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COMPTROLLER GENERAL OF THE U&lTED STATES 
WASHINGTON D.C. 20548 

The Honorable William D. Ford 
Chairman, Committee on Post Office 

House of Representatives 
and Civil Service 

Dear M r .  Chairman: 

This responds to your letter o€ J u l y  27,  1983, jointly 
signed/by Subcommittee Chairmen Robert Garcia and Nickey 
Leland concerning certain financial transactions involving 
United States Postal Service Governorp John McKean, and two 
members of the White House Staff, Mr, Edwin Meese 111, and 
M r .  Michael Deaver. The transactions occurred in 1981, 
the year in which Mr. McKean's name was submitted to the 
President to fill a vacancy on the Postal Service Board of 
Governors. 

You requested that the General Accounting Office review 
the nature of these transactions, their timing in relation 
to Mr. FlcKean's nomination and the comprehensiveness arid 
timeliness of their reporting. 

In reviewing t h i s  matter, we interviewed Mr, Pleese, 
Mr, Deaver, and Mr. McHean, as well as the President's 
comsei, Mr. Fielding, and Mr, Pendleton Jmes, former 
Director of Presidential Personnel. We exm.ined the Finan- 
cial Disclosure Statements of the three principal parties in 
light of the pertinent provisions of the E t h i c s  in Govern- 
ment Act, Pub, L. 95-521, as amended. The information we 
obtained is set forth below and is supplemented by a cfiron- 
ology in Attachment 1 and a list of docunents reviewed in 
Attachrnent 2. Together with this information w e  are provid- 
ing our analysis of the principal parties' compliance with 
the financial disclosure requirements of the Ethics in 
Government A c t .  

PART I - DEAVER-MCXEAM IIELATIDNSHIP 
Mr, Deaver became acquainted with Nr. WcKean in I373 

upon the recommendation of a friend. Mr, WcKean immedietely 
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began  s e r v i n g  as M r .  and M r s .  D e a v e r ' s  t a x  a d v i s o r  and 
c o n t i n u e s  t o  s e r v e  i n  t h a t  c a p a c i t y .  H i s  f i r m ,  J o h n  R. 
McKean, A c c o u n t a n t s ,  r e g u l a r l y  b i l l s  and is p a i d  for h i s  
s e r v i c e s  by t h e  Deave r s ,  

P u r c h a s e / L e a s e  T r a n s a c t i o n  

M r .  Deaver  t e r m i n a t e d  h i s  a s s o c i a t i o n  w i t h  Deaver  and 
Hannafo rd ,  I n c . ,  i n  preparat ion for assuming h i s  p o s i t i o n  
i n  t h e  Reagan a d m i n i s t r a t i o n .  As a r e s u l t  of t h i s  t e r m i n a -  
t i o n  M r .  Deaver r e c e i v e d  a $21,000 lump-sum payment  t h a t  
posed  a n  u n e x p e c t e d l y  l a r g e  income t a x  l i a b i l i t y  i n  1981. 
S e e k i n g  t a x  p l a n n i n g  a d v i c e ,  M r .  and Mrs. Deaver  c o n t a c t e d  
Mr. McKean i n  Augus t  1981. He s u g g e s t e d  t h a t  t h e  Deave r s  
e n t e r  i n t o  a t r u c k  p u r c h a s e / l e a s e  a r r a n g e m e n t  t h a t  would 
p r o v i d e  t a x  d e d u c t i o n s  i n  1987 t o  h e l p  o f f s e t  t h e  $21,000 
added income. M r .  and M r s .  Deaver  a g r e e d  to t h e  a r r a n g e m e n t  
and  M r .  McRean p r o c e e d e d  t o  work o u t  t h e  d e t a i l s .  

M r .  McKean e s t a b l i s h e d  a n  a r r a n g e m e n t  whereby  
Mrs. Deave r ,  u n d e r  t h e  name of CD L e a s i n g ,  bor rowed $58,889 
from M r .  H e l m u t  Moss t o  p u r c h a s e  a t r u c k  from I d a h o  P e t e r -  
b i l t ,  I n c . ,  a t r u c k  d e a l e r  and d i s t r i b u t o r .  M r .  Moss owns a 
75 p e r c e n t  i n t e r e s t  i n  I d a h o  P e t e r b i l t  and Mr. McKean owns 
25 p e r c e n t .  As e x p l a i n e d  by M r ,  McKean, t h i s  t r a n s a c t i o n  
e n t i t l e d  t h e  D e a v e r s  t o  d e d u c t  d e p r e c i a t i o n  and i n t e r e s t  
e x p e n s e s  and t o  t a k e  a n  i n v e s t m e n t  t ax  c r e d i t  on t h e i r  1981 
j o i n t  F e d e r a l  income t a x  r e t u r n .  

Under t h e  n o t e  s i g n e d  by Mrs. Deaver o n  O c t o b e r  7 ,  
1981,  t h e  $58,889 l o a n  is p a y a b l e  o n  demand t o  Mr. Moss and 
bears i n t e r e s t  a t  t h e  r a t e  of 18 p e r c e n t  per  annum. T h a t  
r a t e  w a s  c o n s i s t e n t  w i t h  t h e  a v e r a g e  r a t e  t h e n  c h a r g e d  by 
commercial b a n k s  €or p e r s o n a l  l o a n s .  A p p r o x i m a t e l y  $14,000 
i n  p r i n c i p a l  and i n t e r e s t  had  b e e n  p a i d  on t h e  n o t e  as of 
December 3 1 ,  1982. 

The s e c o n d  p a r t  of t h e  a r r a n g e m e n t  e s t a b l i s h e d  by 
M r .  McKean was a lease of t h e  p u r c h a s e d  t r u c k  t o  p r o v i d e  
r e n t a l  income s u f f i c i e n t  t o  c o v e r  p r i n c i p a l  and  i n t e r e s t  
payments  o n  t h e  l o a n .  The l e a s e  was s i g n e d  o n  October 7 ,  
1981, by Mrs. Deaver  and Mr. Moss, o n  b e h a l f  of CD L e a s i n g  , 

as l e s s o r . a n d  Ipelco,  I n c . ,  as  lessee.  Ipelco s e r v e s  as  t h e  
l e a s i n g  e n t i t y  f o r  I d a h o  P e t e r b i l t ,  I n c . ,  and  i s  75  p e r c e n t  
owned by M r .  Ezoss and 25 percent owned by M r .  McKean. The 
l ease  is for a t e r m  of 23 mc.n.ths and  r e q u i r e s  Ipelco t o  make 
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r e n t a l  payments  t o t a l i n g  $43,699. Accord ing  to M r .  McKean, 
t h e  u l t i m a t e  lessee is  n o t  Ipelco,  b u t  Motor West, a p a r t -  
n e r s h i p  i n  which h e  h a s  no i n t e r e s t .  The Deavers had 
r e c e i v e d  r e n t a l  payments  o f  a p p r o x i m a t e l y  $22,000 a s  of 
December 31, 1982.  

Accord ing  to  M r .  McKean, a t  l e a s t  t w o  o p t i o n s  e x i s t  a t  
t h e  exp i r a t ion  of t h e  lease: a new lease or sale of t h e  
t r u c k .  Mr. McKean is e v a l u a t i n g  t h e s e  a l t e r n a t i v e s  and  
b e l i e v e s  t h a t  e i t h e r  w i l l  p r o v i d e  p r o c e e d s  s u f f i c i e n t  t o  
re t i re  t h e  Deaver  l o a n  w i t h i n  a b o u t  6 months. 

M r .  McKean s t a t e d  t h a t  t h i s  p u r c h a s e  and lease a r r a n g e -  
ment is  a r e l a t i v e l y  r o u t i n e  t a x  s h e l t e r  d e v i c e ,  s i m i l a r  t o  
o n e s  t h a t  h e  and  h i s  p a r t n e r s  have  a r r a n g e d  €or c l i e n t s  
o t h e r  t h a n  M r .  and  M r s .  Deaver .  N o  f e e  was c h a r g e d  f o r  t h i s  
s e r v i c e  o t h e r  t h a n  t h e  r e g u l a r  f e e  cha rged  on an h o u r l y  
basis.  

McKean Nominat ion  

M r .  McKean s t a t e d  t h a t  he f i r s t  l e a r n e d  t h a t  M r .  Deaver 
w a s  recommending him f o r  a p o s i t i o n  on t h e  P o s t a l  S e r v i c e  
Board of G o v e r n o r s  on  J u l y  27,  1981,  when Mr. Deaver  c a l l e d  
M r .  McKean t o  a s k  i f  he would be  w i l l i n g  to s e r v e .  A t y p e d  
l i s t  of c a n d i d a t e s  f o r  t h e  p o s i t i o n  p r e p a r e d  by t h e  O f f i c e  
of P r e s i d e n t i a l  P e r s o n n e l  on J u l y  1 3 ,  1981, d i d  n o t  i n c l u d e  
M r .  McKean's name, a l t h o u g h  h i s  name a p p e a r s  on  t h e  document 
i n  h a n d w r i t i n g .  M r .  P e n d l e t o n  James, Director  of P r e s i -  
d e n t i a l  P e r s o n n e l  a t  t h e  t i m e ,  s t a t e d  t h a t  M r .  Deaver  recom- 
mended M r .  McKean f o r  t h e  p o s i t i o n  d u r i n g  a regular  m e e t i n g  
of t h e  " s e n i o r  p e r s o n n e l  p a n e l "  on J u l y  31,  1981. T h i s  
panel c o n s i s t e d  o f  M r .  Deaver ,  M r .  Meese, M r .  B a k e r ,  and 
M r .  James. Accord ing  t o  M r .  James, when M r .  Deaver  s u g g e s t -  
ed t h a t  M r .  McKean's name be  s u b m i t t e d  t o  t h e  P r e s i d e n t ,  t h e  
o t h e r  p a n e l  members a g r e e d .  Whi l e  t h e  p a n e l  o r d i n a r i l y  
a c t e d  upon recommendat ions  t h a t  had been  p r o c e s s e d  t h r o u g h  
t h e  O f f i c e  of P r e s i d e n t i a l  P e r s o n n e l ,  w e  were a d v i s e d  t h a t  
it was n o t  u n u s u a l  f o r  a recommendat ion to  be i n i t i a t e d  and 
a c t e d  upon a t  a p a n e l  mee t ing .  

M r .  McRean e x p l a i n e d  t h a t  h e  h a s  n e v e r  d i s c u s s e d  
t h e  n o m i n a t i o n  w i t h  M r .  Deaver  i n  c o n n e c t i o n  w i t h  t h e  t r u c k -  
p u r c h a s e / l e a s e  t r a n s a c t i o n .  H e  f u r t h e r  s t a t e d  t h a t  h e  had 
no c o n t a c t  w i t h  t h e  Whi te  House a f t e r  M r .  D e a v e r ' s  c a l l  o n  
J u l y  27 ,  1981, u n t i l  August  I ? ,  1981 ,  when h e  l e a r n e d  t h a t  
t h e  P r e s i d e n t  i n t e n d e d  to  nomina te  h i m  to  t h e  Board o f  Gov- 
e r n o r s .  Between August  17,  1981,  and Oc tobe r  29, 1981,  t h e  
u s u a l  fo rms  and c l e a r a n c e s  were p r o c e s s e d  and on November 4 ,  

. 1981, M r .  McKean was f o r m a l l y  nominated  by t h e  P r e s i d e n t .  
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H e  was c o n f i r m e d  by t h e  S e n a t e  on March 8 ,  1982,  t o  a term 
e n d i n g  i n  1986. G o v e r n o r s  receive a s a l a r y  of $10 ,000  per 
y e a r  p l u s  $300 a d a y  f o r  n o t  more t h a n  30 d a y s  of m e e t i n g s  
e a c h  year. 

Mr, McKean ind ica t ed  t h a t  h e  s t a r t e d  thinking a b o u t  
a l o n g e r  term o n  t h e  Board of Governor s  a round  mid-summer 
1982. He believed t h a t  a l o n g e r  term would e n h a n c e  h i s  
p o s i t i o n ,  i n f l u e n c e ,  and e f f e c t i v e n e s s  as  a member o f  t h a t  
body. M r .  McKean s t a t e d  t h a t  h e  r a i s e d  t h e  sub jec t  of a 
l o n g e r  term d u r i n g  s e p a r a t e  d i scuss ions  w i t h  M r .  Deaver  and 
M r .  Meese w h i l e  he  was i n  Washington  f o r  a Board o f  Gover- 
n o r s  m e e t i n g .  M r .  PlcKean s a i d  he  was aware t h a t  a f u l l  
+ y e a r  term would become a v a i l a b l e  i n  December 1982 and had 
d i s c u s s e d  h i s  i n t e r e s t  i n  t h e  l o n g e r  term w i t h  o t h e r  members 
o f  t h e  Board of Governor s .  M r .  Deaver  s a i d  h e  recommended 
M r .  McKean f o r  a f u l l  term b e c a u s e  he  b e l i e v e d  M r .  McKean 
had been  d o i n g  a good j o b .  The second  n o m i n a t i o n  was i n i t i -  
a t e d  i n  t h e  l a t t e r  p a r t  of 1982. The  P r e s i d e n t  nominated  
M r .  McKean t o  a f u l l  term o n  J a n u a r y  26 ,  1983,  and h e  was 
c o n f i r m e d  by t h e  S e n a t e  on  F e b r u a r y  2 4 ,  1983. 

Deaver F i n a n c i a l  Disclosure 

Under T i t l e  I1 o f  t h e  E t h i c s  i n  Government A c t ,  t h e  
incumbent  of a p o s i t i o n  d e s c r i b e d  i n  S e c t i o n  205(€) is 
r e q u i r e d  t o  f i l e  a F i n a n c i a l  Disclosure R e p o r t ,  Form 278, 
o n  or b e f o r e  May 1 5 t h  of e a c h  y e a r .  T h a t  a n n u a l  r e p o r t  
covers n o t  o n l y  t h e  e m p l o y e e ' s  own f i n a n c i a l  i n t e r e s t s  b u t  
t h e  income, h o l d i n g s  and  l i a b i l i t i e s  o f  h i s  or h e r  spouse. 
M r .  Deaver f i l e d  Forms 278 on May 17 ,  1982,  and May 16,  
1983. S i n c e  May 1 5 t h  f e l l  on  a weekend i n  1982 and 1983,  
both r e p o r t s ,  f i l e d  o n  t h e  f i r s t  workday t h e r e a f t e r ,  were 
t i m e l y  f i l e d .  

The D e a v e r s '  f i n a n c i a l  i n t e r e s t s  r e l a t e d  t o  t h e  t r u c k  
p u r c h a s e  and lease t r a n s a c t i o n s  are p r o p e r l y  r e p o r t e d  on 
b o t h  F i n a n c i a l  Disclosure R e p o r t s .  On S c h e d u l e  A of t h e  
form f i l e d  Hay 17 ,  1982,  c o v e r i n g  income and h o l d i n g s  for 
c a l e n d a r  y e a r  1931,  M r .  Deaver  r e p o r t e d  r e c e i v i n g  r e n t a l  
income o f  be tween $ 2 , 5 0 0  and $5 ,000  E r o m  t h e  " l ea se  of 
p e r s o n a l  p r o p e r t y ,  v i s . ,  o n e  new P e t e r b i l t  T r a c t o r , "  and  
r e p o r t e d  t h e  t r a c t o r  as  a n  asse t  h e l d  f o r  t h e  p r o d u c t i o n  
of income h a v i n g  a v a l u e  of be tween $50,001 and  $100,000 
based  cn i t s  pr ice  at t h e  d a t e  of p u r c h a s e .  P u r c h a s e  of 
t h e  t r ac to r  i n  O c t o b e r  1981 was l i s t e d  on S c h e d u l e  B o f  t h e  
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Form 278. The l i a b i l i t y  o n  t h e  n o t e ,  shown a s  p a y a b l e  t o  
"Helmut Moss, c/o I d a h o  P e t e r b i l t ,  I n c . ,  6 6 3 3  F e d e r a l  Way, 
Boise, I d a h o  83705" was p r o p e r l y  r e p o r t e d  on  S c h e d u l e  D. 
T h a t  l i a b i l i t y  was shown a s  w i t h i n  t h e  c a t e g o r y  o f  amount 
from $50,001 to  $ 1 0 0 , 0 0 0  and was d e s c r i b e d  as follows: 

"Approx. 18.0%, demand note,  an t i c ipa t ed  
a m o r t i z a t i o n  p e r i o d  t o  be  less t h a n  48 mos, 
funded  by p r o c e e d s  f rom t rac tor  lease 1981." 

The t r ac to r ,  lease and  n o t e  were shown as f i n a n c i a l  i n t e r -  
ests of Mrs. Deaver .  

On S c h e d u l e  A o f  t h e  Form 278 f i l e d  on May 16 ,  1983, 
c o v e r i n g  c a l e n d a r  y e a r  1982,  M r .  Deaver  a c c u r a t e l y  reported 
Mrs. D e a v e r ' s  receipt o f  r e n t a l  income of be tween $15 ,000  
and $50,000 a t t r i b u t a b l e  t o  a " P e t e r b i l t  Tractor" h a v i n g  a n  
asset v a l u e  o f  between $50,001 and $100 ,000 .  M r .  Deaver  
r e p o r t e d  t h e  n o t e  owed t o  E e l m u t  Moss as a l i a b i l i t y  u n d e r  
S c h e d u l e  D. It is r e p o r t e d  i n  e s s e n t i a l l y  t h e  same manner 
as for t h e  p r i o r  y e a r ,  e x c e p t  f o r  a n  i n d i c a t i o n  t h a t  t h e  
a m o r t i z a t i o n  p e r i o d  is a n t i c i p a t e d  t o  b e  60 r a t h e r  t h a n  
48 months.  

PART I1 - MEESE-MCKEAN RELATIONSHIP 

P l r .  Meese t o l d  u s  t h a t  h e  was i n t r o d u c e d  t o  Mr. McKean 
by M r .  Deaver  i n  l a t e  1980 or e a r l y  1981. M r .  McKean i m -  
m e d i a t e l y  began a d v i s i n g  M r .  and Mrs. Meese o n  t a x  and other  
f i n a n c i a l  matters and c o n t i n u e s  t o  s e r v e  a s  t h e  Meeses' t a x  
a d v i s o r .  H i s  f i r m  r e g u l a r l y  b i l l s  and  i s  p a i d  by them f o r  
h i s  services. 

Loans 

M r .  McKean s t a t e d  t h a t  Mr. Meese c a l l e d  him i n  e a r l y  
J u n e  1981 t o  request a m e e t i n g .  The t w o  m e t  on J u n e  13, 
1981,  i n  M r .  McKean's o f f i c e  where  M r .  Meese e x p l a i n e d  t h a t  
he was f a c i n g  ' 'cash f low" p rob lems  a r i s i n g  from c o l l e g e  t u i -  
t i o n  e x p e n s e s  for  h i s  c h i l d r e n  and h i s  i n a b i l i t y  to  s e l l  h i s  

- f o r m e r  r e s i d e n c e  i n  L a  Mesa, C a l i f o r n i a .  

M r .  McKean s a i d  k h a t  he  and M r .  Meese met i n  McKean's 
o f f i c e  a second t i m e  on  J u n e  1 7 ,  1981. They d e t e r m i n e d  a t  
t h i s  m e e t i n g  t h a t  N r .  Meese would need a t o t a l  of $60,000--  
$40 ,000  i n i t i a l l y  and $ 2 0 , 0 0 0  a t  a l a t e r  d a t e .  M r .  McKean. 
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wrote a $40 ,000  c h e c k  to  M r .  Meese on J u n e  25, 7981. 
M r ,  Meese's l i a b i l i t y  f o r  t h e  $40 ,000  w a s  r e c o r d e d  i n  t h e  
form of a p r o m i s s o r y  n o t e  e x e c u t e d  J u n e  25, 1981.  The n o t e  
o b l i g a t e d  M r .  and  Mrs. Meese to  p a y  t h e  loan  p r i n c i p a l  o n  
demand t o  " John  R. McKean, T r u s t e e ,  or o r d e r , "  The s t a t e d  
i n t e r e s t  r a t e s  o n  t h e  n o t e  were 21 p e r c e n t  per annum from 
J u l y  1 t h r o u g h  S e p t e m b e r  30 ,  1981,  and t h e r e a f t e r ,  t h e  
g rea te r  o f  Bank o f  America prime r a t e  or 18 p e r c e n t .  
I n t e r e s t  paymen t s  were t o  b e  made n o t  l e s s  t h a n  a n n u a l l y .  

M r .  McKean s t a t e d  t h a t  M r .  Meese c a l l e d  him ir, 
December 1981 t o  s a y  t h a t  h e  needed  t h e  a d d i t i o n a l  
$20,000.  M r .  McKean wrote a $20,000 check  t o  Mr. Meese 
o n  December 28 ,  1981. A s e c o n d  p r o m i s s o r y  n o t e ,  d a t e d  
December 28, 1981,  r e c o r d e d  M r .  and M r s .  Meese's o b l i g a t i o n  
for t h e  $ 2 0 , 0 0 0 .  T h i s  n o t e  c o n t a i n e d  t h e  same terms as  t h e  
f i rs t  n o t e ,  e x c e p t  t h a t  p r o v i s i o n  f o r  t h e  25 p e r c e n t  i n t e r -  
e s t  r a t e  w a s  de le ted .  The  18 p e r c e n t  r a t e  s p e c i f i e d  i n  this 
and t h e  ea r l i e r  n o t e  was c o n s i s t e n t  w i t h  ra tes  t h e n  c h a r g e d  
by commercial b a n k s  f o r  p e r s o n a l  l o a n s .  M r .  McKean s a i d  h e  
h a s  n o t  r e c e i v e d  a n y  fee f o r  h i s  pa r t  i n  t h e  l o a n  t r a n s a c -  
t i o n s  o t h e r  t h a n  t h e  r e g u l a r  f e e  h e  c h a r g e d  o n  a n  h o u r l y  
basis .  

M r .  McKean s e n t  M r .  Meese a s t a t e m e n t  on J u n e  4 ,1982,  
for t h e  i n t e r e s t  d u e  on  t h e  f i r s t  p r o m i s s o r y  n o t e  i n  t h e  
amount o f  $3 ,900  for  t h e  p e r i o d  f rom J u l y  1 t o  December 31, 
1987. M r .  Meese made no  p a y x e n t s  on t h e  i n t e r e s t  due .  On 
November 3 ,  1 9 8 2 ,  Mr. McKean s e n t  M r .  Meese t h r e e  separate 
s t a t e m e n t s  f o r  t h e  i n t e r e s t  d u e  o n  b o t h  p r o m i s s o r y  n o t e s  
t h r o u g h  Sep tember  30 ,  1982. The t h r e e  s t a t e m e n t s  t o t a l e d  
$12 ,000  and i n c l u d e d  t h e  $ 3 , 9 0 0  p r e v i o u s l y  b i l l e d .  None of 
t h e  t h r e e  was p a i d  by M r .  Meese. 

Mr. Meese e x p l a i n e d  t h a t  he  i n i t i a l l y  p l a n n e d  t o  r e p a y  
t h e  t w o  p r o m i s s o r y  n o t e s  w i t h  t h e  p r o c e e d s  f rom t h e  s a l e  of 
h i s  L a  Mesa, C a l i f o r n i a ,  h o u s e  b u t  was u n a b l e  t o  s e l l  t h a t  
h o u s e  as q u i c k l y  a s  h e  had  hoped.  The  h o u s e  w a s  on the 
m a r k e t  f o r  a b o u t  20 months  b e f o r e  b e i n g  sold i n  September 
1982,  and  t h e n  y i e l d e d  M r .  Meese f a r  less t h a n  o r i g i n a l l y  
a n t i c i p a t e d ,  

M r .  and  Mrs. Meese s i g n e d  t w o  new p r o m i s s o r y  n o t e s  
on November 9 ,  1982,  t o  s u c c e e d  t h e  o r i g i n a l  n o t e s .  A s  
w i t h  t h e  o r i g i n a l  n o t e s ,  t h e  new n o t e s  were i n  t h e  amoun t s  
of $40 ,000  and  $20 ,000 and  c a r r i e d  t h e  same terms e x c e p t  
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for f i x i n g  t h e  i n t e r e s t  r a t e  on b o t h  a t  18 p e r c e n t  p e r  
annum w i t h  no r e f e r e n c e  t o  t h e  p r ime  rate.  A s  of J u n e  3 0 ,  
1983, Mr. Meese had made no payments  on  t h e  new n o t e s ,  
Mr. McKean's f i r m  s e n t  Mr. Meese a s t a t e m e n t  on  J u n e  10,  
1983, showing t o t a l  a c c r u e d  i n t e r e s t  of $20,100 a s  o f  
June 30, 1983, o n  t h e  o r i g i n a l  and  s u b s t i t u t e  n o t e s .  

I n  e a r l y  J u n e  1983 Mr. Meese and  Mr. McKean took s teps  
toward c o n s o l i d a t i n g  t h e  p r i n c i g a l  and a c c r u e d  i n t e r e s t  
o b l i g a t i o n s  a s  a s e c u r e d  i n d e b t e d n e s s .  Mr. and  Mrs. Meese 
met w i t h  M r .  McKean i n  h i s  o f f i c e  on Augus t  2 0 ,  1983,  a t  
which time M r ,  Meese paid $100  of accrued i n t e r e s t .  A t  t h a t  
m e e t i n g  M r .  and Mrs. Meese s i g n e d  a n  a p p l i c a t i o n  f o r  a loan 
of $80,000 f rom a commercial l e n d e r  t o  be  s e c u r e d  by a 
second  deed  o f  t r u s t  on t h e i r  McLean, V i r g i n i a ,  r e s i d e n c e ,  
M r .  McKean s t a t e d  t h a t  h e  e x p e c t s  t o  l e a r n  w i t h i n  60  d a y s  
whe the r  t h e  Meeses' l o a n  a p p l i c a t i o n  is approved .  He 
b e l i e v e s  t h e  Meeses w i l l  be ab le  t o  b e g i n  making r e g u l a r  
payments  on t h i s  o b l i g a t i o n  now t h a t  Mrs. Meese is employed,  

One of M r .  McKean's p a r t n e r s  t o l d  u s  t h a t  t h e  f u n d s  
used  t o  p r o v i d e  t h e  Meese l o a n s  came from a n  i n v e s t m e n t  
p o o l  which t h e  p a r t n e r  e s t a b l i s h e d  and  manages f o r  c l i e n t s .  
H e  s a i d  h e  had e s t a b l i s h e d  s i m i l a r  i n v e s t m e n t  p o o l s  i n  t h e  
pas t ,  n o r m a l l y  c o n s i s t i n g  o f  p e n s i o n  f u n d s  t ha t  c l i e n t s  w i sh  
t o  i n v e s t  f o r  maximum r e t u r n .  The i n v e s t m e n t  p o o l  f rom 
which t h e  Meese l o a n s  were made was e s t a b l i s h e d  i n  May 1981 
w i t h  $100,000 o f  c l i e n t s '  f u n d s .  Two c l i e n t s  i n i t i a l l y  
p r o v i d e d  t h a t  fund  amount.  

M r .  McKean's p a r t n e r  s a i d  t h e  i n i t i a l  p u r p o s e  i n  
e s t a b l i s h i n g  t h i s  p o o l  was t o  p u r c h a s e  o f f i c e  f u r n i t u r e  
€or the McKean a c c o u n t i n g  f i r m  and t o  make o t h e r  o f f i c e  
improvements .  H e  s t a t e d  t h a t  i n  May 1981 t h e  f i r m  borrowed 
$40 ,000  from t h e  pool f o r  t h e s e  p u r p o s e s ,  and i n  Jme 1981 
a r r a n g e d  t w o  o t h e r  l o a n s  from t h e  pool--one b e i n g  a loan  t o  
M r .  Meese f o r  $4-0,000 and t h e  o t h e r  a loan t o  a n o t h e r  c l i e n t  
for $ 2 0 , 0 0 0 .  Thus ,  a s  of J u l y  I ,  1981,  t h e  e n t i r e  $ 1 0 0 , 0 0 0  
of i n v e s t m e n t  p o o l  f u n d s  had been l o a n e d .  I n  l a t e  Decemher 
1981 t h e  o t h e r  c l i e n t  repaid h i s  $20,000 l o a n  and t h i s  sum 
was t h e n  used  to make t h e  $ 2 0 , 0 0 0  l o a n  t o  M r .  Meese on  
December 28,  1981. The p a r t n e r  s a i d  t h e  McKean f i r m  r e p a i d  
i ts $ 4 0 , 0 0 0  l o a n  i n  September  1982,  l e a v i n g  t h e  two Meese 
l o a n s  t o t a l i n g  $ 6 0 , 0 0 0  a s  t h e  o n l y  l o a n s  s t i l l  o u t s t a n d i n g .  
A t  t h a t  p o i n t  t h e  $ 6 0 , 0 0 0  was p r o v i d e d  by a s i n g l e  l e n d e r .  
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Mr. McKean s t a t e d  t h a t  h e  c o n s i d e r e d  a r r a n g i n g  t h e  
Meese l o a n s  t h r o u g h  commercial b a n k s  b u t  d i d  n o t  d o  so be- 
cause i n v e s t m e n t  p o o l  money was r e a d i l y  a v a i l a b l e  a s  l o n g  a s  
h e  c o u l d  assure  t h e  c l i e n t s  a good r e t u r n  on t h e i r  i n v e s t -  
ment. M r .  McKean's p a r t n e r  a s s u r e d  u s  t h a t  t h e  Meese l o a n s  
were n o t  u n u s u a l ,  e s t i m a t i n g  t h a t  h e  h a s  a r r a n g e d  s imi la r  
loans  f o r  p e r h a p s  1 2  o t h e r  c l i e n t s  i n  recent y e a r s .  

Mr. McKean's p a r t n e r  stated t h a t  he  d i d  n o t  i n i t i a l l y  
i n f o r m  t h e  pool i n v e s t o r s  t h a t  M r .  Meese was a b o r r o w e r  b u t  
h e  h a s  s i n c e  done  so. M r .  McKean and h i s  p a r t n e r  d i s c l o s e d  
t h e  i d e n t i t i e s  of t h e  l e n d e r s  t o  u s  o n  a c o n f i d e n t i a l  b a s i s  
and a s s u r e d  u s  t h a t  t h e y  c o n d u c t  no b u s i n e s s  w i t h  t h e  Fed- 
eral  Government.  M r .  McKean's p a r t n e r  s t a t e d ,  and M r .  Meese 
c o n f i r m e d ,  t h a t  Mr. Meese d o e s  n o t  know t h e  i d e n t i t y  o f  t h e  
l e n d e r s .  The p a r t n e r  p o i n t e d  o u t  t h a t  i n  l o a n  t r a n s a c t i o n s  
s u c h  as t h i s  he  d o e s  n o t  d i s c l o s e  t h e  names o f  t h e  l e n d e r s  
to  t h e  borrower b e c a u s e  he  sees no  r e a s o n  f o r  d o i n g  so. 

M r .  McKean's p a r t n e r  a l s o  s a i d  t h a t  t h e  c l i e n t  pro- 
v i d i n g  t h e  f u n d s  f o r  t h e  Fileese l o a n s  a t  t h i s  t i m e  h a s  n o t  
demanded payment o f  i n t e r e s t  or p r i n c i p a l .  The p a r t n e r  
e x p l a i n e d  t h a t  t h i s  c l i e n t  h a s  s u f f i c i e n t  r e t i r e m e n t  income 
and ,  for t ax  p u r p o s e s ,  would p r e f e r  t o  d e f e r  i n t e r e s t  income 
from t h e  Meese l o a n s  u n t i l  a n o t h e r  t a x  y e a r .  He s a i d  t h a t  
t h i s  c l i e n t  is s a t i s f i e d  a s  l o n g  a s  i n t e r e s t  c o n t i n u e s  t o  
accrue and t h e  b o r r o w e r  is s. good c r e d i t  r i s k .  

McKean Nominat ion  

4 M r .  Meese s t a t e d  t h a t  he f i r s t  l e a r n e d  of 
M r ,  McKean's c a n d i d a c y  f o r  t h e  Board of Governor s  p o s i t i o n  
when ME-. Deaver  s u g g e s t e d  M r .  McKean's name a t  a m e e t i n g  
of t h e  "senior  p e r s o n n e l  p a n e l "  i n  J u l y  of 1981. A s  t o  
M r .  McKean's n o m i n a t i o n  t o  a l o n g e r  term or: t h e  B e a r d ,  
Mr. Meese s a i d  t h a t  h e  d i d  n o t  i n i t i a t e  t h a t  recommenda- 
t i o n  b u t  p a r t i c i p a t e d  i n  t h e  s e n i o r  p e r s o n n e l  p a n e l  m e e t i n g  
when i t  was d i s c u s s e d  and approved  f o r  f o r w a r d i n g  t o  t h e  
Pres i d  e n  t . 

Mr. Meese s t a t e d  t h a t  t h e r e  is no  c o n n e c t i o n  be tween 
t h e  l o a n s  and  M r .  McKean's c o r n i n a t i o n s  t o  t h e  Board o f  
Governors .  H e  and M r .  McKean b o t h  s t a t e d  t h a t  t h e y  have  
n e v e r  d i s c u s s e d  M r .  McKean's a p p o i n t m e n t s  i n  c o n n e c t i o n  w i t h  
t h e  p e r s o n a l  f i n a n c i a l  t r a n s a c t i o n s  i n v o l v e d .  
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Meese F i n a n c i a l  D i s c l o s u r e  

Under S c h e d u l e  D of Form 278,  i ncumben t s  f i l i n g  t h e  
F i n a n c i a l  Disclosure Report d u e  May 15  of e a c h  y e a r  are 
r e q u i r e d  t o  i d e n t i f y  and g i v e  t h e  c a t e g o r y  of amount of 
l i a b i l i t i e s  owed t o  any c red i tor  w h i c h  exceeded $ 1 0 , 0 0 0  a t  
any  time d u r i n g  t h e  p r e c e d i n g  c a l e n d a r  y e a r ,  u n l e s s  t h a t  
l i a b i l i t y  f a l l s  w i t h i n  o n e  of the except ions no ted  i n  Sec- 
t i o n  2 0 2 ( a ) ( 4 )  of t h e  E t h i c s  i n  Government A c t .  The t w o  
o r i g i n a i  demand n o t e s  f o r  $ 4 0 , 0 0 0  and $ 2 0 , 0 0 0  p a y a b l e  by 
t h e i r  terms to  "John R. McKean, T r u s t e e ,  or  o r d e r "  a r e  n o t  
w i t h i n  any  o f  t h e  s t a t u t o r y  e x c e p t i o n s  and a re  shown a s  
" L i a b i l i t i e s "  u n d e r  S c h e d u l e  D of t h e  F i n a n c i a l  Disclosure 
R e p o r t s  f i l e d  by  M r .  Meese o n  May 1 7 ,  1982, and May 1 6 ,  
1983, c o v e r i n g  c a l e n d a r  y e a r s  1981 and 1982, r e s p e c t i v e l y .  
S i n c e  May 15 f e l l  on  a weekend i n  1982 and 1983, b o t h  
r e p o r t s ,  f i l e d  t h e  n e x t  workday, were t imely  f i l e d .  

On b o t h  Forms 278 M r .  Meese r e p o r t e d  t h e  " N a m e  and Ad- 
d r e s s  o f  C r e d i t o r "  as  "J. R. McKean, One C a l i f o r n i a  S t r e e t ,  
San F r a n c i s c o ,  C a l i f o r n i a "  and i n d i c a t e d  t h a t  e a c h  o f  t h e  
t w o  n o t e s  was f o r  a n  amount be tween $15 ,001  and  $50 ,000 .  I n  
t h e  b l c c k  f o r  r e p o r t i n g  t h e  "Type o f  L i a b i l i t y , "  i n c l u d i n g  
t h e  d a t e ,  i n t e r e s t  r a t e  and te rns ,  Mr. Meese g a v e  t h e  
f o l l o w i n g  d e s c r i p t i o n  of h i s  l i a b i l i t i e s  u n d e r  t h e  t w o  
n o t e s :  

"P romisso ry  Note 17 /81} ,  t h e  h i g h e r  of 13% 
or prime a t  Bank America; i n t e r e s t  p a y a b l e  
a n n u a l l y ;  p r i n c i p a l  on  demand. 

"P romisso ry  Note (12 /81)  terms same as 
above.  

The c a t e g o r y  of amount i s  p r o p e r l y  i n d i c a t e d  f o r  e a c h  n o t e .  
B u t  fo r  a t e c h n i c a l  d i s c r e p a n c y  i n  f a i l i n g  t o  note t h e  
21 p e r c e n t  r a t e  of i n t e r e s t  p a y a b l e  for  t h e  f i r s t  3 months 
under  t h e  n o t e  f o r  $ 4 0 , 0 0 0  and t o  i n d i c a t e  t h e  s u b s t i t u t i o n  
o f  n o t e s  e x e c u t e d  i n  November 1 9 8 2 ,  M r .  Meese d e s c r i b e d  t h e  
t y p e  o f  l i a b i l i t y  i n  t h e  manner c o n t e m p l a t e d  by t h e  i n s t r u c -  
. t i o n s  accompanying t h e  Form 278. 

As d e s i g n a t e d  e t h i c s  o f f i c i a l  fo r  t h e  Whi te  Housez 
M r .  F i e l d i n g  h a s  d e t e r m i n e d  t h a t  there  is a t e c h n i c a l  error 
i n  M r .  Meese's f a i l u r e  t o  i n d i c a t e  t h a t  M r .  McKean is t he  
c r e d i t o r  i n  h i s  c a p a c i t y  a s  trustee.  W e  have  been  a d v i s e d .  
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t h a t  Mr. Meese i n t e n d s  t o  amend t h e  two forms t o  show 
RMcRean, T r u s t e e "  i n  t h e  space f o r  r e p o r t i n g  t h e  name of t h e  
c r e d i t o r .  

Even w i t h  t h e  t e c h n i c a l  c o r r e c t i o n  c o n t e m p l a t e d  a 
quest ion remains whe the r  Mr. Meese's f a i l u r e  t o  i d e n t i f y  t h e  
actual  l e n d e r s  ra ther  t h a n  t h e  t r u s t e e  meets t h e  r e q u i r e m e n t  
of S e c t i o n  2 0 2 ( a ) ( 4 )  of t h e  e t h i c s  i n  Government A c t  t h a t :  

"Sec 202.  ( a )  Each report  f i l e d  p u r s u a n t  
to s e c t i o n  201(d) s h a l l  i n c l u d e  a f u l l  and  
complete s t a t e m e n t  w i t h  respect t o  t h e  
f o l l o w i n g :  

* * * * * 

" ( 4 )  The i d e n t i t y  and  c a t e g o r y  o f  
v a l u e  of t h e  t o t a l  l i a b i l i t i e s  owed t o  
a n y  c r e d i t o r  o t h e r  t h a n  a r e l a t i v e  which 
exceed  $10,000 a t  a n y  time d u r i n g  t h e  
p r e c e d i n g  c a l e n d a r  y e a r  * * *." 

T h i s  pa r t i cu la r  q u e s t i o n  is not a d d r e s s e d  i n  t h e  r e g u l a t i o n s  
a t  5 C.F.R. P a r t  734 or t h e  i n s t r u c t i o n s  accompanying t h e  
Form 278. 

T h e r e  is l e g i s l a t i v e  h i s t o r y  i n t e r p r e t i n g  t h e  s i m i l a r l y  
s t a t e d  l i a b i l i t i e s  d i s c l o s u r e  p r o v i s i o n  of S. 555 as  p a s s e d  
by t h e  S e n a t e ,  which i n d i c a t e s  t h a t  a n  employee  may n o t  
i n t e r p o s e  a t r u s t e e  t o  a v o i d  d i s c l o s i n g  t h e  i d e n t i t y  o f  
t h e  p e r s o n  t o  whom t h e  l i a b i l i t y  is a c t u a l l y  owed. The f o l -  
l owing  s t a t e m e n t  a p p e a r s  i n  t h e  S e n a t e  Report t o  accompany 
s. 555: 

"* * * The i d e n t i t y  of a p e r s o n a l  l i a -  
b i l i t y  owed s h o u l d  i n c l u d e  t h e  name of t h e  
p e r s o n  or c o r p o r a t i o n  t o  which t h e  l i a b i l i t y  
is owed. I f  t h e  l i a b i l i t y  is n o m i n a l l y  
placed i n  t h e  name of a f i d u c i a r y  or a g e n t  of 
t h e  r e p o r t i n g  i n d i v i d u a l ,  t h a t  l i a b i l i t y  and 
t h e  i d e n t i t y  of t h e  p e r s o n  t o  whom it i s  owed 
mus t  be r e p o r t e d .  * * *" S. R e p .  N o .  170, 
9 5 t h  Cong., 1st Sess. 179 ( 1 9 7 7 ) .  

Whi le  s t a t e m e n t s  made by Congresswoman Schroeder a t  
124  Cong. R e c .  30,421 r e g a r d i n g  t h e  H o u s e  v e r s i o n  o f  S .  555 
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s u g g e s t  t h a t  an employee need  r e p o r t  t h e  i d e n t i t y  of t h e  
actual c r e d i t o r  o n l y  " i f  known," h e r  r e m a r k s  appear to  re- 
f l e c t  t h e  more s p e c i f i c  l a n g u a g e  c o n t a i n e d  i n  an e a r l i e r  
b i l l  t a i l o r e d  to  meet h e r  e x p r e s s e d  c o n c e r n  t h a t  commercial 
loans may be d i s c o u n t e d  i n  t h e  o r d i n a r y  c o u r s e  o f  b u s i n e s s  
to o t h e r  t h a n  t h e  o r i g i n a l  l e n d e r  w i t h o u t  t h e  employee ' s  
knowledge.  S e e  124 Cong. Rec. 9,359 and 11,278 ( 1 9 7 8 ) .  

I n  t h i s  case w e  have  been  a s s u r e d  t h a t  Mr. Meese d o e s  
n o t  know t h e  i d e n t i t y  of t h e  l e n d e r s .  H i s  i n a b i l i t y  t o  
disclose t h e i r  i d e n t i t y  r a i se s  a q u e s t i o n  w h e t h e r  Govern- 
ment employees  may " b l i n d "  t h e i r  l i a b i l i t i e s  by  i n t e r p o s -  
i n g  a t r u s t e e  i n t o  the  debtor -cred i tor  r e l a t i o n s h i p .  
S e c t i o n  2 0 2 ( f )  o f  t h e  E t h i c s  i n  Government Act exempts  f rom 
d i sc losu re  t h e  assets  of a b l i n d  t r u s t  m e e t i n g  t h e  r e q u i r e -  
men t s  s e t  f o r t h  a t  l e n g t h  i n  t h a t  s e c t i o n .  T h e r e  is no s i m -  
i l a r  p r o v i s i o n  for  " b l i n d i n g "  l i a b i l i t i e s .  T h i s  i s sue  is  
d i s c u s s e d  more f u l l y  i n  At t achmen t  3. 

The f a c t  t h a t  Mr. Meese d i d  n o t  pay  t h e  $7,500 i n  
i n t e r e s t  d u e  J u l y  I ,  1982,  o n  t h e  $40,000 n o t e  he  s i g n e d  a 
y e a r  e a r l i e r  r a i se s  a n  a d d i t i o n a l  q u e s t i o n  c o n c e r n i n g  Sched- 
u l e  C o f  t h e  F i n a n c i a l  i 3 i s c l o s u r e  R e p o r t  he  f i l e d  on May 1 6 ,  
1983. Under S e c t i o n  2 0 2 { a ) ( 2 ) ( B )  o f  t h e  E t h i c s  in Govern- 
ment A c t ,  an  incumbent  f i l i n g  an  a n n u a l  r e p o r t  is r e q u i r e d  
t o  report  t h e  i d e n t i t y  o f  t h e  sourcel a b r i e f  d e s c r i p t i o n ,  
and t h e  v a l u e  o f  a l l  g i f t s  n o t  o t h e r w i s e  e x c e p t e d  a g g r e g a t -  
i n g  $100  or  more i n  v a l u e  r e c e i v e d  from any source d u r i n g  
t h e  p r e c e d i n g  c a l e n d a r  y e a r .  With e x c e p t i o n s  not r e l e v a n t  
h e r e ,  S e c t i o n  209 of t h e  A c t  d e f i n e s  a g i f t  as f o l l o w s :  

" ( 3 )  "gift' means a payment ,  a d v a n c e ,  
f o r b e a r a n c e ,  r e n d e r i n g ,  or  d e p o s i t  o f  money, 
or a n y  t h i n g  o f  v a l u e ,  u n l e s s  c o n s i d e r a t i o n  
of equal  or g r e a t e r  v a l u e  is r e c e i v e d  by t h e  
d o n o r  * * *." {Emphasis  added . )  

The term " f o r b e a r a n c 2 " - - t h e  ac t  by which  a creditor 
wai t s  f o r  payment o f  a d e b t  a f t e r  it becomes d u e - - d e s c r i b e s  
Mr. McKean's i n d u l g e n c e  i n  n o t  e n f o r c i n g  t h e  creditors'  
r i g h t  t o  t h e  i m e d i a t e  payment  of i n t e r e s t  d u e  J u l y  1 ,  9982, 
i n  t h e  amount o f  $7,500. His f o r b e a r a n c e  had t h e  e f f e c t  
of g i v i n g  M r .  Meese t h e  u s e  of $ 7 , 5 0 0  f o r  the r e m a i n i n g  
6 months  o f  1982. S i n c e  M r .  Meese d i d  n o t  g i v e  c o n s i d e r a -  
t i o n  of e q u a l  or g r e a t e r  v a l u e ,  t h e  E t h i c s  i n  Government Act 
would a p p e a r  to  require him t o  report  t h a t  f o r b e a r a n c e  as 
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a gift under Schedule C of the Form 278 filed on May 16, 
1983. While this matter is discussed more f u l l y  in Attach- 
ment  4 ,  Mr. Meese probably was unaware of the particular 
reporting requirenent since the instructions accompanying 
the Form 278 rephrase the statutory definition of "gift" by 
omitting, without explanation, the word "forbearance." 

The issues raised by Mr. Heese's failure to disclose 
the identity of the lenders and his failure to report their 
forbearance should be dealt with in the regulations issued 
by the Office of Government Ethics or, if necessary, by 
clarifying legislation. 

PART rII - MCKEAN'S FINANCIAL DISCLOSURE 
Under section 201(h) of the Ethics in Government Act, a 

nominee who Fs not reasonably expected to perform the duties 
of his position for more than 60 days in a calendar year is 
exempt from the requirement to file the public financial 
disclosure report otherwise required by Section 201(b) of 
the Act. In a letter dated September 24, 1980, the Director 
of the Office of Government Ethics advised the General 
Counsel of the Postal Service that, because they serve for 
less than 60 days, Governors of the Postal Service Board of 
Governors are not required to file a Form 278 for public 
disclosure under the Ethics in Government Act. 

Section 201(b) specifically provides that nothing 
in the Ethics in Government Act shall prevent any congres- 
sional committee from requesting, as a condition of confirm- 
ation, any additional financial information from any Presi- 
dential nominee whose nomination h a s  been referred to that 
committee. Pursuant to that authority, the Committee on 
Governmental Affairs asked Mr, McKean to complete the Form 
278 and respond to specific questions regarding his finan- 
cial interests. While neither is publicly available, the 
Committee has furnished copies of both to this Office. 

M r .  McKean reported his income from and his interest 
in "John R. McKean, Accountants, a Professional Corpora- 
-tionfn but he was not obliged to identify individual clients 
except those from whom he received compensation in excess of 
$5,000 in any of the two preceding years, T h a s ,  he was not 
required to disclose his client relationship with either 
Mr. Deaver or Mr. Meese. He also reported his 25 percent 
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interest  i n  I d a h o  P e t e r b i l t ,  I n c . ,  and s p e c i f i e d  h i s  inter-  
est i n  " r e l a t ed  l e a s i n g  e n t i t i e s "  a f f i l i a t e d  w i t h  t h e  deal- 
e r s h i p .  M r .  McKean was n o t  a p a r t y  to  t h e  l o a n  between 
H e l m i l t  Moss and  C a r o l y n  Deaver ,  d .b .a .  CD L e a s i n g ,  and t h u s  
he was n o t  r e q u i r e d  t o  make d i s c l o s u r e  w i t h  respect to  t h a t  
a r r a n g e m e n t .  

A f e e  one receives as  t rustee is r e q u i r e d  t o  be 
r e p o r t e d  a s  e a r n e d  income u n d e r  S c h e d u l e  A of Form 278. 
T h e r e  is, however,  n o t h i n g  i n  t h e  E t h i c s  i n  Government A c t ,  
t h e  imp lemen t ing  r e g u l a t i o n s  or t h e  i n s t r u c t i o n s  accompany- 
i n g  Form 278 a d d r e s s i n g  a r e p o r t i n g  i n d i v i d u a l ' s  o b l i g a t i o n  
t o  d i s c l o s e  s p e c i f i c  i n t e r e s t s  h e  h o l d s  as  t r u s t e e  o r  i n  a 
f i d u c i a r y  c a p a c i t y .  We have  been  a d v i s e d  t h a t  t h e  O f f i c e  o f  
Government E t h i c s  r o u t i n e l y  i n f o r m s  a g e n c i e s  and  i n d i v i d u a l s  
t h a t  a trcistee i s  r e q u i r e d  t o  d i s c l o s e  f i n a n c i a l  i n t e r e s t s  
h e l d  i n  t r u s t  o n l y  i f  he  h a s  a b e n e f i c i a l  i n t e r e s t  i n  t h e  
t r u s t .  S i n c e  M r ,  McKean d i d  n o t  r e c e i v e  a s p e c i f i c  f e e  f o r  
a c t i n g  as  t rus tee  and s i n c e  h e  had no  b e n e f i c i a l  i n t e r e s t  i n  
t h e  n o t e s  s i g n e d  by Mr. and  Mrs. Heese, h e  was n o t  r e q u i r e d  
to d i s c l o s e  t h e  t r u s t  r e l a t i o n s h i p  or to  r e p o r t  e i t h e r  n o t e  
as  a p r o p e r t y  i n t e r e s t  or asset .  

As a matter separate and  apa r t  from t h e  disclosure 
r e q u i r e d  o n  t h e  Form 2 7 8 ,  M r .  McKean w a s  s p e c i f i c a l l y  a s k e d  
by t h e  S e n a t e  Committee o n  Governmenta l  A f f a i r s  to  d e s c r i b e  
h i s  f i d u c i a r y  r e s p o n s i b i l i t i e s .  On November 17 ,  1981, 
Fir. FlcKean s i g n e d  a s t a t e m e n t  e n t i t l e d  " B i o g r a p h i c a l  and 
F i n a n c i a l  I n f o r m a t i o n  Reques t ed  of Nominees S u b m i t t e d  t o  
U n i t e d  S t a t e s  S e n a t e  Governmenta l  A f f a i r s  C o m m i t t e e . "  I n  
t h e  second  s e c t i o n  of t h a t  document  Nr. McKean was asked  for 
a " d e s c r i p t i o n  of any f i d u c i a r y  r e s p o n s i b i l i t y  o r  power of 
a t t o r n e y  h e l d  for or on b e h a l f  o f  any o the r  person. ' '  I n  
r e s p o n s e  t o  t h a t  q u e s t i o n  M r .  PlcKean s t a t e d  t h a t  i n  t h e  
normal  course of h i s  p rac t ice  a s  a C e r t i f i e d  P u b l i c  Account- 
a n t  he  h o l d s  powers of a t t o r n e y  to r e p r e s e n t  c e r t a i n  c l i e n t s  
on  matters i n v o l v i n g  t h e  I n t e r n a l  Revenue S e r v i c e .  A l though  
t h e  f i r s t  l o a n  t o  M r .  and Mrs. Meese had been  made a t  t h e  
t i m e  h e  p r e p a r e d  t h e  s t a t e m e n t ,  t h e r e  is no men t ion  o f  t h e  
f a c t  t h a t  h e  s e r v e d  as  t r u s t e e  on  b e h a l f  of t h e  i n d i v i d u a l s  
who p r o v i d e d  t h e  f u n d s  l o a n e d  t o  M r .  Meese or t h a t  he o t h e r -  
w i s e  a c t e d  i n  a f i d u c i a r y  c a p a c i t y  i n  t h e  n o r m a l  course of 
h i s  pract ice .  M r ,  McKean s t a t e d  t h a t  h e  d i d  n o t  report  t h i s  
r e l a t i o n s h i p  because  h e  had been  f o c u s i n g  o n  his i n t e r e s t s  
as o f  December 31, 1980,  i n  p r e p a r i n g  t h e  s t a t e m e n t .  
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We trust that the above discussion clarifies the nature 
and timing of the financial transactions involved, the cir- 
cumstances leading to Mr. McKean's nomination, as well as 
any questions regarding disclosure of the relevant interests 
by t h e  individuals concerned. 

Sincerely y o u r s ,  

Comptroller General 
of t h e  United States 

Attachments - 4 
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ATTACHMENT 1 

1979 

Late 1980 or 
e a r l y  1981 

January 2 0 ,  1981 

May 1981 

CHRONOLOGY 

McKean b e g i n s  s e r v i n g  as t h e  
D e a v e r s '  t a x  a d v i s o r .  

McKean b e g i n s  s e r v i n g  a s  t h e  
Meeses' t a x  a d v i s o r .  

Deaver and Meese assume 
t h e i r  d u t i e s  i n  t h e  Reagan 
a d m i n i s t r a t i o n .  

McKean's p a r t n e r  e s t a b l i s h e s  
i n v e s t m e n t  pool. 

June 13 and 17,  1981 Meese and  McKean meet i n  McKean's 
o f f i c e  t o  d i s c u s s  &feeseas f i n a n -  
c i a l  s i t u a t i o n  and d e t e r m i n e  t h a t  
Meese w i l l  need $60,000.  

J u n e  25 ,  1981 

J u l y  13, 1981 

, J u l y  27, 1981 

McKean writes Meese a check  for 
$ 4 0 , 0 0 0  o u t  o f  i n v e s t m e n t  pool 
funds and a p r o m i s s o r y  n o t e  is 
e x e c u t e d  t o  r e c o r d  Fir. and 
Mrs. Meese's o b l i g a t i o n .  

L i s t  of c a n d i d a t e s  f o r  Board of 
G o v e r n o r s  pos i t i on  p r e p a r e d  by 
James' o f f i c e ,  not i n c l u d i n g  
McKean's name (McKean's name 
h a n d w r i t t e n  on documen t ) .  

McKean f i r s t  l ea rns  t h a t  Deaver 
i n t e n d s  t o  recommend him to 
p o s i t i o n  on  Board of G o v e r n o r s  
when Deaver calls to  a s k  i f  h e  is 
w i l l i n g  t o  serve. 



- 

J u l y  31 ,  1981 

During  August  1 9 8 t  

August  17, 1981 

October 7 ,  1981 

O c t o b e r  29 ,  1981 

November 4 ,  1981 

December 28, 1981 

?-larch 8 ,  1982 

March 9,  1982 

At a s e n i o r  p e r s o n n e l  p a n e l  meet- 
i n g ,  Deaver s u g g e s t s  t h a t  McKean 
be recommended for n o m i n a t i o n  to  
t h e  Board of Governor s  p o s i t i o n  
and t h e  other p a n e l  members 
concur 

The D e a v e r s  c o n t a c t  McKean f o r  
a d v i c e  o n  r e d u c i n g  t h e i r  1981 
income t a x  l i a b i l i t y .  

P r e s i d e n t  a p p r o v e s  McItean's 
n o m i n a t i o n  and McKean is  i n t e r -  
viewed i n  a n t i c i p a t i o n  of 
n o m i n a t i o n .  

Mrs, Deaver  s i g n s  note for 
$58,889 and  t h e  t r u c k  lease is 
e x e c u t e d  . 
F i e l d i n g  s e n d s  m e m o  t o  James 
i n d i c a t i n g  t h a t  a l l  c l e a r a n c e s  
are complete and McKean is r e a d y  
t o  be  nominated .  

P r e s i d e n t  n o m i n a t e s  XcKean t o  
Board of Governor s  term e n d i n g  
i n  1986. 

McKean writes Meese a check  for 
$20 ,000  out of i n v e s t m e n t  p o o l  
f u n d s  and a p r o m i s s o r y  note is 
e x e c u t e d  r e c o r d i n g  Mr. and 
Mrs, Meese's o b l i g a t i o n .  

WcKean is conf i rmed  by t h e  
S e n a t e  t o  t h e  Board of G o v e r n o r s  
posit i o n .  

McKean is  a p p o i n t e d  t o  posiLioii. - 
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May 17, 1982 

J u n e  4 ,  1982 

September 1982 

November 3, 1982 

November 9 ,  1982 

November or 
December 1982 

J a n u a r y  26,  1983 

Meese and Deaver f i l e  F i n a n c i a l  
D i s c l o s u r e  Report, Form 278,  
c o v e r i n g  c a l e n d a r  y e a r  1981. 

McRean's f i r m  s e n d s  Meese a 
s t a t e m e n t  showing i n t e r e s t  of 
$3 ,900  a c c r u e d  on  $ 4 0 , 0 0 0  n o t e  
t h r o u g h  December 31, 1981.  

Meese se l l s  L a  Mesa, C a l i f o r n i a ,  
residence. 

PlcKean's f i r m  s e n d s  Meese s t a t e -  
m e n t s  showing i n t e r e s t  o f  $ 1 2 , 0 0 0  
a c c r u e d  on  $ 4 0 , 0 0 0  and $ 2 0 , 0 0 0  
n o t e s  t h r o u g h  September  30 ,  i 982 .  

Mr. and Mrs. Meese e x e c u t e  t w o  
new p r o m i s s o r y  n o t e s  f o r  $ 4 0 , 0 0 0  
and $ 2 0 , 0 0 0  t o  s u c c e e d  o r i g i n a l  
n o t e s .  

McKean d i s c u s s e s  t h e  p o s s i b i l i t y  
of a l o n g e r  term o n  t h e  i3oard of 
G o v e r n o r s  w i t h  o t h e r  G o v e r n o r s  
and w i t h  Deaver  and Meese i n  
Washington .  

He lene  von  Damm, Director of 
P r e s i d e n t i a l  P e r s o n n e l ,  s e n d s  
u n d a t e d  m e m o  t o  Deaver  d e t a i l i n g  
t h e  s t e p s  n e c e s s a r y  t o  l e n g t h s n  
McKean's term. 

At a s e n i o r  p e r s o n n e l  p a n e l  
m e e t i n g  Deaver  s u g g e s t s  t h a t  
McKean be nominated  f o r  a f u l l  
9 -yea r  term o n  t h e  Board of 
G o v e r n o r s  and t h e  o t h e r  p a n e l  
members concur .  

P r e s i d e n t  n o m i n a t e s  McKean for . 
a f u l l  term on the Board of 
Governors. 
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F e b r u a r y  2 4 ,  1983 

F e b r u a r y  25,  1983 

May 16 ,  1983 

J u n e  10, 1983 

August 20, 1983 

f4cKean is  conf i rmed  by t h e  Senate 
for a f u l l  term on t h e  Board of 
G o v e r n o r s  and r e s i g n s  previous 
p o s i t i o n .  

McKean is  a p p o i n t e d  t o  p o s i t i o n .  

Meese and Deaver f i l e  F i n a n c i a l  
D i s c l o s u r e  R e p o r t s ,  Form 278, 
c c v e r i n g  c a l e n d a r  y e a r  1982.  

McRean's f i rm  s e n d s  Meese a 
s t a t e m e n t  showing i n t e r e s t  o f  
$20 ,100  a c c r u e d  unde r  o r i g i n a l  
and successor n o t e s  t h r o u g h  J u n e  
30 ,  1983. Steps t a k e n  toward  
c o n s o l i d a t i n g  and s e c u r i n g  t o t a l  
i n d e b t e d n e s s .  

Mr. and Mrs. Meese meet w i t h  
McKean i n  h i s  o f f i c e  and  s i g n  
a p p l i c a t i o n  f o r  $80 ,000  l o a n  
t o  be s e c u r e d  by second  deed 
of t r u s t  on McLean, V i r g i n i a ,  
r e s i d e n c e .  Meese p a y s  $100 of 
i n t e r e s t ,  r e d u c i n g  o u t s t a n d i n g  
i n d e b t e d n e s s  f rom $ 8 0 , 1 0 0  t o  
$80,000. 
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ATTACHMENT 2 

Copies of Documents We O b t a i n e d  

From White  House C o u n s e l  

F i n a n c i a l  D i s c l o s u r e  Reports, Form 278, f i l e d  by Deaver  and 
Meese c o v e r i n g  c a l e n d a r  y e a r s  1981 and 1982. 

From S e n a t e  Governmenta l  A f f a i r s  C o m m i t t e e  

F i n a n c i a l  Disclosure Report, Form 278,  and  B i o g r a p h i c a l  and 
F i n a n c i a l  I n f o r m a t i o n  s u b m i t t e d  by McKean t o  S e n a t e  Govern- 
m e n t a l  A f f a i r s  C o m m i t t e e  i n  c o n n e c t i o n  w i t h  n o m i n a t i o n .  

From J o h n  R. McKean 

I n i t i a l  p r o m i s s o r y  n o t e s  dated J u n e  30 and December 28,  
7981,  r e c o r d i n g  M r .  and  Mrs. Meese's o b l i g a t i o n  f o r  t h e  
$40,000 and $20,000 l o a n s .  

S u c c e s s o r  p r o m i s s o r y  n o t e s  d a t e d  November 9 ,  1982,  r e c o r d i n g  
Mr. and M r s .  Meese's o b l i g a t i o n  for  t h e  $60 ,000  i n  l o a n s ,  

S t a t e m e n t s ,  o n e  d a t e d  J u n e  4 ,  1982,  and t w o  d a t e d  Novern- 
ber 3 ,  1982 ,  showing a c c r u e d  i n t e r e s t  d u e  on  t h e  $ 4 0 , 0 0 0  
p r o m i s s o r y  n o t e .  

Statement d a t e d  November 3, 1982,  showing a c c r u e d  i n t e r e s t  
due  on t h e  $ 2 0 , 0 0 0  p r o m i s s o r y  n o t e .  

Checks ,  d a t e d  J u n e  25 and December 2 8 ,  1981, i n  t h e  amounts  
o f  $40,000 and $ 2 0 , 0 0 0  t o  Meese from'McKean. 

Le t t e r ,  d a t e d  J u n e  1 0 ,  1983, from McKean's p a r t n e r  t o  Meese 
r e q u e s t i n g  l e g a l  d e s c r i p t i o n  of Meese's McLean, V i r g i n i a ,  
r e s i d e n c e  f o r  purpose of s e c u r i n g  a second  deed  of t r u s t .  

A t t a c h m e n t s  t o  J u n e  1 0 ,  7983 l e t t e r  c o n s i s t i n g  of a d r a f t  of 
a new $ 8 0 , 0 0 0  n o t e  and a workshee t  showing t o t a l  i n t e r e s t  
a c c r u e d  on t h e  Meese l o a n s  a s  of J u n e  30, 1983. 

L e t t e r ,  d a t e d  A u g u s t  1 0 ,  1983, t o  McKean from f i n a n c i a l  
i n s t i t u t i o n  s p e c i f y i n g  t h e  terms offered for an  $ 8 0 , 0 0 0  l o a n  
secured by a s e c o n d  deed of trust. 

S c h e d u l e  showing a d d i t i o n s  t o  and d i s b u r s e m e n t s  from i n v e s t -  
ment p o o l  from w h i c h  Meese l o a n s  were made. 

Chronology o f  e v e n t s  a f t e r  Meese l o a n s  were g r a n t e d .  

Equipment lease be tween Ipelco, I n c . ,  and Motor West. 



Copies of Documents W e  Reviewed b u t  d i d  n o t  O b t a i n  

A t  Whi te  H o u s e  C o u n s e l ' s  O f f i c e  

Equipment lease, dated O c t o b e r  7 ,  1981, be tween CD L e a s i n g  
and Ipelco, I n c .  

Demand n o t e ,  d a t e d  October 7,  1981, r e c o r d i n g  o b l i g a t i o n  for 
$58,889 l o a n  t o  C a r o l y n  Deaver  f rom Helmut Moss. 

I n s p e c t i o n  c o n t r a c t ,  da ted  October 7, 1981,  be tween CD 
L e a s i n g  and  Helmut Moss p r o v i d i n g  f o r  mon th ly  and a n n u a l  
i n s p e c t i o n s  of t r u c k .  

C o n t r a c t  of sa le  be tween C a r o l y n  Deaver and H e l m u t  Moss. 

A t  J o h n  R .  McKean's O f f i c e  

Escrow on M r .  and Mrs. Meese's L a  Mesa, C a l i f o r n i a ,  house .  

Check i n  t h e  amount of $ 4 S , O O O  p a i d  back t o  i n v e s t m e n t  pool 
by J o h n  R. McKean, A c c o u n t a n t s .  

- 2 -  



ATTACHfiENT 3 

D i s c l o s u r e  of L i a b i l i t i e s  Under the E t h i c s  i n  Government  A c t  

Mr. Meese was r e q u i r e d  t o  report  h i s  l i a b i l i t i e s  o n  
S c h e d u l e  D of t h e  F i n a n c i a l  D i s c l o s u r e  Reports, Form 278, 
he f i l e d  i n  May o f  1982 and  1983. I n  t h e  space p r o v i d e d  
for "Name and  A d d r e s s  of C r e d i t o r "  M r .  Meese l i s t e d  "J. R, 
McKean," n o t w i t h s t a n d i n g  t h a t  t h e  demand n o t e s  i n  q u e s t i o n  
are p a y a b l e  t o  " John  2. McKean, T r u s t e e . "  Even i f  t h e  
repor t  i s  c o r r e c t e d  t o  i n d i c a t e  M r .  McKean's c a p a c i t y  as  
t r u s t e e ,  t h e r e  r e m a i n s  a q u e s t i o n  w h e t h e r  l i s t i n g  a t r u s t e e  
as c r e d i t o r  complies w i t h  t h e  d i s c l o s u r e  r e q u i r e m e n t s  of 
t h e  E t h i c s  i n  Government  A c t ,  Pub, L. 95-521, as amended. 
S e c t i o n  202 of t h a t  A c t  p r o v i d e s :  

" ( a )  Each report  f i l e d  p u r s u a n t  t o  sec- 
t i o n  2 0 1 ( d )  s h a l l  i n c l u d e  a f u l l  and complete 
s t a t e m e n t  w i t h  respect t o  t h e  f o l l o w i n g :  

* * * * * 

" ( 4 )  The i d e n t i t y  and  c a t e g o r y  
of v a l u e  of t h e  t o t a l  l i a b i l i t i e s  owed 
t o  a n y  c r e d i t o r  o t h e r  t h a n  a r e l a t i v e  
which  e x c e e d  $ 1 0 , 0 0 0  a t  a n y  t i m e  
d u r i n g  t h e  p r e c e d i n g  c a l e n d a r  year ,  
e x c l u d i n g  * * *." 

N e i t h e r  t h e  i m p l e m e n t i n g  r e g u l a t i o n s  a t  5 C.F.R. P a r t  7 3 4  
n o r  t h e  i n s t r u c t i o n s  accompanying  t h e  Form 278 a d d r e s s  t h i s  
" t r u s t e e "  q u e s t i o n .  F u r t h e r m o r e ,  w h i l e  t h e r e  is l e g i s l a t i v e  
h i s t o r y  f rom t h e  S e n a t e  s u g g e s t i n g  t h a t  a n  employee  may n o t ,  
by i n t e r p o s i n g  a f i d u c i a r y ,  a v o i d  d i s c l o s i n g  t h e  i d e n t i t y  of 
his c r e d i t o r ,  t h e r e  i s  h i s t o r y  frorn t h e  House to  t h e  con- 
trarq-, s u g g e s t i n g  t h a t  t h e  i n d e n t i t y  of t h e  l e n d e r  need  be 
d i s c l o s e d  o n l y  i f  known. " 

The l a n g u a g e  of S e c t i o n  2 0 2 ( a ) ( 4 )  emerged from c o n f e r -  
e n c e  a s  an  amalgam or' d i f f e r i n g  l a n g u a g e  c o n t a i n e d  i n  S e n a t e  
and  House b i l l s .  The l i a b i i t i e s  d i s c l o s u r e  p r o v i s i o n s  of 
, t he  two b i l l s  d i f f e r e d  most s i g n i f i c a n t l y  i n  t h a t  t h e  S e n a t e  
v e r s i o n  c o n t a i n e d  f ewer  e x c l u s i o n s .  The f o l l o w i n g  e x p l a n a -  
t i o n  is e x c e r p t e d  f r o m  t h e  C o n f e r e n c e  Report accompanying  
S. 555, which  became Pub. L. 95-521: 

"The S e n a t e  b i l l  r e q u i r e d  r e p o r t i n g  of 
l i a b i l i t i e s  owed o v e r  $ 2 , 5 0 0  t o  a n y  source 
o t h e r  t h a n  a r e l a t i v e  a t  a n y  t i m e  d u r i n g  t h e  
c a l e n d a r  y e a r .  The House r e q u i r e d  d i s c l o s u r e  



of l i a b i l i t i e s  of o v e r  $5,000 a s  of t h e  close 
of t h e  c a l e n d a r  y e a r  t o  any  s o u r c e  o t h e r  t h a n  
a r e l a t i v e ,  e x c e p t  f o r  c e r t a i n  mor tgages  on a 
p e r s o n a l  r e s i d e n c e ,  and  a l o a n  secured by a 
p e r s o n a l  motor v e h i c l e  o r  househo ld  f u r n i t u r e  
or a p p l i a n c e s .  The S e n a t e  r e c e d e d  t o  t h e  
H o u s e  w i t h  a n  amendment c h a n g i n g  t h e  t h r e s h -  
o l d  to $ 1 0 , 0 0 0  bu t  c o v e r i n g  l o a n s  h e l d  a t  any  
time d u r i n g  t h e  calendar  y e a r . "  H.R. Rep. 
No .  1756, 9 5 t h  Cong., 2d S e s s .  67 ( 1 9 7 8 ) .  

S e n a t e  B i l l  S .  555 s e n t  to c o n f e r e n c e  r e q u i r e d  t h e  
r e p o r t i n g  i n d i v i d u a l  t o  d i s c l o s e :  

" ( f )  The i d e n t i t y  and c a t e g o r y  of v a l u e  
of e a c h  p e r s o n a l  l i a b i l i t y  owed, d i r e c t l y  o r  
i n d i r e c t l y ,  o t h e r  t h a n  t o  a r e l a t i v e ,  which 
e x c e e d s  $2,500 a t  any  t i m e  d u r i n g  such  c a f e n -  
d a r  y e a r . "  123 Cong. Rec. 21,014 ( 1 9 7 7 ) .  

The f o l l o w i n g  e x p l a n a t i o n  o f  t h a t  l a n g u a g e  is e x c e r p t e d  from 
t h e  S e n a t e  R e p o r t  accompanying S. 555: 

" S u b s e c t i o n  ( f )  of s e c t i o n  302 r e q u i r e s  
t h e  l i s t i n g  of t h e  i d e n t i t y  and c a t e g o r y  of 
va lue  of e a c h  i i a b i l i t y  owed d i r e c t l y  o r  
i n d i r e c t l y ,  which e x c e e d s  $ 2 , 5 3 0  a t  any  time 
d u r i n g  t h e  c a l e n d a r  y e a r  c o v e r e d  by t h e  
f i n a n c i a l  d i s c l o s u r e  r e p o r t .  Excluded from 
t h i s  r e q u i r e m e n t ,  however ,  a r e  l o a n s  which 
are advanced to  a r e p o r t i n g  i n d i v i d u a l  from a 
r e l a t i v e  ( a s  d e f i n e d  i n  s e c t i o n  3 0 8 ( 1 4 ) ) .  
T h i s  requires t h e  l i s t i n g  of a l l  l o a n s  o v e r  
$2,500,  w h e t h e r  secured o r  n o t ,  and r e g a r d -  
less of t h e  r epaymen t  terms or i n t e r e s t  
ra tes .  The i d e n t i t y  o f  a p e r s o n a l  l i a b i l i t y  
owed s h o u l d  i n c l u d e  t h e  name o f  t h e  p e r s o n  or 
c o r p o r a t i o n  t o  w h i c h  t h e  l i a b i l i t y  is owed. 
I f  t h e  l i a b i l i t y  is n o m i n a l l y  p l a c e d  i n  t h e  
name of a f i d u c i a r y  o r  a g e n t  o f  t h e  r e p o r t i n g  
i n d i v i d u a l ,  t h a t  l i a b i l i t y  and t h e  i d e n t i t y  
of t h e  p e r s o n  t o  whom it is  owed t o  m u s t  be 
r e p o r t e d  * * S. Rep. N o .  170,  9 5 t h  
Cong., 1st Sess. 119 ( 1 9 7 7 ) .  

S .  555 a s  passed by t h e  House  c o n s i s t e d  of i t s  own 
b i l l ,  H.R. 1 ,  for w h i c h  i t  had s u b s t i t u t e d  t h e  l a n g u a g e  of 
H.R. 13850. 124 Cong. R e c .  30,406,  3 0 , 4 1 4  32 ,028  ( 1 9 7 8 ) .  
S e c t i o n  2 0 2 ( a ) ( 4 ) ,  t h e  l i a b i l i t i e s  r e p o r t i n g  r e q u i r e m e n t  of 
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t h e  bill passed by the House, would have required 
disclosing: 

" ( 4 )  The identity and category of value 
of the total liabilities owed to any creditor 
other than a relative which exceeds $5,000 as 
of the close of the preceding calendar year, 
excluding-- 

" ( A )  any mortgage secured by real 
property which is a personal residence of the 
reporting individual or his spouse; and 

"(B) any loan secured by a personal 
motor vehicle or household furniture or 
appliances." 124 Cong. Rec. 32,023 (1978) .  

Congressman Danielson explained that H.R. 13850 repre- 
sented a compromise of language contained in three other 
House bills: H.R. 7401  reported by the Select Committee on 
Ethics; H-R.  1 reported by the Committee on the Judiciary; 
and H . R .  6954 reported by the Post Office and Civil Service 
Committee and the Armed Services Committee. 1 2 4  Cong. Rec, 
30,414 ( 1 9 7 8 ) .  As to t h a t  compromise b i l l ,  Congresswoman 
Schroeder offered a "summary of the intentions of this part" 
that she characterized as being "for the benefit of my col- 
leagues, and those who will be faced with interpretations of 
the language of title 11, Part A . "  124 Cong. Rec. 30,419 
( 1 9 7 8 ) .  Her summary contains the following explanation of 
the liabilities disclosure provision passed by the House: 

"Paragraph ( 4 )  of section 2 0 2 ( a )  ( 4 )  
requires the reporting of a description of 
liabilities owed during the calendar year and 
the identity of the persons to whom such 
liabilities are owed (if known). The exact 
amount of the liabilities is not required to 
be reported, only the category of value." 
1 2 4  Cong, Rec. 30,421 ( 1 9 7 8 ) .  

Congresswoman Schroeder's statement that the creditor 
need be disclosed only "if known'' is derived from explicit 
language to that effect contained in a prior bill she had , 

offered on April 1 0 ,  1978, as a joint substitute to H . R .  1. 
That substitute would have required: 

"A description of any liability owed 
during the reporting period and the identity 
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of the person to whom such liability is owed 
(if known). Reporting is not required under 
t h i s  paragraph with respect to * * *." 
124 Cong. Rec. 9,359 ( 1 9 7 8 ) .  

Congresswoman Schroeder offered the following explanation 
of the liabilities reporting requirement of that joint 
substitute: 

"Moreover, one has to know, under H.R. I ,  the 
person whom the money is owed to actually 
is. A person who, for example, borrows on a 
stock brokerage account cannot easily trace 
to whom he is actually in debt. All he knows 
is that he pays back the broker. The same 
goes with many automobile loans, personal 
loans, mortgage loans, or small business 
loans, which may be discounted to other firms 
although collected by the original holder. 
Consequently, under H.R. 1 a person could 
have 100 outstanding $ 3 , 4 9 9  'loans' from a 
person h e  regulates and never report any 
while a person who reported a General Motors 
Acceptance Corporation auto loan which 
actually had been discounted to the Bank of 
America would be misfiling. The j o i n t  sub- 
stitute would not permit such an absurdity to 
occur." 1 2 4  Cong. Rec. 11,278 ( 1 9 7 8 ) -  

The joint substitute sponsored by Congresswoman 
Schroeder was not adopted and the "if known" language she 
had urged did not survive the compromise that became H.R. 
13850. Against this background, her remarks concerning the 
liabilities reporting requirement passed by the House prob- 
ably should be given the cautionary treatnent suggested in 
Harold V. United States, 6 3 4  F.2d 547 ( 1 9 8 0 ) .  

It may, as a practical matter, be possible to reconcile 
Congresswoman Schroeder's concern with the ordinary commer- 
cial practice of discounting loans and the Senates§ concern 
that the disclosure requirements n o t  be circumvented by the 
"nominal" placement of a liability in the name of a fidu- 
ciary, "Nominal" i n  this context mirst be given the meaning 
"existing in name only," suggesting that the Senate's con- 
cern was with t h e  situation in which a fiduciary is inter- 
jected in t h e  debtor-creditor relationship to avoid disclos- 
ure of the actual creditor GT to shield the real parties in 
interest from conflict of interest problens such as those . 
of self-dealing proscribed by 18 U . S . C .  208 ( 1 9 7 6 ) .  This 

I 
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is c o n s i s t e n t  w i t h  t h e  f a c t  t h a t  t h e  E t h i c s  i n  Government 
A c t ,  which makes express p r o v i s i o n  a t  S e c t i o n  202(f) for 
b l i n d i n g  a s se t s ,  h a s  no c o r o l l a r y  p r o v i s i o n  for b l i n d i n g  
l i a b i l i t i e s .  I t  seems clear t h a t  t h e  S e n a t e  w a s  n o t  con- 
c e r n e d  w i t h  r o u t i n e  commercial loans d i s c o u n t e d  to  a f i r m  
unknown to  t h e  bo r rower .  T h i s  is a mat ter  t h a t  s h o u l d  be 
d e a l t  w i t h  i n  t h e  r e g u l a t i o n s  or i n s t r u c t i o n s  i s s u e d  by t h e  
Office of Government Ethics o r ,  i f  necessary, by clarifying 
l e g i s l a t i o n ,  
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