougal.'' Also cited were two Madison real estate 
ventures. 

The RTC's initial request for criminal investigation of the S&L's 
affairs came after a long-running politically sensitive probe of Madison and 
McDougal, a longtime friend of the Clintons who, with his wife, jointly owned 
the small real estate venture that has been a continuing source of 
controversy for the president. 

The first RTC referral was reviewed by career Justice Department 
officials earlier this year, who concluded there was insufficient evidence to 
warrant further investigation. The RTC says it was never informed. 

Two weeks ago, U.S. Attorney Paula Casey told the RTC in a letter 
that her office ''concurs'' with the earlier Justice Department conclusion 
that there was ''insufficient information'' in the first referral to warrant 
a law enforcement probe, said sources familiar with the contents of the 
letter. 

''This was not a review conducted by Paula Casey,'' said Carl 
Stern, the Justice Department's chief public affairs spokesman. ''The 
information should have been communicated to the RTC months earlier •.•• As 
far as I know, Paula Casey didn't participate in any decision-making.'' 

The second RTC referral forwarded early last month included 
questions about the possible diversion of Madison depositor funds into 
accounts at other institutions maintained by Clinton's 1984 campaign for 
reelection as Arkansas governor. 

Casey last week recused herself from the continuing investigation 
of Madison. A Clinton appointee and volunteer in some of Clinton's 
gubernatorial campaigns, she said she stepped aside because of her 
''familiarity with some of the parties.'' She declined to comment Wednesday 
on why she had not recused herself two weeks ago on the first referral. 
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A real estate firm that was half-owned by President Clinton 
and Hi l lary Rodham Clinton is under scrutiny in two separate 
federal investigations that focus on the financial activities of 
prominent Arkansas business and political figures, according to 
federa l officials and law enforcement sources . 

The company, Whitewater Development Corp., has been a 
recurring source of controversy for the Clintons. The company was 
formed to develop vacation and retirement homes on the White 
River in a remote section of the Ozarks . The Clintons have said 
repeatedl y that Whitewater was a debt-ridden, money-losing 
venture in which they were passive investors. 

In recent interviews and public statements, David Hale, a 
former municipal judge in Little Rock under indictment on charges 
of defrauding the federal Small Business Administration, has 
contended that during the mid-1980s Bill Clinton and others 
pressured him to make SBA-backed loans to help get bad loans off 
the books of a failing S&L, Madison Guaranty Savings and Loan. 
The White House has repeatedly denied that any such conversations 
took place. 

During an FBI raid last July on the offices of Hale ' s SBA 
investment firm, agents seized documents that included records of 
a$ 300, 000 loan to a public relations company headed by Susan 
McDougal , a partner in Whitewater. Some of the proceeds of the 
loan -- intended to aid "socially or economically disadvantaged" 
borrowers -- were used to finance a large purchase of rural 
property from the International Paper Co. by Whitewater in 
October 1986, according to a participant. 

As The Washington Post reported Sunday, the federal 
Resolution Trust Corp. has been scrutinizing Whitewater ' s land 
purchases as part of a separate probe into the use of depositor 
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funds from Madison, which Susan McDougal's husband, James 
McDougal, controlled. The RTC has asked U.S. Attorney Paula 
Casey in Little Rock to open a broad probe into whether Madison's 
depositor funds were improperly used to benefit local 
politicians. Madison failed in 1989 at an estimated$ 47 million 
cost to taxpayers. 

Sources familiar with the probe also say that RTC 
investigators have examined Whitewater's purchase of the 
International Paper Co. land and forwarded questions to Casey. 
Shares of Whitewater were equally owned by the Clintons and 
McDougals. 

The White House has said that Clinton, who was then serving 
his third term as Arkansas governor, and his wife were not aware 
of the loan to Susan McDougal or of Whitewater's purchase of the 
International Paper Co. land. The purchase, by far the 
corporation's largest transaction, was not disclosed in documents 
released by the Clintons last year to explain Whitewater, which 
became an issue during the presidential campaign. 

"There's no way in the world that the Clintons would know 
about something like that," said senior White House aide Bruce 
Lindsey when asked about the International Paper Co. purchase. 
"It's not as though they were sitting in a corporate office 
somewhere passing corporate documents around." 

Justice Department officials have said in recent interviews 
that last summer's FBI raid was related to an investigation of 
Hale's activities as head of Capital Management Services Inc., 
the SBA-backed investment firm. The investigation is not focusing 
on the president or his wife, officials said. 

Martin Teckler, deputy general counsel to the SBA, would not 
comment on Capital Management, which is now in receivership. The 
loan to Susan McDougal's firm is in default and the SBA is 
seeking to recover the funds. As a general matter, Teckler said, 
"The agency is definitely interested in seeing to it that any 
misrepresentations to obtain funds from the agency are pursued." 

Questions about the Susan McDougal loan were raised publicly 
last September by Hale after he unsuccessfully sought to have the 

/
1 fraud charges dropped in exchange for his information about the 

financial dealings of other Arkansas political figures. Justice 
Department officials said he had "no tangible information" that 
would justify dropping felony charges against him. 
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Hale, who first aired his charges in the Arkansas 
Democrat-Gazette, said in an interview that Bill Clinton and 
James McDougal repeatedly pressed him to make the loan to Susan 
McDougal's firm, Master Marketing. Hale said he was told by James 
McDougal the loan could help with "cleaning up" problems at 
Madison Guaranty, which was then under pressure from federal 
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regulators. 

"Bill Clinton and I never discussed any loan with David Hale 
any time," said McDougal, who was acquitted of federal bank fraud 
charges involving Madison in 1990. He added that he was willing 
"to take a lie-detector test on national television absolving the 
president of this ridiculous accusation." 

Hale said in a recent interview that McDougal first told him 
in the fall of 1985 that there were "some members of the 
political family [in Arkansas] that had some loans that might be 
in question at Madison." 

Susan McDougal said in an interview she did not remember the 
Master Marketing loan . . James McDougal said the loan proceeds were 
deposited at Madison and that he used part of the money to 
purchase the property for Whitewater from International Paper. 

He said the Clintons were not informed of the purchase. "The 
Clintons never knew it took place, were never consulted on it .. 
.. If you knew the Clintons, they were the last goddamn people 
on Earth you'd consult on a business deal." 

Land records in Pulaski County, Ark., show that Whitewater 
bought 810 acres from International Paper in October 1986 for$ 
550,000. Whitewater made a$ 100,000 down payment and 
International Paper agreed to finance the balance, records show. 
International Paper spokeswoman Kathleen Willemin declined to 
comment specifically on the sale, but said the company makes 
several hundred such sales a year and often finances them. 

The transaction was potentially sensitive for Clinton. A year 
earlier, he had negotiated major tax concessions for 
International Paper to keep it from moving two of its plants out 
of the state. 

Two months after the purchase, James McDougal transferred 
title to the property from Whitewater to a company owned by him 
and his wife. Whitewater remained obligated, along with the new 
company, for the mortgage loan and was later named in a lawsuit 
International Paper filed to reclaim the property after a default 
in mortgage payments. 

Whitewater was formed initially to develop 200 acres of land 
in the Ozarks. At the time, James McDougal was serving in 
Clinton's first gubernatorial administration as an economic 
development aide. 

Several years after Whitewater was started, Hillary Clinton 
and her law firm, the Rose firm, represented Madison before state 
regulators while Clinton was governor. Questions about possible 
conflicts became an issue in Clinton's 1992 campaign. 

Clinton campaign officials hired James Lyons, a Denver 
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attorney, to issue an accounting of Whitewater's finances. While 
reporting that the Clintons had invested$ 70,000 of their own 
funds in the company, Lyons's report depicted Whitewater as a 
debt-ridden company that had done virtually no business for 
years. Clinton aides said then that remaining questions about 
Whitewater could not be addressed because many of its records 
were missing. 

Records show that Whitewater failed to file corporate tax 
returns during a three-year period in which the Clintons remained 
half owners of the firm. This omission was discovered last 
December when the late Vincent Foster, the Clintons' personal 
attorney and later deputy White House counsel, met McDougal to 
execute the sale of the Clintons' interest in Whitewater to 
McDougal. 

Foster took responsibility for filing the returns and later 
hired a Little Rock accountant who brought the returns to the 
offices of McDougal's lawyer on June 21, 1993. The copies show 
that Whitewater realized no income during that period. 

When copies of Whitewater's tax returns were requested last 
year, Clinton campaign officials directed reporters to McDougal. 

But McDougal said in a recent interview he delivered his 
copies of Whitewater's financial records to the governor's 
mansion in 1987. 

"They assumed the responsibility for filing the tax returns up 
until now," he said. 

Staff writer Susan Schmidt contributed to this report. 
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Clinton denies wrongdoing in S&L investigation 
WASHINGTON {UPI) President Clinton said Tuesday he did 

nothing improper in a real estate venture in Arkansas that 
is now reportedly embroiled in two federal investigations. 

Clinton told reporters he and his wife, Hillary Rodharn 
Clinton, were passive investors and i nvolved in no 
wrongdoing in the investment venture to develop vacation 
and retirement homes in the Ozarks. 

··we did nothing improper and I have nothing to say 
about it old story, '' the president insisted. · 

The rebuttal, echoed by top aides Bruce Lindsay and 
spokeswoman Dee Myers, came amid reports of renewed 
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CLIN .'ONS 
From page Al 
McOouaal 10 -ra1 politidana, In• 
clud11111 Mr. ClinU>n. 

One ot ri- campalcn contribu• 
Ilona included • SlS,000 '- 10 Mr. 
Clin- 10 help acttle 1984 c.ampaian 
debl1, Iha -.rcaa oaicl. 

Roconla olMained by The Time• 
here and a t the Marlon County 
Cour1houM In YeUviUe, Ark~ aloo 
show that: 

• Pereonal loan• reken by Mr. 
Clinton were paid by Whi-a&er. in• 
cludina • Nv~. 7. 19115 check ror 
$1 .l22 drawn oa lbe Whi-•ler AC• 
count and Uled IO pay the principal 
and interest on • ClinlOII IOlln from 
Security Bank ol Panaould, Arlt. 
The paymen1, on an accowir de· 
acribed N • 1957-58.S, Bill Clinloll; 
WAI 1ianed by Mr. McOoupl. 

It ia not clear why Mr. McOouaal 
-Id IMIY OIi' • loan owed by Mr. 
OinlOII ...... acconlinC IO lhe rec• 
ordo. had notbina 10 do with Wblle­
waler. 

• Mn. ClinlOl'l receh ed Sl,000 • 
montb In le1al f••• from Mr. 
McOou1al to repreac,,1 Madison 
Cuaran1y S.vin11 and Loan, a de· 
fu.nc,i SltL be owned tllal lalef' WN 
taken ooer by federal bank•na rea• 
ulatora. >'undo from Madi...., - re 
Uled to 1ubaidiu the Whitewater 
par1nenhip. 

1be mon1hly Mainer. r..... re­
porced by The Waabina1on nmea on 
Mardi 20, 1992, WN Mid IO haw 
been •rranaed by Mr. Oinion durina 
a - 1984 -in11 wltb Mr. 
McOou1al. Federal inw•ti1ator1 
- lookli,a inlo the retainer ..... 
menL 

It i1 noc cie.r what Mra. Clinton 
did for Ille monqt 

• Mr,. Oinlon, u1ina one of 42 Iota 
in the Whhewa1cr development, 
a long lbe White River deep in lbe 
Owrks. u collateral, IOI a SJ0,000 
luen oo Dec. 16, 191W, accordina IO a 
mortP1e aarecmcn1 she signed .. 
The loan - made OUI lo "Hillary 
Roclham" - wcn1 1hrou11h the Bank 
ol Kinc11on. an Arkanaaa inalitu1ion 
WAI owned ., lbe l ime by Mr. 
McOou1al. 

1\!n days I.lier, • SJ0.000 depo,il 
made in the Whhewater accoun1 

al thc Kin11•100 bank, which tl--.l 
11 balance of $45'>. 

It i• not d Mr w1"'1h.:r llte """"-'Y 
Cllme from the Rodhlom 1011n •nJ, if 
ii did, whether f<Xlcral bankilll( law• 
were violalL-d. Kc.:orJ• llhuw Ute 
Clin10n1 IClllk lax dcJucliorul fur Ill• 

1crea1 on rho: loan, bur Wh11cw•1cr 
made lbe paymcn11. 

• Mr. end Mn. O inlOl'l lat<'I' IIOld 
1he umc lul ror S111.666. An (k:t. ll. 
1111111, wa"anly llc<.-.1 lr•nol'errin1t 
lhe 2.66-.. crc purcel to Joltn 11nd 
Marilyn t. .. u,11muon1 w .. 1i11ncd 
only by lhc Clinloos. 

The .ale WIii rccordcd a1 the 
cour1housc in Yellville on Nuv. 211. 
191111, lhrcc W\.'CkS aflcr Mr.. ChnllN\ 
aou1h1 power or a uomcy c,..,r the 
Whitewater project. 

• The ClinloM, •• 50 pcrccn1 
lhareholden. inw:111'd, lcn1 or other• 
wise advanced 10 Whi1ewa1cr and 
lhc McDou11al» nearly $70,000. They 
al.o 1i11n<.'CI 1wo loan •11rccmcnu, 
one for S1112,611, to f inance the ini• 
rial purchase or the Whitewa1er 
property; 

Aval1'1blc recorda show 1ha1 many 
of the Wh&lewaler l011ns, advance• 
mcnll and lnw:s1mcn11 w,,re li11ncd 
by both lhe Clin1on• and the Mc• 
Oou11ab. 

In hi• only commcnl 1bot.1 rhc 
latcsl a llc11a1ion1, lhe prcuJent 
m-.de • lcr»e slulcmcnt to rc:portcr~ 
l'#O clayli •tit'1: .. We d id nolhmw UU· 

propo,r, and I ha\lC n..thtnl( IU ""Y 
aboul II." 

Whi1ewa1,:r, Conned in 111711. be· 
came • campaian iuue 111111 yea,: In 
an eff0r1 to ana- concern,, Jamc• 
M. I.yon,. a Ocn11er lawyer who rep· 
rescnlcd lbe O inron,. Wal ask<.,J by 
lhe Clinlun cam(lltilln 10 r,:vicw lhe 
pertnerlilup. He saiJ in a March 2.3. 
1992, report lhal lhc Clinlon• w,,rc: 
"pauiw lharchohlcra" wilh the 
Mcl>ou1•I• "ex~rci»in.c tQU1l ..:CNl• 
l rol." 

1'hc Whole llousc conc,.-d,-.1 1h1• 
Mi:k 1h1111 Mr. f'linton 111ccc)lh:d cum• 
pai11n run.is from Mr. Mc l>uugat hut 
11111d he tlul 1w1 knuw the ur1i:111al 
10Urc<1 of llte runJ•. 

l'hc Hc~ululton 'l)'u,n Corp. 
(RTC). lhc r,..icr11I il!ICIICY lh:tl ovcr­
k'L .. l111u1JMtion or futk-.1 s..1 ...... 
loolti111: into ullel(IIIWllli lh:tl Mr. 
McDou11al J1wr1,..i Jcpmt&ur fund• 
rrom MaJiwtl S&I. IU Mr. {'11111,.,. 

u,intt ovcr Jrawn ac..:ounl» • nd 
MuJiwit·opprowJ luano. 

l .uck11111 authurtlY lo brin11 
chur11c• ,n II crimirwol a»c, 1hc k'fC 
111 .. ntunlh Mk<.-.1 U.S. AllurllL'Y 1'11ul11 
J . c ..... 'Y In Lillk: Huc.k lu N.'\lk!W 11"' 
11llc11•1i1N1». The KTC invul\l\!111Cnl 
w•• rL'IIOl1L-.I Sw>J,,y in TIM: W.1'h· 
iOKIUn l'u»r. 

Mr11. C1u,._,y dL-.:ti~-.1 commenl. 
54:wr•l luw enror~t:ff'M:nl o.-C,cctr• 

1111d Olh<:rt tn IJuk, Rock illY lhcy 
■re 4."fHk:cnH •. -d 1h.i.t her cn..«dcncWI• 
lo cwuJuc1 Mn 1.mhiu...:J mY1:t1li1CMtion 
' "'"" bL-cn L'Ulnt11U1n1 ... ..i by lter work 
m ocvcrul Cli111un tcuh.:rm11on• I 
an11>ll111ou11kl lite fuel 1hu1 h<:r bu" · 
lwtkl, <,ii Glowr, a. clue( cuun:1Cl lo 
the Arhn,.., l'ubhc Service Com· 
mi••lun, a po•llion ho: WH n.omcJ lu 
by Mr. Clinlon when hc wu 11uvcmor 
ol Arklln .. s. 

One focus of lhc feJcr11I ill<juiries 
is neliably said to be II SJ00,000 Small 
au,lnesa Admini•1ra1ion t011n 11r• 
ran11ed for Mro. McDouaal 1hrou11h 
Cop11•l·Man.11cmcn1 Services, Inc., 
en SBA·appnwed lenJin11 a11cncy 
h,-rc -neJ by 0..vid L lfalc. 

Mr. Kali,, rorm,-rly a luwcr-cuu1·1 
jud11e in Pulaski Cuun1y (whkh in• 
cluJc1 U111.: Kock) anti (lrc•iJenl or 
C.pilal·MANIICcmL·tu . .. 1J in 1111 in• 
lcrview lhal Ille April J, 111116, luMn IU 

Mr•. MeOuu11al, i<llc proprte1ur of a 
l.iutc l~ock uJvcriixin..: r1rn\ known 
;a,s Mo&slc,· Murkcunw. was not rt'l""-•uJ 
unJ w.1a. ,~,-,..-J tu a M,w.hscH, ac• 
COUl\l. 

llc N.'lnul •flcr 14 >"'II'"'"' 1hc 
bL·nch followina hi• inJ1c1mc111 1wt1 
months •IIO on r .. ..icrul chal)(c• of 
dcfralldin11 SHA in orho:r loltns. tl is 
trilll is pcnJin11. 

Mr. llalc ..,;J he w•• ~wr lold 
how lhe SJ00,000 lenl lo Mr• . 
Mcl)ou1111t - • lo he used, allhuu,:h 
rccorJ• •how SI I0,000 o r ii WCIII 10 
Whllcwah:r fiN" u down 1Mtym4.•nt on 
....... ~l"ly llUrchuscd fnHn lnh:rn.u • 
1ioNot p-.,,..,,· l'u. After lhc purcha,c, 
Mteih:r Murkclm.: ch;,nuc~ it:c .:om 

pany JcliCl'lfllkNl '" II real ""''"" \l\!11• 
cure, 1hc ""-..:ur..b :-.how. 

The luun to Mrs. Md)outtul 1s 10 

dclaull. SUA 11Uic1ai. tkch11,..i c,H11· 
111c111 , hu1 lhc uwency is bcl1eV1.'<1 111 
be 1ry1111( u , ~~•IIL-.:1 lb.: m on,-y. II "' 
m,1 clear who ..... hccn llll'l(CICJ Ill 
I 11<,1 dfo11 

llocu111c111• uu1l11111111 lite C:11111al • 

M1ttllll:Cllle111 l1111n 111 Mr•. Mcl>ou11al 
wcrc indudL-d m lhu:IC sc:1ZCII dur11111 
a July raid by lhe •·111 on Mr. llale's 
lank: Kuck""""'· 

Mr. ll11lc, 1111 inlifflllle of •c\l\!ral 
.,._,,rut Arbn1111¥ puli1ic111ns. said 
hc knl the muncy withou1 •peakm11 

The documents show 
that both Mr. and 
Mrs. Clinton took an 
aggressive part in the 
management of 
Whitewaters affairs 
and that, at one 
point, Mrs. Clinton 
sought power of 
attorney from 
pa.rtners James B. 
McDougal and his 
wife, Susan H. 
McDougal. 

to Mn . McDougal a fter rwo mttl· 
in11• with Mr. Clinron, includin11 a 
februuy 111116 cncoun1cr al lhe 
S1111c Capilul. lie tiOid lbe aow:rnor 
uskL-J horn 1•1 thal o.:casion: " 0.viJ. 
11rc yuu i:01111110 llc able 10 hc l1> Jun 
aoJ mcuu1 ?0 

I h: :«11J h-.: int.:1 u ~--~u.nJ 1inw. in 

Ma.-ch IYl!t>. w itll Mt·. Cl11t11Ni 1111J 
Mr. ~lcll,Ht,:.il m Mr. McDuutculii of • 
f1cc 111 J1..:u,s how the ltNIII wus lube: 
•1n1c1t11·,-J Mr ltalc $atJ lhc two 
1111.·11 tulJ Jum lht..•y IIC\.~ ... -d tu ''clean 

u1•" ' """'""'' 1m•blems ;,1 M11J11i<H1 
1111J lhc loan 111 Mrs. Mcl>ou- •I 
wuulJ hcl11 them Ju lhal. 

Mr. llalc sa1J lhc 1hrce men 
ug,·,-....i lu lhc llnkllllll t1f lhc loan, and 
1t1e 1crms of lhc u11n.-emcn1 . 111e 

flot 11wurc M)kctJ '-~Uis _. ~N,IJI.N • • u1t.1 
&hey dcc1JcJ lite heck woultl he 
ffllldc OUI lo Mr». McOou11al Ill make 
aurc a woman'• name would a ppear 
on l hc S»A IUttn a ppliClluon. 

'!'hey all knew Mrs. McDou11al did 
noc lel(a lly qualify for lhe SBA Joen, 
Mr. H•lc said, and 111 Ibis aecond 
me(.'IIOII Mr. Ctinroo IUld him thlol rhe 
Clinton name could not be 1111ocialeJ 
wi1h the deal, "anywhere In thia, any• 
where al all.· 

"I knew whlo1 was 1oin11 on, 111 we 
all tltd," Mr. Hale s, ys. " Bui - -re 
friends, and thal'I Ju•• the way butt· 
neu is done in Arkansa11." 

Thou&h lhc McOou111l1 filed a 
join1 financial 511.1cmen1 ahowin11 
aoelS in uccu or $l million, 1nclud • 
ina • S400,000 "pc ·oonal rcsidcnu" 
1hrce monrhl before 1be 11pphca1ion 
was made, SBA lean, are meanl 10 
be made 1oapplican11 who are disad· 
van1111ed or unable 10 obrain rinen• 
cial a,s1111ncc elsewhere. 

While House spokesman Dec Dec 
Myers Mld Mr. Cltnton did noc recall 
any mee1ln11 w l1h Mr. Hale • nJ had 
" no rccotlec1lon" aboul elf0r11 by 
him 10 preuure the former Judae for 
an SBA loan." 

She IUllffled lhal Mr. Hale lied 
10 repor1er1. • He I ried to make a deal 
on 1he cw of his indlc1men1 IO sa .. 
his bull," Ma. Myera said. • J lhink 
>""' haw 10 q uaaion the mo1lw1 of 
some people.• 

Mr. Mc l>ou.tcael. '¥how•• once in• 
dieted on federal r raud charaa. • vs 
he never diJCuase:I • loan wilh Mr. 
Hale, termini lbe 1llq11ion "ridic· 
ulouo." He alao d · "lied wroncdolna 
in connec:t loll wllh Iba 11M ol Madi• 
oon rllndl or loar • althcu1II ha do­
dined IO elabonl . 

Mrs. McOou1 e •aa no1 available 
ror comment, but • ne told The Wash• 
in111on l'osl this w : k lbel she did nol 
remember 1he Maatcr Marke1in11 
loan. 

MuJ,,wn wus ctu,L-d by r .. ..ier"I 
rei:ularor, in lllt'<J 01 a lou to lhc 
,:ov.:rnmcn1 or aboul $50 m illioo. Mr. 
McOuu11al la1er 'YH indic1i:d by • 
f,-dcrol 11rand Jury on char11c• he a r • 
ra111c:d sham Jc•I• 10 gi:ncrate bo· 
IIU$CS for him'<:lf 1ocalin1 S75,000. 

The indicrmrnl also aaiJ Mr. 
McDuu11al sci up a company. Maller 
Oc:wlopcn. to buy land u1in11 Mlldi· 
son (undo. HcwH■cquillcd in lll90. 

JI ,~ 

l>cvclo1>cr1 1iinLI M»sl~r l\·1u1 ~,·1 
nut clear, althuu11h hoth .:,11 
1lon• wcrc clo•cly h.:IJ b ; 
McOou11al11. 

Mr. Clin1on'I role 1n 11CCurtn 
SJ00.000 loan was dc...,r,betl 11 

1embcr by Mr. llalc to prosccu1 
Mrs. C•,;ey'll offke a Jay bc:f,,. 
indictmcnl . Mr. Kale u ,d he: , 11 

IO 1e11iry •11•in11 others invul , 
SBA schemes. includm1 Mr. Cl 
but was turned down. 

Mr. Hale, attorney, lll111d y 
man, Mid he talked with pro ... 
•buut • du l but wa1 rcJt.:~lcJ , 
1111ant U.S. Anorncy .,c1ct1c , 
IOII, who c,..,rsaw lhc H•le , 
nicnt. Mr. Culc:man sa1J Mr J ,. 
tolJ him be was aware or M, 
1on'li involwmen1. bu1 he huJ 
ye.rs IO rcrircmcnt and ,. . 
luoltin& 10 do anyrhina 10 jcop 
ii." 

Mr. Jacltoon confirmed •· 
T,mea !hat he 1otd 1111omL'Y• 1 
Hale he had c111h1 y,,11r. lk:I, 
11remcn1 and would not JCO(lJ • 
wilh a tlc:al, bul hc .attl he wu · 
r in1only toclfortaby Mr. 11 .. 1. 
the char1eo a11a1n11 him rcJ,, 
dropped. 

"They were 1alk1n1 abou1 1 
diwraion and my respon..," 
I was not aoinl 10 do a nyll 
jeopardize my rcri rcmcnt b\ 
Hale a Cree pass." he ..,,d. It. 
no1 f.liscus.Ji ii furth.:r. 

Mr. Coleman .. ..s he a 1 .. , • 
concern• dm:ctly 10 lhc Cl n 
m ini11ra1ion, 1e lhn11 • Iv 
friend, While HouscAuoc1a1 
ael William II. Kennedy Ill. 
panncr in rhc Rose Lllw >)1 
telephone conwr.ariun th , 
had clicnll - Mr. Ctinlon • 
Hale - wilh "11 mulUII proh1 

He deJCribcd lhe cunwr. 
" lawyer to ll,wycr," but ..,;J ~ 
n edy 1how.:J nu intcrc..·, 
wumC'\I to know whu W M~ , 

1111d where it was h.,..i.,,.i;· > 
Culenuin. " lie s,uJ he IIIJI 

n..1 11c1 back 10 n1c,, anJ he h 
Mr. KcMcdY dtJ 001 rc11 

phone call• to hi• offlci: 1, 
mc111. 

Th,i Ju11i~c Oc1111rtmc111 
par1, said lberc WII$ "no''"' 
form111iun" 10 ju111Cy offc, 
Hale a deul. 



· "There should be no problem of this going into effect 
because of what has been happening in the streets with 
violent crime. Everyone is fed up and something has to 
happen. We have to do something about those criminals who 
are destroying the security of our families . ' ' 

Ironically, Bentley, who has announced her candidacy 
for the GOP nomination for governor of Maryland, said that 
a · ·computer glitch' ' misread her vote during Wednesday's 
roll call on the Brady bill. She said she had voted 
· ·yes' ' but was recorded as voting ·· no.' ' 

AM-Health Reform-Survey,250 
Survey Finds Slim Majority For Health Care Plan 

WASHINGTON (AP) About half of adults support President 
Clinton 's health reform plan, although most people think 
it will raise the costs of their care, a survey indicated 
Thursday. 

The poll commissioned by the American Association of 
Retired Persons found 51 percent of adults of all ages i n 
favor of Clinton ' s proposals and 36 percent opposed . 

Fif ty- five percent said they expected their insurance 
premiums and out-of-pocket costs to go up under Clinton's 
plan; 10 percent thought they would go down, and 29 
percent felt they would stay the same. 

Forty-eight percent said they expected no change in the 
quality of their health care under the president's 
proposal; 31 percent fe lt it would get worse, and 13 
percent anticipated improved care. 

Thirty-eight percent said they understood Clinton ' s 
plan well; 47 percent said they understood it only a 
little and 15 percent not at all. 

· ' Americans do support comprehensive reform of ou r 
health care system. But they are still skeptical whether 
health care reform will improve their own situation,'' 
Lovola Burgess, the president of AARP, said in a 
statement. 

The poll of 1,217 adults was conducted by telephone 
Oct. 28- Nov. 
7 by ICR Survey Research Group. It had a three-point margin 
of error. 

Earlier this week, the Wirthlin Group reported that its 
l atest poll found the public evenly divided on the Clinton 
plan, 42 percent in favor, 42 percent opposed and 16 
percent undecided . It was conducted Nov. 1-3. 

UPI Update= Quayle comments on health care reform 
By AMY WATROUS• 

CHICAGO (UPI) Former Vice President Dan Quayle says he 

. A-_ 



Arkansas, including Whitewater Development Corp., the 
venture owned by the Clintons and their friends, James and 
Susan McDougal. 

In addition to the development company, McDougal also 
owned the S&L. 

The referrals touching on fr iends and associates of the 
Clintons were prepared by regulators investigating civil 
c laims involving Madison , whose 1989 failure cost 
taxpayers about $47 million. Lacking the authority to 
pursue criminal probes, Resolution Trust Corp. officials 
instead forwarded the reports to federal prosecutors for 
their consideration. 

The first was written in October 1992. But the Justice 
Department concluded last month it could not be pursued 
because of · ·a lack of specific evidence, ' ' according to 
one official familiar with the matter, who spoke on 
condition of anonymity. 

Despite the rejection of that referral, officials said 
some aspects related to the alleged check-k iting scheme 
remain under review. 

Details on the referrals were first disclosed by The 
Washington Post on Thursday. 

U.S . Attorney Paula Casey last week removed herself 
from the case in Little Rock, Ark., citing past ties to 
Clinton that included working on his campaign and taking a 
law school class he taught. 

The Justice Department sent a veteran fraud prosecutor 
to Lit tle Rock to take over the case. Department 
officials, speaking on condition of anonymity, said 
Thursday the rejected referral will not be re-examined. 

Federal officials familiar with the referrals said none 
mentions the Clintons as targets. The president has said 
he and his wife did ··nothing improper'' in their business 
dealings. 

The key period of the investigation is the mid-1980s 
when the Clintons had several different connections to 
McDougal. 

In 1984, McDougal has said, then-Gov. Clinton asked him 
to find his wife Hillary legal work at the S&L, and Mrs. 
Clinton soon was placed on a $2,000-per-month retainer at 
Madison through the Rose law firm where she worked. 

In 1985, she helped persuade state banking regulators 
to approve 
a recapitalization plan for the ailing thrift that relied 
on a stock sale that had never before been used in 
Arkansas . 

During that same time frame, Clinton turned to McDougal 
for hel p in retiring a campaign debt incurred during his 
successful 1984 re-election run. 

Investigators are trying to learn how $12,000 in 
overdrafts from Madison ended up in the campaign's 
coffers. Aides to Clinton have said they had no way of 
knowing where the money came from. 



· J.S. probes Hillary's former firm for conflict of interest 
from Washington came here last Madison four years earlier. . 

LITTLE ROCK, Ark. - Federal 
authorities are looking into a possi· 
ble conflict of interest involving the 
Rose Law Firm, which was paid 
more than $400,000 to defend, and 
later auack, the business practices 
of a failed savings and loan here that 
is now under a fraud investigation by 
the Justice Department. 

The firm, with senior partners 
Hillary Rodham Clinton, Webster L. 
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son and a Little Rock accounting 
firm, Frost & Co., submiued a faulty 
audit in support of arguments that 
would enable Madison 10 remain in 
business. This was the same audit 
!hat the Rose firm had filed four 
years earlier in its defense of Madi• 
son before state regulators. 

Raising further conflict concerns 
arc court records showing that Mr. 
Hubbell's father-in-law, Seth Ward, 
was an officer of a Madison real es• 
tale subsidiary at the time Mr. Hub· 
bell agreed 10 handle the FDIC case. 
Mr. W.1rd's involvement with Madi· 
son, sources say, was well known at 
the time. 

Mr. Ward defaulted on more than 
$587,000 in Madison loans and, ac• 
cording to reco,·ds, was considered 
by the government to be a prime of­
fender in the abuse of Madison. 

Mr. Hubbell has recused himself 
from the current case and declines 
comment. 

Justice Department officials say 

Hubbell and the late Vincent W. Fos­
ter Jr., initially helped Madison 
Guaranty Savings and Loan stay in 
business with arguments before 
state banking regulators, then sued 
the S&Lon behalf of the U.S. govern­
ment when it failed. 

The failure cost taxpayers about 
S50 million. 

Madison was owned by a longtime 
friend and business partner of Pres• 
ident Clinton's and the first lady's. 

The conflict-of-interest inquiry 
has included interviews with several 

Mr. Hubbell notified the FDIC that 
he had represented Madison. al· 
though he submitted no documents 
to corroborate that notification 
claim. In a questionnaire submitted 
to the Senate Judiciary Committee 
during his confirmation as associate 
attorney general, Mr. Hubbell de­
scribed the FDIC suit as a "malprac­
tice action" against Frost. 

Mr. Ward did not return telephone 
messages left on an answering ma· 
chine. 

A call to the Rose Law Firm for 
comment was not returned. 

White House Communications Di­
rector Mark Gearan has confirmed 
that Mrs. Clinton represented Madi• 
son, but he would not provide fur­
ther details. The $2,000-a-month fee 
to Mrs. Clinton was said to have been 
paid over 15 months and assigned 10 
a Little Rock bank. It is not clear why 
the money would not have gone di• 
rectly to the Rose firm. 

When allegations of the retainer 
agreement were first reported by 
The Washington Times in March 
1992, Clinton campaign spokesman 
Jeff Eller, now White House director 
of media affairs, denied its exis• 

lawyers and accountants involved in 
the case as well as a painstaking re­
view of court documents. 

Law enforcement sources say in• 
ve.stigators are concerned about the 
propriety, ethics and legality of_ the 
Rose firm's 1985 defense of Madison 
before the Arkansas Securities De• 
partment and its 1989 handling of a 
Federal Deposit Insurance Corp. 
lawsuit against the S&L. 

Madison was owned by James B. 
McDougal, with whom the Clintons 
were partners in a failed land devel• 

tence. 
Records reveal, however, that 

Mrs. Clinton was aggressively in­
volved in the legal representation of 
Madison. Correspondence between 
the Rose firm and the state Securi• 
tics Department directs that doc• 
uments in the matter be sent to her. 

The commissioner of the state 
agency also wrote directly 10 "Dear 
Hillary;' saying proposals by the 
Rose firm to allow Madison to sell 
preferred stock and form a broker­
age subsidiary to keep it operational 
were acceptable and in accordance 
with state law. 

Tun months after Mrs. Clinton and 
the Rose firm argued that Madison 
was solvent and should be allowed to 
stay in business, the Federal Home 
Loan Bank Board completed an in• 
quiry questioning the S&L's stability. 
The bank board said in a March 4, 
1986, report that: 

• Profits from Madison projects 
were converted directly into cash, an 
accounting technique described in 
the report as "improper:· The report 
says the profits should have been de­
ferred and that if they had been 
properly booked, Madison would 

opmenl scheme in the Ozarks. 
A person who asked not to be iden• 

tified says Justice Department and 
Resolution 'trust Corp. investigators 
have focused on both the FDIC suit 
and Mrs. Clinton's receipt of a 
$2,000-a-month retainer to rep· 
resent Madison before the stale 
while Mr. Clinton was the governor 
of Arkansas. 

It is not clear whether the federal 
inquiry will lead 10 the filing of 
charges. . . 

Justice Department off1c1als 

It is not clear 
whether the inquiry 
will lead to the filing 
of charges. 
have been insolvent. 

• "Substantial" sums of money 
were diverted by Madison officials 
to themselves and others, and land 
developments in which the S&L was 
involved were of "questionable eco• 
nomic worth." The report says Madi· 
son's operation would continue to re• 
suit in "significant losses:· 

• Madison paid its real estate sub­
sidiary substantial commissions for 
land sales, including payments of 
more than $712,000 during a three· 
year period to Mr. McDougal's wife, 
Susan H. McDougal, and two of her 
brothers, James and William Hen­
ley. 

• Fees paid through the real es­
tate subsidiary were used as loan 
down payments in what the repOrt 
says were "straw land purchases." 
The report says Madison disguised 
the funding source of various pur-

week to manage the investigation Mr. Foster, who killed himself 
after U.S. Attorney Paula J. Casey. July 20, had actively sought the 
who was appointed by Mr. Clinton FDIC's legal business for the Rose 
and worked in several of his cam- firm. 
paigns recused herself. They de· FDIC officials say they were not 
cline C:,mment. aware that the firm had represented 

Mr. Hubbell _ now the associate Madison. Mr. Foster signed a lelter 
auomcy general, the No. 3 lawyer at seeking the account for Rose that 
the Justice Department - was man• said Rose did not represent any 
aging partner atthe Rose firm at the S&Ls. . . . 
time of the FDIC suit. He personally The FDIC suit charges that Mad,-
handled the case against Madison, 
although his firm had defended 

chases. 
The FHLBB report also questions 

the Frost & Co. audit, the one used 
by the Rose firm 10 argue Madison's 
case before the state. The report 
says Frost auditor James Alford, 
who concluded in a report that Madi• 
son was in compliance with federal 
regulations, had two outstanding 
loans at Madison at the time of the 
audit. 

Mr. Alford no longer works at 
Frost and was not available for com· 
ment. 

Steve Humphries, managing di· 
rector of the firm, says he sees "no 
ethical conflict" with the Alford 
loans or with the Rose firm's repre­
sentation of Madison and its late· 
suit against the S&L. 

"It's you guys in the media geuir, : 
worked up about a.II this;• be say~. 
"The loans were certainly with: 
ethical guidelines under the law, an,J 
our attorneys had no problem wi• 
the Rose Law Firm's involvement 11 
the suit." 

The FHLBB report makes r- , 
mention of the Rose firm or m: 
money ii was paid, nor does it corr ­
mcnl on the firm's representation , · 

see FIRM, page A/4 

Madison. But it says lcg1tl doc­
uments maintained by the s&L were 
"so poor" that in many cases exam• 
iners could not det.:rmine the "real 
nature" of transactions. 

The report says there was a "re­
luctance" on the part of Madison of­
ficials to tum over records and that 
other documents were backdated or 
otherwise altered. 

The FDIC suit, which initiaUy 
sought to recover S60 million in dam­
ages, was settled out of court in 1991 
for SI million - less than the insur• 
ance coverage held by Frost at the 
time. The Rose firm, according 10 
records, was paid $400,000. Records 
are not available to determine how 
much the firm made from its repre­
sentation of Madison. 

The conflict-of-interest inquiry 
coincides with an ongoing federal in­
vestigation of Mr. McDougal involv· 
ing fraudulent Madison loans and 
the diversion of money from the S&L 
10 the campaigns of several powerful 
Arkansas politicians, including Mr. 
Clinton. That investigation was re­
quested by the RTC, which disposes 
of failed S&Ls, and referred to the 
Justice Department. 



Prosecutions possible 
in failed Ark. S&L 

Federal regulators have prepared nine reports recom­
mending possible criminal prosecutions In the fa.llure of an 
Arkansas savings and loan with ties to the arst family, lbe 
As9oclated Press reported lbursday. 

The Justice Department. citing a lack of evidence. has 
rejected one of the reports. which alleged a real estate ven­
ture once partly owned by President Clinton and his wife 
was used In a cbeck-kltlng 9Cbeme, the AP said, quOllng un­
named 110vemment ollcials. That report stated there was 
oo evidence the Olntons were aware of the transactloas. 

But lt detailed do'zens of examples of cbeck-lutlng that 
allowed money trom the tailed Madison Guaranty SltL to 
be diverted to various entitles In Arkansas, Including 
Whitewater Development Corp, the venture owned by the 
Olntons and their friends, James and S\Jlian McDoupl. 
McDoupl also owned the S&L 

The reports touching on friends a.nd associates of the 
Olntons were prepared bY regulators Investigating civil 
claims lnvoMng Madison, whose 1989 failure cost taxpay­
ers about $47 million. tack.Ing the authority to pursue crlml• 
nal Investigations, Resolution Trust Corp. olDcials forward• 
ed the reports to federal prosecutors. 

PORN LAW: 1n a slap at the JU3-
t1ce Department, President Clinton 
ordered Anomey General Janet 
Reno to t1shten federal lows 
against child pornography. "I Ind 
au forms of child pornography of­
fensive and harmful, as I know you 
do, and I want the federal govern­
ment to lead 188Tf,85i~ly In the at­
tack against the 9COUrge of child 
pomogr8phY, • Clinton wrote. Re is-
9Ued his lnstnK:tlons after the J~ 
lice Department seemed to relax 
lls lnterpre1&tlon or hard-core por­
nography ln a ~preme Court case 
Involving videos of young girts who posed seductively While 
wearing clothes. The Senate, In a non-binding resolution, 
charged that the Justice Department's ruling would allow 
child pornographers to go free. 

OP£NIN8 SECRETS: The Energy Department will de­
classify secret materials. Including data on health questions 
about Us nuclear weapons program, said spokesman Joey 
Lucas. Documents Include material on health, safety, envl• 
ronmental and weapons-production ts.,ues that Energy s«­
re!ary Hazel O'Leary's staff determined were not sensitive 
enough to remain clas.,lled. lbe department bad Invoked 
natlonal«cur!ty prolection to classify reams of material. 



Hale, owner of Capital-Management In­
vestment. He controlled a venture capital 
investment fund subsidized by the Small 
Business Administration that was created 
lo make loans lo disadvantaged and minor­
ity borrowers. 

Bill Clinton also urged him to help, Hale 
said. 

Hale said he subsequenlly made a series 
of loans, totaling $700,000, to Tucker, to 
McDougal's wife and to Stephen Smith, a 
former Clinton aide and political consult­
ant. 

Hale, who is now under federal indict­
ment on loan fraud charges, said a $150,000 
loan to McDougal's wile was structured at 
an evening meeting al the Castle Grande 
sales oflice with McDougal and Clinton. 
Clinton at one point ollered to provide 
collateral but did not want his name linked 
to the transaction. Hale said. 

Hale said he declined the collateral but 
did make a loan to Susan McDougal 

for $300,000. He said it was increased at 
McDougal's request and without discussion 
with Clinton. That loan was not repaid. and 
what happened to most of the money is a 
mystery. 

The White House said last week that 
Clinton had no recollection ol any meeting 
with Hale about a loan. McDougal said the · 
meeting described by Hale never occurred. 

McDougal said $110,000 of the loan was 
used as down payment on land for White­
water Development Co .. a 50-50 partner­
ship between the McDougals and the 

~

lintons. That money was lost, and a 
awyer for the Clintons says they never 
new of the deal. 
· McDougal's efforts to save the thrift 

finally collapsed under the weight of the 
findings of the examiners. 

According to previously undisclosed ex­
amination reports, Madison had a portfolio 
or loans secured by propeny that was 
worth less than the loans. The examiners 
said profits had been inflated and hundreds 
ol thousands of dollars paid in commissions 
and fees to McDougal's wife and other 
relatives. The losses on three projects 
alone would make the institution insolvent. 

One of those three projects was Castle 
Grande, where examiners said the land was 
"low and swampy and cannot be developed 
without considerable cost . . . . There is 
no evidence that there is a viable market 
for this land." 

Among the big borrowers on Castle 
Grande were Tucker, whose law firm 
represented Madison at the time, and Seth 
Ward, Hubbell's father-in-law. According 
to the examination reports, each of the two 
men had borrowed in excess of $1 million to 
develop portions of the project. 

Both defaulted on the payments. 
Regulators forced McDou,al out of Mad­

ison's management lat.er in i_rod. hl1.t-.,.,t.:. 
by new management to resuscitate the 

thrill !ailed, and ii was taken over oy u,~ 
government in 1989. Losses will cost 
taxpayers $47.6 million. 

The Resolution Trust Corp., which over­
sees the nation's thrift cleanup, referred 
several mailers involving Madison to the 
U.S. attorney's ollice in Lillie Rock in 
October, renewing the criminal investiga­
tion. 

Earlier this month. Hubbell asked that 
he and his entire staff be excused from 
involvement in the investigation. His 
memo 10 Ally. Gen. Janet Reno did not 
specify a reason. 

Hubbell and Hillary Clinton were senior 
partners al Little Rock's Rose Law Firm. 
which was hired by the government in 
1989 to try to recover some of the lost $47.6 
million. Hubbell became the government's 
lead lawyer. 

Government conflict-of-interest rules 
generally prohibit lawyers from represent­
ing the government against a savings and 
loan for which they or their firms h•ve 
done significant work. 

Hubbell said through a spokesman that 
he told the regulators in 1989 that Mrs. 
Clinton had represented Madison Guaran ­
ty. but regulators reportedly have no 
record of any such disclosure by Hubbell or 
others at the law firm. 

In addition. Hillary Clinton's representa­
tion of Madison was not disclosed to thrift 
examiners in 1986, according 10 records. 
Bank regulators require such disclosure to 
identify key insiders al the institution. 

Regulators say, however, that records 
show that Hubbell did disclose that his 
father-in-law was among th0$e with loans 
in default at Madison. 

Earlier this week, the Justice Depart­
ment announced that it was taking 

over the investigation of Madison Guaran­
ty and Hale. U.S. Atty. Paula Casey of 
Lillie Rock-a Clinton appointee and po­
litical supporter-had agreed 10 withdraw 
from the matter 10 avoid any appe.arance of 
favoritism. Casey's husband also holds a 
state job under Tucker. 

The invesligalion is now headed by 
Donald B. Mackay, 55, a senior attorney in 
the fraud seclion at the Justice Depart­
ment. Mackay is a longtime prosecutor 
who served as U.S. allorney in Springfield. 
Ill .. under former Presidents Richard Nix­
on and Gerald R. Ford. 

Justice Department sources said they 
expect Mackay and two assistants from 
Washington lo spend several weeks re-ex­
amining a series of transactions at Madison 
Guaranty and Hale's investment firm. In 
the meantime, a repon is due next week to 
the House Small Business Committee on 
Hale's tra.nsaclions. The House Banking, 
Finance and Urban Affairs Committee 
"" ea ... / ha.5 opened a preliminary inquiry 
in response 10 a Republican request. 
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Defunct S&L's Ties to Arkansas' 
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Political Elite Vexing for Clinton 

■ Inquiry: Regulators fi nd a t rai l of shell companies, false 
transactions and questionable payments. The President has not been 
linked to wrongdoing. 

By WILLIAM C. REMPEL 
and DOUGLAS FRANTZ 
TIMES $TAFF WR ITERS 

LIITLE ROCK. Ark.-When federal 
examiners entered the offices of a small 

savings and loan here in 1986. among the 
many troubling loans they discovered on 
the books was a series or transactions 
financing a 1.100-acre real estate develop­
ment on the outskirt.s or town known as 
CasUe Grande. 

II was intended to be a low-cost residen­
tial and commercial development for fami­
lies seeking an escape from the city. But in 
1986 it was also an investment venture 
plagued by questionable agreements In­
volving prominent Arkansas political fig. 
ures. 

Almost immediately the bank regulators 
found a trail or shell companies, fictitious 
transactions, inOated profit statements and 
questionable payments to insiders. Even­
tually Castle Grande would be included in a 
list of projects involving possible criminal 
conduct that federal regulators referred to 
prosecutors for further investigation. 

But it was the political connections, not 
only in the Castle Grande project but also 
in others financed by the savings and loan, 
that finally led the Justice Department this 
week to take control or what had been 
treated previously as a routine local inves­
tigation. Two congressional inquiries also 
have begun. 

For President Clinton, who has not been 
linked to any wrongdoing, the probe.s are 
nettlesome development.s. The controver­
sy centers on Madison Guaranty Savings & 
Loan, a defunct thrift run by a former 
Clinton aide and business partner. Madison 
Guaranty is depicted in interviews and 
internal regulatory documents obtained by 
The Times as a bank favored by the state·s 
political elite. 

Jim Guy Tucker. who succeeded Bill 
Clinton as governor. received more than SI 
million in loans from the institution at the 
same time that his law firm represented 
the thrift. He later negotiated a 50% 
reduction of his debt. That reduction is 
reportedly one or the subjeets or investiga. 
lion. 

Former Sen. J . William Fulbright, a 
patron of Arkansas Democrats, also had 

loans from the S&L. The father- in - law of 
Associate Atty. Gen. Webster Hubbell, the 
third-ranking official of the Clinton Justice 
Department, invested in the Castle Grande 
project and defaulted on $587.793 in Madi­
son GuaNnty loans. 

And the )'ear before the team of federal 

examiners arrived, Madison had placed 
Hillary Rodham Clinton on a $2,000-a­
month legal retainer and organized an 
employee fund-raiser to retire Gov. Bill 
Clinton's 1984 campaign debt. At the time, 
the struggling S&L was seeking approval 
from state authorities for a plan to gener­
ate new capital to stay aOoat. 

James B. McDougal, the owner of the 
failed thrift. denies any wrongdoing and 
blames the regulators for Madison's failure. 
McDougal, a longtime Clinton friend and 
business partner, was tried and acquitted 
in 1990 on fraud charges in connection with 
other Madison loans. 

Now bankrupt and living in a mobile 
home in rural Arkadelphia, Ark., McDou­
gal acknowledged that he is a target of the 
new investigation. 

Questions about Clinton·s ties to Madison 
Guaranty and McDougal first surfaced 
during the 1992 presidentia.l campaign. But 
the controversy has gained new momen­
tum in recent days with disclosures that 
savings and loan funds may have been 
improperly used to retire Clinton's 1984 
campaign debt. The Times also disclosed 
that· McDougal said he hired Hillary Clin­
ton as a lawyer at the urging or her 
husband. 

President Clinton has said neither he nor 
his wife did anything improper in their 
dealings with McDougal or Madison. The 
White House has denied McDougal's claim 
that Clinton personally sought the legal 
retainer for his wife. 

I n many ways, Madison Guaranty was 
typical or the 1,100 other savings and 

loans that collapsed in the 1980s. Regulato­
ry records show that the institution grew 
dramatically, invested heavily in risky real 
estate deals and paid large sums to its 
officers. McDougal and his wife drove 
Jaguars and shared a Bentley for a time. 

McDougal had no background in the 
savings and loan business when he bought 
the S&L in 1982, when it was a tiny thrift 
in rural Woodruff County. He called him­
self a "country road populist" who hated 
bankers. 

But he had big aspirations. He renamed 
the institution Madison Guaranty, moved 
the headquarters to Little Rock and em­
barked on a string of real estate invest­
ments, including an island off the coast or 
New Brunswick , Canada. 

The growth was geometric. Riding a 
wave of real estate loans, assets skyrock.et­
ed from $6 million in 1982 to $107.6 million 
in 1985. At the same time, Madison's capital 
reserves-the cushion against l0$Se$-de­
cllned sharply. 

"This institution should have been Oash . 

ing bright red on the regulators' screen at 
least by 1984;' said Bert Ely, a financial 
consultant who has examined Madison's 
records. 

McDougal had been trying s_ince early 
1985 to raise more capital. Among his 
plans: Issue preferred stock and start a 
broker-dealer subsidiary. Both were high­
ly unusual for Arkansas thrift.s and re­
quired approval by the state .securities 
commissioner. 

With Hillary Clinton acting as.an attor­
ney for Madison, in April, 1985, the S&L 
appealed to the commissioner, who only 
weeks earlier had been appointed to the job 
by Gov. Clinton. Both requests ·were ap­
proved but never implemented because of 
the precipitous decline of the S&L. 

That same month McDougal held a 
fund-raiser to retire Gov. Clinton's linger­
ing $35.000 campaign debt left over from ' 
the previous fall. McDougal .told his execu­
tives to contribute. 

"Bill's in trouble and we're going to have 
to get together and help him out: · one 
former Madison official recalled McDougal 
telling him. 

The ex-official was one of two former 
senior executives ai Madison who told The 
Times that McDougal instructed them to 
contribute to the governor·s campaign 
fund. They agreed 10 be interviewed only if 
their names were not used. · 

Clinton did not show up for the cocktails 
and canapes served a't Madison's offices, 
but one of the the former S&L officials 
recalled that the governor's campaign 
manager made the rounds "collecting the 
checks." 

In January, 1986, examiners ·rrom the 
Federal Home Loan Bank Board walked 

in the front door at Madison's Main Street 
offices for the first time. 

A thrift executive in the lobby when the 
examiners arrived recalled overhearing 
one examiner telling the others, "Look at 
that Bentley and those Jaguars in the 
parking lot. Somebody's stealing. We'll 
sh.ut this thing down."' 

McDougal said in an interview that he 
knew that the examiners were coming but 
expected a good report. 

"'I'd taken a savings and loan that was 
going under and turned it around," 
\ kl',.,ug~1 ~i-'! 

But a former executive said McDougal 
was concerned. A 1984 bank examiner 
report had warned that the "viability of the 
institution is jeopardized" by its question­
able lending practices. 

The owner or an outside investment firm 
said McDougal came to him, anxious to 
clear up some transactions involving 
prominent people be(ore the examiners 
reviewed the S&L's books. 

"'McDougal said we need to clean up 
some problems with our friends in the 
pqlitical family," said former Judge David 
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duty to anyone else . 
The 9th U.S. Circuit Court of Appeals reinstated the 

case last year, saying law firms also must protect their 
clients from liability for fa lse or misleading offerings 
to investors . 

The appeals court said that when the FDIC takes over a 
failed financial institution, past wrongdoing by insiders 
does not bar the government from filing lawsuits in an 
a ttempt to recover losses. 

In the appeal acted on today, lawyers for O' Melveny & 
Myers said the 9th Circuit Court ' s ruling was 
··fundamentally misguided'' and 
a ··transparent attempt to locate an additional 'deep 
pocket ''' to cover t he federal cost of the S&L bailout . 

American Diversified could not have sued the law firm 
because its own officers were involved in wrongdoing, and 
the. FDIC ''inherits the rights and liabilities of the 
entity it has taken over, ' ' O' Melveny's attorneys said. 

State law, not a federal rule, should govern the 
relationship be tween lawyers and clients, the firm ' s 
lawyers said. 

Justice Department lawyers said the 9th Circuit court 
was correct. But they agreed the high court should 
cons ider the case to resolve a conflict with another 
federal appeals court . 

The case is O'Melveny & Myers vs. FDIC, 93-489 . 

PM-Scotus-Death Penalty,330 
Court To Review Texas Death Penalty Case 
By LAURIE ASSEO= Associated Press Writer= 

WASHINGTON (AP) The Supreme Court agreed today to 
decide whether federal courts may delay a death-row 
inmate ' s execution to appoint a lawyer to file a 
constitutional challenge of the inmate's conviction. 

The court said it would hear a Texas death-row inmate 's 
appeal of lower court rulings that refused to delay his 
execution. 

Frank Basil McFarland was convicted in a state court in 
Tarrant County for the Feb. 1, 1988, stabbing death of 
Terry Hokanson, who was slain after being introduced to 
McFa rland at the bar where she worked in Arlington. 

State court upheld his conviction, and the Supreme 
Court denied review last June. 

A state judge then scheduled McFarland's execution for 
Sept . 23 and later delayed it until Oct . 27 . 

McFarland, who is indigent, asked a federal judge in 
Fort Worth to delay the execution and appoint a lawyer who 
would file a federal appeal challenging McFarland ' s 
conviction on constitutional grounds. 

U.S. District Judge John McBryde refused to delay the 
execution, saying he had no authority to do so because 



lawyers said the denial of matching funds was based on an 
objective record of LaRouche's earlier fraudulent 
activity. 

Government agencies have ' 'inherent authority to 
protect the integrity of their programs and procedures 
from abuse and fraudulent manipulation, ' ' they said. 

The lowe r court ruling ··can only diminish public 
confidence in the integrity of the program and discourage 
taxpayers from designating their tax dollars for this 
purpose,'' government lawyers said. 

LaRouche ' s attorneys said it is up to Congress, not the 
courts, to decide if the FEC may deny funds as it did i n 
LaRouche ' s case. 

The case is FEC vs . LaRouche, 93-519 . 

PM-Scotus-S&Ls,450 
Court to Decide If Lawyers Must Pay Damages in Some S&L 

Failures 
By LAURIE ASSEO= Associated Press Writer= 

WASHINGTON (AP) The Supreme Court today agreed to 
decide whether the federal government can force lawyers 
for failed savings and loans to pay damages for not 
exposing insider wrongdoing. 

The court said it will hear a Los Angeles law firm's 
argument that it should not be held liable for work it 
performed for a California thrift that later collapsed. 

The Federal Deposit Insurance Corp. manages hundreds of 
failed savings institutions as part of the government ' s 
massive bailout of the industry. As part of its effort to 
recover losses, the FDIC is pursuing $1.5 billion in 
claims that insider wrongdoing often aided by outside 
lawyers and accountants contributed to thrifts' collapse. 

Federal appeals courts have issued conflicting rulings 
on the FDIC ' s power to seek such damages. 

The government took over American Diversified Savings 
Bank in February 1986 and sued the thrift's top officers , 
contending they concealed the savings bank's precarious 
financial situation. The thrift, based in Costa Mesa, 
Calif., was liquidated in 1988. 

The prestigious law firm of O'Melveny and Myers 
prepared documents to promote two real estate syndication 
deals offered by American Diversified in 1985. After the 
FDIC took over the thrift and received complaints from 
investors, it decided those offerings were misleading and 
the money was refunded. 

The government filed a separate lawsuit against 
O'Melveny & Myers in 1989, accusing the firm of 
professional negligence and seeking to recover money the 
thrift lost because of the canceled deal . 

A federal judge dismissed the lawsuit, noting that the 
investors were repaid and saying O'Melveny & Myers owed no 



ABC-CLINTON- INVESTIGATION 
ARENO PLEDGES TOUGH PROBE INTO FAILED THRIFT 

WASHINGTON, Nov 18 (Reuter) - Attorney General Janet Reno 
Thursday pledged a vigorous Justice Department investigation into a failed 
Arkansas savings and loan that had ties to prominent political figures in the 
state, including Bill and Hillary Clinton. 

''I will make sure that any investigation conducted by t his 
department is done in the most vigorous, professional and appropriate way 
possible,'' Reno said at her weekly news conference. 

The Justice Department earlier this month took over from the 
U.S. Attorney in Little Rock the politically sensitive probe into Madison 
Guaranty Savings and Loan, which failed four years ago at a cost to the 
taxpayers of $47 million. 

The investigation involves allegations the thrift used funds to 
help Arkansas politicians, including the 1984 re-election campaign for 
then-Governor Clinton. 

Hillary Rodham Clinton and her former law firm in Little Rock 
had represented Madison in the mid- 1980s. The Clintons and the owner of 
Madison and his wife were partners in a money-losing real estate venture, 
Whitewater Development Corp . 

Asked if she may have to step aside should the probe start to 
focus on the Clintons, Reno said, ''I don 't think I can do anything about 
myself. I'm the attorney general and the buck is going to have to stop with 
me.'' 

Reno affirmed her support for legislation that would allow for 
independent special prosecutors to handle such cases involving the appearance 
of a conflict of interest . The law expired in December. 

Until the law is re-enacted, Reno said, ''I'm going to try to 
make sure that it is done the best way possible.'' 

REUTER g 



ing commissioner Jackson told Clin­
ton he planned to order McDougal's 
Bank of Kingston to stop making 
"imprudent loans." informed 
sources said. Jackson had found that 
the bank made too many rislcy loans 
and too many loans to friends of 
McDougal-a pattern repeated lat• 
er at McDougal's Madison s&L. 

Within a year, federal regulators 
also began raising questions that 
were shared with state regulators 
in a series of critical reports about 
Madison. 

In early 1984, the Federal Home 
Loan Bank Board concluded that 
investments Madison made through 
a real estate subsidiary were double 
the level aUowed by Arkansas law. 

Two years later, federal exam• 
iners concluded that the practices 
of Madison managers were •a sig• 
nificant threat• to the institution. 

By 1989, federal officials took 
over the institution and then closed 
it. The government quickly brought 
a narrowly drawn criminal case 
against McDougal, but it took fed· 
eral investigators years longer to 
piece together more complicated 
Madison transactions, including 
some involving political figures, and 
recommend a broader criminal in• 
vestigation. Last month, investiga• 
tors forwarded a new set of criminal 
referrals to the U.S. attorney here. 

Today, as a Justice Department 
team continues to sift through the 
s&L's wreckage, investigators are 
trying to determine whether 
McDougal used up to a dozen sheU 
corporations to funnel depositor 
funds to various insiders, to Clin­
ton's 1984 gubernatorial campaign, 
and to the account of the White­
water project owned by the Clin­
tons and McDougals. 

Sources said that Whitewater 
overdrew its account by checks to­
taling $60,000 in one six-month 
period, with part of the money go­
ing to McDougal directly and part 
to make payments or. loans at Mau• 
rice Smith's bank, where both 
Whitewater and the Clinton cam• 
paign had borrowed money. Inves­
tigators are examining whether 
those overdrafts were ultimately 
underwritten by depositors. 

Bank examinations indicate that 
overdrafts were a commmon prac­
tice at Madison, with McDougal at 
times juggling hundreds of thou• 
sands of dollars in checks frn.., i:om­
panies that had insufficient income 
to cover them. 

Often entering deals on the basis 
of his "intuition," McDougal would 
wait months before ordering ap­
praisals of property Madison was 
investing in, and grossly understate 
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development costs in order to rec­
ord higher profits on paper, exam· 
iners found. 

One example was a resort 
planned for a rocky island off the 
coast of Maine where McDougal's 
hero Roosevelt spent his summers. 
Examiners noted the "scenic beau• 
ty" of the CampobeUo project. But 
as a potential resort, they dismissed 
it as "damp, cold and foggy," with 
severe tides that left waterfront 
lots a mile from the ocean. 

Although technically it was to be 
a joint venture, with risk supposedly 
spread among the partners, bank 
examiners concluded that Madison 
essentially financed the entire $3.7 
million deal, and stood to bear vir• 
tuaUy the entire loss. 

The Castle Grande development, 
a 1,100-acre proposed trailer park, 
attracted some of Little Rock's 
highest-profile political figures. Ful­
bright and now-Gov. Tucker both 
acquired land in the project with 
Madison Joans. Tucker was lent 
$260,000 to purchase a $125,000 
piece of property, and used the rest 
of the money for other projects un­
til he repaid the Joan this spring. 

The mobile home lots didn't sell, 
and bank examiners later concluded 
that Madison had again assumed 
virtually all the risks of a dubious 
project. 

Strong Personal Bond 
And Business Ties 

In their heyday in Little Rocle, it 
seemed the Clintons and McDou· 
gals couldn't get enough of each 
other. 

There was "an unbelievable re­
lationship" between the fast-rising 
politicians and the fast-rising entre­
preneurs, their business ties a mere 
extension of a strong personal bond, 
Susan McDougal said in a recent 
interview. 

Today, they have grown about as 
far apart as any foursome can. 

After the thrift failed, McDou­
gal's world unraveled. In 1990, he 
was tried and acquitted of bank 
fraud charges. A year later, he was 
divorced by Susan and declared per· 

· sonal bankruptcy. The formerly 
freewheeling lender listed assets 
worth $300. 

While the president hosts world 
leaders at the White House, 
~~, n ~.,,..,, ,,,1;,. i,:, ti,,,e between 
his late mother's house in Arkadel• 
phia, Ark., and a friend's trailer 
home. Susan is charged in co~ 
papers in Los Angeles with embez­
zling $188,000 from conductor 
Zubin Mehta and his wife, Nancy, 
for whom she worked briefly as a 

personal bookkeeper. · In an lnt~r­
view, Susan McDougal denied tht 
charge. ·•·, 

The paths of the old friends di0 

verged by 1988, as Clinton began' 
building his national reputation. · ·• •· · 

That swnmer, he took the stage' : 
at the Democratic National Coovei-' : 
tion to nominate Michael S. DuJ<akis• · 
for president. That November, Hi!-. : 
lary Clinton wrote to the McDou••.' 
gals, asking that they give her poy1.-·' 
er of attorney over the Whitewater 
enterprise so they could seU off ~ ' 
remaining property and "get all thaf ' 
behind us by the end of the yw.•·' 
The White House has not rt-' '. 
sponded to questions about the let· .... 
ter and whether the power of attor=:· • 
ney was granted. • :. '; 

McDougal continues to cope with 
a series of health problems that ~ · • 
gan in 1986, when be was boapi~-: 
ized during a "florid manic ,episode;-';• 
according to the notes of a psyclli; : ! 
atric exam contained in the co~~~ 
file from his earlier case. His behav• . : 
ior was "characterized by increased:; 
energy, increased talkativenes&,'. : 
'felt invincible', used poor judgment . .. 
with money, and apparently really : · 
lost his whole business and savinai 
in unwise real estate and other io- · 
vestment ventures." the notes say. · 

As McDougal Wlderwent treat• · · 
ment and awaited his fraud trial, the 
weU-connected group of people ~t 
hovered around him in the l 98qs 
quickly disappeared. • · . 

Asked recently about past deal- : . 
ings with McDougal, Clinton replied '. 
curtly, "Old story." --~: •. 

But to the fallen entrepreneur. : . 
the past is hard to escape. In a See' : . 
tember interview, he denied any 
wrongdoing and attributed Madi• · 
son's problems in the 1980s to Re- ·. 
publican prosecutors gunning for·~ 
prominent Democrat and to em­
ployees he trusted to nm the 
thrift's financial affairs. 

He holds no grudges, except on 
one count. During the presidential 
campaign, McDougal's mother, Lo-' 
rene, an avid Clinton supporter, 
constantly asked about "Bill." • . 

According to McDougal, Clinton . ; 
caUed the aged woman, and she was · 
left with the impression that her 
son might join his administration. 
McDougal was left with the indig• 
nity of explaining that he had not 
talked to Clinton for years. · 

"He lost all of bis contacts," said 
Susan McDougal, describing ~r· · 
former husband's crash. "He reaJ!y 
went from a -man who had f:W!rY~ •. 
thing to an invalid." · 'l" _-•: 

Staff wrillr Susa11 Scb1idt 
contributld "' tJn.s report. 
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The Resolution Trust Corp. has asked federal prosecutors in 
Little Rock to open a criminal investigation into whether a 
failed Arkansas savings and loan used depositors' funds during 
the mid-'80s to benefit local politicians, including a reelection 
campaign of then-governor Bill Clinton. 

About three weeks ago, the RTC forwarded to U.S. Attorney 
,. Paula Casey in Little Rock information about 10 matters arising 

from transactions at the now-defunct Madison Guaranty Savings & 
Loan that warrant criminal investigation, according to government 
sources familiar with the probe. A written summary of the 
referral has been sent to the Justice Department, according to 
sources. . . .. . 

•~ The package includes questions about whether a series of 

~-· .-·· 

checks written on Madison accounts ended up in Clinton's campaign 
fund. The sources said there is no indication Clinton had 
personal knowledge of or involvement in the transactions, and the 
White House said yesterday there would be no way Clinton would 
have known if money from Madison accounts had been improperly 
used to make campaign contributions. 

The RTC request, based on a broad probe of the S&L's 
financial affairs, also asks for further federal investigation of 
Madison's dealings with current Arkansas Gov. Jim Guy Tucker {D), 
the sources said . 

Tucker's companies borrowed more than$ 1 million from the S&L 
for real estate and other ventures during the mid-1980s, when he 
was at a law firm that represented Madison. Some of the loans 
were made on what appear to be favorable terms and caused large 
losses to the S&L. Tucker's office did not respond to requests 
for an interview. 

The RTC, which disposes of S&Ls, took over Madison after its 
1989 failure, expected to cost taxpayers an estimated$ 47 
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million. 

I n examining the Madison transactions, the RTC has asked 
Casey to determine whether checks to the Clinton campaign were 
paid from overdrawn accounts with the authorization of Madison's 
owner, James B. McDougal, or whether Madison loans intended for 
other purposes were used for campaign contributions. McDougal is 
a longtime friend and business partner of Bill and Hillary Rodham 
Clinton and was an economic development aide during Clinton ' s 
first term as governor . 

In an interview, McDougal said he had no knowledge of any 
Madison funds being used improperly. " I never approved an 
overdraft in the entire time I was down there, " he said. 

Clinton aide Bruce Lindsey said yesterday that McDougal helped 
organize an April 1985 fund- raiser to pay off Clinton ' s 1984 
campaign debts. Lindsey said he does not know how much was raised 
during the fund- raiser and does not have the state campaign 
records , which are routinely discarded after five years . But he 
said he had seen a deposit slip noting that McDougal contributed 
$ 3, 000, which was not in excess of campaign limits at the time. 

Lindsey said he understands that the RTC is questioning the 
"source of funds" for that check and perhaps others. 

"How in the world would we have any knowledge of that? " 
Lindsey said. "Where the funds came from for that check --

~ there ' s absolutely no way we would know or have questioned that." 

~ 

RTC investigators have examined irregular Madison 
transactions that tookplace in April 1985 and have attempted to 
find out who endorsed and deposited a series of checks made out 
to Clinton or the gubernatorial campaign, one source familiar 
with the probe said . Lindsey said it would not be unusual for 
campaign contributors to make out checks in Clinton ' s name -- and 
that was done by some at the 1985 fund-raiser -- but that those 
checks would be placed in the campaign fund, which was maintained 
at Arkansas ' Bank of Cherry Valley. 

RTC investigators have been unable to secure bank records 
that would showwhere money from the checks went, the sources 
said. 

The RTC takes the step of referring cases to law enforcement 
agencies when its own investigation of a failed S&L's books and 
loan files raises "aggravated suspicion" of possible criminal 
activity . Referrals are often made to the FBI or the Justice 
Department on limited evidence. The RTC has limited subpoena 
powers and no authority to bring criminal cases itself. 

Sources familiar with the Madison referrals said Casey ' s 
office will have to evaluate whether transactions dating back to 
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the mid-'80s warrant criminal investigation. Casey declined to 
comment. 

RTC spokesman Steve Katsanos would neither confirm nor deny 
whether theagency asked Casey to further investigate Madison. "We 
have found Madison to be a very interesting institution and we 
conduct investigations in cases of all failed S&Ls," he said. 

Sources said that the RTC also asked Casey to investigate 
whether McDougal had violated S&L regulations. He was acquitted 
of bank fraud in 1990 in a case that focused on bonuses and 
profits he earned for real estate deals involving the development 
subsidiary, Madison Financial Corp. 

The RTC action comes after a long-running probe of Madison 
that began soon after the S&L was taken over by federal 
regulators. Before it was taken over, regulators were critical of 
Madison's management, contending it permitted conflicts of 
interest, inflated real estate appraisals, and unsupported loan 
documentation and that it failed to collect debts, state records 
show. 

The RTC probe intensified about a year ago as investigators 
examined loans and financial transactions involving a small group 
of borrowers, including some S&L officers and directors and local 
politicians who were Madison customers. 

As part of the investigation, the RTC went to extraordinary 
lengths to trace real estate transactions involving Whitewater 
Development Corp., a land company Bill and Hillary Clinton 
jointly owned with McDougal and his former wife, Susan McDougal, 
according to government sources. The corporation maintained an 
account at Madison, and sources said Whitewater's activities are 
among the matters referred to Casey for further investigation. 

Whitewater, which the Clintons have described as a 
money-losing venture that developed land in the Ozark Mountains, 
was formed in 1978. 

There was protracted debate within the RTC about whether 
Madison transactions involving the Clintons should be included in 
documents sent to Casey, because the investigation focuses 
primarily on the handling of S&L funds by Madison officials, 
sources said. 

The RTC's investigators who are based in Kansas City were 
prepared to forward the information earlier this fall, but the 
decision to send the referrals on was not made until early 
October, the sources said. 

Madison, which grew from a tiny Arkansas thrift into a 
bustling institution during McDougal's years there, has surfaced 
before as an issue for Clinton. During his presidential campaign 
last year, he was faced with questions about whether his 
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administration in Arkansas gave favorable treatment to the 
troubled S&L in the mid-1980s when it was seeking state 
permission for new ways to raise money. 

Hillary Clinton, then a lawyer with the influential Rose law 
firm of LittleRock, acted as an attorney for Madison when it went 
before the State Securities Commission in 1985. An issue was 
raised during Clinton's 1992 presidential campaign about whether 
her work for the S&L was a conflict of interest. She said her 
legal work had been minimal. 

Controversy also arose during the 1992 campaign over 
Whitewater's finances. Press investigations of Madison showed 
that Susan McDougal's advertising firm, which was associated with 
Madison, deposited money in Whitewater's account at the S&L to 
cover an overdraft. 

Under intense media scrutiny, Denver lawyer James Lyons was 
retained by the campaign to do a report on Whitewater's business 
dealings and he found the Clinton's lost money on the investment 
and had done nothing improper. Officials said they could not 
locate many of the records that might answer questions about the 
transactions. 

Tucker, a former congressman and state attorney general, was 
P involved in a number of Madison loans, which went to fund small 

real estate deals, Tucker's cable television company and major 
industrial projects. 

Madison loaned one of Tucker's companies, Castle Water and 
Sewer, more than$ 1 million. His company was to provide service 
to the Castle Grande mobile home park, a Madison Financial Corp. 

•·· development near Little Rock, but the S&L ended up losing $ 
861,000 on the loan, the RTC said in an 1990 court document. 

.. 

Staff writers Michael Isikoff in Washington and Howard 
~ Schneider in Little Rock contributed to this report. 
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