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The following investigation was conducted by SA[ | b6

| at Falls Church, Virginia: b7C

U.S. DEPARTMENT OF JUSTICE (DOJ) Attorney| |
recently advised that a criminal investigation was opened
concerning improprieties at failed Arkansas financial institution
MADISON GUARANTY SAVINGS & LOAN (MGSL). Among the allegations
were that MGSL officials approved overdrafts for the purpose of
making contributions to the Presidential election campaign of
BILL CLINTON. There were also allegations that proceeds from
loans intended for other purposes were used to make contributions
to CLINTON's campaign. JAMES B. MC DOUGAL, the owner of MGSL,
was a longtime friend and business partner of BILL and HILLARY
CLINTON. MC DOUGAL and the CLINTON's participated in a venture
named WHITEWATER DEVELOPMENT CORP. that developed land in the
Ozark Mountains. One copy of a 10/31/93 WASHINGTON POST
newspaper article regarding the investigation is attached for
incorporation herein.

[;;:::::]requested that SA| | review the | |
records pertaining the account of | |

|to determine Whether| | had any relationshlp with

MGSL. On 12/16/93, SA reviewed data concerning all bé
cleared checks written against| | account. No b7C
checks were made payable to MGSL. SA also reviewed data
regarding all deposits made into [account. None of the
deposits were able to be_identjfied as having any connection with

MGSL. Additionally, SA reviewed the entire summary of

analysis of account for any references to

MGSL. No r 0 were found. Based on SA

review, it appears that[::;;::;;]did not have any relationship

with MGSL that is discerni rough his| |

account.
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US. Is Asked to Probe
Failed Arkansas S&L

. RTC Questions Thrift’s Mid-"80s Check Flow

To Politicians, Clinton Reelection Campaign

| .
By Susan Schmidt
Washington Po:st Staff Writer

The Resolution Trust Corp. has
asked federal prosecutors in Little
Rock to open a criminal investigation
into whether a fafled Arkansas sav-
ings and loan used depositors’ funds
during the mid-"80s to benefit local
politicians, including a reelection
campaign of then-governor Bill Clin-
ton.

About three weeks ago, the RTC
forwarded to U.S. Attorney Paula
Casey in Little Rock information
about 10'matters arising from trans-
actions at the now-defunct Madison
Guaranty Savings & Loan that war-
rant criminal investigation, according
to government softrces familiar with
the probe. A wriften summary of the
referral has been sent to the Justice
Department, accoiding to sources.

The package includes questions
about whether a series of checks

written on Madison accounts ended
up in Clinton’s campaign fund. The :
sources said thete is no indication
Clinton had personal knowledge of or
involvement in the transactions, and ..
the White House said yesterday
there would be no way Clinton would
have known if money from Madison
accounts had been improperly used
to make campaign contributions.

The RTC request, based on a
broad probe of the S&L’s financial
affairs, also asks for further federal
investigation of Madison’s dealings
with current Arkansas Gov. Jim
Guy Tucker (D), the sources said.

Tucker's companies borrowed
more than $1 million from the S&L
for real estate and other ventures
during the mid-1980s, when he was
at a law firm that represented Mad-
ison. Some of the loans were made
on what appear to be favorable terms

See RTC, A14, Col. 1

and caused large losses to the S&L.
Tucker’s office did not respond to
requests for an interview.

The RTC, which disposes of S&Ls,
took over Madison after its 1989 fail-
ure, expected to cost taxpayers an
estimated $47 million.

In examining the Madison frans-
actions, the RTC has asked Casey to
determine whether checks to the
Clinton campaign were paid from
overdrawn accounts with the author-
ization of Madison’s owner, James B.
McDougal, or whether Madison
loans intended for other purposes
were used for campaign contribu-
tions. McDougal is a longtime friend
and business partner of Bill and Hil-
lary Rodham Clinton and was an eco-
noinic development aide during Clin-
ton’s first term as governor.

In an interview, McDougal said he .
Had no knowlédge of any Madison
furnids being used improperly. “I nev-
er approved an overdraft in the en-!
tire time I was down there,” he said. '
- Clinton aide Bruce Lindsey said ,
yesterday that McDougal helped or- ‘
ganize an April 1985 fund-raiser to
pay off Clinton’s 1984 campaign
debts, Lindsey said he does not know
how much was raised during the
fund-raiser and does not have the
state campaign records, which are '
routinely discarded after five years. '
But he said he had seen a deposit slip .
noting that McDougal contributed
$3,000, which was not in excess of
campaign limits at the time.

Lindsey said he understands that
the RTC is questioning the “source !
of funds” for that check and perhaps
others.

- “How in the world would we have

any knowledge of that?” Lindsey
said. “Where the funds came from
for that check—there’s absolutely
no way we would know or have
questioned that.”

RTC investigators have exam-
ined irregular Madison transactions
that took place in April 1985 and
have attempted to find out who en-

- florsed and deposited a series of.

checks made out to Clinton.or the
gubernatorial campaign, one source
familiar with the probe said. Lind-
sey said it would not be unusual for |
campaign contributors to make out
checks in Clinton’s name—and that
‘was done by some at the 1985 fund-
raiser—but that those checks
would be placed in the campaign
fund, which was maintained at Ar-
Lansas’ Bank of Cherry Valley.
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Failed Arkansas S&L’s Political Ties Questionéd

RTC, From Al
RTC investigators have been un-

began soon after the S&L was ta-
ken over by federal regulators. Be-
fore it'was taken over, regulators

Corp., a land company Bill and Hil-
lary Clinton jointly owned with
McDougal and his former wife, Su-

the handling of S&L funds by Mad-
ison officials, sources said. .
The RTC’s investigators who are

able to secure bank records that-.were-eritical-of-Madison’s-manage—san-MeDeugal-according-to-govern——based-in-Kansas-€i

‘would show where money from the
checks went, the sources said.

" The RTC takes the step of refer-
ring cases to law enforcement agen-
cies when its own investigation of a
failed S&L’s books and loan files
raises “aggravated suspicion™ of
possible criminal activity., Referrals
.are often made to the FBI or the

Justice Department on limited ev-

‘idence. The RTC has limited sub-
.poena powers and no authority to
bring criminal cases itself,

Sources familiar with the Mad-
Jdson referrals said Casey’s office
will have to evaluate whetheyr trans-

" actions dating back to the mid-'80s

warrant criminal investigation.
Casey declined to comment.

" RTC spokesman Steve Katsanos
would neither confirm nor deny

whether the agency asked Casey to °

further investigate Madison. “We
have found Madison to be a very
interesting institution and we con-
duct investigations in cases of all
failed S&Ls,” he said.

Sources said that the RTC also
.asked Casey to investigate whether
*McDougal had violated S&L reg-
ulations. He was acquitted of bank
-fraud in 1990 in a case that focused
on bonuses and -profits he earned
for real estate deals involving the
development subsidiary, Madison
Financial Corp.

The RTC action comes after a

'long-running probe of Madison that

ment, contending it permitted con-
flicts of interest, inflated real estate
appraisals, and unsupported loan
documentation and that it failed to
collect debts, state records show.

The RTC probe intensified about
a year ago as investigators exam-
ined loans and financial transactions
involving a small group of borrow-
ers, including some S&L officers
and directors and local politicians
who were Madison customers.

As part of the investigation, the
RTC went to extraordinary lengths
to trace real estate transactions in-
volving. Whitewater Development

ment sources. The corporation main-
tained an account at Madison, and
sources said Whitewater’s activities
are among the matters referred to
Casey for further investigation.

Whitewater, which the Clintons
have described as a money-losing
venture that developed land in the
Ozark Mountains, was formed in
1978.

There was protracted debate
within the RTC about whether
Madison transactions involving the
Clintons should ‘be included in doc-
uments sent to Casey, because the
investigation focuses primarily on

to forward the information earlier
this fall, but the decision to send the
referrals on was not made until ear-
ly October, the sources said. )
Madison, which grew from a tiny
Arkansas thrift into a bustling insti-
tution during McDougal’s years

. there, has surfaced before as an is-

sue for Clinton. During his presiden-
tia] campaign last year, he was faced
with questions about whether his
administration in Arkansas gave fa-

‘vorable treatment to the troubled

S&L in the mid-1980s when it was
seeking state permission for new

ways to raise money.

EaY

Hillary Clinton, then a lawyer w1th
the influential Rose law firm of thtle
Rock, acted as an attorney for Mad-
ison when it went before the State
Securities Commission in 1985. An
issue was raised during Clinton’s

1992 presidential campaign about’
heS&Lwas o]
conflict of interest. She said her legal -

work had been minimal.

Controversy also arose during the
1992 campaign over Whitewater’s
finances. Press investigations of
Madison showed that Susan McDou-
gal’s advertising firm, which was as-
sociated with Madison, degiiated
money in Whitewater’s acc at
the S&I, to cover an overdraft.

Under intense media scrutiny,
Denver lawyer James Lyons was re-
tained by the campaign to do a report
on Whitewater’s business dealings
and he found the Clinton’s lost mon-
ey on the investment and had done

nothing improper. Officials said they

could not locate many of the records
that might answer questnons about
the transactions.

Tucker, a former congressman
and state attorney general, was in-
volved in a number of Madison loans,
which went to fund small real estate

deals, Tucker’s cable television com- |

pany and major industrial proj

Madison loaned one of TWgPr’s
companies, Castle Water and Sewer,
more than $1 million. His company
was to provide service to the Castle
Grande mobile home park, a Madison
Financial Corp. development near
Little Rock, but the S&L ended up
losing $861 000 on the loan, the
RTC said in an 1990 court docu-
ment.

Staff writers Michael Isikoff in
Washington and Howard Schneider
in Little Rock contributed to this
report.
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Type of References Requested:
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Subversive References Only
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Main . References Only
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‘% JOHN L. MCCLELLAN, ARK., CHAIRMAN
sut :ﬂ«'ﬂRJY M. JACKSON .ASH. ;’ KARL E. MUNDT, S, HENRY M. JACKSON, WASH. KARL E. MUNDT, S. DAK,
W . E;.’VIN, JR.y . ? CARL T. CURTIS, AM J, ERVIN, JR., N.C. CARL,T. CURTIS, NEBR:
%'  HUBERTTY. HUMPHRY®, MINN. JACOB K. JAVITS, DMUND S. MUSKIE, MAINE
ERNEST GRUENING, ALASKA
EDMUND S, MUSKIE, MAINE JEROME S. ADLERMAN
i: ) g LY WALTER L. REYNOLDS, CH SEe e
« o . » CHIEF CLERK DONALP F. O'DONNELL

ACTING CHIEF COUNSEL. ~

o
NI Alnifed Hiafes Denafe

i')\‘k COMMITTEE ON

GOVERNMENT OPERATIONS

SENATE PERMANENT SUBCOMMITTEE ;
ON INVESTIGATIONS Mr. Beh]'nont.._..._
(PURSUANT TO S. RES. 69, 57TH CONGRESS) Mr. Callahan...
Mr. Coy;&;i
May 1, 1961 . DET;

Mz, Taotter______
Mr. V".C.Sollivan

Honorable J. Edgar Hoover Tele. Room
Mr. Ingram._____

Director, Miss Gandy.
Federal Bureau of Investigation -

Washington 25, D.C.
O name checks

Dear Mr. Hoover:

}"'H) James B%Mc])ougal, who was born August 25, 1940

in Bradford, Arkansas, is being considered for a position b6
by the Senate Permanent Subcommittee on Investigations of b7C
the Committee on Government Operations. His parents, Leo ) :
M. and Lorene McDougal, reside in Bradford, Arkansas. Mr. PR

McDougal has not yet established a residence in Washington,
(
f

D.C.

It would be appreciated if you would check his
name against your files and advise us whether they contain

any informabtion bearing upon his loyalty, character or in-
tegrity.

Sincerely yours,

MAY 4 1961

/ ¢ L. McClellan
. ‘* Chairmen . @fﬂ

4 MAY11 1961 ;
Y )
~LY E
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JMOZARK ;
“FAG - SBA; FIF;
MAJOR CASE 106;
00: LITTLE ROCK

PURPOSE: To request that the Personnel Division identify two
typists to be detailed to Little Rock for a period of 180 days
starting 3/15/94. '

RECOMMENDATION: That the Personnel Division identify two typists
to be assigned to Little Rock on a temporary duty (TDY) basis for
a period of 180 days starting 3/15/94. All travel and TDY costs
should be billed to TR15SA940021.

DETAIIS: Captioned matter is a matter of intense interest to the
United States Government, the National Media, Congress, and the
general public. It was designated Major Case 106 on 12/16/93.

As background information, this investigation was .
opened by the Little Rock Division on 5/26/93 based on
information received from variolGs sources. The initial
allegations were that David’Hale, a former municipal court judge,
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Memorandum from | | to | | be
Re: Mozark b7¢C

DETATIIS CONTINUED:

used his company to defraud the Small Business Administration
(SBA) of millions of dollars in funding. Hale's companys7iCapital
Management Services, Inc., was a Small Business Investment
Company (SBIC) which obtained funding from the SBA. For
informational purposes, the SBA grants the status of SBIC to
those companies filing for it. The purpose of the SBIC is to
lend money to disadvantaged minority companies. For every dollar
of investment money raised by the SBIC, the SBA will match it

$3 to $1. The investor will receive a return on his capital and
also a tax deduction of 36 percent of the investment.

The basic scheme used by Hale and associates to defraud
the SBA was to obtain "investment" money from friends and
associates. Hale would then present this money to the SBA as new
investment money and request up to the $3 to $1 match. When Hale
received the money from the SBA, he would return the "seed" money
back to his "investors." In order to obtain the SBA money, Hale
made various false statements and false representations to the
SBA.

On 9/24/93, David Hale and two other co-conspirators
were indicted by a Federal Grand Jury in Little Rock on charges b6
of defrauding the SBA. After Hale learned he was_to be indicted b7C
he claimed to the press that~President”Clinton;

] and Ja "_Dougalfﬁﬁadison Guaranty Savings and

Loan 4(5MGSL) . pressured ‘Him to use®his SBIC to improve the
financial position of MGSL by lending SBIC money to those
individuals who owed money to the savings bank. These
individuals, most of them friends of McDougal, then used the
SBIC money to pay back the loans at the savings bank.

N/ Hale claims that a $300,000 loan was made to

Susan.'McDougal, some of the money went to pay back a personal

oan/business loan of President and Mrs. Clinton at MGSL. This
transaction relagted to a business venture gf-the Clintons and
McDougals namegdqWhite Water Development /(WWD). These allegations
have led to massive press coverage of this matter regarding the
Clintons involvement in WWD and other financial dealings of the
Clintons, McDougals, and other prominent business leaders in
Arkansas.

(CONTINUED - OVER)
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Memorandum from | | to] | b6
Re: Mozark b7C

DETATLS CONTINUED:

In January 1994, Attorney General Reno appointed
Robert Fiske as a Special Counsel to handle captioned matter.
Mr. Fiske has requested FBI support for this investigation. To
date, 15 agents, six financial analysts, one secretary and two
clerks have been assigned to this special. Mr. Fiske has
assigned seven attorneys and two paralegals to assist in the
handling of this investigation. Mr. Fiske has brought his
personal secretary to handle legal matters. Due to the number of
FBI resources assigned to captioned investigation, Little Rock is

in need to two typists to handle the typing of the investigation
being conducted.

CID has reviewed this request, discussed the need for
these requests with Little Rock, and concurs with the SAC's
request for these TDY personnel.

Due to the extreme sensitivity of this matter as well
as the urgency in this request, it is requested that this matter

be handled on an expedited basis. Any problems or estions should
be discussed with Supervisory Special Agent b6
Governmental Fraud Unit, Extension [:::f b7c




0-19 (Rev. 4-26-83})

H partman Probe of Arkansas S&L Ruled Out{

-¥oy

““*" By Susan Schmidt

Washington Post Staff Writer

L

The Democratic chairman of the
House Banking Committee has
changed his mind and decided not to
participate in a congressional inves-
tigation of a failed Arkansas savings
‘and loan with ties to President Clin-

ton-that is now under scrutiny by-

the Justice Department.

Last month, at the request of
Republicans on the Banking Com-
mittee, Rep. Henry B. Gonzalez
(D-Tex.) said that the committee
staff would cond,uct a bipartisan
 investigation.of Madison Guaranty

Savings & Loan of Little Rock.

Madison’s former owner, James B.
. McDougal was a partner in a land

developmerit company with Clin-

ton and Hillary Rodham Clinton.
Rep. Jim Leach (Iowa), the com-
mittée’s ranking Republican, said

GOP committee members intend to
go forward with the investigation,
and letters to various state and fed-
eral regulatory agencies were sent
out late last week over his signa-
ture.

'In a four-page letter to Gonzalez
Leach raised a dozen issues relating
to Madison that he said merit con-
gressional scrutiny, including alle-
gations under review by the Justice
Department that S&L funds may
have been used for political pur-
poses.

Gonzalez, in a statement re-
leased by his office, said that
Madison officials “may have en-
gaged in illegal activities, but
those matters are most appropri-
ately addressed by the Justice De-
partment and the bank regulators,
not the committee. In fact, the
Justice Department is already ac-

tively pursuing a criminal inves- '

purely political fishing expedition.” (

Republzcans on House Banking Panel Pursue Case With Clinton Links ;

tigation, and several banking agen-
cies are determining whether they |
can file civil suits.”

In a letter to Leach, Gonzalez‘
said the circumstances at Madison |
do not raise legislative issues, "
and he said he would not permit
“Republican political operatives” to
use the committee to conduct “

_ ]
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