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RESTRICTION CODES 

Presidential Records Act - (4-4 U.S.C. 2204{a)] 
P-1 National security classified information [(a)(1) of the PRA]. 
P-2 Relating to appointment to Federal office [(a)(2) of the PRA]. 
P-3 Release would violate a Federal statute [(a)(3) of the PRA]. 
P-4 Release 1NC>uld disclose trade secrets or confidential commercial or financial information 

[(a)(4) of the PRA]. 
P~S Release 'NOuld disclose confidential advice between the President and his advisors, or 

between such advisors [(a)(5) of the PRA]. 
P-6 Release would constitute a clearly unwarranted invasion of personal privacy [(a)(6) of 

the PRA] . 

C. Closed in accordance with restrictions contained in donor's deed of gift. 

Freedom of Information Act - [5 U.S.C. 552(b)] 
F-1 National security classified information [(b)(1) of the FOIA]. 
F-2 Release could disclose internal personnel rules and practices of an agency [(b)(2) of the 

FOIA]. 
F-3 Release would violate a Federal statue [(b)(3) of the FOIA]. 
F-4 Release would disclose trade secrets or confidential commercial or financial information 

[(b)(4) of the FOIAJ. 
F-6 Release would constitute a clearly unwarranted invasion of personal privacy [(b)(6) of the 

"FOIA]. 
F-7 Release would disclose information compiled for law enforcement purposes [(b)(7) of 

the FOIA]. 
F-8 Release would disclose information concerning the regulation of financial institutions 

[(b)(8) of the FOIAJ. 
F-9 Release would disclose geological or geophysical information concerning wells [(b)(9) of 

the FOIA]. 
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Sat 18-Oct-86 14:51 EDT 
Carter: Reagan made big mistake in arms talks 

ATLANTA (UPI)_ Former President Jimmy Carter said the Reagan 
administration thwarted its weapons talks with the Soviets by clinging 
to Star Wars and refusing to consider a halt to testing. 

Carter also accused the government of using private companies to 
cause unrest in Nicaragua and added in a wide-ranging interview that he 
would support Sen. Sam Nunn, D-Ga., for president. 

Carter said Reagan was not prepared to give up as many nuclear 
weapons in a push for peace as was Soviet leader Mikhail Gorbachev. 

"I don't think they were prepared for Gorbachev's willingness to 
put (far-reaching proposals) flat on the table and say, ±Here they 
are," ' he said. "He put the whole thing on the table and said, ±I'll 
accept all of this provided you will accept a strict interpretation of 
the ABM treaty for 10 years, which I think would preclude some very 
vital tests in the air and space for some of the Star War components." 

"I have always thought Star Wars was a big mistake. My judgment is 
President Reagan missed a wonderful opportunity," Carter said in an 
interview with Cox Newspapers officials that was published in The 
Atlanta Journal and Constitution Saturday. 

Carter also accused Reagan of misleading the world by implying the 
space-based Strategic Defense Initiative, popularly called Star Wars, 
will be as good a deterrent to nuclear war as arms reduction. 

He said he was in a wilderness area in Michigan last weekend during 
the weapons talks and got an emergency call from the 
administration about the talks in Reykjavik, Iceland. 

"It was one of the rare times in the last 5 2 years that I've been 
called by the White House," he said, adding he was cold and soaking wet 
because he had been outside. "And my impression is that Gorbachev came 
to Iceland very carefully prepared to present some startling proposals 
startling to me." 

As Admiral John Poindexter, national security adviser, read 
Gorbachev's proposals, "I said, ±That's great, I can't believe it. It's 
wonderful," ' Carter said. 

"After about 30 or 45 minutes, he finally said, ±The president has 
decided to reject all of these opportunities because Gorbachev insists 
on a stringent interpretation of the ABM treaty." ' 

Carter said he believes the treaty allows testing of nuclear 
weapons on the ground, but not in the air or in space. 

He said he believes Reagan wanted only to agree on a reduction in 
intermediate range missiles and save other meatier matters for a 
"politically popular summit." 

Carter also criticized Reagan's Nicaraguan policies and said the 
government is at the root of Central American unrest. 

"There's very little doubt in my mind that what has been going on 
in the mining of harbors, the preparation of the pamphlet encouraging 

murder, and the delivery of weapons to the contras that our government 
has been directly or indirectly involved," he said: 

Carter said the Central Intelligence Agency often uses private 
companies to conduct its business, including trucking, airline and 
motion picture firms. 



He said his administration used a film company to stage the release 
of six Americans from the Canadian Embassy during the Iranian hostage 
crisis. 

"I think that ' s what's going on in Nicaragua," he said. 
Carter told the editors and publishers he has no idea who the 

Democratic nominee for president will be in 1988. 
"If I had my own choice of the person who could win, I would 

choose Sam Nunn," he said. "My guess is, he won't run , but it's very 
difficult mathematically for the Democrats to win without strong support 
in th South. I think Nunn can do as well as any Republican candidate in 
the South." 

He likened Nunn's philosophies to those he supported in his 
presidential races in 1976 and 1980 progressive in arms control, 
dependence on negotiations instead of troops in dealings with other 
countries , conservative increases in military spending and strong belief 
in human rights. 

Democrats have a good chance to take the White House in 1988 
because "Reagan will not be running with his high popularity, which I 
don't think is transferable to •.• whomever the Republicans choose." 



THE WHITE HOUSE 

WASHINGTON 

October 27, 1986 

DONALD T. REGAN: 

FYI -- The attached is being 
forwarded to the President 
on Tuesday. 

David Chew 



MEMORANDUM FOR THE 

FROM: PAT 

THE WHITE HOUSE 

WASHINGTON 

October 22, 1986 

PRESIDENT 

BUCHAN~J> 

The Great Man speaks on Reykjavik: De-fund the Library ! 



Sat 18-Oct-86 14:51 EDT 
Carter: Reagan made big mistake in arms talks 

ATLANTA (UPI)_ Former President Jimmy Carter said the Reagan 
administration thwarted its weapons talks with the Soviets by clinging 
to Star Wars and refusing to consider a halt to testing. 

Carter also accused the government of using private companies to 
cause unrest in Nicaragua and added in a wide-ranging interview that he 
would support Sen. Sam Nunn, D-Ga., for president. 

Carter said Reagan was not prepared to give up as many nuclear 
weapons in a push for peace as was Soviet leader Mikhail Gorbachev. 

"I don't think they were prepared for Gorbachev's willingness to 
put (far-reaching proposals) flat on the table and say, ±Here they 
are," 'he said. "He put the whole thing on the table and said, ±I'll 
accept all of this provided you will accept a strict interpretation of 
the ABM treaty for 10 years, which I think would preclude some very 
vital tests in the air and space for some of the Star War components." 

"I have always thought Star Wars was a big mistake. My judgment is 
President Reagan missed a wonderful opportunity," Carter said in an 
interview with Cox Newspapers officials that was published in The 
Atlanta Journal and Constitution Saturday. 

Carter also accused Reagan of misleading the world by implying the 
space-based Strategic Defense Initiative, popularly called Star Wars, 
will be as good a deterrent to nuclear war as arms reduction. 

He said he was in a wilderness area in Michigan last weekend during 
the weapons talks and got an emergency call from the 
administration about the talks in Reykjavik, Iceland. 

"It was one of the rare times in the last 5 2 years that I've been 
called by the White House," he said, adding he was cold and soaking wet 
because he had been outside. "And my impression is that Gorbachev came 
to Iceland very carefully prepared to present some startling proposals 
startling to me . " -

As Admiral John Poindexter, national security adviser, read 
Gorbachev's proposals, "I said, ±That's great, I can't believe it. It's 
wonderful," ' Carter said. 

"After about 30 or 45 minutes, he finally said, ±The president has 
decided to reject all of these opportunities because Gorbachev insists 
on a stringent interpretation of the ABM treaty." ' 

Carter said he believes the treaty allows testing of nuclear 
weapons on the ground, but not in the air or in space. 

He said h~ ~elieves Reagan wanted only to agree on a reduction in 
intermediate range missiles and save other meatier matters for a 

"politic:::al l y popular summit." 
Carter also criticized Reagan's Nicaraguan policies and s~id the 

government is at the root of Central American unrest. 
"There's very little doubt in my mind that what has been going on 

in the mining of harbors, the preparation of the pamphlet encouraging 
murder, and the delivery of weapons to the contras that our government 
has been directly or indirectly involved," he said-:-

Carter said the Central Intelligence Agency often uses private 
companies to conduct its business, including trucking, airline and 
motion picture firms. 



He said his administration used a film company to stage the release 
of six Americans from the Canadian Embassy during the Iranian hostage 
crisis. 

"I · think that's what's going on in Nicaragua," he said. 
Carter told the editors and publishers he has no idea who the 

Democratic nominee for president will be in 1988. 
"If I had my own choice of the person who could win, I would 

choose Sam Nunn," he said. "My guess is, he won't run, but it's very 
difficult mathematically for the Democrats to win without strong support 
in th South. I think Nunn can do as well as any Republican candidate in 
the South." 

He likened Nunn's philosophies to those he supported in his 
presidential races in 1976 and 1980 progressive in arms control, 
dependence on negotiations instead of troops in dealings with other 
countries, conservative increases in military spending and strong belief 
in human rights. 

Democrats have a good chance to take the White House in 1988 
because "Reagan will not be running with his high popularity, which I 
don't think is transferable to ... whomever the Republicans choose." 



MEMORANDUM 

FROM: 

SUBJECT: 

Background 

THE WHITE HOUSE 

WASHINGTON 

April 

FOR THE CHIEF OF STAF~ _p 

tRANK C. CARLUCCI[1/'I 

Secret~~y Shultz' Breakfast with Former 
·President Carter, Friday, Apri i 3, 8:00 a .m. 

Carter has just returned from an extended trip to the Middle 
East. In two weeks of discussions in Algeria, Egypt, Syria, 
Jordan, the West Bank, and Israel, he sought to demonstrate his 
personal commitment to realizing one of the great unfulfilled 
aspirations of his Presidency--a comprehensive Middle East peace 
settlement. Carter publicly contrasted his own commitment with 
what he alleged to be the passivity of the Reagan Administration, 
although he did praise the September 1, 1982 Initiative. He did 
not brief our Ambassadors in detail about his private meetings at 
each stop (except for Syria, where he gave a more forthcoming 
account). A short summary of Carter's reports of his private 
conversations is at Tab A; Tab B provides excerpts from his 
public statements on U.S. policy. 

In general, Carter was very warmly received, and cleverly 
exploited, by his Arab hosts. Arab governments and media seized 
the opportunity to profess their dedication to peace--and to join 
Carter in criticizing the Reagan Administration for its weak 
diplomacy and unwillingness to pressure Israel. The net effect 
in the Arab world was mixed, stimulating greater enthusiasm for 
the peace process but encouraging Arab governments (and the PLO) 
to lay the blame for stalemate at the U.S. doorstep and continue 
to avoid the tough, substantive choices that they must make 
before there can be any hope of serious progress. 

Looking Ahead 

Carter returns to the U.S. convinced: (1) that there is an 
emerging Arab consensus--which includes Syria-~-in support of a 
constructive international conference and a negotiated settlement 

---SECRET 
Declassify on: OADR NLS 
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with Israel; and (2) that the Administration has an opportunity 
to revitalize the peace process if it would make the Middle East 
its top foreign policy priority after the u.s.-soviet 
relationship and arms control. Specifically, Carter is likely to 
press at breakfast for a greater effort to engage Syria; to talk 
to the Soviets and others seriously about an international 
conference; and to appeal more directly to the Palestinians and 
the PLO (perhaps by publicly acknowledging the Palestinian right 
to self-determination within a confederation with Jordan). He is 
less likely to address the problems he faced in Israel, or to 
dwell on inter-Arab differences over key substantive and 
procedural issues. 

In response, George will review for Carter the President's 
renewed efforts to implement the September 1 Initiative. You 
should join in emphasizing our seriousness; note that we 
recognize the politically important roles of Syria, the USSR, and 
the PLO; but stress that we judge their commitment to peace by 
their actions, not simply their words. It would also be worth 
noting that Carter's deep association with Middle East peace 
efforts equips him to play a positive, private role in the 
process--but that public criticism of the President and 
exploitation of this criticism only undermines our current 
efforts. It helps the parties in the region to pass the buck and 
evade the difficult decisions that would make serious 
negotiations possible. If Carter wishes to be helpful, he ought 
to press all the parties to act more realistically to resolve 
their differences--not just allow them to retreat behind the 
convenient illusion that the United States bears primary 
responsibility for the peace process. 

Carter's criticism of current U.S. policy suggests that he has 
forgotten some of the lessons of his own Presidency, where a 
shared commitment by Egypt and Israel as well as arduous 
preliminary talks on both substance and procedure were necessary 
before Camp David became possible. Where there was no such 
shared commitment or careful preparation (i.e. post-Camp David 
autonomy talks), the process ground to a halt. This is the 
essential point that should be discussed with Carter at 
breakfast. 

Attachments 

Tab A 
Tab B 

..s.E,CFET 

Summary of Carter's Private Talks 
Excerpts from Carter's Public 

Statements 



PRESIDENT JIMMY CARTER'S RECENT TIRAiJ», · 
~ i 
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Former Presiqent Ji~rter has stepped up his strident 
criticism of Pi1?11u1 i.l!!~a,g cm i .n speeches in the Middle 
East. This breaks an unspoken agreement among former 
Presidents of not attacking the incumbent Administration 
while on foreign visits. 

Mr. Carter is apparently seek1ng political redemption in 
advance of his party's attempt to . recapture the presidency 
in 1988. He recently lent his name to a fundraising letter 
for Ted Turn~r's Better World Society. Georgi Arbatov, 
a member of the Central Committee of the CPSU, serves with 
Mr. Carter on the group's Board of Directors. 

This may be one of the few times in history (if not the 
first time in history) that a former President of the 
United States has '2 ined e.,ublicl~ w~t h Sovi et leaders 
to o oi;,e S. f orei n olicy goa l°"s and in i t i atives. 

r O 
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October 16, 1987 

Pear Dr . Filosa ; 

::t have reviewed your proposal for & telavisi<.m sorien , 
uconversation~ ~:ith A."flerica ;" featuring our iormer 
Presidents . There is m1.:rit in trying to provide .:orums 
for our country 's former chief eJ.~cutives t.o diflcuss 
iasu s of importance directly with th€' American people . 

As President Reagan begins c nsid,:;ration (.> i' his 
act ivities post -1988 , t.hit. ;... proposal th ... t should bo 
r evi -.::wed . ! wnuld appr~cia u an~/ Iollow-up in1·ormation 
that you r eceive from t!"le thru:, (o:::""'Jner Presidents . 

With best wishvs, 

Si cerely, 

Hm1ard . • BaJ.:.:er , ,""r . 
C. ief of Staf:. to rht.: President 

Dr . Gftry F2.irrnont ?ilos'-', Jr . 
$("I;-,; 217 4 
l"alm f,ea.ch , Ft. 334 80 

HH0om Griscom/LRC/CAD/jz 

v/c': Lorraine Camarano - Rm. 

lOHHBA 

61 - OEOB 



Dear Dr. Filosa: 

THE WHITE HOUSE 

WASHINGTON 

Octobe/,987 

✓ 

DAT 

I have reviewed your proposal for a/serieJ~~~~~~~~~ 
SGnverce1.tio~. There is merit i n trying top vide forums for ou.r 
country's former chief executives to discuss i sues of importance 
directly with the American people. 

"--~._ I 
As~ President\hegins consideration of his 
post-1988, this is a proposal that should be re 
appreciate any follow-up information that your 
three former Presidents. 

twA~~ 

Dr. Gary Fairmont Filosa, Jr. 
Box 2174 
Palm Beach, Florida 33480 

Sincerely, 

HHB 

ivities 
iewed. I would 
ceive from the 

&J,,UA.-
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22 September 1987 

The Honorable Howard H. Baker, Jr. 
Chief of Staff to the President 
THE WHTTE HOUSE 
Washington, D. C. 

Thank you, Howard, 

for your letter dated 8 September 1987 in reference to 
the nomination of Judge William Steele Sessions to the 
FBI. He is and was ari excellent choice. 

If you feel the enclosed proposal has merit, I would ap­
preciate your sharing it with the President. It is important 
that his current conversation with the American people con­
tinue after he exits the White House. 

With warm regards. 

DR. GARY FAIRMONT FILOSA II 
BOX 2174 

PALM BEACH, FLORIDA 33480 305-832-4420 



Sept~rnber 8, 1987 

Dear Gary: 

Thank you for your letter recommending 
Judge Cedric Poole for Director of the 
Federal Bureau of Investigation. 

As you are no doubt aware, the President 
nominated Judge William Steele Sessions for 
this important post on July 24. Neverthe­
less, I appreciate hearing from you and 
having the benefit of your thoughts. 

Warm regards. 

Sincerely, 

Howard H. Baker, Jr. 
Chief of Staff to the President 

Dr. Gary Fairmont Filosa, II 
Box 2174 
Palm Beach, FL 33480 

Enclosure: 7/24/87 Statement by the 
President 

HHB/LRC/CAD/ws 9HHB 

cc: Lorraine Camarano - Rm. 61 OEOB 

, . 
'-



The Honorable Jimmy Carter 
Plains, Georgia 31780 

Good morning, Mr. President, 

21 September 1987 

In 1989 we will have four living former Presidents of the 
United States. This historic reality provides the American 
people with a potential wealth of unique consultation on 
the business of the nation. 

What is needed is an appropriate vehicle to bring the people 
together periodically with their four former Chiefs of State. 
Surely it is important that former Presidents converse with 
American populance on subjects of mutual concern. It is a 
periodic interchange which can only benefit both. 

Four former Presidents "speaking frankly" (to quote the late 
Jimmy Byrnes) to the American people on issues of the day 
will elevate, clarify, and fortify, debate and our democra­
tic institutions. 

I believe we have such a vehicle. It is a weekly half-hour 
prime-time television series, CONVERSATIONS WITH AMERICA, each 
week featuring one former President in an informal 24-minute 
"fireside chat" with the American nation (and the world). 

President Carter one week, President Ford the followi~g~-~eek, 
President Nixon the next week, and finally President Reagan 
the fourth week. Each of our four former President speak every 
fourht week to America on a subject of his own choosing. 

To facilitate your participations we would send the production 
crew to where each you might be whether at home or in Paris. 
You and you alone select the subject matter of your "conversa­
tion with America." You and you only have final okay on the 
edited broadcast version of each of your own segments. 

We would pay each of you an emolument of $300,000 per year for 
your participation plus a ten percent ownership of the series. 
We would pay $60,000 a year to a person of your choice, who 
would report and work only for you, as your aide for this series. 
Each of you would have a veto on sponsorship, although we anti­
cipate having IBM and/or XEROX. 

Although this letter is addressed to you, President Carter, it 
is also intended for your three peers. I ask each of you to let 
me have your feelings. We could start soon without President 
Reagan, or wait for him. I will await your counsel on this. 

DR. GARY FAIRMONT FILOSA II 
BOX 2174 

PALM BEACH, FLORIDA 33480 305-832-4420 



The Honorable Jimmy Carter 21 September 1987 page two 

Many years ago I discussed this concept with my late godfather, 
United States Senator George Aiken of Vermont, when both Presi­
dent Truman and President Eisenhower were with us, but Presi­
dent Truman was unable to participate due to health. 

The time is perfect today. 

My curriculum vitae is enclosed. 

Sincerely, 

encs: 

ccs: The Honrable Gerald Ford 
The Honorable Richard Nixon 
The Honorable Ronald Reagan 
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in A111erica® 

FILOSA, GARY FAIR\10:--.T RANDOLPH DE VIANA, 11, financier; b 
Wilder, \ 't., Feb. 22: 1931; s. Gary F.R. de Marco de Viana and Rosaline M. 
(Falura no ) Filosa ; divorced; children : Marc Christian Bazirc de Villadon, III, 
Gary Fai~mont Randolph de Viana, Ill. Grad ., ML Hennon Sch ., 1950; Ph .B., 
l' . Ch~o, l 954; B.A ., L' . Americas. Mc:< ., I 967; M.A .. Calif. Western U .. I 96 8; 
PhD. L' .S Internal. L' .. 1970. Sports reporter Claremont Daily Eagle, Rutland 
Herald. \'1. I nfonner , l 94 7-52 ; pub . The Chicagoan, 1952-54; account e:<cc. , 
edi tor house pubi s. Robenson, Buckley & Gets.ch, Inc .. Chge., 1953-54; 
account e,.c,: . Fuller, Smi1 h & Ross . Inc., N.Y.C., 1955; editor Apparel Arts 
mag (now Gcntlcmcn·s Quar .), Esquire, Inc .. N.Y.C. , 1955-56; pres ., chmn . 
bd. T eenarama Records, Inc .. N . Y .C., 1956-62. pres., chmn. bd . Filosa Pubis. 
ln1ema1.. ~ .Y.C .. ,956-61, Los Angeles , l9H-8J. Palm Beach. rla ., 1983-; 
pres. ~1 on tdair Ss::h., 1958-60, Pacific Registry, Inc., Los Angeles, 1959-61, 
8Jn3na Chip Corp. Arn, :-- .Y.C .. 1964-67 ; c:i.cc. asst. to e;r,ec . producer Desilu 
S1ud1os. Inc ., Holly...,ood , !960-61; c;r,cc. asst. to !knjamin A. Javits. 1961-62; 
dc.a n adm1n~trn. Postgra d . Center for Mental Health, N.Y.C., 1962-64; chmn . 
bd .. pres Produ,cio11 es Moicanes lnternationales (S .A .). Me;i,ico Cit y. 
l 95 7-65. ,hmn. bd ., pres. Filosa Films Internal., Hollywood, 1962· 74, pres ., 
!',;cwp.:irt Beach. Calif. . I 97 5-83 , Palm Beach, Fla ., 1984-, pres . Casa Filosa 
Corp .. Palm Beach, Fla ., 1982-86; dir. tng . Community Savs ., F.A., Riviera 
!kach . Fla ., 1983-; ch mn . bd ., pres. Cincrnatografica Americana lnterna• 
t, onJ lc (S A.l. ~e:r.ico City, I 964-74; dir. tng . Community Savings F.A ., 
Ri,1m, &ach, Fla ., 1983-; v.p. acad . affairs World Acad ., San Francisco, 
196,-6S. :iss 1. headmaster, instr. Latin Bishop Sch ., San Diego, 1968-69; asst. 
to pro , os1 Calif. Western U .. San Diego, l 96 8- 69; assoc . prof. philoso phy Art 
Coll., S:,n Francisco, 1969-70; v.p. acad . affairs, dean of faculty Internal. Inst .. 
Phocni;r,. 1968-7]; chmn . bd ., pres. Universite Universclle, 1970-7 3; bd . dirs., 
,· .p . acad . affairs, de.an Summer Sch., lntcrnat. Community Coll., Los Angeles, 
I 970- 72; chmn. bd., pres. Social Directory Calif., 1967-75, Am. Assn. Social 
Directories, Los Angeles, 1970-76; pres. Social Directory U.S., N.Y.C., 
1974-76; chmn. bd. Internal. Assn . Social Directories, Paris, 1974-; surfing 
coach lJ. Calif. at Irvine, 1975-77; instr. history Coastline Community Coll., 
Fountain Valley, Calif. , 1976- 77; v.p. Xcro;r,-Systcmic, 1979-80. Pub .: Rusti c 
Rhythm mags ., Teenage. Teen Life, Rock & Roll Roundup, Stardust. 
Pe rsonalities. KY.C., 1956- 61; editor : Sci . Digest. 1961-62. Author : (stage 
play ) l< t ~ie Call Ethel. 1955, Technology Enters 21st Century, 1966, musical 
Fe.at her Light. I 966, 1':o Publi.c Funds for Nonpublic Schools, 1968, Crc.ati ve 
Function of the College President, 1969, The Surfers Almanac, 1977, Payne of 
Flo:ida (TY >Cries) . I 985, The Filosa Newsletter, 19 86-. Contbr. numerous 
arti cle-s 10 mags .. and pron. jours. and cncys . including Sci. Digest. World Book 
Enc y., Enc y. of Sports . Candidate for Los Angeles City Council. 19 59; chmn. 
Publ ish ers for John F . Ken ned y, 1960, E.ducators for Reelection of !vy Baker 

·Prie-s 1. 1970; mem. cx c:c. ar.d fin . com. Bro\,l,'n for Go,,., Calif., 1974; patron 
~fontcrey Peninsula Mus. An, 1978; mem . So . Calif. Com. for Olym pic Games, 
197,. Served with A GS, I 954-55 . Recipient DAR Citiz..enship a \,l,'ard, 1959; 
Silver Conquistador a\,l,'a rd Am . Assn. Social Directories, 1970; Ambassador's 
Cup L' . A.ms .. 1967; resolution Calif. L<gislature, 1977; Duke Kahanamoku 
Classic surfing tro phy , 1977; gold pendant Japan Surfing Assn .. 1978. Mcm . 
C .S. Surfing Found . (pres. I 974-76), Internal. Pron. Surfing Fc.:Jn. (pres. 
l 97~ 77, S3-), Am. Surfi ng Assn. (founder, pres . 1960-78, chmn . cm::. com. 
I 97~ 78, pres. 1981)-). Internal. Amateur Surfing Fcdn . (chmn. bd ., pres . 
I 960-77. SJ-), Am. Pron . Surfing Assn. (pres., founder I 960--), Internal. 
Council of Assns. of Surfing (founder, pres . 1960--), Am. Assn. UN, Authors 
League. Author. Guild. Alumni Assn. U. Americas (pres. 196 7-70), United 
Sharco...,r,crs Am., Sier ra Club . San Diego Zoo!. Soc ., San Diego Op::ra Guild, 
1'-CAA (bd . dcls . 1977-82), AAU (gov. 1978-82), NEA, NAACP, San Die go 
His1. So:. World Affairs Council San Francis.co, Am. Ac.ad. Poli1. Sci .. M1. 
Hennon Sch . Alumni Assn ., Western SP=h Assn ., U. Chge. Alumni Assn., 
Omicron Lambda. Dcmocral. Epis.c.opalian . Clubs: Chapultcpcc, Jockey 
(~k,i,o Cit)·); Kana Kai (San Diego); Commonwe.alth (San Francisco); 
Embajado rcs (LJ . of Americas, Puebla. Me;r, .); Los Angeles Athletic, Town Hall 
(Los Angeles); Palm Beach Surf (Fla); Mt. Kenya Safari (Nairobi); QW!rterback 
(H onolu lu ). Address : PO Bo;r, 2174 Palm Beach FL 33480 And: PO Bo:i. 1315 
Beverly Hills CA '. 90213 My view of /if~ is based on a blending of two ancient 
con cepis: ihe Hellenic ideal of ucellence and the full actualization of human 
pocenciclitfr~ and c'he, Hebraic ideal of ducy and responsibility. The fir;t implies 
a /1/i of ai11iration ·and freedom , che second a life of discipline and ,e/f-<:ontrol. 
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_C_AR_T_E_R_ L_E_G_A_CY OF BUDGET DEFICITS POINTS TO NEED FOR BUDGET REFORMS3 3 t1t 
by Joseph J. DioGuardi ~~ 

1-/SLJ_/J ;-~Y 
A great deal of attention was paid to President Reagan's 

summer tour across the country to drum up support for budget f-:I_of)'-/ 
reform. Citing congressional excess and overspending as the ;.-:-- -!J,2 
primary source of Federal budget deficits, the President has been -1./)~/ 
asking for a line-item veto, a balanced budget amendment to the 'µ l{_,, 
Constitution, and procedural reform that would outlaw catchall 
spending bills that leave him with only the option of accepting 
all that Congress wants or sending the Federal Government into 
default. 

While important and necessary budget reforms have popular 
appeal and support, the President is missing a golden opportunity 
to bring about a meaningful budget process by radically altering 
the manner with which we construct our budgets, demonstrating to 
the American public that deficit spending has been reduced, not 
increased, under his administration. 

How can this be so? The answer is simple! By using the 
accounting system that the Federal Government requires every 
publicly owned company to utilize in order to prevent fraudulent 
and misleading financial reporting, it can be shown that Reagan 
Administration deficits are actually lower than the deficits 
compiled by Jimmy Carter. 

Currently, the Federal Government utilizes "mickey mouse" 
cash-basis budgeting and accounting systems for measuring 
government spending. This cash-basis accounting system is 
nothing more than a simple measure of how much money an entity 
takes in and how much it spends. If the Federal Government takes 
in $850 billion in revenue and spends $1 trillion , the cash-basis 
deficit is $150 billion. While the cash-basis provides us with 
important quantitative information concerning our government's 
cash flow, this budget measure tells us absolutely nothing about 
the qualitative nature of these expenditures. How much did we 
spend on immediate consumption? How much did we spend on capital 
goods that will have real value for years to come? How many new 
programs were enacted that will require increased expenditures in 
future budgets? 

The accounting system that provides us with real answers is 
the accrual-basis method using generally accepted accounting 
principles (GAAP). GAAP records economic events as they occur, 
giving us credits for assets that we wil l have for years to come , 
and putting liabilities on the book s at the time they are 
i ncurred . The point of using such a system is that if Congress 
creates a new program that will require future Federal funding , 
the cost will be reflected in our current accounts. Likewise , if 
Congress makes an i nvestment in a capital i tem that will have 
v a l ue f or years to come , t hat v alu e s h ou ld be recognized as well . 



Last year's congressional efforts to meet Gramm-Rudman 
deficit reduction targets provided us with a perfect example of 
the serious shortcomings involved with cash-basis budgeting and 
the need to move to GAAP. Congress achieved $3 billion worth of 
"savings" in Fiscal 1 87, by moving the pay date for military 
personnel from September 30 into the new fiscal year on October 
1. cash-basis budgeting allowed Congress to use "smoke and 
mirrors" gimmickry to gain $3 billion in paper savings without 
any actual reduction in outlays. Under GAAP, it would have been 
impossible to get away with this budget chicanery because it 
would still be recorded on our books as part of our current 
budget regardless of when it was to be paid. 

This brings us back to the Carter-Reagan budget comparison. 
In 1986, Arthur Andersen & co. attempted to get a clearer picture 
of the true nature of our Federal debt by estimating U.S. budget 
deficits under GAAP from 1974-1984 and comparing them to our 
regularly used cash-basis system. What we find from the years 
1976 to 1984 reveals some interesting facts about just who really 
is responsible for our deficit and national debt. 

The following tables compare the Carter-Reagan cash-basis 
and GAAP budgets during those years using both nominal and 1984 
dollars. (1984 constant dollar figures are used for the purposes 
of the comparison.} 

The Carter Years: 

Cash Basis 

Year Nominal §_ 

1977 $ 53.6 
1978 59.0 
1979 40.2 
1980 73.8 

The Reagan Years: 

Cash Basis 

Year Nominal §_ 

1981 $ 78.9 
1982 127 .9 
1983 207.8 
1984 185.3 

Annual 

% GNP 

2.9% 
2.8 
1. 7 
2.9 

Annual 

~ 
0 GNP 

2.7% 
4.2 
6.4 
5 . 2 

Deficit GAAP Basis Annual Deficit 
($ Billions) 
1984 §_ Nominal§_ % GNP 1984 ~ 

$ 85.9 
88.4 
55.5 
93.5 

$224.6 
215.8 
256.8 
322.2 

12.1% 
10.3 
10.9 
12.5 

$359.8 
323.2 
354.9 
408.3 

$1446.2 

Deficit GAAP Basis Annual Deficit 
($ Billions) 
1984 §_ Nominal§_ % GNP 1984 §_ 

$ 91. 3 
138.5 
215.6 
185.3 

$ 264.7 
314.0 
395.3 
333.4 

9.2% 
10.3 
12.3 

9 .3 

306.3 
339.9 
410.1 
333.4 

$1389.7 

Source: Arthur Andersen & Co . 



As we can see, in 1980, the last full year that Jimmy Carter 
controlled the budget, while the cash-basis deficit totaled just 
$93.5 billion, the GAAP deficit for that same year added up to a 
staggering $408.3 billion. Meanwhile, four years later, while 
Ronald Reagan was taking the heat for increasing the cash-basis 
deficit to $185.3 billion, the GAAP deficit stood at $333.4 
billion, a deficit reduction from Carter's 1980 level of more 
than $75 billion! Furthermore, Carter's GAAP deficits from 1977-
1980 are more than $55 billion higher than Reagan's GAAP deficits 
from 1981-1984. 

What these figures tell us is that a significant portion of 
Ronald Reagan's cash-basis deficits are actually the liquidation 
of liabilities incurred by the Carter Administration before him, 
but whose costs were not recorded at that time because of the 
"mickey mouse" cash-basis system used then and now. In addition, 
the GAAP deficits tell us that President Reagan has spent 
proportionately more in his budgets on capital items whose 
benefit should be amortized over future fiscal periods. 
Conversely, President Carter spent proportionately more on items 
which were consumed immediately, providing no benefit to future 
periods. As a result, President Reagan, who has significantly 
reduced the growth of Federal outlays as demonstrated by GAAP, is 
being blamed for a cash-basis debt which in reality, is largely 
the result of spending decisions made by Jimmy Carter. 

Sadly, the Reagan administration wishes to stay clear of 
this comprehensive approach to the budget. Even though GAAP 
budgeting shows that the President is making progress on deficit 
reduction, the Administration appears reluctant to adopt a 
budgeting system that would recognize a doubling of our debt 
through its more accurate reflection of all government 
liabilities which are now only partly recorded on our books as 
direct government borrowing from the public. 

The bottom line, however, is that GAAP shows us serious and 
dangerous flaws in the Federal Government's reliance on cash­
basis budgets that will not be cured by line item vetoes or 
balanced budget amendments. Cash-basis budgeting is the same 
system that led to the financial collapse of New York City in 
1974. Ironically, the fatal flaws in the cash-basis system were 
so apparent to the Federal Government at that time , it required 
New York City to adopt GAAP accounting as one of the conditions 
for providing a Federal bailout . 

At long last , Congress is beginning to recognize the danger 
of sloppy Federal accounting and financial management practices. 
In August , I introduced bipartisan legislation with 56 cosponsors 
to create the Office of a Chief Financial Officer of the United 
States. Among the duties of the CFO would be the responsibility 
of producing the budget f or t h e United States using GAAP. 



.. 

Complex budget problems cannot be solved with simple 
answers. A $1 trillion budget requires a more comprehensive 
approach to budgeting than the checkbook balance one would use to 
manage household finances. Adopting accounting principles that 
would give the public and our elected officials a true picture of 
where we are and where we are going would be a tremendous step 
forward in ensuring the continued financial integrity and 
prosperity for our nation. Most important, however, it would 
finally bring accountability to the U.S. Government so that 
public credibility in the financial and economic decisions made 
in Washington would be restored and enhanced. 



.R.4495 
e Chief Financial Officer of the United States in the 

e President to direct and coordinate Federal financial 
establish an Office of the Assistant Secretary for 
within each executive department and an Office of the 
tive agency. 
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ernment's financial management operations and 
activities," Mr. DioGuardi notes. "In addition , fi­
nancial management responsibilities have fre­
quently been shifted from one central agency to 
another, and in each central agency , financial 
management functions must compete with a num­
ber of other assigned responsibilities for their fair 
share of attention. There is a missing link in the 
federal government. The linchpin of financial dis­
cipline is nowhere to be found. The financial man­
agement leadership void must be filled." 

Mr. DioGuardi became determined to try to 
change the government's accounting systems after 
hearing "horror story after horror story regarding 
the lack of established businesslike financial man­
agement practices" during his first year on the 
Government Operations Committee and attend­
ing hearings on the deficit and government waste. 
The businessman of 22 years was appalled by the 
reactive attitude and actions of Congress, "rob­
bing Peter to pay Paul, putting out fires every day , 
staying one step ahead of the sheriff-that's our 
budgetary process." 

"I thought I was going to Congress to get on 
the Board of Directors of Government," he ex­
claims. "Accountability is key to a Board of Di­
rectors, but I found we didn't have reliable finan­
cial information upon which to make decisions 
and report back to the public , our shareholders." 
He also discovered that the U.S. government op­
erates on "a Mickey Mouse, cash basis of account­
ing and has no strategic planning whatsoever. The 
government is trained to think only a year ahead. 
It asks what we spent instead of how we spent it . It 
builds the home from the fifth floor down instead 
of the ground fl oor up. We have conditioned peo­
ple in g overnment to spend , not save," h e 
admonishes. 

He felt the time was right to introduce his legis­
lation because of the curren t emphasis on reduc­
ing the federal deficit and curbing waste. A CFO 
could pull together previous attempts at coordi­
nating government financial management prac­
tices. For example. the GAO for years has been 
reporting that "Our departmems and agencies are 
a veritable jungle of special-purpose. incompati­
ble, antiquated accounting systems producing un­
reliable. incompatible. and oft en irrelevant finan­
cial in fo rmation. One of the latest GAO studie, . 
moreover. reports that the federal governmem 
now uses 427 separate accounting systems. of 
which 53S: do not conform to GAO accounting 
principles. standards. and rela ted req uirements." 
the congressman says. 

The now-famous Grace Commission declared 
its "'War on Waste .. after uncovering in the go\­
ernmen t an estimated Si4'.'.4 billion of mismanage­
ment and projecting a SI. 96 trillion nat ional defi­
cir by the vear : OOO. J. Peter Grace. head of the 
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Commission and chairman of W.R . Grace & Co .. 
is, in fact, spending his own money to bring this 
message before the public via tel ev ision C0mmer­
cials and print ads. The Citizens Against Govern­
men t Waste, co-chaired by Mr. Grace and col um­
nist Jack Anderson. is a nonprofit , bipartisan 
foundation formed to educate the public and Con ­
gress about the Grace Commission recommenda­
tions . The Grace Caucus, of which Mr. Di o­
Guardi is an avid member, is a group of about 150 
senators and representatives proselytizing to "not 
let the Grace Commission recommendations si t 
on the shelf." 

Other predecessors to Bill H.R. 4495 include 
the Inspector General Act of 1978: the Federal 
Managers' Financial Integrity Act of 198'.'. . Debt 
Collection Act of 1982: President Reagan ·s Coun­
cil on Integrity and Efficiency: the Presiden t's 
Council on Management Improvement: a propos­
al by the Associat ion of Government Accountant s 
to strengthen controllership in the federal govern­
ment; and various attempts by executive branch 
departments and agencies to reform their systems. 
These efforts aren't new-over the past 30-35 
years, various systems and controls experts have 
developed coordinated accounting systems for the 
military and for other governmental operations. 
only to have them squelched right before actual 
implementation or implemen ted only partially. 
Even William E. Simon, former secretary of the 
treasury, 1974-77. tried to institute similar proce­
dures in the Treasury function before he lefr of­
fice, but to no avail, and after he left, the matter 
dropped. No\\ Congressman Joe DioGuardi ha~ 
picked up the ga untlet. 

Setting up the Organization 

The management structure Mr. DioGuardi en­
vision s encom passes the CFO, who would serve in 
the executive offi ce of rhe President: an as~i ~ra nt 
secretary for financial man:igement in each execu­
ti ve department: and a controll er in each execu­
tive agency All would be appointed by the Presi ­
dent, with the advice and consent of the Senare. 
The CFO would serve a 10-year nonreappointabk 
term. and the assistan t sec ret a rie!, and controllers 
wou ld ~ene a four -year. reappointable term A 
Federal Finance Council. consisting of tht.' CFO 
and the assist ant secretari e~ for financia l nnnage­
ment, also would be established to assist tht.' CFO 
m fo rmulating plans and objectives . comment on 
proposed major change~ in financial managemen t 
operations. and prepare recommendation,; on se­
lected issut.'s . 

In general. the federal CFO I\ Ould pro \1d e 
ieade rship and direction \\ hile tnt)niwnng execu­
ti\ e agen cies in their fin ancial manageme nt ,in · 

reporting acr i\·iries . He would develop anJ mom­
tam d n\·e-Ycar ~rrategh.' rbn ihat \\. OUld \.'(1\c', 
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"system enhancements, staffing need~. technology 
improvements, required legislati ve actions, finan­
cial management objectives, information require­
ments, and budget priorities," Mr. DioGuardi ex­
plains. The CFO also would create financial 
statements for the government, which would be 
subjected to audits, as well as maintain the gov­
ernment's central accounting and reporting re­
cords. He also would ensure that personnel were 
managing the financial operations properly--even 
down to the details of making sure cash and 
checks were deposited as soon as they came in, 
something that doesn't happen now. "He needs 
tentacles going into each governmental agency 
and operation if this thing is to work. Otherwise, 
he's going to be on Cloud Nine, talking about ac­
counting principles and not knowing what's hap­
pening in the trenches," Mr. DioGuardi exclaims. 

A natural candidate for the position, he muses, 
would be "someone from a major company-like 
ITT, Texaco, IBM-where you have to literally 
pull together all kinds of pieces of financial infor­
mation from various divisions and industries and 
even holding companies. You need someone who 
has been in the trenches gathering information, 
managing the financial function-a CFO from the 
private sector, whether he or she is certified or 
not." 

Is a CFO Necessary? 

When criticized by other congressmen for con­
centrating too much on numbers and not enough 
on compassion, he instantly fires back that he is 
just as concerned as the next person about human­
ity, and cites other bills he has introduced-those 
on drug abuse, child abuse, suicide legislation, and 
homeless housing assistance. 'Tm making qualita­
tive judgments. I know there's a deficit problem, 
but I'm willing to increase some programs and de­
crease others based on how they are managed and 
what their needs are. Cutting right across the 
board to reduce the deficit is nonsense," he ex­
plodes. "We've got to exercise every bit of com­
passion to identify social needs, programs we 
need, and allocate resources. Once we allocate 
those resources, however, we must manage that 
program the way we'd manage any business. Let's 
make sure we hold people responsible. If they 
don 't do their job, out! If they do their job, give 
them a bonus." 

He reiterates his accounting background and 
speculates that if more members of Congress were 
attuned to business, they would better understand 
long-term ramifications of their decisions. "We've 
counted 245 attorneys and only four accountants 
in Congress-at a time when we are trying to bal­
ance the books in government, dealing with bud­
get issues, tax issues, economic issues. More than 
half of what we do relates to analysis, either quan-

titative or qualitative, that almost requires an ac­
counting or business background ... budget sys­
tems don't tie in with accountipg systems. We 
have a budgetary system, an appropriation sys­
tem, and continuing resolutions and supplemen­
tary budgets. I'm a CPA, and you can't imagine 
how difficult it is for me to follow what's going 
on. How other legislators are making these multi­
billion dollar decisions , don't ask me. Then 
waste-waste isn't one big thing. Waste is thou­
sands of small things. It 's structural, it's systemic. 
and it must be approached from the point of "i iev. 
of systems and planning-a CFO's point of viev.-. 
That's why I have to make this issue my crusade." 

Joe DioGuardi isn't alone in his efforts to in­
stall a CFO in the federal government. ''The idea 
first began to be proposed seriously in the early 
part of 1980 by leaders in financial management 
in both the public and private sectors." he note-.. 
"Roland W. Burris, the comptroller of the state uf 
Illinois, and Joseph E. Connor, chairman of Price 
Waterhouse & Co., have both assumed a key roie 
in promoting the need for a CFO." Various other 
individuals, nonprofit organizations, and privare­
sector groups are continuing this effon. 

The General Accounting Office, charged wit h 
setting uniform accounting standards and princ i­
ples for all federal agencies, is the governmenr ·, 
independent auditor and a strong proponent for 
financial management reform . Comptroller Gen­
eral Charles A. Bowsher. head of the GAO. say~. 
·•we need better financial reporting at the fede,al 
level. It's the key to the whole issue. We have the 
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auditor (the GAO) and we need a strong CFO 
function in the government-a scorekeeper for the 
executive branch. 0MB is in charge of the budget, 
and the CFO would keep score of how the budget­
ed money is spen t, so the two would work 
closely." 

In a letter to a member of the Senate Govern­
mental Affairs Committee. the counterpart to the 
House Government Operations Committee, Mr. 
Bowsher noted that "financial management in the 
fede ral government is a major problem facing us 
wday. Poor systems, information inadequacies, 
and weak contro ls have frequentl y resulted in 
wa5teful spending, inefficient management and 
losses totaling billions of dollars." He added, 

.. current fi nancial reporting practices of the 
federal government do not disclose the actual cost 
of operations: do not disclose the financial condi­
tion of the federal government; do not disclose the 
current and probably future costs of investment or 
policy decisions; do not permit effective compari­
son of actual costs or accomplishments to budget 
plans; and do not provide the timely information 
req uired for efficie nt management of pro­
grams .... there is no official with clearly defined 
authori ty and responsibility for assuring the effec-
1i,e and efficient operation of the federal govern­
ment' s accounring and other financial manage­
ment systems. Clearl y the original concept of 
1ie ing management improvement to the budget 
Just hasn 't worked: the time has come to find a 
more workable solution to these problems. I be­
lieve the establishment of an independent Chief 
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Financial Officer is a major element of such an 
approach." 

A Companion Bill 

In addition, Senator William V. Roth, Jr., (R­
Del.), this spring introduced in the Senate a bill 
that would be a companion effort to Mr. Dio­
Guardi's bill. Covering the same issue- financial 
management- it expands that scope to include 
credit management and debt collection, the feder­
al credit system, subsidies, collection procedures, 
and controls. "We view financial management as 
one very important function of information man­
agement," Bob Gilmour, a spokesman from Mr. 
Roth's office, said. Because Mr. DioGuardi's bill 
"splinters out financial management," they con­
sider it weaker than Mr. Roth's bill, he added. 

The Roth bill would set up the director of 
0MB, rather than a separate individual, as the 
CFO, and the CFO would serve "at the pleasure 
of the President, with the advice and consent of 
the Senate." Mr. Roth's bill has had a few Senate 
hearings already, in May, and was marked up 
from committee in late June. If it passes the Sen­
ate, the House probably would take a look at it, 
Mr. Gilmour said. 

Each group is confident its bill, or a modified 
version, will be passed, albeit when. It is doubtful, 
they predict, that legislation will be passed before 
Congress ends its term in early October, but not 
impossible. They could be back in session after the 
elections this November. 

Mr. DioGuardi would like Mr. Roth to co­
sponsor his bill, but Mr. Roth hasn't agreed. Nev­
ertheless, the DioGuardi contingent isn't upset 
about a divergent effort. "Having the counterpart 
chairman propose legislation that to the untrained 
eye looks a great deal like ours is a very positive 
development ," notes Kieran Mahoney, legislative 
director in Mr. DioGuardi's Washington office. 
"If the Senate moves on it, it will force the House 
to move. We're hopeful the House will take a clos­
er look at the legislation we've put together. 
Whether it gets passed in the 99th session is an 
open question , but it is an idea whose time has 
come." 

A Young Turk 

How did someone with Joe DioGuardi 's con­
servative numbers-crunching background happen 
to land in the House of Representatives and try to 
accomplish so much in his first term? "It's all part 
of my strategic plan," he grins. He always had 
"lurking in the back of my mind," the idea of run­
ning for Congress, but probably not until he was 
in his 50s. At 43, however, he saw an opportunity 
and grabbed it. As a partner with Arthur Ander~ 
sen & Co., he concentrated his efforts outside the .. 



Congressman DioGuardi .. 
office-within his community instead of inside the 
firm . As tax partner with firmwide responsibility 
in the not-for-profit and public sectors of his firm, 
he became involved both professionally and as a 
volunteer in a host of charitable, civic, and cultur­
al organizations, bringing to bear his financial , 
tax, and accounting background. 

He had joined the firm in 1962 but quickly de­
cided auditing wasn't his forte. By 1965 he had 
switched to taxes, "a marriage made in Heaven," 
he smiles. As a young partner, he was called in to 
participate in the firm's work on New York City 
during its fiscal crisis and then worked on the au­
dit of Yonkers, N.Y. "New York City's books 
were trucked in on dollies," he sighs, remember­
ing. "People trying to run the City weren 't getting 
the financial information they required, and poli­
ticians were setting the accounting stan ­
dards . . . the crisis in the federal government to­
day is similar to the NYC crisis. We took away 
New York's cash basis of accounting . . . and now 
we're using the same system." 

He next turned to nonprofit groups, working 
with the Boy Scouts, Phoenix House, American 
Cancer Society, YMCA, Fordham University. 
and the Archdiocese of New York . "I saw first­
hand how social welfare functions were efficiently 
managed by quasi-public, quasi-private organiza­
tions as good bridges between the private and pub­
lic sectors. I had this interesting combination of 
experience looking at what happens professionally 
when you don't manage well, you don't account 
well, and looking at how public services are ren­
dered better by nongovernmental agencies." 

By 1984, he had been a partner for 12 years 
when the opportunity to run for Congress came 
along , "a natural extension of what I tried to do in 
the community, what I tried to do at Arthur An­
dersen '.ls a professional-to educate municipal­
ities about how to organize themselves better. how 
to get a meaningful database, how to account bet­
ter, how to report better professionally. and how 
to better render services to the public.·• A conser­
vative Republican in a liberal Democratic county. 
he won by a slim margin (4.000 votes) an election 
he was supposed to lose by 25.000 vote~. He \, up 
fo r reelection this November. 

The Story of America 

On occasion he still feels the glow of those first 
fe w weeks in Congress. before the hard work 
started. when his parents and other family mem­
bers and friends were in Washington " to see Joey 
get sworn in." An Italian immigrant. his fa ther 
c::.ime through Ellis Island in 1 q2o at age 15. un -

\i1ANA 0 EMENT ACCOUNTING • AUGUST 198E 

able to speak English and looking for work. After 
two years of shining shoes and other odd jobs, he 
bought a vegetable stand in Harlem in 1931, then 
a grocery store in the South Bronx, where his son 
was later born and raised. He met Joe's mother, 
the first in her family to be born in America, on 
100th Street on the east side of New York. She 
was making ties in a factory and getting paid by 
the piece. They met, married, had children and 
moved to Westchester County in 1957. "It's not 
the story of the DioGuardi family-it's the story 
of America," Joe DioGuardi smiles. 

Although he enrolled in Fordham University in 
1958, "I didn't know what I wanted to be when I 
grew up. When you come out of an immigrant en­
vironment, your main concern is 'am I going to 
make enough money for my family?' " After talk­
ing with the father of one of his friends, he decid­
ed to try accounting, liked it, majored in it, and 
decided to use it as a basis for later attending law 
school. In his senior year, however, after being ac­
cepted to law school, "Our dean comes up to me 
and says, 'Joe, we're starting an internship pro­
gram, and we'd like you to be one of the four to 
represent us at a Big 8 accounting firm . We've 
chosen Arthur Andersen for you. You'll get ex­
emptions from your exams, and you'll get $100 a 
week.' I said, Tl! take it.' The next thing I know 
I'm on a plane to Sylvania Electric Products in 
Camillas, N.Y., on an audit. I really got to see the 
inside of accounting. It caused me to delay my 
plans to go to law school, thinking I'd go at night, 
but I never did . I joined Arthur Andersen full time 
instead, and went from an intern to partner in 10 
years. I worked hard. I took that grocery store up­
bringing and literally worked seven days a week. I 
was very proud when I became a partner." In his 
late 20s he married Carol Asselta. They have two 
children: Kara, 15, and John. 12. 

Now he's charging through Congress in hopes of 
instituting what he considers necessary reform. He 
served as a trustee of the Citizens Public Expendi­
ture Survey Foundation , a taxpayer watchdog 
group, and started the Commonsense Educational 
Fund. a group formed to educate the public about 
accountability issues and to help them understand 
why the legislative process is not responding to the 
challenge of planning. His main concerns at pre­
sent are pushing the CFO legislation through and 
getting reelected. What if he doesn 't get reelected 
and has to revise his strategic plan'l "We'll see," he 
philosophizes. "Legislators talk about things, and 
I'm a doer. One of my biggest frustrations is that I 
want to take many of these ideas on accounting re­
fo rm and make them work almost immediately. 
They say. 'hey. that's not your job.· I want to try to 
make it my job. if not as a congressman, then as a 
ci tizen through the foundation. We'll just have to 
see where It goes ... 



Opinion 

Robert L. Shultis, Executive Director 

A Tale of Two Bills 

Charles Dickens brought us A Tale of Two Cit­
ies about life in London and Paris nearly 200 
years ago during the days of the French Revo­
lution. Since the old boy has been dead for well 
over 100 years, I doubt that he will object to my 
semi-plagiarizing the title as a lead-in to this 
month's column. 

The "bills" mentioned in the title are lower­
case bills-that is, bills introduced recently in 
the House of Representatives which, if passed, 
could have a sigriificant effect on us as accoun­
tants and as taxpayers. One looks good; the 
other, in its present form, could be a real 
problem. 

In case you haven't guessed by now, the first 
of these is reproduced, in part, on the cover of 
this issue of MANAGEMENT ACCOUNTING. It is 
H.R. 4495, and was introduced by Congress­
man Joseph DioGuardi (R.-N.Y.) about whom 
you can read more elsewhere in this issue. As 
you will see there, Joe DioGuardi is one of a 
very small handful of congressmen who have 
an accounting background and probably the 
only one who has jumped directly from a Big 8 
partnership to Congress. 

Therefore, he knows whereof he speaks 
when it comes to financial controls of an organ­
ization. His bill would set up the Office of Chief 
Financial Officer in the Executive Office of the 
President and establish an Office of Assistant 
Secretary for Financial Management within 
each executive department and an Office of 
Controller in each executive agency. The pro­
posed title of the Act itself is "Federal Financial 
Management Improvement Act." 

Does the federal government need improve­
ment in its financial management? Does it ever1 

Here is the biggest business in the world and 
there's no CFO, by whatever name, to guide 
and coordinate its activities. 

The President's Private Sector Survey on 
Cost Control (the Grace Commission) reported 
three years ago that there were 332 separate 
federal accounting systems, of which 123, or 
37%, were not in compliance with General Ac-

counting Office standards as required by law. 
Of course, that was three years ago. Things 
have improved since then, haven't they? Well, 
a recent GAO report disclosed that the federal 
government now uses 427 separate accounting 
systems, of which 226, or 53%, are not in com­
pliance with GAO standards. The number of 
systems not in compliance with GAO standards 
has grown by 84 % ! 

What about the existing accounting offices in 
the federal government? What about the 
Comptroller General and the General Account­
ing Office, for example? Those titles are misno­
mers if there ever were any. They are really the 
audit arm of Congress and, even there, only 
about 25% of the audits are of a financial na­
ture. The Comptroller General is not a control­
ler within the usual meaning of the term. 

The Secretary of the Treasury? Or the Office 
of Management and Budget? No real account­
ing responsibility there, either. There is no per­
son or group of people with overall financial 
and accounting responsibility to help run a tri l­
lion-dollar-a-year business! As accountants and 
as citizens we should be ashamed of ourselves 
for allowing this to exist. 

For that reason, all of us should bring this 
worthwhile bill to the attention of our Congres­
sional representatives and express our support 
for it. Could your business run very well without 
someone responsible for the accounting and 
finances? 

Now let's look at H.R. 4886, which carries 
with it the short title, "Financial Fraud Detection 
and Disclosure Act of 1986." It was introduced 
by Congressman Ronald Wyden, with Con­
gressman Dingell and five other congressmen 
as co-sponsors , at least five of whom are 
attorneys. 

This is a bill "to amend the Securities Ex­
change Act of 1 934 to require audits performed 
under the Federal securities laws to include 
reasonable procedures for financial fraud de­
tection. and to require that aud itors report 
fraudulent activities to appropriate enforcement 
and regulatory authorities. " The bill would re­
quire that auditors conduct their work "in accor­
dance with specific and substantive procedures 
that reasonably ensure the detection and re­
porting of any illegal or irregular activity by any 
director. officer, employee, or agent of, or other 
person associated with, the entity being audited 
or examined." All of this is supposed to end up 
as a written report by the auditor to the SEC or 
to any other federal, state or local enforcement 
authority that may have jurisdiction. 

There's more, but that's enough for starters. 
Think about this for a minute and consider how 
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it might affect either the management 
accountant or the public accountant. 
• What would happen to the valuable 

mutually cooperative relationship be­
tween auditor and client? 

• What is an "irregular" activity? 
• Are the auditors to be put in a posi­

tion of defining what is legal and 
what isn't? What is fraud and what 
isn't? 

• What is "a weakness" in internal con­
trol? (The auditors must report on 
any such weakness.) 

• What happens if the auditors don't 
find a fraud, which then turns up 
later') 

• If passed, what would happen to the 
audit fees? How about legal fees? 
As I said, those questions are just for 

starters. In his floor statement, Con­
gressman Wyden cites the usual well-

known cases such as the "intricate and 
blatantly illegal shell game at ESM 
Government Securities that ultimately 
brought down the entire state-insured 
savings and loan industry in Ohio," (his 
words) as rationale for his bill to safe­
guard the public . Again, using his 
words: "Hundreds of thousands of in­
vestors and creditors were out hundreds 
of millions of dollars." 

There have been cases of management 
fraud. There have been cases of auditor 
deficiency. No one can deny that. No 
one and no law can guarantee it won't 
happen again. But a little perspective is 
needed. The perspective I would like to 
bring into focus is a comparison be­
tween the "millions" which Congress­
man Wyden cites and the billions being 
wasted or uselessly spent by the federal 
government, as cited by the Grace 
Commission and the GAO. 

There is an old expression that in 
business "you have to dance the fast 
ones." In other words, concentrate your 

efforts on the big show-and in this 
case the big show is the federal govern­
ment. All of us as taxpayers are getting 
gored by monumental costs and it's 
time some measures were taken to con­
trol or manage these costs. 

Congressman DioGuardi's bill (H.R. 
4495) is a start in the right direction. 
It's an attempt to put some semblance 
of order to a totally chaotic situation. It 
deserves the support of all accountants 
who know more than anyone the contri­
butions a capable CFO can make. Con• 
gressman Wyden's bill (H.R. 4886), on 
the other hand, would, if passed, raise 
costs, straitjacket an honorable profes­
sion and do little to improve the situa­
tion, which isn't all that bad or perva­
sive to begin with. 1 

Note: You can obtain a copy of either or 
both bills by writing to NAA, JO Paragon 
Drive, Montvale, NJ 07645-1760, Atten· 
lion James Collier. 
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Cutting The Credit Line On 
The World's Costliest Charge Card: 

Congressman DioCuardi's Campaign For 
Credible Accounting On Capitol Hill 

Westchester Commerce 

Westchester Congressman Joseph DioCuardi has 
introduced some refreshingly simple concepts into 
the smoke-filled, debt-laden deliberation that has 
kept federal accounting-and fiscal 
accountability-dangerously muddled. 

He has begun to refer to his voting card, used by 
each Congressman to register his votes, as the 
world's costliest charge card. And people are 
starting to listen to the feisty financial wizard from 
New Rochelle who has torn some pages from 
Management Accounting 101 to write a new chapter 
on responsible Federal Financial Management. In 
the exclusive guest essa y that follows, Congressman 
DioCuardi calls for a U.5.-Chie f Financial Officer to 
bring leadership and stability to a "credit card" 
system run awry.-5.A . 



Any good accountant taking a hard look at federa l 
budget management would tell his client-the tax­
payer-that safeguards were everywhere wantin g. 

Accessibility is nowhere discernible in a management ac­
counting system that is simply not work ing. 

Well-intentioned efforts to reach Gramm-Rudman deficit 
reduction targets and the "smoke and mirrors" means of 
reaching such targets are painfu l reminders of the poor 
quality of accounting in the Federal government. Some 
systems are not in very good shape, and many don't tell us 
if we're making good decisions on cutting programs. A ll re­
qu i re a new form of management leadership. 

There is nothing new about the problem per se. For years, 
the General Accounting Office's famous blue-covered 
reports have been telling us the same story: our depart­
ments and agencies are a veritable jungle of special pur­
pose, incompatible, antiquated accounting systems produc­
ing unreliable, and often irrelevant financial information. 
One of the latest GAO stud ies,moreover, reports that 53 % 

of agency accounting systems do not conform to GAO ac­
counting principles, standards and related requirements. 
The indicators, again , spell it out for us: Federal financial 
management is in shambles and there is little accountability 
to the American taxpayer for the revenues spent on their 

behalf. 
A bill we introduced in the House of Representatives, 

the Federal Financial Management Improvement Act of 
1987, is designed to put in place the linchpin of financial 
d iscip l ine that is nowhere to be found in Washington. 

The Federal Financial Management Improvement Act 
would: 

1) Establ ish an independent Office of the Chief 
Financial Officer of the United States within the 
Executive Office of the President for the purpose 
of providing government-wide direction and co­
ordination of finanical management activities; 

2) Establ ish an office of the Assistant Secretary 
for Financial Management within each executive 
agency; and 

3) Create a Federal Financial Management Council 
chaired by the Chief Financial Officer (CFO) and com­
posed of the Assistant Secretaries of each exec-
utive agency. 

Other voices besides my own and that of the GAO 
have ca l led attention to the inadequacy of Federal ac­
counting systems and the lack of accountabi lity inherent 
in the exi sting Federal financia l management system. The 
Grace Commi ssion dealt at length with the problem, and 
one can also look to a September 1985 study by the 
Systems Committee of the President's Council on 
M anagement Improvement concerning a "Strategic Plan 
for Federal Financial Management." 

That study is un ique in that it does not depend on the 
assessments of outs ide critics. Its results come from those 
on the firing line: financial management executives in 

Federal departments and agencies. Those interviewed for 
the study regarded less than 50% of governmental ac­
counting and financial reporting systems as capable of 
producing timely, accurate and relevant information for 
management decisionmaking. 61 % of the systems cannot 
provide the data necessary for assessing management per­
formance. 35% of the systems were considered incapable 
of providing sufficient data to support the allocation of 
funds, and 33% do not provide effective control over and 
accountabil ity for assets. 

The extent to which the government as a whole departs 
from basic accounting textbook requirements-to say 
noth ing of common sense-defies logic. An earlier GAO 
study, Managing the Cost of Government, pointed out for 
example, that agency budgeting and accounting for pro­
gram costs are largely done on different bases, and are 
iso lated from one another. Budgets are requested and 
justified in terms of programs and projects, such as infant 
health care or dams for flood control. Accounting and 
other financial reports, however, often focus on ap­
propriations and categories of expenses such as travel or 
personnel, without relating them to the particular pro­
grams or projects for which the money was requested 
and approved. 

As well as producing bad financial information, inade­
quate accounting systems are a pervasive source of 
government waste-that bottomless use of the "credit 
card" of government. But countless other instances of 
costly financial mismanagement abound-the Grace Com­
mission found 47 volumes worth . 

In the case of both faulty internal control evaluations 
and faulty accounting system compliance assessments, 
the GAO has cited the Office of Management and Budget 
(0 M B) failure to develop adequate guideli nes as a prin­
cipal cause. But something more fundamental is at issue. 
Despite OMB's best intentions, the development of such 
gu idelines may require more time, resources and exper­
tise-and the actual process more leadership-than 0MB 
can provide, or is likely to provide under the current 
system. OMB's lack of resources, and frankly, the secon­
dary role of financial management to budgetary con­
siderations, hampers the Office 's ability to give adequate 
emphasis to financial management matters. 

The management w hich Administration officials say is 
alive and well in 0MB is administrative management, 
and they can justly take credit fo r helping to revive the 
situation. Whether fi nancial management is equally alive 
and well is an entirely d ifferent question . It is a high ly 
specialized area wh ich deserves independent, top level 
attention in its ow n right. 

It does not now have that status. Despite the number of 
financial management improvement initiatives that have 
been undertaken, no structure or mechanism has been 
developed to improve financial management on a 
government-w ide basis and insure not on ly continui ty of 
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effort across successive administrations, but systematic 
progress toward a set of established, long term financial 
management goals. 

Instead, almost the opposite is true. As the Grace Com­
mission and the President's Commission on Management 
Improvement have pointed out, financial management 
leadership responsibilities and functions are seriously 
fragmented and disorganized, resulting in inconsistencies, 
overlap and duplication. 

Federal financial management functions are split among 
three central agencies in the executive branch: 0MB, the 
Office of Personnel Management (OPM) and the Depart­
ment of the Treasury, the various executive branch agen­
cies and the GAO in the legislative branch. None of 
these entities has clear cut responsibi lity for oversight and 
direction of the Federal government's finanical manage­
ment operations and activities. In addition, financial 
management responsibilities have frequently been shifted 
from one central agency to another; and in each central 
agency, financial management functions must compete 
with a number of other assigned responsibilities for their 
fair share of attention. 

There is a missing link in the Federal government. The 
financial management leadership void must be filled -
a CFO would achieve this goal. 

Instituting a Chief Financial Officer for the United 
States would be a quantum leap forward in addressing 
the issue of Federal financial management accountability 
and it is appropriate to highlight several key components 
of the Federal Financial Management Improvement Act. 

First, creation of an independent office for the CFO. 
We have considered the difficult question of where a 
CFO function should be placed. At one time or another, 
0MB, the Treasury Department or a new office of 
Federal Management have all been considered as al ter­
natives. In my opinion, the best organ izational approach 
would be a new, independent office in the Executive Of­
fi ce of the President. History has shown that financia l 
management functions placed in other organizations do 
not receive the attention they deserve. 

Second, duties of the CFO. The CFO will have respon­
sibi li ty for operational fi nancial management leader­
ship- comparable to the responsibi lity accorded a con­
troller in the private sector. 

Third, term of office of the CFO. Financial Managment 
improvements have a long gestation period. Progress can­
not be interrrupted by changes in priorities and direction 
from admi nistration to administration. Obviously, a cer­
tain amo :.mt of dislocation wi ll occu r under the best of 
circumstances, but I have attempted to insure maxi mum, 
long term continui ty by establi shing a CFO tenure of ten 
years. 

Fourth, creation of the position of Assistant Secretary 
for Financial Management. The establishment of this posi­
tion will ensure top level, department-wide attention to 
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There is a missing link in the 
Federal government. The 
financial management 
leadership void must be filled 
- a CFO would achieve 
this goal. 

the implementation of financial management initiatives 
and activities at the agency level; eliminate inconsisten­
cies that exist among agencies in the status and structure 
of financial management operations; and eliminate inter­
nal agency overlap, duplication, and inconsistency in 
financial management activities. 

Finally, creation of a Federal Financial Management 
Council. Th is Council will be composed of the CFO and 
the agency-level Assistant Secretaries for Financial 
Management. The Counci l will provide an important 
avenue of communication and interchange between the 
central financial management function and its counter­
parts in the departments and agencies-resulting in more 
effective implementation and coordination of financia l 
management in itiatives. 

Gramm-Rudman was called a bad idea whose time had 
come. A Chief Financial Officer for the Federal Govern­
ment is a good idea whose time is long overdue. Sound 
fi nancial management practices are not just accountant's 
issues. It is not just a Republ ican issue and it is not just a 
Democratic issue. Colleagues on both sides of the ais le 
can agree on the clear need for action in this vital area. If 
we do not give our efforts to build fiscal d iscipline in to 
the system a solid foundation of valid financial informa­
tion and genu ine financial disci pline, the enti re structu re 
is capable of co llapsing right around us. 

Thus, while the word "accountabi lity" has been most 
often used in a foreign policy context, lately, there is a 
great need to apply it to fi nancial areas: how tax payer 
dol lars are managed and spent. A CFO would go a long 
way in finally giving the taxpayer the kind of manage­
ment that is not just needed, but deserved. 

It's w rong to al low governmental charge card debits, 
subject only to an antiquated mon itoring system, to ac­
crue unabated, only to be passed along to generations 
ahead of this one for payment. It's time for a new ac­
countability. 




