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An angry Stanley Tate officially withdrew his nomination to head the
Resolution Trust Corp. yesterday, blaming his difficulties on opposition from
a key senator, rumormongering by worried RTC bureaucrats and lukewarm
administration support.

"Washington is a vicious city, with all kinds of hidden agendas," Tate told
reporters, reading from a letter he had delivered to President Clinton. "It is a
city full of rumors, allegations and accusations," he said, calling the
confirmation process "a devastating experience."

Senate Banking Committee Chairman Donald W. Riegle Jr. (D-Mich.) has refused
to meet with Tate or schedule a hearing on his confirmation. As RTC chief,
Tate, 65, a Republican and a real estate developer from Miami, would have headed
government efforts to clean up the remains of the savings and loan debacle. He
has been accused by RTC staff of using his influence improperly.

Tate said he was advised by senior Treasury officials in the past few days
that "it would be in my best interests" to withdraw guietly. "I was told if I
revealed too much, or put people in high places on the defensive, I had better
be prepared for a barrage of new allegations and accusations about me and even
about my family. I was further advised that these accusations would be made up,
even outright lies," said Tate.

A spokeswoman at the Treasury Department said that Tate had a private meeting
with Deputy Treasury Secretary Roger C. Altman Wednesday to discuss whether he
should withdraw, but that "no one in the Treasury or the administration
threatened Mr. Tate."

Tate, who had been a paid adviser to the RTC oversight board since his July
nomination while awaiting Senate confirmation, said he had compiled a report for
Treasury on mismanagement, waste and possible fraud at the RTC, but said it
would be up to administration officials to release it. Treasury officials said
they had not yet seen the report.

"There are employees of the RTC who are afraid of me and obviously afraid
of what changes to ‘the system’ I might bring about. These people are really
concerned that some of their actions and activities would be revealed," he said.
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Some of Tate’s activities at the RTC have drawn criticism from agency
employees and have been the subject of news reports.

He was criticized for attempting to intervene on behalf of friends who were
trying to buy property from an RTC contractor, but said yesterday he wanted
the property "sold to the highest bidder."

Tate also asked to see the case files on longtime acquaintance David Paul,
head of a failed Florida S&L who was convicted on criminal fraud charges last
week. Tate said he returned the file unopened when he saw it was marked
confidential.

Tate also sat in on an ethics panel reviewing its decision to ban the former
law firm of Rep. William J. Jefferson (D-La.) from doing business with the
RTC. Tate said he did not know Jefferson and offered to leave the meeting if
anyone present objected to his being there.

A spokeswoman for Riegle said yesterday that the committee staff had not
scheduled a hearing because it has been reviewing "several serious questions"
raised in the press about Tate’s background.

"The committee has been gathering the relevant facts on these and other
matters of concern related to his nomination as is its normal practice," she
said.

With Tate’s withdrawal, the Clinton administration will have to begin a
search for a new nominee.
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“Dealings of Clinton Partners Were Referred to Justice Dept. in 1992

~ (Washn)

~By Susan Schmidt and Michael Isikoff= ~(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, f£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.
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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
guestions 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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Several of the coincidences in the
Arkansas savings and loan scandal
that has embroiled President Clin-
ton and his wife lead to the suicide of
Vincent W. Foster Jr., the White
House deputy counsel who fatally
shot himself July 20.

Like most suicides, Mr. Foster's
took his ultimate secrets to the

VE.
mNo one in an official capacity says
his death was directly connected 1o
the allegations of fraud and illegal
campaign payoffs by officers of
Madison Guaranty Savings and
Loan of Little Rock. Nor will anyone
connect it to his participation as the
Clintons' personal laywer in the first
family's financial dealings, which
puts him at several of the points now
under federal investigation.

But the timing of certain events
continues totantalize friends and as-
sociates, both here and in Little

Rock.

Fueling the speculation are two
telephone calls made to Mr. Foster at
the White House on the morning of
the day he killed himself. Also draw-
ing scrutiny is the timingof a search
warrant served that day on another
former associate of President Clin-

ton's. )

The telephone calls were received
between 11 a.m. and noon. This was
justafter Mr. Foster artended a cere-
mony in the Rose Garden where Mr.
Clinton and Attorney General Janet
Reno announced the nomination of
Louis J. Freeh to be the director of
the FBI, and just before Mr. Foster
left the White House for the last
time.

One call was from James M. Ly-
ons, a Denver lawyer assigned by the
Clinton campaign to investigate the
connection between the Clintons and
James B. McDougal, the owner of
Madison S&L, in a land-development
venture in the Arkansas Ozarks.

This association had become an is-
sue in the presidential campaign.
The other call was made from the
Rose Law Firm in Little Rock, where
Mr. Foster and Hillary Rodham Clin-

ton were once senior partners. Just |

who made this call is not yet clear.

The search warrant, signed sev-
eral hours before Mr. Foster put a
gun to his head, authorized the
search of the offices of a lending
company in Little Rock that had
granted a $300,000 loan to Mr.
McDougal's wife, Susan.

Some of this money ended up in
the accounts of Whitewater Develop-
ment Corp., a land venture owned
jointly by the Clintons and the
McDougals. As the Clintons' per-
sonal lawyer, Mr. Foster handled the
sale of their half-ownership of
Whitewater and filed the necessary
tax forms when it was discovered
Whitewater had failed to file corpo-
rate tax returns for a three-year pe-
riod when the Clintons were still
half-owners.

The significance of this is mot
clear, either, but a note left by Mr.
Tartar fromd b Whirs Wesap affi.
whais allics Mis ucau, Waeeliey, Lue
public will never believe the inno-
cence of the Clintons and their loyal
staff"

The rambling note continued: 1
made mistakes from ignorance, in-
experience and overwork. I did not
knowingly violate any law or stan-
dard of conduct.”

Citing executive privilege, White
House Counsel Bernard Nussbaum
prevented U.S. Park Police and the
FBI from searching Mr. Foster's of-
fice or looking through his personal
papers or personal belongings im-
mediately after his death.

The agents were ordered 1o sit in
chairs in a hallway while staff of-
ficials went through the documents.
An FBI agent was reprimanded
when he stood up to peer into the
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room. Investigators who went to Mr.
Foster’s house also were turned
away.

The unsigned and undated Foster
note, which contained no finger-
prints and from which one section is
missing, was discovered six days
after his death. Torn into 27 pieces,
it was withheld from investigators
by White House officials for 30
hours. They said they waited to turn
it over until after Mrs. Foster had
read it.

It appears, however, that the delay
also was related to efforts by White
House aides to bring the note to Mr.
Clinton's attention. Although Mark
Gearan, the director of communica-
tions at the White House, said at the
time that Mr. Clinton had not seen
the note, FBI agent Robert Bryant,
who headed the bureau’s Washing-
ton field office, disputed that in a
public statement.

At an Aug. 10 news conference,
Mr. Bryant, who since has been
named to head the FBI's intelligence
division, said: “There was concern

tive privilege and about family inter-
ests. The note was subsequently re-
viewed by [Mr. Foster's] wife and her
attorney . .. and was then reviewed
by the president for executive privi-
lege issues”

There also were contradictions in
comments by White House officials,
including Mr. Clinton, about Mr. Fos-
ter’s growing depression. Initially,
Mr. Foster was painted as a “Rock of
Gibraltar in times of difficulty”™
whose death came as a “shock” to
the president. 5

Mr. Clinton told reporters he had
no idea that his boyhood friend had
any personal problems, saying Mr.
Foster's “closest friends sat around
discussing” the suicide and that

“none of us" knew he had any con-
cerns about his job or about other
difficulties in his life.
Mr. Gearan said Mr. Foster “never
i said anything to his colleagues here
; in the White House or his friends
here in Washington that would in-
¢ dicate that anything was out of the
lordinanr."

The known facts belie this asser-
tion. Mr. Foster’s friends, concerned
that he was troubled, had urged him
to seek psychiatric help. Mr. Clinton

| called him at home the night before
his death, speaking to him for about

20 minutes.

Investigators looking into the Fos-
ter dcath also say they were con-
cerned that White House officials
did not seal his office, preventing
anyone from entering it. after his
body was discovered and identified.
White House Chief of Staff Thomas
F "Mack” McLarty told officers he
ordered the office sealed 1o ensure
that no papers were removed, but it
nevertheless remained unlocked
overnight.

Law enforcement sources say at
least three persons entered the of--
fice before guards were posted on
the door at 11 the following moming.
The three persons were not identi-
fied.

Mr. Foster's death is a closed case,
ruled & suicide by U.S. Park Police.
His body was found about 6 p.m. on
July 20 in an isolated Northern Vir-
ginia park slumped against a Civil
War cannon, with his 1913 Army Colt
revolver still in his hand. He had
fired a single shot into his mouth.

The two telephone calls to the
White House were identified by
Park Police and the FBI from doc-
uments submitted by the White
House. The documents included no-
tations of telephone calls toand from

by White House staff about execu- |

Mr. Foster's office telephone,
between July 6 and July 20.

Mr. Lyons, the Denver lawyer, has
not returned telephone calls to his
office seeking comment and expla-
nations about his July 20 call to Mr.
Foster.

Last month, however. he told the
Chicago Tribune that he had talked
to M. Foster several times “shortly”

before his death, but he would not
discuss matters they had talked
about since these were conversa-
tions between himself and the Clin-
tons covered by attorney-client priv-
ilege. Since then, in October, Mr.
Clinton named Mr. Lyons to a govern-
ment advisory panel seeking peace
in Ireland.

The Rose Law Firm also has not
returned calls seeking comment on
who may have called Mr. Foster on
July 20 and why.

The search warrant was signed on
July 20 at 1:35 p.m., but its existence
was known o prosecutors, investiga-
tors and others early that morning,
law enforcement sources said. It
was used to search the offices of
Capital-Management Services Inc,,
a Small Business Administration-
approved lending agency operated
by David L. Hale, a Little Rock mu-
nicipal judge until he resigned in an-
ticipation of indictment.

Mr. Hale, who was active in Ar-
kansas Democratic Party politics
for more than 20 years, has said he
was pressured in February 1986 by
Mr. Clinton and Mr. McDougal to ap-
prove a loan to Mrs. McDougal to
clear up financial problems. The
$300,000 SBA-guaranteed loan was
approved in March 1986 and some of
the money, according to records, was
diverted to Whitewater to fund prop-
erty purchases.

Mr. Gearan, the White House
communications director, has said
that Mr. Clinton has “no recollec-
tion" of any such conversation with
Mr. Hale and does not believe such a
conversation took place.

Mr. Hale resigned in September
after his indictment on charges re-
sulting from other fraudulent SBA
loans. He pleaded not guilty to the
charges and faces trial Feb, 28. Dur-
ing the FBI's search of Capital-
Management, records on the loan to
Mrs. McDougal were included in
those taken by agents.

Mr. McDougal, who served as a
financial adviser to Gov. Clinton in
1979, is the focus of an investigation
into allegations he manipulated
fraudulent loans through Madison
and illegally autharized payments to
several powerful Arkansas politi-
cians, including Mr. Clinton.

The Resolution Trust Corp.
(RTC), which disposes of failed sav-
ings and loans, had asked the Justice
Department to investigate questions
of irregularities involving Madison
RTC investigators questioned
whether campaign contributions
we:e linked 1o efforts by Madison to
win state approval f. . [laan ang
plan — offered by Mrs. Clinton — to
help the S&L stay in business.

Mr. McDougal. who was indicted
in 1989 on fraud charges in connec-
tion with Madison and acquitted in
1990, has denied any wrongdoing.

The president has said that while
he received money from Mr Mc-
Dougal — including lump sums that
were used to clear up debts from his
gubernatorial campaigns — he had
no knowledge where his business
partner and longtime friend had ob-
tained the cash.

Adays
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ing Committee has called for an in-
vestigation into charges of racial
diserimination, favoritism and other
management abuses at the Res-
alution Trust Corp.

Sen. Donald W Riegle Jr, Mich-
igan Democrat, sent a letter, dated
Oct. 25, o RTC acting Chief Execu-
tive Officer Roger C. Altman, asking
him to investigate “serious allega-
tions™ in RTC's Office of Contractor
Oversight and Surveillance (0COS),
the office responsible for auditing
the performance of its thrift bailout
conl

Iractors.

Senate Banking Committee staff
members said Mr. Riegle would not
comment on the matter until the

‘The charges are nuuumedh;
Sept. 30 memo from an RTC con-
tractor oversight employee that was
obnmadhy'l‘he\hdnmm

“a black
OCOS employee.”

Word of the investigation comes to
light two weeks after Stanley G. Tate
withdrew his name as the nominee
o mnlge RTC's savings and loan

cleanup, saying he was denied the

chance to address serious waste and
mismanagement in the agency. He
also protested the Treasury Depart-
mm!n uuuﬁ.umon of 200 ﬂf:
at e

Agency.

In a telephone interview last
week, Mr. Thte said that while he was
a nominee he had received several

“The RTC has lots of employee
problems,” Mr. Tate said. “It's worse
there than I've ever seen inmy life.”

The OCOS memo alleges a patiern
of systematic discrimination against
black employees in the contractor

office, including:

e Manipulation of promotion
scores. Numerical rating standards
were juggled to fill a senior procure-
ment mecmm position in the Com-

vocate program. An inex-
perhmod white candidate's low
score was later ranked above the
higher score of an experienced
black candidate.

# Retaliation against supporters
of blacks. Offices that attempted to
promote black employees were de-
nied approval to fill remaining va-
cancies.

» Disciplinary double standards
A black employee who worked on his

income taxes on RTC time was dis-
ciplined and threatened with firing.
In contrast, a white employee who
operated an interstate sports and en-
tertainment ticket sales business
during work hours, using govern-
ment phones and travel, was pro-
moted.

e Favoritism toward white em-
ployees. Positions occupied by white
employees are graded higher than
similar positions occupied by black
employees within the Competition
Advocate branch.

® Travel abuses. A female inves-
tigator routinely accompanied the
head of the contractor oversight
branch to conferences and events
unrelasted 1o her position.

‘The memo originally was sent to
Lorraine A. Green, deputy director
of the Office of Personnel Manage-
ment.

“] am asking for an OFM inves-
tigation because it w not possible to

from anyone inside RTC, including
the RTC Inspector General” the em-
ployee wrote.

The employee implored: “Please
don't give us up by forwarding this
letter to anyone in RTC. Please inves-
tigate these issues mdepmdcﬂl])
and objectively. If you do, many

seeks probe of S&L bai out uni

other instances of favoritism, dis-
crimination and abuse will surface.”

Previous complaints to the RTC
Office of Inspector General have
been unproductive, the memo
charged, often because individuals
responsible for the abuses were al-
lowed to manage the investigations.

OPM officials did not pursue the
matter, however, after they learned it
was being investigated by RTC's in-
spector general. “This is an internal
matter, being handled at the RTC”
an OPM spokesman said.

The RTC inspector general’s of-
fice would neither confirm nor deny
that the matter was under investga-
ton.

RTC spokesman Stephen Kat-
sanos confirmed the agency's Equal
Employment Opportunity Office is
conducting a review of the charges.
While he could not comment on the
specifics of the case, Mr. Katsanos
said an outside law firm had
hired — a common procedure in
such cases — and several employees
had given sworn statements.

RTC's newly created ombuds-
man's office, which reports directly
to Mr. Altman, was designed to ad-
dress similar employee concerns,
Mr. Katsanos said.

Freeh suspends FBI's NYC bureau chief

By Jerry Seper

THE WASHNG TON TIME

The suspension of James Fox, the
veteran agent in charge of the FBI
field office in New York, for talking
about the World Trade Center bomb-
ing wral during a television inter-
view has been greeted with anger
from many of the bureau's rank and
file.

Several agents at the New York
field office and at the bureau'’s Wash-

Mr. Fox on administrative leave
pending his scheduled retirement
Jan. 3.

“This is not playing well with the
people 1 know," said a New York FBI
agent who asked not to be identified.
“They obviously were trying to set
an example. | guess the director was
telling everyone that there's a new
regime and that he’s in charge.”

Mr. Fox, a 31-year bureau veteran,
was suspended because of his ef-
forts in a brief TV interview Dec. 4
to defend the actions of his agents
during the World Trade Center
bombing investigauon. Mr. Fox de-
nied allegations that the FBI's infor-
mant in the case, Emad Salem, had
given agents information before the
Feb. 26 blast that the building was
going to be

“He gave us nothing. No one gave
us anything,” Mr. Fox was quoted by
Newsday as saying. “1f we had infor-
mation, we would have prevented the
bombing."

Unlike most field supervisors, Mr.
Fox held the title of assistant direc-
tor because of his command of the

Mr. Freeh, a former federal judge
in New York, suspended Mr Fox
with pay for the comments, The sus-

7 Director’ action angers field agents

pension was ordered Dec. 10 and is
to remain in place until Mr. Fox's
scheduled Jan. 3 retirement.

Mr. Fox has led the New York of-
fice for six years. During that time,
his 2,200-member staff has been in-
volved in dozens of high-profile
cases, including the successful pros-
ecution of mob boss John Gotti. It
was Mr. Fox who called Gotti the
“Teflon Don,” a nickname that stuck.

“Director Freeh made the de-
cision to place Assistant Director
Fox on administrative leave with pay
until his retirement in January,” FB1
spokesman John Collingwood said in
a statement. “He did so after care-
fully reviewing inappropriate public

still at trial”

Mr. Collingwood told the Associ-
ated Press he was “not at liberty to
say" how Mr. Freeh became aware of
Mr. Fox's television comments.

District Judge Kevin T Duffy, whois
hearing the World Trade Center
trial, called Mr. Freeh to complain
about Mr. Fox's comments. The sus-
pension came after the call.

It was Judge Duffy who signed a
gag order in the case. He said at the
time that he wanted to limit leaks to
the public about pending evidence
and testimony.

FBI officials yesterday declined
comment on what role, if any. Judge
Duffy played in the decision to sus-
pend the veteran agent.

The judge did not return calls for

comments Fox made about pendi
prosecution.

“Our policy is not to talk about
pending cases, particularly when it's

Mr. Fox will join the Mutual of
America insurance company when
he retires.

Spy sting gets Chinese man deported

ByBil Gentz \z/

Charlotte, was under FBI surveil-
lance for six years. He met in China
with Chi intelligence service of -

After a six-year FBI counterspy
investigation of Chinese intelligence
service efforts to acquire U.S. weap-
ons and technology, immigration of-
ficials deported a Chinese business-
r 1 Saturday for committing espio-
nage.

Yen Men Kao, a Chinese national
who lived in Charlotte, N.C., left At-
lanta International Airport aboard a
United Airlines flight to Hong Kong,
said Thomas P Fischer, director of
the Immigration and Naturalization
Service (INS) in Atlanta.

ing a visa and for “committing acts
of espionage against the United
States” an INS spokesman said.

Clinton administration officials
said a decision was made not to pros-
ecute Kao to avoid offending the Chi-
T government. The administra-
uon is working with Beijing to
resolve problems with North Korea
n nuclear weapons.

FBI officials said Kao, who owned
two Chi: fast-food restaurants in

ficials, who promised him $2 million
to buy weapons covertly

Kao and other Chinese nationals
not identified by the FBI “conspired
to steal and {llegally export” a Mark
48 Advanced Capability (ADCAP)
torpedo, two F-404-400 General
Electric jet engines used in the
F'A-18 Hormet and fire-control radar
for the F-16 Falcon jet, FBl and INS
officials said.

“Procuring those three items
were his primary concern,”’ said an
FBI agent close to the case. Kao also
sought data on the Cobra helicopter,
the agent said.

The weapons sysiems were not de-
livered to China, but oscillators used
in satellites were transferred to
China as part of a sting operation
mdu_rhng the investigation, officials

Kao paid an informant $24,000
from Chinese intelligence service
funds for the oscillators, which are
embargoed for export and are used
to regulate radio-wave frequencies.

The sale took place in the United

States through an FBI informant and
was approved by the US. govern-
ment as part of the probe, officials
said.

One federal law enforcement offi-
cial, speaking on the condition of
anonymity, said Kao “had a gam-
bling problem™ and lost some of the
money supplied by Chinese intelli-
gence through his gambling. “He got
a lot of people in China [angrv] at
him.” the official said.

At a heaning in Atlanta on Dec. 15,
Kao waived appeals and requested
deportation 1o Hong Kong, rather
than China, because he feared repri-
sals by the Chinese spy service, the
official said.

A senior FBI official in Charlotte,
who asked not 1o be identified by
name, said the investigation of the
technology acquisition scheme is on-
gomu and that more arrests may be

"'We'ru still tying up some loose
ends in cunftrmmg the ulcmmes of
other and offi-

The case began in 1987, when the
FBI learned that Kao was trving o
illegally acquire a Mark 48 ADCAP

The Mark 48 ADCAP isa modern-
ized version of the Mark 48 and is
deployed on attack submarines. The
torpedo, built by Hughes, is de-
signed to sink fast, deep-diving sub-
marines or fast-moving surface

Kao was unable to come up with
the money — some $2 million — 0
purchase the three U.S. weapons svs-
tems. “He was unable to persuade
the Chinese to put up the great sums
needed to procure these weapons”
the official said.

The FB1 decided to close the case,
and Kao was arrested Dec. 3, the
official said.

The FBI agreed to deportation
rather than prosecution partly to
protect sources and methods of

cers working with [Kao)," the agent
said.

“But | believe we have unequivo-
cally neutralized his activities.”

ying, the official said_
Kao, 54. left behind his wife, a nat-

uralized US. citizen, and two chil-

dren, who were born in the United

States. Cff Z
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Last September, as officials of the Resolution Trust Corp. were preparing
to ask the Justice Department to open a criminal investigation into a failed
Arkansas savings and loan, they faced an unusually sensitive problem: Should
they mention that the case involved President Clinton and his wife?

There was no conclusive evidence that the Clintons had done anything illegal.
But RTC investigators had turned up evidence that depositor funds from the
thrift, Madison Guaranty Savings & Loan, may have been diverted improperly to
Clinton’s 1984 gubernatorial campaign account and to Whitewater Development Co.,
a real estate venture jointly owned by the Clintons and James McDougal,
Madison’s owner.

Some RTC officials believed questions about the Clintons and their dealings
with Madison had to be laid out in RTC’s written request for further federal
investigation. But others thought that would be a strategic error: A detailed
description of activities involving the Clintons had been presented to the
Justice Department in September 1992 and had been languishing for a year,
prompting fears among RTC staff that the department was intent on scuttling
the politically sensitive case.

The RTC finally did ask federal prosecutors in Little Rock, Ark., last fall
to investigate nine suspected criminal matters arising out of Madison’s 1989
failure, naming the Clintons, along with other Arkansas politicians who had
dealings with McDougal.

Among other things, prosecutors were asked to examine whether Hillary Rodham
Clinton’s representation of the S&L before a state regulator appointed by her
husband resulted in lenient treatment that allowed Madison to stay open long
after it was on a clear path to insolvency.

Today, those issues are the focus of a Justice Department investigation that
has become a growing headache for the Clinton White House. While the Clintons
have repeatedly said they were aware of no wrongdoing at Madison, the White
House, under heavy congressional and media criticism and possibly facing a
subpoena, agreed late last month to turn over documents about Whitewater that
were found in the office of deputy White House counsel Vincent Foster after his
suicide on July 20.
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At the same time, the handling of the Madison and Whitewater issues by the
RTC and the Justice Department has underscored the politically charged nature
of the probe. Although the RTC has succeeded in sparking a federal inquiry,
the matter of Madison S&L has frustrated some RTC officials who have said they
worried about "packaging" the case and "selling" Justice on opening an
investigation that should have begun much earlier.

Republicans, saying the situation is rife with conflicts of interest, have
bombarded Attorney General Janet Reno in recent weeks with calls for the
appointment of an independent counsel.

"As attorney general, you have been placed in an uncomfortable, if not
untenable, position of being both the chief law enforcement official of the
United States and the chief legal advisor to the president," Rep. Jim Leach
(R-Iowa), ranking minority member of the House Banking Committee, told Reno in a
letter calling for the naming of a special counsel.

Reno has resisted those calls, saying anybody she would appoint would
ultimately report to her and would not be seen as truly independent. "I have
directed the career prosectors to pursue it [the Madison probe] in the most
appropriate and vigorous manner possible," Reno said at a recent news
conference.

The history of the Madison investigation, pieced together from interviews
with Justice Department and RTC officials along with documents from the case,
suggests that the involvement of the Clintons has repeatedly affected its

progress, as investigators debated how to proceed in a probe that has such
potentially large political consequences.

The inquiry began in 1989 as one of hundreds of investigations of failed
savings and loans throughout the country that led to the creation of the
Resolution Trust Corp. itself. The RTC charter was to close down the
thrifts, to dispose of S&L assets and to try to recover through the courts
federally insured funds that had been lost through poor management or possible
criminality.

The transformation of a relatively routine RTC inquiry into a political hot
potato began in March 1992 when news accounts detailed Clinton’s longtime
relationship with McDougal and their investment together in Whitewater. Those
accounts suggested that McDougal had made the Clintons partners in a sweetheart
real estate deal in return for lenient state treatment of Madison.

The RTC quickly sent a new team of investigators to Arkansas to aid in the
Madison probe, looking at, among other things, the business relationships among
McDougal and local politicians.

At the same time, investigators began to explore the role of Hillary Clinton
and her law firm in representing the thrift during a 1985 encounter with state
banking authorities.

The Rose law firm had represented Madison before the Arkansas securities
commission when the thrift, judged critically short of capital by federal
examiners, sought approval for a new stock plan to stay afloat. Hillary Clinton
was one of two Rose lawyers in that effort, earning a combined $ 2,000 monthly
retainer for the firm. The plan was approved by Beverly Bassett Schaffer,
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Clinton’s newly appointed state securities commissioner, whose law firm also had
represented Madison. The plan was never implemented.

Another Rose partner, Clinton confidant Webster L. Hubbell -- now associate
attorney general under Reno -- had his own ties to Madison through his
father-in-law, Seth Ward. Ward was an executive with Madison’s real estate
subsidiary and had extensive financial dealings with the S&L.

But despite these potential conflicts, the Federal Deposit Insurance Corp. =--
the federal agency that insures savings and loan deposits =-- in 1989 hired the
Rose firm to represent the government in a lawsuit against Madison’s accounting
firm. The suit, handled by Hubbell, contended that the accounting firm had
failed to alert Madison’s board to reckless lending and management practices
that led to insolvency. It was settled for $ 1 million in 1990.

How much the FDIC knew when it hired Rose about the relationships among
Madison and the firm and its partners is unclear. Hubbell has contended that his
dealings with Madison were fully disclosed. A series of internal FDIC memos at
the time warned against hiring Hubbell due to conflicts involving his
father-in-law, and FDIC and RTC lawyers have been conducting an inquiry in
recent weeks into whether the potential conflicts were properly reported.

In addition to these efforts through civil suits to recover funds used to
compensate Madison depositors, the RTC by fall 1992 had prepared a 21-page
document targeting McDougal and his ex-wife Susan McDougal for criminal
investigation by the federal prosecutor in Little Rock.

The referral named then-presidential nominee Clinton and his wife, as well as
current Arkansas Gov. Jim Guy Tucker (D), as principals in "shell corporations"
created by McDougal. It said that while there was insufficient evidence at that
point to prove that the Clintons and Tucker knew about suspected check-kiting
and account overdrafts authorized by McDougal, they had stood to benefit from
such activities.

The referral was sent to Charles Banks, the Republican U.S. attorney in
Little Rock, during the waning days of the Bush administration in the fall 1992.
Banks already had been stung once in his dealings with McDougal, having failed
to win a conviction of him in a 1990 bank fraud case and prompting critics to
accuse Banks of mounting a politically motivated prosecution. Hoping to wash his
hands of Madison and McDougal, Banks asked that he be recused from the case and
that the referral go directly to the Justice Department in Washington, current
and former federal officials familiar with the matter said.

In an "urgent report" memo to top Justice lawyers on Oct. 7, 1992, Banks'’s
chief assistant, Mac Dotson, noted that the Clintons were named as potential
witnesses in the referral. Dotson wrote that he believed, based on the facts
outlined by the RTC, that further investigation "is warranted."

With less than a month to go before the presidential election, aides to
then-Attorney General William P. Barr were concerned that any special interest
shown in the case could backfire politically, sources said. An investigation
involving Clinton was sure to look as though President George Bush were using
the Justice Department for partisan purposes. That point was all the more
forcefully made, the sources said, by those who noted the RTC had made no
specific allegation of wrongdoing by the Clintons.



PAGE 31X
The Washington Post, January 5, 1994

In light of Banks’s recusal, the case was assigned to career lawyers in the
fraud section in the criminal division of the Justice Department, but senior
Bush administration Justice officials ordered that it get no special treatment.

Many RTC referrals are never pursued, either because the Justice Department
does not believe they will result in a prosecutable case or because of limited
resources. A March 19, 1993, memo by criminal division attorneys working on the
case concluded that the RTC referral did not "appear to warrant initiation of
a criminal investigation" of Madison. But the memo, signed by John C. Keeney,
then acting chief of the division, left the final decision to federal
prosecutors in Little Rock. He "would not question a decision by the U.S.
attorney to decline further action on the referral," Keeney wrote, according to
sources familiar with the memo.

However, the results of the Justice review were not communicated to the RTC
for months, sources said. In the meantime, the RTC renewed its own inquiry
into Madison, sending a four-member team of agency investigators back to
Arkansas in January 1993.

By September, having gathered much more information and still having received
no official decision on the first referral, the RTC drafted a new request for
the Justice Department. This expanded referral recommended investigation of nine
separate matters of possible criminal behavior, adding details of new
transactions and conflicts of interest, and naming a number of new players,
sources said.

Those who believed that naming the Clintons in the first referral led to
official inaction argued the president and his wife should not be named in the
new, expanded request. Additional questions about whether bringing more bank
fraud charges against McDougal would constitute double jeopardy helped spark a
fierce debate among investigators and RTC professional liability attorneys in
Kansas City, Mo., agency sources said.

RTC field officials took the unusual step of appealing to top RTC brass
in Washington to make the final decision on whether to include the Clintons in
the new referrals. But the Washington headquarters refused to intervene,
ordering the field office to follow standard procedure.

The new referrals were sent in October to the new U.S. attorney in Little
Rock, Paula Casey, a Clinton appointee and former campaign volunteer who was
once a student of the president’s at University of Arkansas law school. The
requests also sought further investigation of current Democratic Gov. Tucker’s
dealings with Madison, as well as numerous other big borrowers and Madison
officials -- many of them prominent in Arkansas political and civic circles.

On Oct. 27, with the stack of new criminal referrals sitting on her desk,
Casey responded to six months of RTC inquiries about the fate of the first
referral, then a year old. She told the RTC that she "concurred" with the
Justice Department’s decision to forgo an investigation due to "insufficient
information,"

Days later, in the wake of news reports about the new RTC referrals and
questions about Casey’s ties to Clinton and other senior Democrats in the case,
Casey recused herself from further involvement. The Justice Department announced
it was sending three career prosecutors to Little Rock to conduct the
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Whitewater Probe Was Sensitive From the Start (Washn)

By Susan Schmidt and Michael Isikecff= (c) 1994, The Washington Post=

WASHINGTON Last September, as officials of the Resolution Trust
Corporation were preparing to ask the Justice Department to open a criminal
investigation into a failed Arkansas savings and loan, they faced an
unusually sensitive problem: Should they mention that the case involved
President Clinton and his wife?

There was no conclusive evidence the Clintons had done anything illegal.
But RTC investigators had turned up evidence that depositor funds from the
thrift, Madison Guaranty Savings & Loan, may have been diverted improperly to
Clinton's 1984 gubernatorial campaign account and to Whitewater Development
Co., a real estate venture jointly owned by the Clintons and James McDougal,
Madison's owner. -

Some RTC officials believed gquestions about the Clintons and their
dealings with Madison had to be laid out ifi RTC's written request for further
federal investigation. But others thought that would be a strategic error: A
detailed description of activities involving the Clintons had been presented
to the Justice Department in September 1992 and had been languishing for a
year, prompting fears among RTC staff that the department was intent on
scuttling the politically sensitive case.

The RTC finally did ask federal prosecutors in Little Rock, Ark., last
fall to investigate nine suspected criminal matters arising out of Madison's
1989 failure, naming the Clintons, along with other Arkansas politicians who
had dealings with McDougal. Among other things, prosecutors were asked to
examine was whether Hillary Rodham Clinton's representation of the S&L before
a state regulator appointed by her husband resulted in lenient treatment that
allowed Madison to stay open long after it was on a clear path to insolvency.

Today, those issues are the focus of a Justice Department investigation
that has become a growing headache for the Clinton White House. While the
Clintons have repeatedly said they were aware of no wrongdoing at Madison, the
White House, under heavy congressional and media criticism and possibly facing
a subpoena, agreed late last month to turn over documents about Whitewater
that were found in the office of deputy White House counsel Vincent Foster
following his suicide on July 20.

At the same time, the handling of the Madison and Whitewater issues by the
RTC and the Justice Department has underscored the politically charged nature
of the probe. Although the RTC has succeeded in sparking a federal inquiry,
the matter of Madison S&L has frustrated some RTC officials who have said they
worried about packaging'' the case and ~“selling'' Justice on opening an
investigation that should have begun much earlier.

Republicans, saying the situation is rife with conflicts of interest, have
bombarded Attorney General Janet Reno in recent weeks with calls for the
appointment of an independent counsel.

~“As attorney general, you have been placed in an uncomfortable, if not
untenable, position of being both the chief law enforcement official of the
United States and the chief legal advisor to the president,'' Rep. Jim Leach,
R-Iowa, ranking minority member of the House Banking Committee, told Reno in a
letter calling for the naming a special counsel.

Renoc has resisted those calls, saying anybody she would appoint would
ultimately report to her and would not be seen as truly independent. “"I have
directed the career prosectors to pursue it (the Madison probe) in the most
appropriate and vigorous manner possible,'' Reno said at a recent news
conference.

The history of the Madison investigation, pieced together from interviews
with Justice Department and RTC officials along with documents from the case,
suggests that the involvement of the Clintons has repeatedly affected its
progress, as investigators debated how to proceed in a probe that has such
potentially large political consequences.

==



The inquiry began in 1989 as one of hundreds of investigations of failed
savings and loans throughout the country that led to the creation of the
Resolution Trust Corporation itself. The RTC charter was to close down the
thrifts, to dispose of S&L assets and to try to recover through the courts
federally insured funds that had been lost through poor management or possible
criminality.

The transformation of a relatively routine RTC inquiry into a peolitical
hot potato began in March 1992 when news accounts detailed Clinton's longtime
relationship with McDougal and their investment together in Whitewater. Those
accounts suggested that McDougal had made the Clintons partners in a
sweetheart real estate deal in return for lenient state treatment of Madison.

The RTC quickly sent a new team of investigators to Arkansas to aid in the
Madison probe, looking at, among other things, the business relationships
among McDougal and local peoliticians.

At the same time, investigators began to explore the role of Hillary
Cclinton and her law firm in representing the thrift during
a 1985 encounter with federal banking authorities.

The Rose law firm had represented Madison before the Arkansas securities
commission when the thrift, judged critically short of capital by federal
examiners, sought approval for a new stock plan to stay afloat. Hillary
Clinton was one of two Rose lawyers in that effort, earning a combined $2,000
monthly retainer for the firm. The plan was approved by Beverly Bassett
Schaffer, Clinton's newly appointed state securities commissioner, whose law
firm also had represented Madison. The plan was never implemented.

Another Rose partner, Clinton confidant Webster L. Hubbell now associate
attorney general under Reno had his own ties to Madison through his
father-in-law, Seth Ward. Ward was an executive with Madison's real estate
subsidiary and had extensive financial dealings with the S&L.

But despite these potential conflicts, the Federal Deposit Insurance
Corp.-the federal agency that insures savings and loan deposits-in 1989 hired
the Rose firm to represent the government in
a lawsuit against Madison's accounting firm. The suit, handled by Hubbell,
contended that the accounting firm had failed to alert Madison's board to
reckless lending and management practices that led to insolvency. It was
settled for $1 million in 1990.

How much the FDIC knew when it hired Rose about the relationships among
Madison and the firm and its partners is unclear. Hubbell has contended that
his dealings with Madison were fully disclosed. A series of internal FDIC
memos at the time warned against hiring Hubbell due to conflicts involving his
father-in-law, and FDIC and RTC lawyers have been conducting an inguiry in
recent weeks into whether the potential conflicts were properly reported.

In addition to these efforts through civil suits to recover funds used to
compensate Madison depositors, the RTC by fall 1992 had prepared a 2l1-page
document targeting McDougal and his ex-wife Susan McDougal for criminal
investigation by the federal prosecutor in Little Rock.
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Calls for Special Counsel Focus Again on S&L’s Links With Clintons
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Last September, as officials of
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peatedly affected its progress, as investi-
gators debated how to proceed in a probe
that has such potentially large political con-
sequences.

The inquiry began in 1989 as one of hun-
dreds of investigations of failed savings and
loans throughout the country that led to the
creation of the Resolution Trust Corp. itself.
The RTC charter was to close down the
thrifts, to dispose of S&L assets and to try to
recover through the courts federally insured
funds that had been lost through poor man-
agement or possible crumunality.

The transformation of a relatively routine
RTC inquury into a political hot potato be-
gan in March 1992 when news accounts
detailed Clinton's longtime relationship with
McDougal and their investment together in 5
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Whitewater. Those accounts suggested that
McDougai had made the Clintons partners
in a sweetheart real estate deal in return
for lenient state treatment of Madison.

The RTC quickly sent a new team of in-
vestigators to Arkansas to aid in the Mad-
ison probe, looking at, among other things,

the business reiationships among McDougal
and local politicians.

At the same time, investigators began to
explore the role of Hillary Clinton and her
law firm in representing the thrift during a
1985 encounter with federal banking au-
thontes.

The Rose law firm had represented Mad-
ison before the Arkansas securities commis-
sion when the thrift, judged critically short of
capital by federal examiners, sought approval
for a new stock plan to stay afloat. Hillary
Clinton was one of two Rose lawyers in that
effort, earning a combined $2,000 monthly
retainer for the firm. The plan was approved
by Beveriy Bassett Schaffer, Clinton's newly
appointed state securities cOmmMissioner,
whose law firm also had represented Mad-
ison. The plan was never implemented.

Another Rose partner, Clinton confidant
Webster L. Hubbell—now associate attor-
ney general under Reno—had his own ties
to Madison through his father-in-law, Seth
Ward. Ward was an executive with Madi-
son's real estate subsidiary and had exten-
sive financial dealings with the S&L.

But despite these potential conilicts, the
Federal Deposit Insurance Corp.—the fed-
eral agency that insures savings and loan
deposits—in 1989 hired the Rose firm to
represent the government in a lawsuit

son’s board to reckless lending and manage-
ment practices that led to insolvency. It was
settled for $1 million in 1990,

How much the FDIC knew when it hired
Rose about the relationships among Mad-
ison and the firm and its partners is unclear.
Hubbell has contended that his dealings
with Madison were fully disclosed. A senies
of internal FDIC memos at the time warned
against hiring Hubbell due to conflicts in-
volving his father-in-law, and FDIC and
RTC lawyers have been conducting an in-
quiry in recent weeks into whether the po-
tential conflicts were properiy reported.

In addition to these efforts through civil
suits to recover funds used to compensate
Madison depositors, the RTC by fall 1992
had prepared a 21-page document targeting
McDougal and his ex-wife Susan McDougal
for criminal investigation by the federal
prosecutor in Little Rock.

The referral named then-presidential
nomunee Clinton and his wife, as well as cur-
rent Arkansas Gov. Jim Guy Tucker (D), as
principals in "shell corporations” created by
McDougal. It said that while there was in-
sufficient evidence at that point to prove
that the Clintons and Tucker knew about
suspected check-kiting and account over-
drafts authorized by McDougal, they had
stood to benefit from such activities.
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The referral was sent to Charles Banks,
the Republican U.S. att@ney in Little Rock,
during the waning days of the Bush admin-
istration in the fall 1992, Banks aiready had
been stung once in his dealings with
McDougal, having failed to win a conviction
of him in a 1990 bank fraud case and
prompting critics to accuse Banks of mount-
ing a politically motivated prosecution. Hop-
ing to wash his hands of Madison and
McDougal, Banks asked that he be recused
from the case and that the referral go di-
rectly to the Justice Department in Wash-
ington, current and former federal officials
familiar with the matter gaid.

In an “urgent report” memo to top Justice
lawyers on Oct. 7, 1992, Banks's chief as-
sistant, Mac Dotson, noted that the Clintons

that the RTC referral did not “appear to
warrant initiation of a criminal investiga-
ion™ of Madison. But the , signed by
then auin: ch.id' of the
final decision to federal
prosecutors in Little Rock. He “would not
question a decision by the U.S. attorney to
decline further action on the referral,”
Keeney wrote, according to sources famil-
iar with the memo.

However, the results of the Justice re-
view were not communicated to the RTC
for months, sources said. In the meantime,
the RTC renewed its own inquiry into Mad-
ison, sending a four-member team of agen-
cy invesugators back to Arkansas in Janu-
ary 1993.

By September, having gathered much
more information and still having received
no official decision on the first referral, the
RTC drafted a new request for the Justice
Department. This expanded referral rec-
ommended investigation of nine separate
matters of possible criminal behavior, add-
ing details of new transactions and conflicts
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of interest, and naming a number of
players, sources said.

Those who believed that naming the Clin-
tons in the first referral led to official inac-

about the fate of the first referral, then a
year oid. She told the RTC that she “con-
curred” with the Justice Department's de-
cision to forgo an investigation due to “in-
sufficient information.”

Days later, in the wake of news reports
about the new RTC referrals and questions
about Casey's ties to Clinton and other sen-
ior Democrats in the case, Casey recused
herself from further involvement. The Jus-
tice Department announced it was sending
three career prosecutors to Little Rock to

conduct the investigation.



Moderate Rep. Leach Steps Out of Character ./
To Lead Republican Attack on Clinton’s Ethics

By Kex~NETH H. Bacos

Staff Reporter of THE WaLL STRFEFT Jorasal

WASHINGTON - Add this one to the lis:
of balfling questions about Bill Clinton s
dealings with Whitewater Deveiopmen:
Co.: Just what in the world has gotten 1nto
Jim Leach?

The scholarly, soft-spoken lowa Repub-
fican has for years been considered one of

the least partisan ~
members of the A

House, a vestigial
moderate ina party g
that has moved ‘&
steadily rightward. —~= =

Yet in the contro-

versy over Mr. Clin- b

ton's ties with the
real-estate develop-
ment and a failed
Arkansas thrift, the

Jim Leach
his party’s pit bull, =
snapping at the president’s ethics with a
ferocity that would do Newt Gingrich

Mr. Leach has been at the forefront of
GOP calls for an independent counsel and
a thorough congressional investigation
into the allegations about Mr. Clinton. Last
week, he suggested the president might be
gullty of eriminal violations while he was
governor of Arkansas for going easy on the
failed thrift, Madison Guaranty Savings &
Loan, in return for favors.

His GOP colleagues are clearly thrilled
to have him, rather than some more sharp-
edged and ideological figure. leading the
charge. "We in the Republican Party have

\ looking for a long tume to find a
partisan bone In his body. We haven't
found one," says conservative Rep. Rich:
ard Armey of Texas, the chairman of the
House Republican Conference. If Mr.
Leach, who is “‘respected by everybody for
his intellect and professional work. has
said there are some serious problems here,
we need to have an investigation.”

Fought GOP's Drift

All this is pretty heady stuff for a man
who has spent much of his political career
at odds with his party's leadership. As the
GOP became more and more conservative
after his 1976 election to Congress, Mr.
Leach found himself increasingly isolated.
A former chairman of the Ripon Society. a
Republican progressive group, he infuri
ated the Reagan team a decade ago by
creating an organization called Republi-
can Mainstream Committee to combat the
party's rightward drift.

So how did gentieman Jim Leach be-
come the GOP's chief bomb-thrower on
‘Whitewater? As the top Republican on the
banking panel, he says, he's fighting to
protect the right of the minority party to
carTy out investigations of possible wrong-

doing by the majority: “'It's important to
set a precedent that savs when the major
ity party in Congress 1s of the same par:
af the White House, that tne minornt
should be empowered wnen 1t comes (o
information-gathering.”

Democrats. though., say 1t's all politics
“There has been no specific allegation of
criminal wrongdoing: what there has been
is a series of political attacks.” Vice Presi-
dent Al Gore said on the CBS News pro-
gram “Face the Nation" last weekend.
“The extremist wing of the Republican
Party has pushed pretty hard"’ to force Mr.
Leach to attack the president, charges
House Banking Committee Chairman
Henry Gonzalez of Texas, who has refused
the GOP's demand for heanngs into Madi-
son Guaranty on grounds that the case
presents no new legislative 1ssues.

Mr. Leach's “excessive partsanship’ is
easy to explain. adds Democratic Rep.
Barney Frank of Massachusetts. "“He's
had a change of life situation,” Mr. Frank
says. “He's now the ranking Republican
on the House Banking Committee, elected
by the caucus. If he hadn't done this, they
would have been after him," and he might
have nsked losing his post to a more
conservative colleague.

‘Happenstance of Position’

Mr. Leach admits that the “happen-
stance of position has put him into the
fray. But he says he is bothered by charges
that he's conducting a political attack, as if
there's something dirty about partisan-
ship. "I feel quite sensitive on this sub-
Ject,”" he says.

Whitewater, it appears. offends his
squeaky-clean, good-government sensibili-
ties. This. after all. s a man who doesn't
accept campaign contributions from politi-
cal-action committees or non-lowans, and
only accepts individual contributions up to
$500. half the legal limit. Mr. Leach seems
genwnely angry over the possibility that
Mr. Clinton may have viclated what he
calls one of the moral laws of high office,
“that you don't seek to achieve private
gain through public service.”

There are perhaps personal considera-
tions as well. One is Mr, Leach's cioseness
to former President George Bush. The two
mel more than two decades ago wnen Mr.
Leach. then a young foreign service off:
cer, was assigned to work for United
Nations Ambassador Bush.

With bittermess. Mr. Leach notes that
the same lawmakers who won tinvestigate
Bill Clinton now had no reservations about
going after Neil Bush. the former pres:
dent's son. in the failure of a Denver thnft.
“There 15 a sense of inequtable applica
ton of the rules of Congress when 1t comes
to oversight.’’ he says.

As Mr. Leach sees it, the charges
apainst Mr. Clintor- gre potentially far
more serious than those against Neil Bush
In Arkansas, "It appears that conflicts of

interest were developed with the governor
with novel techniques not only of contnburt:
Ing 10 @ campaign, but for rewarding the
governor tNrough a real estate venture
calleda Whitewater,” he charged in an
interview on National Public Radio last
week. “The impropriety 1s extraordinary.
Whether it goes beyond the kind of civil -
remedy 10 the criminal dimension is one of
the great questions.'

Mr. Leach says that his reference to
possible enminal activity stems from a
referral that the Resolution Trust Corp.,
the agency that cleans up failed S&Ls,
made to the Justice Department. In seek-
ing a cnminal probe of activities by Madi-
son Guaranty, the RTC mentioned deal-
ings between the thrift and Bill and Hillary
Rodham Clinton, according to reports.

Mr. Leach calls the mention of a presi-
dent in a criminal referral “close to un-
precedented.” But immediately after rais-
Ing the possibility of cmminality by the
president, he retreats behind a curtain of
respect. “Even if there is a breach in the
law, civil remedies should be pursued,” he
says. “This is an issu= that could embar-
rass a significant political player, but the
presidency Itself isn't in jeopardy.”
‘Warned of Thrift Debacle

The last time Mr. Leach achieved such
national i was in the late 1980s,
when he warned of the pending collapse of
the savings-and-loan industry, a debacle
he blames partly on the political control of
the regulatory system. Now, he worries
that a Clinton administration proposal to
consolidate bank regulators would aliow
the White House Lo control bank supervi-
sion. Thus, it's appropriate to look at how
Gov. Clinton dealt with bank regulators in
Arkansas, he says.

The president has steadfastly main-
tained his innocence of any wrongdoing.
and James McDougal, the former owner of
Madison Guaranty and the Clintons part-
ner in Whitewater, was acquitted in 1990 of
federal charges of violating banking law.

""There has been no evidence of cnmin-
ahity. and if there were any cnminal acts
committed, they were committed duning
tne presidencies of Ronald Reagan and
George Bush' and left unprosecuted, says
Rep. Frank. He predicts that the Madison
Guaranty affair will fade away shortly
after Congress re-enacts an expired law
allowing the courts to appoint special pros-
ecutors: he expresses confidence that an
‘nvestigation by a court-appointed official
would quckly exonerate Mr. and Mrs.
Clinton of any charges.

Mr. Leach, though. insists theres no
way of knowing that now. “‘We have an
informational gap here,” he says. “'If the
other side wants to say that any suggestion
of improprety is unfair, all it has w do is
make all records avallable (o disprove the
charge, and they're refusing to do this. If
tnere i1s nothung wrong. why are they
mding”™"
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Chronology of Whitewa er ad Interlocking Eveats v

Special 1o 1w New York Thio.

WASHINGTON, Jan. 12 — The events that
prompled President Clinton to cull today for

the appointment of a special counsel have:

their roots in the political and business rela-

tionships Mr. Clinton forged more than a,

decade ago as a young Arkansas politiclan.

What follows is a chronology of how his
investments and those relationships were a
counterpoint to Mr. Clinton's rise as a star on
the national political scene.

1978-79 The Whitewater Development Cor-
poration is founded and buys 200 acres of
land in the Ozarks with $200,000 borrowed
from banks. Partners are Bill Clinton, who is
at that lime Arkansas Atlorney General;
Hillary Rodham Clinton; James B. McDou-
gal, a Iriend of Mr. Clinton from their days as
aides lo Sepator 1. William Fulbright of
Arkansas, and Susan McDougal, a real estate
broker who is Mr. McDougal's wife. The
McDougals are corporate officers, and the
Clintons are shareholders, entitled to an
equal split on any profits though they wound
up contributing significantly less (o the ven-
ture than the McDougals. The plan is to
subdivide the land and sell lots for vacation
homes.

1980 Mr. Clinton is Governor, having been
elected in November 1978. Mr. McDougal, an
aide to him, leaves state government and
buys Madison Bank and Trust in Kingston,
Ark. The bank lends Mrs. Clinton $30,000 for
Whitewater business. The money is borrowed
by her, not Whitewater, because banking
rules make it difficult for owners of banks to
lend money to themselves or their business
ventures.
1982 Mr. McDuugal buys Madison Guaranty
Savings and Loan Associution, a small insti-
tution with assets of $3 million.

Whitewater tries 1o sell land but finds few
takers.

1984 Federal regulators demand special re-
view of Madison Guaranty, Federal bank
records show, after learning thal Mr. McDou-
gal had shifted five bad loans from his bank
to his savings and loan on the eve of an audit.
Federal Home Loan Bank of Dallas, which
regulates savings and loans in the southwest

region, issues a confidential report thal criti-
cizes Madison Guaranty for lack of capital
and for loans to insiders; Madison Guaranty
promises (o comply with the law and regula-
tions in the fulure.

Whitewater is permitted overdralis on its
checking accouni at Madison Guaranty. In
1984-85, Whitewaler makes paymenis on a
$20,000 loan that Bill Clinton had taken at
another Arkansas bank, yet the Clintons er-
roneously claim the payments as an interest
deduction on their tax returns. They later
blame their accountants for the mistake.

FALL 1984 The Clintons borrow $50,000 from
another bank, owned by an alde, 1o help
finance Mr. Clinton's campaign for re-elec-
tion as governor. They are personally liable
for repayment ol the Joan, which is the sole
debt of the 1984 campaign.

SPRING 1985 Mr. McDougal sponsors a
fund-raising event 1o help retire the $50,000
Ioan and deposits about $35,000 in the Clin-
tons’ campaign account. Investigators now
suspect that some of this money was diveried
from Madison Guaranty and have formally
asked the Justice Department to look further
into the matter. Soon after the fund-raising
event, Mrs. Clinton, acting as the lawyer for
Madison Guaranty, urges state regulators to
approve a novel plan for selling preferred
stock. State officials approve the plan, but it
Is never carried out.

Sales of Whitewater lots proceed slowly,
and the company trades ils remaining land
for an airplane valued at aboul $30,000. Mr.
McDougal, in turn, sells the airplane to Seth
Ward, father-in-law of Webster L. Hubbell, a
partner with Mrs. Clinton in the Rose law
firm and now Associate Allorney General.

EARLY 1986 Federal examiners are again
reviewing records at Madison Guaranty. Ac-
cording to David Hale, a former municipal
judge in Little Rock, Ark., Mr. McDougal and
Mr. Clinton press him to lend them money
from his federally backed company, Capital-
Management Scrvices Inc., to “clcan up”
Madison Guaramy's books. Although Capi-
tal-M menlt's money was supposed 1o be
for disadvantaged entrepreneurs, Mr. Hule
approves a $300,000 loan to Mrs. McDougal.
Mr. Clinton and Mr. McDougal deny pressing

Mr. lale to proceed with the loan, which was
never repaid.

SUMMER-FALL 1986 Federal repulators re-
move Mr. McDougal from control of Madison
Guaranty and issue a confidential report
detailing numerous possible violations of the
law by the savings and loan. Whitewater

‘bought a $550,000 parcel of land from the

International Paper Company with a down-
payment of $110,000, apparently using some
of the $300,000 that had been lent Mrs.
McDougal. Two months later, the land was
iransferred to another McDougal-related en-
tity. That company failed lo make the pay-
ments, and International Paper eventually
foreclosed on the property.

1887 Mr. McDougal says that at Mrs. Clin-
ton's request all records on Whitewater were
delivered to the Governor’'s Mansion in Little
Rock; the Clintons say they do not have the
liles.

1989 Federal regulators take control of
Madison Guaranty, and Mr. McDougal is
indicted for bank fraud. In trying to recover
money lost in the collapse of the federally
Insured association, the regulators hire the
Rose law firm, which had earlier represented
Madison Guaranty.

1990 Mr. McDougal is acquitted on charges
of bank fraud.

MARCH 1992 Mr. Clinton is running for
President, and the first news account about
Whitewater appears. The Clinton campaign
denies that Mr. McDougal subsidized White-
waler with money from his savings and loan.
A Denver lawyer and Iriend of the Clintons,
James Lyons, is hired by the campaign to
prepare a summary of Whitewater's [i-
nances. It concludes that the Clintons put in
$68,800 and the McDougals put in $92,200. Mr.
McDougal has since asserted that the Clin-
tons lost much less than the amount report.

FALL 1992 The Resolution Trust Corpora-
tion, the Federal agency charged with dispos-
ing of the assets of failed savings institutions,
asks the Justice Department to take another
look at Madison Guaranty, particularly at the
overdrafis It allowed Whitewater and other

Mo Dougal-related ventures, But the depart-
ment is reluctant to begin an investigation
that could be seen as a political attack by the
Bush Administration on Mr. Clinton.

In December, Mr. McDougal buys oul the
Clintons" remaining interest in Whitewater.
Their lawyer is Vincent W. Foster Jr., an-
other partner in the Rose firm.

JULY 20, 1993 Federal investigators search
the Little Rock offices of David Hale in an
unrelated inquiry into misuse of his lending
company. The same day, Mr. Fosler, now
depuly White House counsel, commits sui-
cide. White House aides remove Whitewater
files from Mr. Foster's desk, a fact that did
not become known until late 1993.

Mr. McDougal has said that in the weeks
before Mr. Foster killed himsell he tele-
phuned Mr. Foster's office 1o ask for addi-
tional Whitewatcr documents and lax
records. Some records were subsequently
provided to Mr. McDougal.

FALL 1993 The Resolution Trust Corporation
prepares a broader request for possible
criminal inquiry into Madison Guaranty. It
mentions Bill and Hillary Clinton and traces
the flow of moncy in 1985 from Madison
Guaranty o Mr. Clinton's re-election car-
paign account. The report is sent to the
United States Attorney in Little Rock, a Clin-
ton appoiniee named Paula J. Casey. Ms.
Casey, a former law student of both Mr. and
Mrs. Clinton, soon recuses hersell from the
case. She is replaced by a leam of Justice
Department prosecutors from Washington.

DECEMBER 1993 The Justice Department
investigation into Mr. Foster's death seeks
the Whitewater file that was taken from his
offices. The White House publicly acknowl-
edges for first time thai documents were
removed. It says they will be turned over to
investigators but asks for a subpoena, which
subjects anyone who discluses them 1o the
press to possible prosecution. The White
House resists calls 10 make Whitewalter docu-
ments available to the press and the public.

JAN. 12, 1994 President Clinton asks Altor-
ney General Janct Reno lo name a special
counsel to investigale Whitewater.

THURSDAY, JANUARY 13, 1994
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Papers from Foster’s office draw
missing media into Whitewater

By Joyce Price '\./
THE WASHINOTON TS

The Whitewater-Madison contro-
versy, ignored by most of the media
until recently, has become the hot-
test story around.

It's on the front pages of daily
newspapers, a staple on the nightly
network news shows, and the subject
of lengthy articles in this week's is-
sues of Time and Newsweek.

But a month ago, a person would

have been hard pressed to find any
reports about the Whitewater Devel-
opment Corp., a failed Arkansas
land deal in which the Clintons in-
vested, or Madison Guaranty Sav-
ings and Loan Association, a failed
thrift owned by Whitewater partner
James B. McDougal.
_ Before last month, only The Wash-
ington Times and The Washington
Post had reported regularly on the
Browing controversy.

The Washington newspapers ex-
posed details in the matter after the
disclosure in October that the Res-
olution Trust Corp., the federal
agency that disposes of failed S&Ls,
had asked the Justice Department
investigate Madison Guaranty,

As Time writer George Church
says this week in “Searching for the
Missing Pieces” the magazine's
four-page report: “The press and
television paid almost no attention
until recently and then largely be-

,

cause it developed that a file relating

to Whitewater had been removed
from the office of White House coun-
sel Vincent Foster after he commit-
ted suicide last July”

The Washington Times' Jerry
Seper broke the story Dec. 20 about
the removal of the Whitewater files
from Mr. Foster's office. Media scru-
tiny of Whitewater and Madison has
since intensified.

“A story isn't really big until tele-
vision picks it up, and television dis-
covered this story around Christ-
mastime,” said Robert Lichter,
founder and co-director of the Cen-
ter for Media and Public Affairs.

He said most news organizations
ignored the story because “it's com-
plicated and esoteric and it didn't
seem to lead anywhere.”

“What killed the story for many
news organizations was that they
[the Clintons] said they lost money
and nobody gained.” he said.

“So if nobody gained, why don't
they want to talk about it? A cover-up
of higher-ups is suggested. .. . When
it became a White House cover-up
story, television latched onto it"

Like Time's Mr. Church, Mr. Lich-
ter said the report that files were
removed from Mr Foster's office
was the catalyst for wide coverage of
Whitewater and Madison.

Tim Graham, the associate editor
of MediaWatch, a conservative me-
dia watchdog newsletter, said the

Clintons can thank the “Trooper-
gate” scandal for “getting White-
water on television.”

Network reporters played down
two Arkansas state troopers’ accusa-
tions of womanizing by President
Clinton and pointed to the White-
water-Madison controversy as an is-
sue that warranted closer scrutiny,
he said.

Mr. Graham dismissed argu-
ments that the controversy's com-
plexity was a major reason the me-
dia ignored it “Iran-Contra was
complicated, but that didn't stop any-
body;" he said.

Katherine McQuay, spokeswoman
reports on Whitewater and Madison
“going back to September . . . but no-
body was paying attention.”

But Mr. Graham said he has
tracked media coverage of White-
water and Madison and that NBC
“did its first story on Whitewater No-
vember 11. That was 12 days after
The Washington Post” reported the
RTC request for a probe of Madison.

It was also seven days after The
Times reported that the Clintons
were active parmers in Whitewater's
management and that Hillary Rod-
ham Clinton had sought power of at-
torney over the venture. The Clin-
tons had said they were only passive
partners in the deal

“"



Whitewater: Clinton denies any impropriety in his land deal—but the
investigation is only beginning. and there are many unanswered questions

ERE WE GO AGAIN. IN YET ANOTH-
er example of the Beltway's taste
for murkv melodrama. a sitting
president is being drawn inio
what would seem to be a major
scandal. Remember Watergate, Iran-con-
traand BCCI? Anvone for another October
Surprise? Round up the witnesses, cue the
special prosecutor
It is probably inevitable that the word
“Whitewater.” which refers to a picayune
and almost comicallv unsuccessful Ozarks
real-estate development that involved Bill
and Hillary Clinton. is now being trans-
formed into “Whitewatergate.” This is
something to set the journalistic pack how!-
ing and, probably. generate gobs of legal
fees. It is also a moment of
gleeful opportunity for the Oth-
er Party. and some Republicans
have actually started mutter-
ing about impeachment. What
did he know and when did he
know it—and what, by the way.
about her? Specifically. did the
president of the United States
or his wife engage in any kind
of eriminal behavior? Did thev
profit by others losses. act im-
properly, abuse the public trust.
cross some ethical line? Broad-
ly (and resentfullv) the Clintons
say no. and the press and public
cannot know otherwise now
But the devil is alwavs in the
details. and Whiewatergate
has lots of them —urrv, com-
plicated. nutball details that
imply wrongdoing by somebod:
And there’s tragedy —the unex-
plained suicide of White House
Deputy Counsel Vineent Foster
last Julv. If Foster. who among
other duties had handled the
Clintons’ file on \Whitewater,
killed himself because or some
connection to the investiga-
tion. Whitewatergate must be
sertous indecd. Bul there 15 no
evidence so Lur that White-
water precipitated Foster's sui-
C'Id(:‘—ﬂnﬂ. none \\'h.]![‘\."\'r lil:]:
the Chintons did anvthing sen-
ously wrong

CLOUKW 18k p RO T
T A S
LAPIE 1 AU 1S

Who is James McDougal?

OU CAN'T UNDERSTAND WHITFWATEH
Yu’:thout understanding Little Rock in

the roanng '80s. These were good
times in this clubby. tightly wired political
town. The deregulation of the U.S. savings
and loan industry. combined with a local
boom in the bond-peddling business. kept
the banks and lawvers jumping. Some peo-
ple got very rich very quicklv—and one of
those who did. and did it with brio, was
James McDougal. a smart, politically con-
nected guy who had early on befriended
William Jefferson Clinton and his lawver
wife, Hillary. McDougal had briefiv served
on Clinton’'s staff when Bill was first elect-

THE DEVELOPMENT
Whitewater flopped, and the
unsold lots were traded away.
When the deal became public,
Foster (right, with his wife and
the Clintons).tried to tidy the -
mess the partners left behind.

f.’d governor of Arkans.as :JIH‘i tnen Wit stats:
I_.!U\'ET!'IU']EI'J{ 14] pursue a tortune in nking
when Bill lost the election of 14510

Dunng Clinton's nrst term as governor,
McDougal acquired a small barfk-n north-
eastern Arkansas and in 1352 bought control-
ling interest in a mom-and-pop savings and
loan called Madison Guaranty. Over the next
three vears. Madison Guaranty became the
springboard to financial success for McDou-
gal and his wife. Susan:in 1986. due tointensi-
fying pressure from federai regulators. it also
became his downfall. In 1959 Madison Guar-
anty did a $47 million bellv-flop into the arms
of the Resolution Trust Corp.. the federal
agency created to manage the SE-L enisis, and
McDougal was prosecuted n federal court

SUSAN McDOUCAL
Divorcing Jim, Susan de-
camped to LA., where

she was recently ar-* =
raigned on unrelated
embezziing charges

BxIg0TaEN
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THE BANK
Madison wenlt from sleepy savings and loan
to overheated financial engine to shuttered
__ Tailurg, despite regulators’ repeated
_warnings; owner McDougal (right)

for his part in the debacle. He was acquitted
in 1990, but by then he and Susan had sepa-
rated. He went back to southern Arkansas,
and she moved on to the West Coast and a
financial dispute with Zubin Mehta. the dis-
tinguished classical conductor McDougal,
who suffers from manic episodes, 15 in tough
shape psvchologically and nearlv broke tc-
day. Susan McDougal is now being sued by
Mehta and his wife for allegediv embezzling
$188,000, a charge which she has denied

What’s Whitewater?

ILL AND HILLARY BECAME EQUAL

partners with James McDougal and his

wife. Susan. in Whitewater Develop-
ment Corp. in 1978 —though the Clintons
never invested as much as the McDou-
gals did Whitewater was an attempt 1«
build down-market retirement and vacation
homes on 230 acres of land aiong the Whaite
River in northern Arkansas Shakilv
nanced and indifferentiv managed. the ve:
ture never reallv clicked. and the Clinton:
say they lost $68.900 before thev sold their
stake back to McDougal (for a lousy S1.OO
in 1992. But it was hard 1o 1wll whert
Whitewater ended and Madison Guaranis
began, and investigators are still trang 10
determine whether the partnership plaved
any significant role n the collapse
the S&L. The answer. on the basis of tho:
sands of pages of regulatory records r-

FEOFEEWIRE PR T T s s

WEBSTER HUBBELL
Despite connections
to Madison, Hubbell
(above) ran Justice
during a critical
phase of the inquiry

leased by Arkansas officials last week, 15 no
Whitewater was never more than a small
part of McDougal s wobbly empire. and the
bank regulators rarelv U ever mentioned it
in their reports on Madison Guaranty By
1985, when the Whitewater venture had
plaved out. McDougal apparentiv traded

the remaiung land tor part-time use
of a two-engine Piper Semunolc. Like many
of MeDougals affairs. this
weirdlv complicated — but he seems to have
traded awayv the Clintons intercst alony
with hus own
What was the Clintons’ role?
ET $ MOVE ON. ONF OF THE QU STION
l[h-lT concems investigators and cditor
al wTiters now 1s whetner Chnton or
his wile. duning their vears in the gove:
nor s mansion '.f d amvihing v .
old mend McDouid keep Maaiun
anty atloat. Anter all. Bili as governor was
m a pertect posilion o Kecn stale redol:
tors off Mclougal's back
partner in the Hose

sl was

Caldaar

and Hiliary as

aw Firmne that bastior

ol the Arkansas ledal establismment. was 1
a great position to help Adtneach the Cli

tons again sav no. the answers
are less cerain here. It is a fact

that Hillarv in 1985 represent-
ed Madison Guaranty in a suc-
cessful attempt to persuade
state officials 1o let the thnh
raise cash by selling preferred
stock. Thus was at a time when
McDougal was trving to keep
state and federal regulators
at bav. It 1s aiso a fact that
Madison Guaranty pad the”
Rose Law Firm a $2.000-a-
month advance against services
to be performed. and that
McDougal has told reporters
he hured the firm after Bill com-
plained about the state of the
Clintons' hnances. MecDougal
said last week he regarded
the bank's relationship with
the Rose firm as “giving
a friend's wife some work "
Asked whether the arrange-
ment mught not have been inap-
propnate, he said. "I'm not
teaching ethics this semester.”

Worse vet. Beverly Bassett. a
protég? of Bill's who was then
serving as the Arkansas commis-
sioner of secunities. approved
the concept of the stock plan s
“Dear Hillary" letter that sug-
gests cozv familiarity. Here 1s a
state regulator —an appointee of
the governor —telling the gover-
nor's wife that their friend
McDougal could use a novel ap-
proach to raise cash for his trou-
bled thrift. State records include
a handwmitten note to Bassett from a subor-
dinate questiorung whether Arkansas law
allowed thnits to sell preterred stock to the
public. Bassett overrode the question, but in
an mnterview with NFwswEFK she said the
staff finally concurred in her decision to per-
rrut the stock offering

The stock sale never happened. and Bas-
sett claimed she did not know at the ume
that the Clintons and the McDougals were
partners in Whitewater More broadis
savs Bruce Lindsey, one of Chinton's senior
advisers, “there 1s no evidence that |Bas-
sett| did anvthing that could be considered
woing easy on Madison '

Did other regulator
vor easy on Madison Guardniv” The emery
ing record of and federal reguli-
tors attempits to crack down on Madison
Csuaranty s replete with entical hndingts on
mnstder ioans and underestimated liabs
ies. and 1t will take months to sort out all
the allegations. But since there were hun-
areds of troubled S&Ls all across the coun
trv at that time. and since it took three vears
tor Madison Guaranty to tul, the question-
about the rFEI.Ih.l[UI\ conduct at this point

state or federal

stule
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seem to involve issues of judgment, timing
and tactics, rather than favoritism or impro-
priety. This is Lindsey's argument. Bassett,
he sayvs, was seriously concerned about
Madison Guaranty in 1986 and was work-
ing to arrange a takeover by FSLIC, the
Federal Savings and Loan Insurance Cor-
poration. That way., he says, customers
could more quickly recoup their losses from
federal deposit insurance than if the regula-
tors simpiv waited for the bank to collapse
""She was just trying to protect depositors,”
Lindsev said

The stickier issue i1s whetner Hillary, by
agreeing to represent Madison Guaranty,
was implicitly trading on her relationship
with Bill. How could Bassett not be inilu-
enced by the intervention of her boss's
wife? Lindsey says “Hillary's involvement
was not significant” and says he does not
think “there was any conflict or anything
improper” in her conduct. Besides. Lindsey
savs. nothing ever happened with the stock
plan. The bottom line here, it would seem,
is an issue of legal ethics rather than some
violation of law—and Little Rock, with its
tightly interconnected legal and political
elites, jooks at ethics somewhat differently
from the way it's taught in law school.

Were funds diverted?

UT THE INFERNAL DETAILS KEEP ON

coming, One involves a 1985 political

fund raiser at Madison Guaranty's of-
fice in Little Rock. McDougal staged the
party as a favor to Bill Clinton, who
was trying to pay down debts from his 1984
gubernatorial campaign. It netted $30,000,
including $12.000 in checks from Madi-
son Guaranty. According to news accounts,
investigators are still trying to determine
whether any of that money came from an
estimated $250,000 in business loans that
regulators suspected were improperly di-
verted from the bank. Mc has de-
nied wrongdoing, and Lindsey said that
Clinton could not know where the money
came from.

Then there's the case of David Hale. a
former municipal judge in Little Rock who
started an investment firm of his own
Hale's company specialized in writing
loans for the disadvantaged that were guar-
anteed by the Small Business Administra-
tion. and he was indicted by a federal grand
jury in Little Rock last vear for allegedly
defrauding the SBA. In 1986 Hale's compa-
ny loaned $300.000 to a company ealled
Master Marketing. whose president was
Susan McDougal Jim McDougal admits
some of the monev went to a land dea!
involving Whitewater, but the Clintons sav
they never knew about it. Hale. who is
awaiting tnal on the unrelated SBA case,
has tried 1o negotiate a plea with federal
prosecutors by offering testimony  on
MeDougal's financial machinations. He

18 NewswEEK TANUARYI7.1994

says he loaned the money to Susan MeDou-
gal after Bill Clinton personally asked him
to help. Clinton denies this—and it 1s only
fair to point out that Hale has an ax to grind,

What did Foster know?
¢DOUGAL WAS FORCED OUT OF MAD-
ison Guaranty in 1986. and RTC took
over the bank three vears later. The

Feds had another failed thrift with a portio-

lio of overvalued assets and the taxpayers,

FOLLOW THE FILES

Deep Throat's dictum was, “Follow the money.”
But with Whitewater, it's the documents:

1987: The McDougals say they sent all the

Whitewater files to the Clintons, who don’t recall ,
asking for or receiving them. A year later, Hillary
asks for power of attorney to manage Whitewater.

Fall 1991: Betsey Wright stores many Clinton busi-

Attorney General Janet Reno, handled !
case for the FDIC—despite the fact ti
Hubbell's father-in-law had bern an exe
tive with a Madison Guaranty subsidia
and had extensive dealings with the ban}
Hubbell savs he intormed FDIC of ¢
potential conflict of interest The suit w
settled for 81 mulbion, far less than the &
million the FDIC hoped 1o cullect frc
Frost. Hubbell has disqualified hums:
from the Justice Department s ongaing
vesugauon of the Madis
Guaranty scandal. 50 has t
LU.S. attornev in Little Rox
Paula Casev. who 15 a form:
law-school student of Clinton
Which bnngs us to ti
saddest and most mystifying e
ement in the Whitewater imbr
glio—Vince Fosters suicids
Foster shot lumself on July 2
in a deserted park across th
Potomac Hiver from Washing
ton: no one really knows wh
But he wus the keeper «
the Clintons' Whitewater fle
and he probablv knew that th
Madison Guaranty nvestgi
tion was gathering momentur
In fact. RTC examuners wer:
pushung the Justice Departmen
to open a criminal investigatior
of the bank's collapse, and the
FBI obtained a warrant t
search David Hale's Little Rocl
office for evidence on the day
Foster killed mumsell There
mav be no connection: White

ness papers in vaull at campaign headgquarters.

July 22, 1993: Two days after the suicide of Foster

{above), Bernard Nussbaum ships Whitewater
files from Foster's office to Clinton lawyers.
December 1993: Clinton agrees to turn over Fos-
ter's files “'voluntarily," even as a subpoena is
being prepared.

Jan, 2-3, 1994: White House aides say they've

House officials sav that Foster
didn't know about the FBI's
planned raid

White House Counsel Ber-
nie  Nussbaum found the
Whitewater file in Foster's of-
fice two davs later and sent it
to Wilkams and Connolly, the

turned over the files. The next day, they confess it

will be a “couple of weeks."

Jan. 5, 1994: The files, it is revealed, have been

subpoenaed—and therefore are sealed.

as usual, were left holding the bag, Another
strange wrinkle appeared duning the mop-
ping-up, and it involved two more FOBs -

Vincent Foster and Webster Hubbell. both
partners in the Rose Law Firm. This ep:
sode began when the Federal Deposit In-
surance Corporation decided to sue an ac-
counting firm, Frost & Co. which had
audited Madison Guarantv Foster wrote
FDIC to solicit business, and Rose wound
up representing FDIC in the sun against
Frost & Co. Webb Hubbell, who mgrated

to Washington with his mend Bill and 1< -

now the number-three man at lustice under

law nrm that represents the
Chinton tamulv. Un Chnstmas
Eve the hle was subpoenaed by
a federai grana jur Does 1t
contain a smoking gun” Proba-
biv not Lingsey and other
White House woes maintain
that Bill and Hillarv never haa much doeu-
mentation for their disappointing oint

venture with MeDouga. ana MelDouga
savs the records ol mis dealnis wWith e
Clintons exast entireiy i his nead. Sull, the
wheels of justice have negun o turn and
mav lead to the appointment of a special
prosecutor in the months 1o comee Fos
better or worse. the Whitewarer storv 1s
only beginning - and how it 15 handled
could be just as dangerous 10 Clinton as
the facts of the tangled cas
“Mann Hosrama Dattle Mue e aits baom L aniesy
n Wa o ang Lo MoReas Wa lams
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With Political ConnéctiOns Arkansas

ZEr=—J] S&L Lived and Died

the state of Arkansas for help.
Rose Law Firm Is Hired

stock and to market limited part-
nerships 1n its shaky real estate
projects, plans that eventually fell
through

McDougal's appeals for state
regulatory ptions helped him
stay in control of Madison for an-
other year, while excessive lend-
ing and insider transactions con-
tinued. He was removed by Mad-

msbmrdmmﬂ-lm under
ptessure from federal regulators.
During McDougal's three years as
owner, the institution with $6 mul-
lion in deposits and a tiny loan
portfolio had mushroomed in size,
to deposits of $123 million. Loans
to officers, directors and related
parties had swelled from |
$500,000 to $17 million. Most of
that money was never repad.

>'!'heemfhmdmwir.\'

1985, when McDougal strength-
endhumdmbmnd

Madison, which failed in 1989 at an
eftimated taxpayer cost of up to
$60 million. Whether Madison re-
ceived favorable treatment from
regulators—adding substantially to
the costs of its eventual shut-
down—is among the questions that
will be exammmed by pewly ap-
pointed special counsel Robert B.
Fiske Jr.

Fiske's Investigation

' Fiske plans to begin work in Lit-
tie Rock today on a broad investi-
gation of Madison, the Whitewater
real estate venture and a federally
backed loan that was partly used by
Whitewater to purchase land. The
White House has said Clinton was
pot involved in discussions about
the Joan. A former mumicipal judge
indicted in connection with that loan

l.nMdlMS.uhe began pre-
paring plans to raise money by sell-
mg Madison stock, McDougal be-
gan paying Hillary Clinton's law
firm $2,000 a month for its services

thes-ﬂ.hm.

tions with the state Securities Com-
mission. Citing an independent au-
dit that later proved to be filled with
misrepresentations, the firm won
quick approval for a preferred stock
plan never before tnied by an Ar-
kansas S&L.

McDougal said later he decided
to hire Hillary Clinton and the Rose
Law Firm of Little Rock after then-
Gov. Bill Clinton jogged by Madi-
son's office one day and dropped in
to complain about money, asking if

the banker could drum up some

business for his wife. The Clintons
that year earned $102.492, with
Hillary Clinton’s Rose firm salary
accounting for $55,382, tax returns
show.

Hillary Clinton. in an interview
last year, described her legal work
for Madison in 1985 as limuted and

muah:mtmrd:dwrkbe-_

fore state officials appomted by her
husband,

“l have tried to avoid such in-
volvement and cannot recail any
. instance other than the Madison
Guaranty matter in which [ had any
i involvement, and my involvement
there was minimal,” she said.

| Securities Commissioner
Hm McDougal's stock plan

%
K
i
:

job, which carried responsibility for
overseeing S&Ls and answered to
the six-person state S&L board, on

! Jan. 16, 1985.
Schaffer also was mtimately fa-
miliar with some of Madisoa's trou-
" bles. As a private lawyer, she had
worked for Madison's principal law
firm along with Jim Guy Tucker.

brought against McDougal for some
of his real estate dealings. McDou-
gal was acquitted in the case.

A Precedent-Setting Plan

The stock proposal submitted by
| the Rose firm was precedent-
setting. Though federally chartered
institutions were permutted to sell
preferred stock, Arkansas S&Ls
had never tned such a plan, and
there was some question inutially
about whether state S&L laws
would allow it.
Presented on April 30, 1985, the
stock plan met with immediate
skepticism among some regulators
who were famuliar with Madison's

1en 1 ¥nivenres e o

\2

A7



1978

Arkansas Attomey General Bull
Clinton, Hiiltary Rocham Clinton and
mends James ana Susan McDougal
borrow $203,000 to purchase 230
#cres for development called
Whetewater Estates.

1882
McDougal buys a rural savings and
ican that has $6 mdiion n Oeposts.
and renames it Madison Guaranty. §
Within three years deposits grow to

$123 milison. (i
1984
A federai warms. Madison to and raise $3

rrnibon i new capital by l*ﬁwmm-mhmumm
loan. McDougal then hires the federal s wice

1985
dan. 16: Gov. Chinton appomis longme friend and political supponer Beverty
Buassett Schatter state secunties commussioner. SChaffer reports 10 Aansas’ sa-

March: Clinton apoomts Sohn Latham, Madison Guararty's chief executive
officer, o the state S41 board

Aprit: McDougal and Hillary Clinton formalize the Rose law firm's representation
of Madison proposals before the state Securties Commisson.

April 3: Calling 1t a “loan * McDougal aboyt $30.000 trom
e W account at Madi creanng an " that amount.

April 4: McDougal rases $30,000 to retire Clinton's gubemnatonal campaign
OeDt 3t 3 tund-racser hedd in Madson Guaranty's masn kobDy.

Mpril 17: b real estate a $30,000 yearty “bonus” 1o
McDougal in the Wiitewater account, bringing the account into balance.

April 30: Madion submits Dlan 1o e requited CA0al Dy Bsung pretermeg
stock. Regulators are skeptical,

May 6: A state assigned to monior M.
Schaffer 10 seek a legal opinon before acting on
Machson's propesal.

May 14: Schaffer mforms Hillary Clinton that
Maceson's DLan was aDOMmved, the Rose
farm's legal analysis that the stock ssuance will
sofve Madison's problems.

1886

Federal officials msue Bnother sCatting
report on Madison and., later in year, -
McDougai i remaved by the theft's

asics Corr

pagn debt. Sources said federal
investugators have been examining
a senes of Madison castuer’s checks
made out to Clinton or his guber-
natonal campaign thal were gen-
erated at an Apnil 4, 1985, McDou-
gal-sponsored fund-raiser for Clin-
ton in Madison's lobby. Clinton used
the $30,000 in proceeds to help
repay a personal loan from the Bank
of Cherry Valley that he took out in
the final days of the 1984 campaign.

Clinton Records Sought

A Madison director’s son whose
pame is on one of the cashier's
checks said recently be never made
any such donation. Justice Depart-
ment investigators have begun sub-
poemaing records from Clinton's
gubernatorial campaigns as well as
records from the Cherry Valley
bank. They are locking mto wheth-
er some of the money was illegally
diverted from Madison accounts

sey Wright, who picked up the mon-
ey rused at the Madison fund-
raiser, says the governor did not
attend the event and would have no
knowledge of irregular contribu-
bons.

FBI Is Alerted

The RTC has also alerted the
FBI to the activities of the White-

| Dot e fuckiral Pmtn. .3 transactions that have no apparent
1589 % relation to the Ozarks real estate
Mideon Guaranty taiis. cosong ~. venture. sources say. Whitewater
| lsmayers up 1o $60 medkon, .‘.a 4 1 its s
! in 1 prncpal
TiwEsseee | dccount at another bank.
shaky financial condition. The Clintons have said they were
“The question was: Can they and ©0n the proposal. No independ only p in the land
how could they sell stock in a failing | le%al opinion was sought, however.  development company, which they
institution? Who would want to buy ‘Dear Hillary' formed with McDougal and his wife
1" recalled Charles Handley, a in 1978 after borrowmg more than
state regulator assigned to monitor Eight days later, in a brief letter  $200,000 to finance the purchase of
stock sale's far-reaching legal im- Wrote that she the Rose  kansas attorney general at the time.,

accepted
plications, Handley alerted Schaffer firm's legal analysis and would allow
on May 6 and recommended they Lhe stock plan to go through.

. Handley says mow be does not
seek a legal opinion hefmm“ewt_hatHilhnCliumumcd

3f
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appomted by the governor, McDou-
gal agreed to a request from Clin-
ton that he help retre 3 1984 cam-

Though they say the investment
was a failure in which they lost
$68,900, the Clintons remamed as
partners in the corporation
throughout McDougal's legal trou-
bles in the late 1980s and the fail-
ure of his banking and business en-
terprises. Clinton's state banlang
commissioner has said he warned
the governor in 1983 that McDou-
gal's activities at another bank be
owned, the Bank of Kingston, could
run afoul of the law. Hillary Clinton

Account Often Overdrawn

The Whitewater account at Mad-
ison was often overdrawn, then
brought back into balance with
large deposits from other busi-
nesses, many of them believed to be
shell corporations controlled by
McDougal, sources say.

The day before McDougal held
the 1985 Clinton fund-raiser, for

example, reco-ds show that b
withdrew $30C%0 from White
water's checking account at Mac
ison, causing an overdraft of abou
that amount. Written on the chec:
was the potation “Joan repayment,
though sources said there were m
records indicating McDougal hac
ever made such a loan to White
water,
A few weeks later, on April 17
sources sad, the Whitewater ac
count was brought back into bal-
ance when Madison's real estate
subsidiary deposited $30,000 in it
The payment was described in bank
records as part of a yearly “bonus”
to McDougal, but it is not clear why
the money was placed in White-
water's account.

The FBI also has subpoenaed

Madison records sad that about
$15.000 in checks from the White-
water account were sent to the
Bank of Cherry Valley m late 1984
and early 1985, with written nota-
uons suggesting that they were
used to make payments on two sep-
arate oans.

Records Unavailable
Maurice Smith, a finance official
for Clinton's cam-

paign who owned the bank, i rec-
ords on loan accounts during that

they say they lost in the venture,
which they say was beca  they
tried to be cautious in filing their
returns.
McDougal said recently he does
not know bow the Clintons could
have lost what they say they spent

in the venture. Hesayshe¢  not
recall them putting more than
$9,000 into the corporation.

The federal government tried to
reclaim some of its losses in the
Madison affair in 1989 by suing
Madison's auditors, Frost & Co.,
for misrepresenting the S&L's fi-
nancial condition. The Frost firm
worked with the Rose Law Firm in
seeking state approval of Madison's
stock plan m 1985,

Not realizing the Rose firm did
legal work for the thrift in 1985,
the Federal Deposit Insurance
Corp. hired Rose lawyer Webster
Hubbell to represent the govern-
ment’s mterest. The case was set-
tled out of court for $1 million; the
Rose firm made $400,000 in legal
fees,

Hubbell, who followed Clinton to
Washington and is now associate
attorney general, has recused fum-
self from the criminal investigation
of Madison's affairs. which has fo-
cused partly on business dealings
involving his father-m-law, an em-
ployee of Madison's real estate sub-
sidiary. The FDIC is conducting an
internal inquiry into how the Rose

firm came to be hired.
~Y
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S S Michael Isikoff here money ended up after passing through
?, .&ﬂlﬂd:_m&._ -/-wmmmer account at Madison.

Resolution Trust Corp. investigators ex-
amiung 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 Clintoas’
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 do-

. ing. business with Madison Guaranty Sav-
" inga & Loan during the mid-1980s could

.
I
1

possibly have benefited fram the alleged
scheme, though there is no evidence they
had direct knowledge of it.

But the agency, which named the Clintoas'
business partners as targets in the October
1992 referral to the Justice Department, said
further investigation was needed to find out

The Justice Department did not nolify the
RTC of its disposition of that referral untl
last month, when federal prosecutors de-
clined to open a criminal inquiry. But lederal
prosecutors have decided to act on a second,
more detailed request from the RTC to -
vestigate similar allegations regarding Mad-
ison and its owner, James McDougal.

The Clintons repeatedly have denied do-
ing anything improper in connection with

Whitewater issued 10 checks for more than
$70,000, Several were written to the Bank
of Cherry Valley, where Clinton had a cam-
paign accounl. Unable to obtamn the bank’s
records, the RTC could not determune of the
checks were deposited in the account.

Five of the checks issued by Whitewater
and totaling more than $60,000 were over-
drafts 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 White-
water's account to McDougal with the no-
tation “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 Fimancial Corp. (MFC). In April
1985, according to S&L documents, MFC
deposited $30,000 directly into White-
water's sccount 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 1o sources
familiar with the RTC referral. Those cor-
porations were crealed legally but appeared
1o have no busi purpose, said a source
famihiar with the probe.

Among the “shell” companies cited in the
first referral were ventures named “Tuck-
er-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 al-
ter 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

t been a comtinuing source of con-
for the president.
first RTC referral was reviewed by
Justice Department officials earhier
is year, who concluded there was insuffi-
cient evidence to warrant further investiga-
tion. The RTC says it was never informed.

Two weeks ago, U.S. Attorney Paula
Casey told the RTC in a Jetter that her office

F
7t

g

nton Partners Were Referred to Justice Dept. in 1992

“concurs™ with the earher Justice Depart-
ment conclusion that there was “insufficent
mformation” in the first referral to warrant a
law enlurcement probe, sad sources famaliar
with the contents of the letier.

“This was nol a review conducted by Pau-
la Casey,” sad Carl Stern, the Justice De-
partment’s chiefl public affairs spokesman.
“The information should have been comniwi-
nicated to the RTC months earlier, . . . As
far as | know, Paula Casey didn’t participale
in any decision-making.”

The second RTC referral forwarded ear-
ly last month included questions about the
possible diversion of Madison depositor
funds into accounts at other institutioas
maintained by Clinton's 1984 campaign for
reelechion as Arkansas governor,

Casey last week recused herselfl from the
continuing investigation of Madison. A Clin-
ton appointee and volunieer in some of Clin-
ton's gubernatonal campaigns, she said she
stepped aside because of her “familianty with
some of the parties.” She dechined to com-
menl yesterday on why she had not recused
hersell two weeks ago on the hirst referral.
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| Clintons said
| to have them last
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) LITTLE ROCK, Ark. — Federal
investigators have turned down a
criminal prosecution over the ma-
nipulation of funds through a failed
savings and loan to a real estate part-
nership half-owned by President

| and Mrs. Clinton because doc-
uments detailing the venture could
not be found.

The Resolution Trust Corp. rec-
ommended last month a possible
prosecution into reports that funds
from Madison Guaranty Savings
and Loan Association had been ille-
gally diverted o Whitewater Devel-
opment Corp. and eventually routed
into Mr. Clinton's successful 1984 gu-
bernatorial campaign.

According to federal law enforce-
ment sources, it is not clear where
the Madison records — said to in-
clude loan applications, account bal-

ances, financial statements, can-
ce!led checks and withdrawal
ledgers — might have gone.

The Clintons' partners in White-
water, James B. McDougal and his
wife, Susan H. McDougal, have said
they turned the records over to the
couple in 1987, delivering them in
person to the governor’s mansion at
Mrs. Clinton’s request.

The Clintons have said they have
been unable to find the records.

A Justice Department decision o
reject the RTC request for a possible
prosecution in the case means crim-
inal charges are remote.

 But federal inquiries continue on
nine other RTC requests, known as
referrals, including questions sur-
rounding Madison’s dealings in
other loans and its involvement with
Gov. Jim Guy Tucker.

The RTC, which has no prosecu-
torial authority, handed 10 criminal
referrals last month to U.S. Attorney
Paula J. Casey after an investigation
into financial irregularities involv-
ing Madison and its owner, Mr
McDougal.

Federal investigators also are
looking into a controversial Small
Business Administration-approved
loan by Capital-Management Ser-
vices Inc. here to Mrs. McDougal.
The $300,000 loan, approved in
March 1986 at a time when Mr. and
Mrs. McDougal showed assets of $3
million, was deposited in a Madison
account and later transferred, in
part, to Whitewater.

Documents describing the SBA
loan were included in those seized by

see S&L., page AI0

the FBI1 during a July 21 raid or
Capital-Management, whose presi-
dent, David L. Hale, has charged
that Mr. Clinton and Mr. McDougal
pressured him for the loan.

The RTC, the federal agency that
oversees liquidation of failed S&Ls,
is looking into allegations that Mr
McDougal diverted depositor funds
from Madison using overdrawn ac-
counts and Madison-approved loans.

The probe has focused on allega-
tions that Mr. McDougal, who once
served as a top financial adviser to
Mr. Clinton, approved fraudulent
loans of $250,000 and diverted
money to the campaigns of several
powerful Arkansas politicians, in-
cluding then-Gov. Clinton.

Mr. Clinton has denied any wrong-
doing, saying he and his wife did
“nothing improper™ with regard w©
Madison and Whitewater. While the
White House has conceded the pres-
ident accepted campaign funds
from Mr McDougal, spokesmen
said he did not know the original
source of the funds.

 Also under review, the sources
said, is a $2,000-a-month fee paid o
Mrs. Clinton, then a senior partner

at the powerful Rose Law Firm here,

to help Madison fight off efforts by
the Arkansas Securities Depart-
ment to close it as insolvent. The
payments continued for 15 months
while her husband was governor.

The Justice Department, which
last week sent a senior staff lawyer
here to take charge of the probe
after Mrs. Casey recused herself be-
cause of a possible conflict, has said
Mr. and Mrs. Clinton are not targets
of the investigation.

There is no doubt, however, that
Mr. Clinton benefited financially

in 1989 on fraud charges in connec-
tion with Madison and later acquit-
ted, also has denied any wrongdoing.
Madison was closed in 1989 by fed-
eral banking regulators at a cost 0
taxpayers of about $50 million.

Federal prosecutors, according to
the sources, decided last month not
to pursue the Madison-Whitewater
referral because of a lack of evi-
dence — specifically a dearth of doc-
uments detailing what moneys were
funneled from, to and between the
two corporations.

A confidential report submitted
by prosecutors here to the Justice
Department’s criminal division in
Washington said the case was being
shelved because of “a lack of spe-
cific evidence,” said one law enforce-
ment official familar with the refer-

The Clintons and the McDougals
bought Whitewater in 1978 and
planned to build vacation homes on
42 lots on the 203-acre property lo-

" power-of-attorney from Mr. and Mrs.

cated along the White River in the
Arkansas Ozarks. The project was
never successful.

According to records available at
the Marion County courthouse in
Yellville, Ark., the development ap-
pears 10 have been structured to en-
able the Clintons to receive half of
the profits with little or no invest-
ment.

Al the time of the purchase, Mr. |
Clinton was the state attorney gen-
eral.

James M. Lyons, a Denver lawyer
and longtime Clinton ally, told re-
porters during the 1992 presidential
campaign that the Clintons put |
$68,900 into Whitewater, without any
return, while the McDougals ac-
counted for $§92,200.

Assigned by Mr. Clinton to review
the deal after Whitewater became a

campaign issue, Mr. Lyons de-
scribed the Clintons as “passive
shareholders” and concluded the
McDougals “exercised total con-
trol” over Whitewater.

Mr. Lyons acknowledged at the
time that his report was based on
available records and that many doc-
uments outlining Whitewater's deals
were missing. He also said he
never discussed the matter with the
McDougals.

It is unclear, however, how “pas-
sive” the Clintons may have been.
Mrs. Clinton, at one point, sought

McDougal to “manage and condgct
a]lmlttzrsrdlmd to Whitewater

In a Nov. 28, 1988, letter and sev-
eral pages of attachments, Mrs.
Clinton wanted the power to endorse,
sign and execute “checks, notes,
deeds, agreements, certificates, re-
ceipts or any other instruments in
writing of all matters related ®
Whitewater Development Corp.”

Whether the request was ever
granted is not known. White Ho
spokesmen have said they are not
sure the document was ever signed.

Federal prosecutors here have de-
clined comment on the probe.

Last week, Acting Assistant At-
torney General John C. Keeney said
the department’s criminal division
had taken charge of the investigation

after Mrs. Casey told her superiors
in Washington she and her aides
wanted to recuse themselves from
the case “because of their familiar-
ity with some of the parties and the
madmmmﬂn:thmbemnﬂ-

abuutlhe:mp-ruhtv

Clinton's when he taught at the Uni-
versity of Arkansas Law School
Mrs. Casey's husband, Gil Glover,
mwappdnlndmasﬂtenbby

ster L. Hubbell, former

MANAgng |
parmer of the Rose Law Firm, also
has recused

himself from the mat-
u:.alungwmrnssu.lf
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Nafta Jitters in Europe / ‘

. Somehow it would be fitting if Ross
Perot were to join Jerry Lewis in the
panoply of France’s favorite Ameri-
cans. Battling the North American
Free Trade Agreement, Mr. Perot is
serving as water boy for France’s pro-
tectionists. If Mr., Perot, Pat
Buchanan and the rest succeed in
killing Nafta, the outlook for the GATT
round will be dire.

Since World War II, the U.S. has
been the prime sponsor of the free-
trade regime that has led to so much
stability and prosperity across Eu-
rope. If in the post-Cold War world the
1.S. were to signal that it opposes free
trade, even with its neighbor Mexico,
then the globe's prevailing winds
would be fundamentally altered. Pro-
tectionist forces, lurking in most coun-
tries and on the march in France,
would be encouraged.

* Bill Clinton was absolutely right re-
cently to link Nafta and global trade.
““I can’t tell you how important I think
it will be,” Mr. Clinton said of the in-
ternational implications of Nafta. “If
we go out there without this agree-
ment,” Mr. Clinton continued, “they
rhay say, ‘Well, President Clinton
wants to have an open door to Asia,
hut is he really going to be a tough
competitor? They ran away from
Latin America, their best friends and
best consumers, and can he deliver?
Will the Congress run away from it
even if he tries to expand trade?' " -

- Mr. Clinton was talking about

imaginary conversations with Asian '
leaders, with whom he must meet
later this week. Nonetheless, the same
sort of argument applies to Europe.

It's clear that European countries
are aware of the way a Nafta defeat
could weaken the U.S. negotiating po-
sition on the GATT. In an interview
with The Wall Street Journal Europe’s
Philip Revzin, Stuart Eizenstat, the
U.S. representative to the EC, noted,
“It's become a common refrain from
everyone at the EC to turn Nafta on
us.” Apparently European nations
have been hesitant to put forth any
new GATT offers in advance of the
Congressional vote on Nafta.

In Nafta and the GATT, politicians
have sometimes lost sight of the ideal
of open trade in their pedantic strug-
gles for national advantage. This has
made it possible for demagogues in
both the the U.S. and Europe to fog the
air with dubious statistics and |
overblown rhetoric.

The post-Cold War world is young,
but already people have located sev-
eral “‘defining moments.” It is fair to
say that the American Nafta contro-
versy marks an important psychologi--
cal turn. Throughout all the spats and
feuds of the past 50 years, the prevail-
ing wind from the U.S. has favored
free trade and the opening up of bor-
ders and possibilities. If that prevail-
ing wind changes, then the effects will
be global, and the first vessel blown
off course could be the GATT.

Clinton the Tax-Cutter
« Prqmdent Clinton has decided it's a
good idea to cut income taxes...in
Japan. Earlier this month, he sent a
letter to Prime Minister Morihiro
osakawa_ Urging Japan deepen its
Proposed income tax cut to $56 billion
and delay consumption tax increases
fer three years. Last week, Treasury
Semata.ry Lloyd Bentsen made his
OWn pitch for tax cuts in Tokyo: “I be-
Ilew; that cutting the income tax
putting money into consumers’ pock:
ets where they can buy products and
frankly raise their standard of living
(is appropriate).” Too bad the admin-
Istration can’t get interested in giving
Americans the same break.

Asides Vv .’

Slow Learners -!

For the ninth time sine
gon's voters have overwneinlﬁgn%lyorr:
Jected a sales tax. It was 75% to 259

go-around, des_pite an attempt to
sweeten the pill with a property-tax
Cut, a corporate-tax increase and a tie
to school funding. Don Mclntire, the
athletic-club owner who g'ujﬁed' the
state’s historic Measure 5 tax reduc-
tion to electoral victory in 1990
heiped lead the charge again this
time, pointing to rapid growth in
school salaries and not a revenye
pinch as the source of fisca] woes,
Oregon’s refusal to vote additional

208ts onto its purchases shoyld cay-

tion politicians elsewhere.
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BC-CLINTON WHITEWATER

LEACH ASKS SPECIAL COUNSEL IN CLINTON FILES CASE

WASHINGTON, Dec 27 (Reuter) - The senior Republican on the House Banking
Committee renewed his request Monday for a special counsel to investigate
President Clinton's money-losing investment in a real estate venture.

Representative Jim Leach of Iowa said on NBC's "““Today'' show that
Attorney General Janet Reno should ~““shine the spotlight of decency'' on the
matter and name a special counsel to probe Clinton's dealings with the
Whitewater Development Corp and its ties with a failed Arkansas savings
institution.

"I would only stress that the only fair and open way is to proceed with
the attorney general designating a special counsel at this time. She has the
authority to do it. This is what occurred in Watergate,'' Leach said.

But Representative Barney Frank, a Massachusetts Democrat also appearing
on ~"Today,'' said appointment of a special counsel would be meaningless since
the person named would still be subject to Reno's supervision.

Frank said a Republican filibuster in 1992 had prevented Congress from
renewing a law providing for independent prosecutors in such cases.

Last week Reno rejected Leach's request for a special counsel, saying
anyone she chose as counsel would still be seen as her investigator.

She also told reporters that the White House had done nothing to impede a
Justice Department's investigation of the case. Clinton, his wife, Hillary,
and Arkansas businessman James McDougal were partners in Whitewater, a real
estate investment firm.

The Justice Department is looking at Whitewater as part of a broader
civil and criminal probe into Madison Guaranty Savings & Loan, a failed thrift
owned by McDougal.

The investigation involves allegations the thrift used funds to help
Arkansas politicians, including the 1984 re-election campaign for
then-Governor Clinton.

Clinton's dealings with McDougal, an old Arkansas friend and political
supporter, have been described by the White House as a bad investment and
nothing more -- but by others as the core of
a scandal that could shake his presidency.

Last week the president ordered his personal lawyer to give federal
investigators all relevant papers concerning the Whitewater investment,
including a file that had been in the office of a White House aide who
committed suicide in July.

Leach said it was unfortunate that the chairman of the House Banking
Committee, Texas Democrat Henry Gonzalez, was not interested in opening a
probe of Clinton's dealings with Whitewater and McDougal.

Leach said the Republicans on the committee were still pursuing the
matter. ~“We've gathered quite a bit of information and frankly it is a bit
embarrassing to the White House,'' he said.
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egle seeks probe of S&L bailout unit

By Ruth Larson
THE Wk S TON T §

The chairman of the Senate Bank-
ing Commirtee has called for an in-
vestigation into charges of racial
discrimination, favorinsm and other
management abuses at the Res-
alution Trust Corp.

Sen. Donald W Riegle Jr, Mich-
igan Democrat, sent a lerter, dated
Oct. 25, to RTC acung Chief Execu-
tive Officer Roger C. Altman, asking
him w0 investigate “serious allega-
tions” in RTC's Office of Contractor
Oversight and Surveillance (0COS),
the office responsible for auditing
the performance of its thrift bailout
contractors.

Senate Banking Committee staff
members said Mr. Riegle would not
comment on the marter until the

investigation.
The charges are contained in a
Sept. 30 memo from an RTC con-
tractor oversight employee that was
obtained by The Washington Times.
The memo was signed “a black
0OCOS employee”

Word of the investigation comes to
light two weeks after Stanley G. Tate
withdrew his name as the nominee
to manage RTC's savings and loan
cleanup, saying he was denied the

chance to address serious waste and
mismanagement in the agency He
also protested the Treasury Depart-
ment's confiscation of 200 pages
documenting management al the

ency.

In a telephone interview last
week, Mr. Tate sasd that while he was
a nominee he had received several
unsigned employee memos charging
minority abuses at the agency.

“The RTC has lots of employee
problems,” Mr. Tate said. “It's worse
there than I've ever seen in my life”

The OCOS memo alleges a pattern
of systematic discrimination against
black employees in the contractor
oversight office, including:

o Manipulation of promotion
scores. Numerical rating standards

procure-
ment specialist position in the Com-
petition Advocate program. An inex-
perienced white candidate’s low
score was later ranked above the
higher score of an experienced
black candidate.

o Retaliation against supporters
of blacks. Offices that attempled to
promote black employees were de-
nied approval to fill remaining va-
cancies.

o Disciplinary double standards.
A black employee who worked on his

Freeh suspends FBI's NYC bureau chief

L

The suspension of James Fox, the
veleran agent in charge of the FBI
field office in New York, for talking
about the World Trade Center bomb-
ing trial during & television inter-
view has been greeted with anger
from many of the bureau's rank and
file.

Several agents at the New York
field office and at the bureau's Wash-
ington headquarters questioned the
decision by FBI Director Louis J.
Freeh, announced yesterday, to place
Mr. Fox on administrative leave
pending his scheduled retirement
Jan. T

“This is not playing well with the
people 1 know,” said 8 New York FBI
agent who asked not to be identified.
“They obviously were trying to set
an gxample. | guess the director was
telling everyone that there’s a new
regime and that he's in charge”

By Jerry Seper

THE WASFINGTON TRES

income taxes on RTC time was dis-
aiplined and threatened with finng
In contrast, a white employee who
operated an interstate sports and en-
tertamnment tcket sales business
during work hours, using govern-
ment phones and travel, was pro-
moted.

o Favoritism toward white em-
ployees. Positions occupied by white
employees are graded higher than
similar positions occupied by black
employees within the Competition
Advocate branch.

® Travel abuses. A female inves-
tigator routinely accompanied the
head of the contractor oversight
branch to conferences and events
unrelsted to her posihon.

The memo originally was sent 10
Lorraine A Green, deputy director
of the Office of Personnel Manage-
ment.

“] am asking for an OPM inves-
tigation because it is not possible to
obtain a fair and i review
from anyone inside RTC, including
the RTC Inspector General,” the em-
ployee wrote.

The employee implored: “Please
don't give us up by forwarding this
letter o anyone in RTC. Please inves-
uaate these issues mdepmdemly

and objectively. If you do, many

Director’ action angers field agents

Mr. Fox, 8 31-year bureau veteran,
was suspended because of his ef-
forts in a brief TV interview Dec. 4
to defend the actions of his agents
during the 'Ihbrld Trade Center
bonbmg investigation. Mr. Fox de-

l.ll.mtima that the FBI's infor-
mant in the case, Emad Salem. had
given agents information before the
Feb. 26 blast that the building was
going 1o be bombed.

“He gave us nothing. No one gave
us anything,” Mr. Fox was quoted by
Newsday as saying. “1f we had infor-
mation, we would have prevented the
bombing.”

Unlike most field supervisors, Mr.
Fox held the title of assistani direc-
tor because of his command of the
New York office.

Mr. Freeh. a former federal judge
in New York, suspended Mr Fox
with pay for the comments. The sus-

pension was ordered Dec. 10 and is
to remain in place until Mr. Fox's
scheduled Jan. 3 retirement.

Mr. Fox has led the New York of-
fice for six years. During that time,
his 2,200-member staff has been in-
volved in dozens of high-profile
cases, including the successful pros-
ecution of mob boss John Gotti. It
was Mr. Fox who called Gotti the
“Teflon Don," a nickname that stuck.

“Director Freeh made the de-
cision to place Assistant Director
Fox on administrative leave with pay
until his retirement in January," FBI
spokesman John Collingwood said in
a statement. “He did so after care-
fully ina public
comments Fox made about pending
prosecution.

“Qur policy is not to talk about
pending cases, particularly when it's

other instances of favoritism, dis-
crimination and abuse will surface™

Previous complaints to the R1C |
Office of Inspector General have |
been unproductive, the memo
charged, often because individuals
responsible for the abusea were al-
lowed to manag

OFM officials did not purwc the |
matter, however. after they learned it |
was being investigated by RTC’s in:
spector general. “This is an internal |
matter, being handled at the RTC"
an OPM spokesman said.

The RTC inspector general’s of-
fice would neither confirm nor deny
that the matter was under investiga:
tion.

RTC spokesman Stephen Kat-
sanos confirmed the agency's Equal
Employment Opportunity Office is
conducting a review of the charges.
While he could not comment on the
specifics of the case, Mr. Katsanos
said an outside law firm had been
hired — a common procedure in
such cases — and several employees
had given sworn statements.

RTC's newly created ombuds-
man's office, which reports directly
to Mr. Altman, was designed to ad-
dress similar employee concerns,
Mr. Katsanos said.

still at trial”

Mr. Collingwood told the Associ-
ated Press he was “not at liberty to
say" how Mr. Freeh became aware of
Mr. Fox's television comments.

Federal law enforcement sources
told The Washington Times that US.
District Judge Kevin T Duffy, who is
hearing the World Trade Center
trial, called Mr. Freeh to complain
about Mr. Fox's comments. The sus-
pension came after the call.

It was Judge Duffy who signed a
gag order in the case. He said at the
time that he wanted to limit leaks to
the public about pending evidence
and testimony.

FBI officials yesterday declined
comment on what role, il any. Judge
Duffy played in the decision to sus-
pend the veteran agent.

The judge did not return calls for
comment yesterday.

Mr. Fox will join the Mutual of
America insurance company when
he retires.

Spy sting gets Chinese man deported

By Bill Genz /!

THE Ve Skl TOM TRAES. \!

Charlotte, was under FBI surveil
lance for six years. He met in China
with Chi intelligence service of-

After a six-year FBI counterspy
mvestigation of Chinese intelligence
service efforts to acquire U.S. weap-
ons and technology, immigration of-
ficials deported a Chinese business-
T Saturday for committing espio-
nage.

Yen Men Kao, a Chinese national
who lived in Charlotte, N.C., left At-
lanta International Airport aboard a
United Airlines fight to Hong Kong,
said Thomas P Fischer, director of
the Immigration and Naturalization
Service (INS) in Atlanta.

An immigration judge ordered
Kao deported last week for oversiay-
ing & visa and for “committing acts
of espionage against the United
States.” an INS spokesman said.

Clinton administration officials
said a decision was made not to pros-
ecute Kao to avoid offending the Chi-

government. The administra-
u  is working with Beijing to
resolve problems with North Korea
on nuclear  1pons.

FBI officials said Kao, who owned
wo Chinese fast-food restaurants in

ficials, who promised him $2 million
to buy weapons covertly

Kao and other Chinese nationals
not identified by the FBI “conspired
to steal and illegally export” a Mark
48 Advanced Capability (ADCAP)
torpedo, two F-404-400 General
Electric jet engines used in the
F/A-18 Hornet and fire-control radar
for the F-16 Falcon jet, FBI and INS
officials said.

“Procuring those three items
were his primary concern.” said an
FBIlagent close to the case. Kao also
soughi data on the Cobra helicopter,
the agent said.

‘The weapons systems were not de-
livered to China, but oscillators used
in satellites were transferred to
China as part of a sting
du&mc the investgation, officials
sa

Kao paid an informant $24,000
from Chinese intelligence service
funds for the oscillators. which are

for export and are used
to regulate radio-wave frequencies.

The sale took place in the United

States through an FB1 Inhrmam and
was & by the U

ment as part of the probe, officials
said

Cin federal law enforcement offi-
cial, speaking on the condition of
anonymity, said Kao "had a gam-
bling problem” and lost some of the
money supplied by Chinese imtelli-
gence through his gambling. “He got
a lot of people in China |angry] at
him.” the official said.

Al a hearing in Atlanta on Dec. 15,
Kao waived appeals and requested
deportation o Hong Kong, rather
than China. because he feared repri-
sals by the Chinese spy service, the
official said.

A senior FBI official in Charlotre,
who asked not 1w be identified by
name, said the investigation of the
technology acquisition scheme is on-
going and that more arrests may be
made,

other agents and intelligence offi-
cers working with [Kao]," the agent
said.

“But I belicve we have unequivo-
cally neutralized hus activities.”

The case began in 1987, when the
FBI learned that Kao was trying to
illegally acquire a Mark 48 ADCAP
torpedo for the Chinese government,
the official said.

The Mark 48 ADCAP is a modern-
ized version of the Mark 48 and is
deployed on attack submarines. The
torpedo, built by Hughes. is de-
signed to sink fast, deep-diving sub-
marines or fast-moving surface

Kao was unable 1o come up with
the money — some $2 million — to
purchase the three U.S. weapons sys-
tems. “He was unable to persuade
the Chinese to put up the great sums
needed 1o procure these weapons.”
the official said.

The FB1 decided to close the case,
and Kao was arrested Dec. 3, the

The FBI agreed to deportation
rather than prosecution partly to
protect sources and methods of
counterspying, the official said.

Kao, 54, left behind his wife, » nat-
uralized US. citizen, and two chil-
dren, who were born in the United
States.
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Clintons' Arkansas Land Deal Again in Spotlight (Washn)
By Timothy M. Phelps= (c) 1993, Newsday=

WASHINGTON The mysterious files secretly removed from Vince Foster's
office the day after his suicide last summer could hold a key to a door that
Bill and Hillary Rodham Clinton would prefer to keep closed.

The files concern an Arkansas development in which Bill Clinton, then
running for governor, and his wife invested much of their available cash in
the early 1980s. The Clintons went into a partnership with two friends and
close associates who subsequently have come under federal investigation for
this and other financial deals.

The files to be turned over to the Justice Department were found by White
House officials in the office of Foster, a White House lawyer who had been a
longtime friend of Bill Clinton and former Little Rock, Ark., law partner of
Hillary Clinton. Foster had handled the sale of the Clintons' interest in the
investment, Whitewater Development Corp., the year before.

Instead of turning them over to U.S. Park Police, which had jurisdiction
to investigate Foster's suicide in a federal park outside Washington, Bernard
Nussbaum, the White House counsel and Foster's boss, gave the Whitewater files
to a private Washington lawyer representing the Clintons.

That fact only came to light this week when it was reported by The
Washington Times and confirmed by the White House. The information in those
files, and in any additional Whitewater records the Clintons have agreed to
make available, could be useful to several different investigations already
under way by the Justice DepartmentOne, involving questions about the
financing of the land deal, could have serious legal and political
ramifications for the Clintons.

The files would be too late to help the Park Police investigation of the
suicide and a related FBI inquiry into why Nussbaum blocked the Park Police
from looking through Foster's office after his death. Those matters supposedly
were resolved in August, when Foster's death was ruled a suicide and the FBI
concluded that Nussbaum had not acted improperly.

But for three career Justice Department lawyers including a former U.S.
attorney in Illinois who were dispatched last month to Little Rock, the files
could be critical. The Clintons assert that they were passive partners in the
deal; any new information thatthey were more deeply involved in Whitewater
could be damagingThose lawyers were named last month to take over two related
investigations after the U.S. attorney in Little Rock, appointed by Clinton,
recused herself.

One involved Madison Guaranty Savings and Loan, whose owner, James
McDougal, and his wife, Susan, were equal partners with the Clintons in
Whitewater, which bought land on a river in the Ozarks and turned it into
lots upon which vacation homes could be built. The Clintons contributed less
money than the McDougals, even though they stood to reap half of any profits.
James McDougal said later he wanted to "~ "make them some money.''

Madison failed in 1989 and was taken over by the federal government at a
cost to taxpayers of $47 million. One of the allegations being investigated is
whether money from Madison was improperly diverted to Whitewater. Also alleged
is that McDougal may have used Madison funds when he helped to settle some of
a $50,000 campaign debt for which the Clintons were personally liable.

(Begin optional trim)

Madison was a state-chartered institution subject to state regulation by
officials who worked for then-Gov. Clinton. In 1985, three months before
McDougal raised the campaign funds for Clinton, Clinton appointed Beverly
Schaffer, who worked for McDougal at Madison, as the state official in charge
of regulating savings and loans.



Federal auditors in 1984 accused Madison and McDougal of ~“unsafe and
unsound lending practices,'' but Schaffer took no action against her former
employer until federal authorities stepped in in 1989.

Schaffer, at the request of Hillary Clinton, who was representing Madison,
approved an unusual method of raising funds for the institution.

The Clintons said during the presidential campaign, when Whitewater was
raised as an issue, that they had lost money on the deal. In fact, they
reported a $1,000 profit in their 1991 tax returns and said they could not
claim their losses because of incomplete paperwork.

(End optional trim)

The three Justice lawyers are also looking into whether Whitewater
improperly received $100,000 of a $300,000 Small Business Administration loan
to Susan McDougal in 1986. Such loans are supposed to be given to "“socially
or economically disadvantaged'' companies. David Hale, an Arkansas lawyer who
owns an investment company and is under indictment for fraud in connection
with SBA loans, has charged that he was pressured by Bill Clinton to make the
loan to McDougal.

Distributed by the Los Angeles Times-Washington Post News Service=
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Pressure mounted in Congress yesterday for further investigation into
dealings by President Clinton and his wife, Hillary Rodham Clinton, with a
now-defunct Arkansas savings and loan, and circumstances surrounding the suicide
last summer of former deputy White House counsel Vincent Foster.

Rep. Jim Leach (Iowa), the ranking Republican on the House Banking Committee,
called on Attorney General Janet Reno to appoint a special counsel to take over
a Justice Department investigation into possible wrongdoing at Madison Guaranty
Savings & Loan and the Whitewater Development Corp., a real estate venture
jointly owned by the Clintons and Madison’s owner.

In the Senate, Minority Leader Robert J. Dole (R-Kan.) joined Sen. Alfonse M.
D’Amato (N.Y.), the ranking Republican on the Banking Committee, in asking
committee Chairman Sen. Donald W. Riegle Jr. (D-Mich.) for a hearing into
Madison and Whitewater, saying questions about the Clintons’ dealings with them
"need ventilating." Riegle made no comment on whether he would conduct such a
hearing.

A file on Whitewater was discovered in Foster’s office after his July 20
suicide and was turned over to the Clintons’ personal attorney, David E.
Kendall, by White House counsel Bernard Nussbaum.

Clinton told wire service reporters in an interview yesterday that he did not
know what was in the file, but if Justice Department investigators want to see
it, "We’ll do what we can to cooperate."

The file, Clinton said, "related to work [Foster] had done before he came to
work at the White House on our behalf. . . . There was never any indication that
anyone wanted to see it. Obviously if anybody wants to -- feels that there’s
some relevance to any ongoing investigation, we’ll do what we can to cooperate."

But, Clinton said in response to a question, "I have no reason to believe at
this time that anybody thinks there’s anything in there relevant to any ongoing
federal matter."

A Justice Department official said he knew of no subpoena issued for the
file. But, he said, "We expect to obtain all relevant evidence."
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Three Justice Department prosecutors were sent to Little Rock in late October
to continue an investigation into Madison and Whitewater that was begun by the
federal Resolution Trust Corp. Suspected activities at Madison cited by the

RTC in its referral to the Justice Department were misuse of Madison funds for
the benefit of local politicians and Clinton’s 1984 Arkansas gubernatorial
campaign.

In his letter to Reno, Leach said he wants to ensure that any documents
removed from Foster’s office are not destroyed. Leach and other Republicans on
the House Banking Committee have begun an investigation of their own and sent
staff members to Little Rock this week.

In an interview, Leach said that Reno has been placed in "an uncomfortable,
if not untenable, position of being both the chief law enforcement official of
the United States and the chief legal adviser to the president."

Justice Department spokesman Carl Stern said that Reno, who has urged the
restoration of an independent counsel law, saw no purpose in appointing a
special counsel herself.

"Anyone she appoints, the prosecutor is under her supervision and influence,"
Stern said. "To take the case away from the current career prosecutors. . . .
would be to create the very kinds of perceptions that she and Congressman Leach
are trying to avoid."

LANGUAGE: ENGLISH

LOAD-DATE-MDC: December 23, 1993
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Clinton Investment Files Are Sparking Tensu')"’. -'

Among White House, Justice Officials, Congress”

By BRUCE INGERSOLL
And JoE DavipsoN
Stoff Reporters of THE WALL STREET JOURNAL

WASHINGTON — By all accounts, they
aren't much to look at — just a few file
folders locked away in the offices of a
powerhouse law firm here.

But those files, which contain informa-
tion about Bill Clinton's business dealings
when he was governor of Arkansas, are
sparking an increasingly bitter confronta-
tion among the White House, the Justice
Department and Congress.

The documents pertain to the invest-
ment that Mr. Clinton and Hillary Rodham
Clinton made in a
real-estate venture
called Whitewater
Development Corp. |
The White House ‘Ef
this week acKnowi g
edged that the docu-
ments were found
in, and removed
from, the office of
‘White House deputy
counsel and Clinton
family lawyer Vin-
cent Foster on July
22, just two days af-
ter Mr. Foster killed
himself.

Unlike Mr. Foster's personal papers,
which the White House sent to the Foster
1amily’'s lawyer, the files relating to the
Clintons and Whitewater were forwarded
1o Williams & Connolly, the first family's
lawyers. And there the Clintons had hoped
they would remain and be forgotten.

But official interest in the files is inten-
sifying. An administration law-enforce-
ment official says Justice Department
officials may seek a subpoena to force
disclosure of the financial records. The
Justice Department is looking at
Whitewater as part of a broader criminal
and civil probe into Madison Guaranty
Savings & Loan, a failed Little Rock thrift
owned by James McDougal, who was the
Clintons® business partner in Whitewater
and a political supporter of Mr. Clinton's
when he was governor.

Meanwhile, Republicans on the Senate
and House banking committees are ex-
pressing interest in what the files may
contain. Yesterday, Republican Rep. Jim
Leach of Iowa called on Attorney General
Janet Reno to appoint a special counsel to
investigate the McDougal and Foster mai-
ters. Mr. Leach and GOP Rep. Toby Roth
of Wisconsin also have called on Henry
Gonzalez, the irascible Texas Democrat
who chairs the House Banking Commit-
tee, to hold hearings into Mr. McDou-
gal's use of his failed savings-and-loan.

In an interview with wire-service re-
porters vesterday, the president said that
“of course we'll do what we can to
cooperate’’ with investigators, and the
White House's chief of staff. Thomas
McLarty, also told reporters, “‘We will
cooperate with any official review or inves-
tigation in any way we can."

But both men stopped short of promis-
ing to release the files to investigators.

And their comments came only a day after
Mrs. Clinton, who represented Mr. Mc-
Dougal when she was a partner at Rose
Law Firm in Little Rock, said she sees no
reason why the files should be made
public.

An Officer's Complaint

Some of the U.S. Park Police detectives
who were charged with investigating Mr.
Foster's death — he shot himself on federal
parkland in Virginia — are now complain-
ing that the White House impeded their
probe. “‘We didn’t have access to anything
that the chief counsel deemed wasn't perti-
nent,” says one Park Police officer, refer-
ring to White House counsel Bernard Nuss-
baum. “‘He reviewed everything. . . . Not
one representative of government, includ-
ing the FBl, was allowed to see those
things.”

Mr. Nussbaum conducted an inventory
of papers, documents and other items in
Mr. Foster's office on July 22. Among the
items were the Whitewater files, but the
Park Police and Federal Bureau of Investi-
gation weren't permitted to inspect them.
The only documents ever reviewed by the

investigators were certain personal papers
that James Hamilton, the Foster family *
attorney, allowed them to peruse in his law

office. The Park Police detective calls this
lack of access to documents “'a joke.”
The White House contends that Mr.
Nussbaum did nothing improper and that
he was merely protecting documenis tha:
were subject to the lJawyer-client privilege
or the executive privilege of the presi-
dent.
Actions of Other Aldes

Questions also surround the actions of
several other White House aides. It has
been that Maggie Williams, Mrs.
Clinton's chief of staff, and Patsy Thomas-
son, an administrative aide, entered Mr.
Foster's office, as did Mr. Nussbaum, only
hours after Mr, Foster killed himself.

Yesterday, a spokeswoman for Ms. Wil-
liams said she wandered briefly into Mr.
Foster's office after being alerted to the
death by White House aide Mark Gearan.
The spokeswoman, Lisa Caputo, said Ms.
Williams was attracted by a light still on in
Mr. Foster's office, that she entered the
office only briefly. was looking for nothing
and took nothing with her.

Park Police detectives contend that the
White House shouldn't have waited until
about 10 a.m. the next morning 1o post a
Secret Service agent at the door to Mr.
Foster's office. They also contend that Mr.
Nussbaum's secretary shouldn’t have been
allowed to enter the office early that
morning, supposedly to straighten papers.
It was Mr. Nussbaum who later sent the
Whitewater documents found in the office
to Williams & Connolly. The Clintons'
lawyer at Williams & Connolly, David
Kendall, refused to comment on the battle
over the Whitewater documents.

So far, it's unciear how the White House
plans to respond if and when there is any
formal proceeding to get hold of the docu-
ments. “We know of no Justice Depart-
ment request for anv docriments M eaid.
White House aide Mruce vrinasey, who
intends 1o begin reviewing various busi-
ness documents of the Clintons and has
peen fielding questions on the Whitewater
controversy. (Deputy White House counsel
Joel Klein and Mr. Kendall have also been
working on the matter.)

Mr. Lindsey said that “‘the Clintons lost
approximately $70,000"" on the Whitewater
investment and that * they got no benefi:
from this corporation.’”” He added: “The
Clintons have admitted from the beginning
that they have limited documentation. Wé
can't answer all questions about Whi-
tewater, because we don't know the an-
swers. The Clintons did not keep the
corporate records and weren't corporate
officers. To Ty to answer questioms we
don’t have answers to would be fool-

hardy.”

Rep. Gonzalez, in an interview, said he
so far sees no reason for his committee to
hold hearings into the matter. Hearings
have been sought not only by House Re-
publicans but also by Senate Republicans
such as Minority Leader Robert Dole of
Kansas

Mr. Gonzalez, who spearheaded the in-
vestigation into Republican administra-
tions' pre-Gulf War dealings with Irag,
said hearings aren't needed because the
McDougal case raises no new legislative
issues. He also dismissed GOP Rep. Roth's
suggestion that he's bending to pressure
from his party to not look into the matter.
‘It's So Ridiculous’

“It's so ridiculous,” Mr. Gonzalez said
from his home in San Antonio. “1 have
orobablv lass relationship with this admin-
istration than I had with President Bush. 1
haven't heard from this administration.”
He charged that “the David Duke wing of
the Republican Party is trying to make a
big do to embarrass the Clintons and
trying to exculpate the past president,” .
and that Rep. Leach, a moderate, is being
pushed 1o act by “extremists.” Mr. Leach
insists that serious issues are at stake and
that the Clintons’ business and political
dealings with Mr. McDougal's thrift de-
serve full

As the controversy over the aftermath
of Mr. Foster’s death and the documents
deepens. President Clinton is faced with 2
set of confounding political and legal ques-
tions.

If he determines he wants to keep the
documents secret, the White House could
attempt to assert that they are covered by
executive privilege. But such a move would
be legally questionable and politically
risky. Already, the White House is con-
fronting allegations of stonewalling.
“There's somebody who is going through
a lot of changes to keep this from under the
microscope,” a federal law-enforcement
official said yesterday.

Precedent of Watergate

In terms of legal precedent, the most
germane case is Watergate, when Presi-
dent Nixon pleaded executive privilege on
the White House tapes and the Supreme
Court in the summer of 1974 ruled against
him. However, the court didn’t rule out
any successful presidential claim of execu-
tive privilege.

But the issue facing President Clinton
reaches far beyond legalities. Refusing to
turn over the documents only fuels an
impression of obfuscating and stonewall-
ing, extending his political troubles. That
is the lesson of Watergate, says the Univer-
sity of Wisconsin's Stanley Kutler, a legal
historian. “'Don't lie, don't stonewall,” Mr.
Kutler said, pointing out that both Mr.
Nussbaumn and Mrs. Clinton should know
this lesson. They were there, working
as lawyers on the House Judiciary Com-
mittee's Watergate investigation.

Nikar reacidante nf eourse, have faced
Lol uvErsaes LIvDIv.LE past business deal-
ings and personal papers, and in both
cases candor won out. Jimmy Carter faced
questions about the financing of his fam-
ily's peanut warehouse in Georgia. A spe-
cial counsel was appointed, and President
Carter agreed to give a deposition. Later,
the independent counsel probing the Iran-
contra scandal asked to see President
Bush's diaries. After Mr. Bush sought
outside counsel, the diaries were made
available.
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Clinton puts
limits on offer
to help probe

Business partner owned failed S&L

By Jem_.r Seper

Al

President Clinton offered yester-
day to cooperate with the federal in-
vestigation into the fraudulent use of
bank funds by his Arkansas busi-
ness partner, but the White House
said it reserved the right to exclude
some documents from the investiga-
tion.

Mr. Clinton said that records in-
volving him, James B. McDougal
and their wives in various deals have
not been requested by investigators.

“Of course we’ll do what we can to
cooperate,” the president said dur-
ing an Oval Office interview with
reporters.

However, the White House later
said that while the president plans to
“fully cooperate” with the federal in-
vestigation of Mr. McDougal, owner
of the failed Madison Guaranty Sav-
ings and Loan Association, he re-
serves the right to withhold any doc-
uments he considers “privileged”

White House Chief of Staff
Thomas F. “Mack” McLarty said the
files taken during two searches of
White House Deputy Counsel Vin-
cent W. Foster Jr's office after his
July 20 suicide would be reviewed
“oneatatime” if requested by inves-
tigators.

Administration officials have said
the records are covered by the
attorney-client privilege because
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Mr. Foster was the Clintons’ per-
sonal attorney.

The Justice Department, which
sent investigators to Little Rock,
Ark., last month to look into accusa-
tions that Mr. McDougal approved
fraudulent loans of $250,000 and di-
verted money to the campaigns of
several Arkansas politicians, includ-
ing Mr. Clinton, has not commented
publicly on the probe.

Justice Department spokesman
John Russell said yesterday he was
precluded from discussing any mat-
ters under investigation. - =

Law enforcement sources-said in-
vestigators want to see the records,
along with other documents and ma-
terials removed from Mr. Foster's of -
fice, but have not decided how to pro-
ceed. The sources said the records
may have to be subpoenaed, perhaps
setting up a White House-Justice
Department confrontation.

In another development, Senate
Minority Leader Bob Dole asked for
congressional hearings into Mr
Clinton's role with Madison and a
northern Arkansas real estate ven-
ture known as Whitewater Develop-
ment Corp., owned by the Clintons
and Mr. McDougal and his wife, Su-
Sarn.

Mr. Dole, Kansas Republican, re-
quested Senate Banking Committee
hearings in a letter to the panel's
chairman, Sen. Donald W. Riegle Jr.,
Michigan Democrat. His call echoed
one this week by Sen. Alfonse M.
D’Amato of New York, the commit-
tee's ranking Republican.

“The American people deserve a
thorough and independent review of
the whole Madison Guaranty-
Whitewater affair” Mr. Dole said.
“Although the allegations . .. are too
numerous to list here, they are suffi-
ciently serious to merit a thorough
committee investigation.”

Mr. Dole’s call for Senate hearings
followed requests last week by Reps.
Jim Leach of Iowa and Toby Roth of
Wisconsin, both Republicans, who
asked House Banking Committee
Chairman Henry B. Gonzalez to be-
gin an investigation.

When Mr. Gonzalez, Texas Demo-
crat, declined, Mr. Leach, the nanel's
ranking (_301' cusbts, LEgail s
own inquiry.

Mr. Leach yesterday asked At-
torney General Janet Reno to ap-
point a special counsel to investigate
the case. In a letter, he said the at-
torney general was in the position of
being both the country's top law en-
forcemnent officer and a key admin-
istration official.

Mr. Russell said no decision had
been made on the Leach request but
noted that Miss Reno has not sup-
ported other calls for the appoint-
ment of special counsels.

The Justice Department has not
said how it would handle claims of
attorney-client privilege by the
White House. It is not clear how

valid such claims would be, said
Mark Levin, who was chief of staff
for Attorney General Edwin Meese
1II and is director of the Landmark
Legal Foundation.

Mr. Levin said that if others, in-
cluding White House Counsel Ber-
nard Nussbaum and two Clinton
aides, were given access to the rec-
ords during two searches of Mr. Fos-
ter’s office, the privilege might have
been waived.

Mr. Clinton's offer to cooperate
conflicted with statements this week
by first lady Hillary Rodham Clinton
and Press Secretary Dee Dee Myers,
who said records taken from Mr
Foster's office, including those in-
volving the Whitewater venture,
would not be released.

Mrs. Clinton told reporters during
a series of interviews that she saw
no reason to release records show-
ing the couple’s business dealings
with Whitewater or ties to Mr
McDougal and the Madison S&L.

*“1 am bewildered that a losing in-
vestment ... is still a topic of in-
quiry” she said. “1 think we've done
what we should have done and dont
feel the need to do any more than
we've done.” o

Miss Myers said the Clintons do
not intend to release the files. “Being
forthcoming, who 1 think the pres-
ident and first lady have been,
doesn't mean you have to turn over
every single file"

It was not clear yesterday which
files Mr. Clinton says he is willing to
release. White House officials have
said records pertaining to White-
water and Mr. McDougal, along with
personal income tax returns, were
removed from Mr. Foster's office
and taken to their personal attorney,
Washington lawyer David Kendall,
but have not provided specific de-
scriptions.

During the 1992 presidential cam-
paign, the Clintons said the White-
water records had disappeared.
That statement followed a New York
Times report in March 1992 that the
cuuple improperly deducted $5,100
in interest payments on their income

tav patope s Tn 1004 apd TOOE = -
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| ship. The deductions saved them

about $1,000 in taxes.
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An Arkansas businessman whose name is on a $ 3,000 cashier’s check that was
used to help retire Bill Clinton’s 1984 gubernatorial campaign debt says he
never made such a donation.

Ken Peacock, then a 24-year-old college student, said in an interview he was
surprised to learn from The Washington Post that his name is on a cashier’s
check collected at an April 4, 1985, post-election fund-raising event. The
reception was sponsored at Clinton’s request by James B. McDougal, owner of
Madison Guaranty Savings & Loan and former Clinton business partner in an Ozark
land venture, the Whitewater Development Corp.

The Peacock check and a handful of others made out to Clinton or his campaign
that day are in the possession of Justice Department prosecutors in Little Rock,
federal sources said. Questions first arose about McDougal’s relationship with
Clinton during the 1992 presidential campaign. Prosecutors have now been asked
to investigate whether depositor funds at Madison were used to benefit Arkansas
politicians, including Clinton.

Peacock, whose father, Charles Peacock, was a major Madison borrower and a
member of the thrift’s board of directors, said he was baffled by the check to
Clinton. "I don’t know anything about it," he said.

Betsey Wright, a long-time Clinton aide and his campaign manager in 1984,
said yesterday that she had never before heard that Ken Peacock or anyone else
disputed having made a contribution. "It makes me sick," she said.

Clinton asked McDougal to put on the cocktail party fund-raiser to help pay
off a $ 50,000 personal loan he and Hillary Rodham Clinton took out in the final
weeks of his 1984 campaign, according to Wright. The Clintons would have been
personally liable for the loan if the campaign hadn’t raised the money to pay it
back, she said.

"It was taken for the purposes of the campaign, and the intent was to
ultimately pay it back through campaign contributions, and it was," Bruce
Lindsey, a senior adviser in Clinton’s White House, said yesterday. "There was
nothing improper about that."

The checks to Clinton or his campaign were first discovered by investigators
for the Resolution Trust Corp., which recommended last fall that the Justice
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Department open a criminal investigation into irregularities in the use of
Madison funds. Among the checks the RTC turned over to the Justice Department
were $ 3,000 contributions to the Clinton campaign from the late Dean Landrum,
an employee of Charles Peacock, and from Susan McDougal, James McDougal’s wife.
Another $ 3,000 cashier’s check from former senator J. William Fulbright was
made out to Clinton personally.

Fulbright is ill and unable to speak with reporters. A former aide who
handled some of his financial affairs said he had no specific knowledge of the
contribution. James McDougal has denied funneling Madison funds to Clinton or
his campaign, and Susan McDougal has said she has no knowledge of Madison funds
being improperly used.

The public records still available for Clinton’s 1984 campaign include no
mention of contributions made at the 1985 fund-raiser. Last month, former
Clinton campaign aides said they would not make their own records from the 1984
election available. Yesterday, Wright said she recalled filing post-election
contribution reports that included individual contributors for the fund-raiser,
as required by state law. But she said she has been unable to locate them.

The fund-raiser, held in Madison’s lobby, was attended by 50 to 100 people,
most of them Madison stockholders and employees from its branch offices in rural
areas northeast of Little Rock. Several who attended said Clinton was not
present and McDougal was in his office working for most of the afternoon.

Investigators for the RTC have sent a package of criminal referrals to the
Justice Department recommending further investigation into whether some of the
Madison checks to Clinton were written on overdrawn accounts with McDougal’s
authorization. They also asked prosecutors to determine whether some of the
money may have come from real estate loans Madison made.

Wright said the fund-raiser brought in about half the $ 50,000 the Clintons
borrowed and that she raised the rest from other individuals.

During the 1980s, the Arkansas secretary of state’s office routinely
discarded campaign records after several election cycles, and Wright said she
probably forgot to file them at the county clerk’s office.
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S&L scandal shadows Fosters 1ast

Several of the coincidences in the
Arkansas savings and loan scandal
that has embroiled President Clin-
ton and his wife lead to the suicide of
Vincent W. Foster Jr, the White
House deputy counsel who fatally
shot himself July 20,

Like most suicides, Mr. Foster's
took his ulumate secrets lo the
grave.

No one in an official capacity says
his death was directly connected to
the allegations of fraud and illegal
campaign payoffs by officers of
Madison Guaranty Savings and
Loan of Little Rock. Nor will anyone
connect it 1o his participation as the
Clintons’ personal laywer in the first
family's financial dealings, which
puts him at several of the points now
under federal investigation.

But the timing of certain events
continues to tantalize friends and as-
sociates, both here and in Linle

Fueling the speculation are two
telephone calls made to Mr. Foster at
the White House on the morning of
the day he killed himself. Also draw-
ing scrutiny is the timing of a search
warrant served that day on another
former associate of President Clin-
ton's.

The telephone calls were received

between 11 a.m. and noon. This was
Justafter Mr. Foster attended a cere-
mony in the Rose Garden where Mr.
Clinton and Attorney General Janet
Reno announced the nomination of
Louis J. Freeh to be the director of
the FBI, and just before Mr. Foster
left the White House for the last
time,
One call was from James M. Ly-
ons, a Denver lawyer assigned by the
Clinton campaign to investigate the
connection between the Clintons and
James B. McDougal, the owner of
Madison S&L. ina -development
venture in the Arkansas Ozarks.
This association had become an is-
sue in the presidential campaign.

The other call was made from the
Rose Law Firm in Little Rock, where
Mr. Foster and Hillary Rodham Clin-
ton were once senior partmers. Just
who made this call is not yet clear.

The search warrant, signed sev-
eral hours before Mr. Fosier put a

Jerry Seper

By
Tl W S TOW T

search of the offices of a lending
company in Little Rock that had
granted a $300,000 loan to Mr.
McDougal's wife, Susan.

Some of this money ended up in
the accounts of Whitewater Develop-
ment Corp., a land venture owned

Jointly by the Clintons and the .

McDougals. As the Clintons per-
sonal lawyer, Mr. Foster handled the
sale of their half-ownership of
Whitewater and filed the necessary
tax forms when it was discovered

Whitewater had failed 1o file corpe- |

rate tax returns for a three-year pe-
riod when the Clintons were still
half-owners.

The significance of this is not
clear, either, but a note left by Mr
Faetar frand b Wi Hipsira nfj.
hmin Wl Mis oo, b, * 4o
public will never believe the info-
cence of the Clintons and their loyal
staff”

The rambling note continued: |
made mistakes from in-
experience and overwork. 1 did not
knowingly violate any law or stan-
dard of conduct™

Citing executive privilege, White
House Counsel Bernard Nus

'FOSTER

From page Al

room. Investigators who went 1o Mr
Foster's house also were turned
Fway.

The unsigned and undated Foster
note, which contained no finger-
prints and from which one section i3
missing, was discovered six days
after his death. Torn into 27 pieces,
it was withheld from investigators
by White House officials for 30
hours. They said they waited to turn
it over until after Mrs. Foster had
read it .

It appears, however, that the delay
also was related o efforts by White
House aides to bring the note to Mr.
Clinton’s attention. Although Mark
Gearan, the director of communica-
tions at the White House, said at the
time that Mr. Clinton had not seen
the note, FBI agent Robert Bryant,
who headed the bureau's Washing-
ton field office, disputed that in a
public statement,

At an Aug. 10 news conference,
Mr. Bryant, who since has been
named to head the FBI's intelligence
division, said: “There was concern
by White House staff about execu-
tive privilege and about family inter-
ests. The note was subsequently re-
viewed by [Mr. Foster's) wife and her
attormey ... and was then reviewed
by the president for executive privi-
lege issues.”

There also were contradictions in
comments by White House officials,
including Mr. Clinton, about Mr. Fos-
ler's growing depression. Initially,
Mr. Foster was painted as a “Rock of
Gibraltar in times of difficulty”
whose death came as a “shock™ to
the president.

Mr. Clinton told reporters he had
no idea that his boyhood friend had
any personal problems, saying Mr.
Foster's “closest friends sat around
discussing” the suicide and that
“none of us” knew he had any con-
cerns about his job or about other
difficulties in his life.

Mr. Gearan said Mr. Foster “never
said anything to his colleagues here

; In the White House or his friends
here in Washington that would in-
Bun 1o his head, authorized the ¢

dicate that anything was out of the
ordinary"

The known facts belie this asser-
tion. Mr. Foster's friends, concerned
that he was troubled, had urged him

10 seek psychiatric help. Mr. Clinton
called him at home the night before
his death. speaking to him for about

Investigators looking into the Fos-
ter death also say they were con-
cerned that White House officials
did not seal his office, preventing
anyone from entering it, after his
body was discovered and identified.
White House Chief of Staff Thomas
F "Mack™ McLarty told officers he
ordered the office sealed to ensure
that no papers were removed, but it
nevertheless remained unlocked
overnight.

Law enforcement sources say at
least three persons entered the of- -
fice before guards were posted on
the door at 11 the following morming.
The three persons were not identi-
fied.

Mr. Foster's death is a closed case,
ruled a suicide by US. Park Police.
His body was found about 6 p.m. on

shaum
prevented US. Park Police and the | J9l¥ 20 in an isolated Northern Vir-
FBI from searching Mr. Fostersof-  inia park slumped against a Civil
fice or looking through his persons’  Warcannon, with his 1913 Army Colt
papers or personal belongings im-  revolver still in his hand. He had

mediately alter his death.

The agents were ordered to sil in
chairs in & hallway while saff of-
fictals went through the documents
An FBI agent was repnmanded
when he stood up 10 peer imo the

fired & single shot into his mouth
The two telephone calls 1o the
White House were idenufied by
Park Police and the FBI from doc-
uments submitted by the White
House. The documents included no-
tations of ielephone callstoand from

Mr Foster's oftice telephone, l'rl.lded

between July 6 and July 20

Mr. Lyons. the Denver lawyer, has
not returned telephone calls to his
office seeking comment and expla-
natons about hus July 20 call o Mr.
Foster.

Lagt month, however. he told the
Chicago Tribune that he had talked
to Mr. Foster several times * shuwiy ™

before his death, but he would not
discuss matters they had talked
aboul since these were conversa-
tions berween himsell and the Clin:
tons covered by artorney-client priv-
ilege. Since then, in October, Mr.
Clinton named Mr. Lyons to a govern.
ment advisory panel seeking peace
in Ireland.

The Rose Law Firm also has not
returmed calls secking comment on
who may have called Mr. Foster on
July 20 and why.

The search warrant was signed on
July 20 at 1:35 p.m., but its existence
was known 10 prosecutors, investiga:
tors and others early that moming,
law enforcement sources said. It

approved lending agency operated
by David L. Hale, a Little Rock mu-
nicipal judge until he resigned in an-
ticipation of indictment,

Mr. Hale, who was active in Ar-
kansas Democratic Party politics
for more than 20 years, has said he
was pressured in February 1986 by
Mr. Clinton and Mr. McDougal to ap-
prove a loan to Mrs. McDougal to
clear up financial problems. The
$300,000 SBA-guaranteed loan was
approved in March 1986 and some of
the money, according to records, was
diverted to Whitewater to fund prop-
erty purchases.

Mr. Gearan, the White House
communications director, has said
that Mr. Clinton has “no recollec-
tion" of any such conversation with
Mr. Hale and does not believe such a
conversation took place.

Mr. Hale resigned in September
after his indictment on charges re-
sulting from other fraudulent SBA
loans. He pleaded not guilty 1o the
charges and faces trial Feb. 28. Dur-
ing the FBI's search of Capital-
Management, records on the loan to
Mrs. McDougal were included in
those laken by agenis.

Mr. MeDougal. who served as a
financial adviser 1o Gov. Clinton in
1979, is the focus of an investigation
into allegations he manipulated
fraudulent loans through Madison
and illegally suthorized payments to
several powerful Arkansas politi-
clans, including Mr. Clinton.

The Resolution Trust Corp
(RTC), which disposes of failed sav-
ingsand loans, had asked the Justice
Department to investigate questions
of irregularities involving Madison.
RTC investigators questioned
whether campaign contributions
were linked to efforts by Madison to
win state approval .. & {nan ing
plan — offered by Mrs. Clinton — to
help the S&L stay in business.

Mr. McDougal, who was indicted
In 1989 on fraud charges in connec-
tion with Madison and acquitted in
1990, has denied any wrongdoing.

The president has said that while
he received money from Mr Mc-
Dougal — including lump sums thar
‘were used 10 clear up debts from his
gubernatorial campaigns — he had
no knowledge where his business
partner and longtime (nend had ob-
tained the cash

ays
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Times: McDougal Helped Relieve Clintons' $50,000 Personal Debt

NEW YORK (AP) The operator of a failed Arkansas savings and loan helped
relieve his friends Bill and Hillary Clinton of a $50,000 personal debt that
was entwined with Clinton's 1984 campaign for governor, a published report
said.

The Clintons borrowed the $50,000 from a small Arkansas bank in the
closing week of the 1984 campaign, and the money became part of the campaign
debt that clinton later asked James McDougal to take care of, The New York
Times said in Wednesday editions.

The newspaper quoted McDougal as saying Clinton, who left the governorship
after winning the presidency last year, ~~asked me to knock out the deficit'!'
from 1984 as Clinton prepared to seek re-election in 1986.

In the spring of 1985, McDougal held an early-evening fund-raising event
at the Little Rock office of his S&L, Madison Guaranty Savings and Loan, near
the governor's mansion.

There, McDougal told the Times, he delivered about $35,000 in checks to
Betsey erght who had managed the 1984 campaign.

McDougal's fund-raising efforts to help pay off the '84 campaign debt were
known previously. What hadn't been known is that part of that debt entailed a
$50,000 personal debt owed by the Clintons to the Bank of Cherry Valley, which
was owned and run by a senior aide to the governor.

Federal investigators have said previously that in reviewing Madison's
records following its collapse, they found evidence leading them to suspect
that some campaign donations assembled by McDougal had been improperly
diverted from the S&L.

The Times reported that investigators traced checks totaling $12,000 from
Madison to the Clinton campaign's account at the Bank of Cherry Valley. Those
checks were issued on April 4, 1985.

Bruce Lindsey, a senior presidential adviser, told the Times the
relationship between the Clintons and McDougal had been entirely proper. But
he said he was unable to answer specific questions about the $50,000 loan or
its repayment.
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An angry Stanley Tate officially withdrew his nomination to head the
Resolution Trust Corp. yesterday, blaming his difficulties on opposition from
a key senator, rumormongering by worried RTC bureaucrats and lukewarm
administration support.

"Washington is a vicious city, with all kinds of hidden agendas," Tate told
reporters, reading from a letter he had delivered to President Clinton. "It is a
city full of rumors, allegations and accusations," he said, calling the
confirmation process "a devastating experience."

Senate Banking Committee Chairman Donald W. Riegle Jr. (D-Mich.) has refused
to meet with Tate or schedule a hearing on his confirmation. As RTC chief,
Tate, 65, a Republican and a real estate developer from Miami, would have headed
government efforts to clean up the remains of the savings and loan debacle. He
has been accused by RTC staff of using his influence improperly.

Tate said he was advised by senior Treasury officials in the past few days
that "it would be in my best interests" to withdraw quietly. "I was told if I
revealed too much, or put people in high places on the defensive, I had better
be prepared for a barrage of new allegations and accusations about me and even
about my family. I was further advised that these accusations would be made up,
even outright lies," said Tate.

A spokeswoman at the Treasury Department said that Tate had a private meeting
with Deputy Treasury Secretary Roger C. Altman Wednesday to discuss whether he
should withdraw, but that "no one in the Treasury or the administration
threatened Mr. Tate."

Tate, who had been a paid adviser to the RTC oversight board since his July
nomination while awaiting Senate confirmation, said he had compiled a report for
Treasury on mismanagement, waste and possible fraud at the RTC, but said it
would be up to administration officials to release it. Treasury officials said
they had not yet seen the report.

"There are employees of the RTC who are afraid of me and obviously afraid
of what changes to ‘the system’ I might bring about. These people are really
concerned that some of their actions and activities would be revealed," he said.
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Some of Tate’s activities at the RTC have drawn criticism from agency
employees and have been the subject of news reports.

He was criticized for attempting to intervene on behalf of friends who were
trying to buy property from an RTC contractor, but said yesterday he wanted
the property "sold to the highest bidder."

Tate also asked to see the case files on longtime acquaintance David Paul,
head of a failed Florida S&L who was convicted on criminal fraud charges last
week. Tate said he returned the file unopened when he saw it was marked
confidential.

Tate also sat in on an ethics panel reviewing its decision to ban the former
law firm of Rep. William J. Jefferson (D-La.) from doing business with the
RTC. Tate said he did not know Jefferson and offered to leave the meeting if
anyone present objected to his being there.

A spokeswoman for Riegle said yesterday that the committee staff had not
scheduled a hearing because it has been reviewing "several serious questions"
raised in the press about Tate’s background.

"The committee has been gathering the relevant facts on these and other
matters of concern related to his nomination as is its normal practice," she
said.

With Tate’s withdrawal, the Clinton administration will have to begin a
search for a new nominee.
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a loan, intended for disadvantaged businesses, that
instead was used to indirectly finance a Whitewater
Development Corp. land transaction.

Attorney General Janet Reno has rejected a Republican
request to appoint an independent counsel to look into
Whitewater.

e T T ———
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Aspin Has No Plans To Resign
By SUSANNE M. SCHAFER= AP Military Writer=

WASHINGTON (AP) Defense Secretary Les Aspin has no
plans to resign and " “continually gets assurances''
President Clinton is satisfied with his performance, a
Pentagon spokeswoman said Tuesday.

" "There are no plans for anyone here to resign,''
spokeswoman Kathleen delLaski told reporters at a Pentagon
briefing.

Ms. deLaski was asked recent published reports faulting
Aspin's performance, such as one published in Sunday's Los
Angeles Times quoting unnamed senior White House officials
and members of Congress criticizing Aspin as the weak link
in the administration's national security team.

"I challenge the premise of those reports,'' Ms.
deLaski said. "~ "We continually get assurances that the
president is satisfied, very satisfied, with Secretary
Aspin's performance.''

Ms. deLaski added that Aspin met Monday night at the
White House with the president to brief him on the U.S.
military role in Somalia, but said she was told the topic
was ~'strictly Somalia.''

The spokeswoman also discounted as " “six-month-old
gossip'' some published reports that said the secretary
would resign for health reasons.

"*He has boundless energy'' and outlasted her and
reporters who accompanied him to Japan and Korea last
week, the spokeswoman said. Aspin had a pacemaker
implanted earlier this year after a heart problem flared
anew.,

‘‘He's showing no symptoms that alarm him or his
doctor,'' she added.

DeLaski also contended that Aspin's '“tiger teams,''
specially formed to help manage policy for trouble spots
such as Haiti, Somalia, Bosnia and North Korea, have been
“‘working very well,'' but she declined to discuss how.

Aspin came under scathing attack on Capitol Hill
following a street battle in Mogadishu last month that
killed 18 U.S. Rangers and wounded 77, particularly after
the secretary acknowledged rejecting a request for
additional armored vehicles that some military officers
contend might have averted many of the deaths.

In a televised interview Sunday, Clinton said Aspin and



