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Money, Morality and Municipal Bankruptcy in Orange County

Orange County's bankruptcy case serves as a primer on basic, enduring ethical concernsin
governmental finance. Core issuesinclude trust, candor, and accountability; taking care, particu-
larly of the dependent and vulnerable; fiduciary responsibility; taking responsibility for obliga-
tions and professional competence; prudence; and more. These concerns routinely surface (but
rarely so dramatically bundled as in Orange County) at different timesin different jurisdictions,
only to recur elsewhere. This pattern suggests the ideas that guide this discussion: (1) some el-
emental concerns seem never to disappear, and so warrant periodic, prophylactic repetition, (2)
certain temptations and transgressions attach perhaps especialy to the public finance function,
but yielding to them is by ho means universal, and (3) the case of Orange County is exceptional
morein the size of theloss and number of losersthan in the ethical breaches themselves. Some of
these ethical concerns are discussed in detail here. The financial, legal, political, and managerial
lessons are drawn elsewhere. (See, for example, Johnson and Mikesell, Jump, Lewis and other
articlesin the June 1996 issue of Municipal Finance Journal; Jorian, 1995; and coverage in prac-
titioner publications such as various issues of Government Finance Review and Moody's Inves-
tors Service.)

Setting the Scene

The county treasurer of California's Orange County had overseen a $7.5 hillion investment
pool for 187 government participants, including 34 cities and 38 school districts. A high-risk
investment strategy using reverse repurchase arrangementsfor leveraging and derivativesled to a
$1.7 billion loss. Derivatives are financial instruments linked to the performance of underlying
assets, including currencies, commodities, and bonds. The county petitioned for bankruptcy re-
lief in December 1994, whereupon it became the largest municipal bankruptcy in history.

Inthe May 1995 comprehensive settlement agreement, more than 200 local governments agreed
to forego their rights to sue the county and its finance officials in return for better repayment
terms (monetary and priority claims). Fourteen municipalities elected to retain the right to sue
over investment losses variously estimated at $40-$80 million.

In a June 1995 referendum, voters among the 2.6 million residents (with relatively high aver-
ageincome) rejected ahalf-cent increasein the salestax asthe solution to the financial crisis. The

increase would have raised the county's sales tax to the level of Los Angeles County's.
...continued on page 2
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" Budgeting and Finance: Negotiation, Compromise, or Stalemate."

October 10-12, 1996 in Washington, D.C.

PLENARY SESSIONS: -« Financing Social Security, chaired by Fred Thompson
* Budgeting Under Stalemate, chaired by Richard Doyle

PANEL SESSIONS:

» Connecting Resources with Results, chaired by Virginia Robinson

« Evaluating Changing Fiscal Conditionsin State and Local Governments, chaired by Merl M. Hackbart

« Activity Based Management, chaired by Clif Williams, Coopers and Lybrand

« Financing Prison Systems, chaired by Henry Thomas

« Performance Measurement and Budgeting: Perspective at the National Level, chaired by Philip G. Joyce

* Budgeting for Economic Development: The Case of Sports Facilities, chaired by Roy T. Meyers

» Government asa Business: An International Perspective, chaired by Kurt Thurmaier

* Performance Measurement & Budgeting: Perspective at State & Local Levels, chaired by Karen Stanford

* Budget Theory, chaired by Paula S. Kearns

« Financing/Budgeting/M anagement in Eastern Europe, chaired by David O. Porter

* Revenue Estimating, chaired by Marilyn Rubin

» Commentaries from State Budget Directors, chaired by Richard E. Zody

* The Line-Item Veto, chaired by Thomas P. Lauth

« Internet and the World Wde Web, chaired by Carole Pettijohn

« Innovative Funding of Environmental Protection and Remediation, chaired by James F. Smith

« Doctoral Student Research, chaired by Christine Martell

» The Impact of Federal Funding on State and Local Government, chaired by Carol W. Lewis
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Bankruptcy in Orange County..continued from page 1

Some of the structural and political dif-
ficulties are associated with Proposition
13, the well-known tax-and-expenditure
limitation. Its passage in 1978 heralded
contemporary anti-tax sentiment and
would heighten the attraction of revenue
alternativestothetightly constrained prop-
erty tax.

The Securities and Exchange
Commission's (SEC) litigation release
(SEC Actions, 1996) notes that interest
income from county investment poolswas
thesinglelargest source of revenuefor the
county's discretionary budget and the
county's reliance on this interest income
was increasing.

Within a year after the bankruptcy fil-
ing, more than ten lawsuits over suitabil-
ity, disclosure, and violations of state law
had been filed against Merrill Lynch asOr-
ange County's broker and bond under-
writer (Wayne, 1995). Robert L. Citron,
county treasurer for two dozen years,
pleaded guilty to six felony charges.

County officials reduced the fiscal
1995-1996 budget from $3.7 billion to
$3.4billion, reduced discretionary spend-
ing by more than 40%, and instituted ser-
vice reductions and layoffs.

The Securities and Exchange Commis-
sion (SEC) brought enforcement actions
against county officialsin 1996 under an-
tifraud and other provisions of federal se-
curities laws. The SEC reported that offi-
cial statementsfor eleven offeringsinvolv-
ing the sale of more than $2.1 billion in
municipal securitiesin 1993-1994 misrep-
resented or failed to disclose materia in-
formation (SEC Actions, 1996). In April
1996, the county's Board of Supervisors
approved a settlement agreement cover-
ing the remaining fourteen municipalities
and, subject to their agreement and to US
Bankruptcy Court Judge John Ryan's ap-
proval, the county is scheduled to emerge
from bankruptcy in June 1996.

County officials anticipate a $38 mil-
lion surplusin the fiscal 1995-1996 bud-
get and may not need additional cutbacks
infiscal 1996-1997 (Grad, 1996).

Ethical Dimensions
Many finance professionalswould agree
with George Bernard Shaw (also the au-
thor of a book on municipal bonding),
whose character in "Man and Su-

perman" says, "You may be as romantic
asyou please about love...but you mustn't
be romantic about money." But raising
ethical concerns is hardly fanciful; after
all, in his Nicomachean Ethics, Aristotle
defined ethics as a practical field
(grounded in habits of action ingrained in
moral character). Ethical concerns specifi-
cally address fundamental professional
precepts, plus the trust of taxpayers, em-
ployees, vendors, creditors, and the pub-
lic. Perhaps because the very word bank-
rupt connotes reneging on obligations and
breaking the covenant underlying the pol-
ity and the credit markets, many reactions
to Orange County's bankruptcy are voiced
in terms of moral outrage.

Trust, Candor & Accountability

Itiswidely accepted that bankruptcy is
a betrayal of public trust (Lewis, 1994).
Speaking about Orange County in Janu-
ary 1996, SEC Chairman Arthur Levitt
noted, "But trust is hard to win, and easy
tolose. .. .The case boils down to prob-
lems with statements made to sell securi-
ties—-in other words, with disclosure. The
law requires that the accuracy and com-
pleteness of that information be held sac-
rosanct” (SEC Actions, 1996, p. 14). The
SEC's1996 litigation release observes, "In
authorizing the issuance of securities and
related disclosure documents, apublic of -
ficial may not authorize disclosurethat the
official knowsto be false; nor may a pub-
lic official authorize disclosure while reck-
lesdly disregarding factsthat indicate that
there is arisk that the disclosure may be
misleading." (The SEC included the
county's elected officials among respon-
sible parties.)

In government finance, adequate dis-
closure demands candor. The Government
Finance Officers Association's (GFOA)
Code of Professional Ethicsplainly states
the government finance officials' respon-
sibility: "They shall not knowingly sign,
subscribeto, or permit theissuance of any
statement or report which contains any
misstatement or which omits any material
fact." The National Association of State
Budget Officers (NASBO) Standards of
Professional Conduct specify public ac-
countability: "Assure that government is
conducted openly, efficiently, equitably
and honorably in a manner that permits

the citizenry to make informed judgments
and hold government officials account-
able." Thus, as an ethical duty in govern-
ment finance, candor speaks to the integ-
rity of the disclosing party, underwrites
authentic accountability, and protects the
moral agency of citizens and other deci-
sion makers who depend upon the infor-
mation provided.

Developments in Orange County and
elsewhere (e.g.., the Daiwa case) have
sparked apublic policy stampedereminis-
cent of the reaction to New York City's
fiscal crisis of the mid-1970s. Enhanced
oversight and tightened investment and
disclosure policiestarget financial irregu-
laritiesand unacceptabl erisk. Because de-
rivatives have been associated lately with
large losses among some corporations, in-
vestment funds and, most notably, Orange
County, the Securitiesand Exchange Com-
mission moved to tighten disclosure re-
quirementsfor companiesholding deriva-
tives. In addition, implementation of SEC
Rule 15¢2-12 tightened disclosure of mu-
nicipal market activities. The Federal Re-
serve Bank of New York and group of bro-
ker-dedler and investment banking firms
issued voluntary guidelinesfor "best prac-
tices" in the over-the-counter market. In
1995, the Government Finance Officers
Association updated approved practicesin
financial management; the National As-
sociation of Securities Dealers approved
a suitability rule as authorized under the
Government Securities Act Amendments
of 1993; and the Commodity Futures Trad-
ing Commission issued its final rule that
does not preclude trading by municipali-
tiesin less regulated derivatives, includ-
ing swaps. Also, thefederal SecuritiesBill
was enacted in 1995 as the first congres-
sional override of apresidential vetointhe
Clinton Administration; one provision
makes it more difficult for individual in-
vestorsto suein cases of securities fraud.

Disclosureis necessary to accountabil-
ity. Although accountability may be de-
fined as someone el sefilling out theform
(when one does it oneself, it becomes red
tape), accountability is "perhaps the core
philosophical concept in public manage-
ment" (Kearns, 1996, p. 7). Its forfeiture
is critical to understanding the Orange
County story.

Taking Care

continued on page 5
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For chair-elect (vote for one):
Karen Stanford

ABFM Official Election Ballot

For Executive Committee (vote for three):

Other (writein name below)

RETURN BALLOT BY JULY 31st to:
Professor W. Bartley Hildreth
Regents Distinguished Professor of Public Finance

Hugo Wall School of Urban and Public Affairs
Wichita State University
Wichita, Kansas 67260-0061

Doug Adams

Roy Meyers

Paul Posner

Henry Thomas

Kurt Thurmaier

Other (writein name below)

Karen A. Stanford is the executive direc-
tor of the Florida Commission on Government
Accountability to the People (GAP Commis-
sion). The commission publishes TheFlorida
Benchmarks Report, a series of social, eco-
nomic and environmental indicators which
reflect the well-being of the state's citizens.
The commission a so conducts agency assess-
mentsto encouragethelinkage of performance
information at all levels of measurement.
Stanford's educational background includesa
Ph.D. in public budgeting and financial man-
agement from the Askew School of PublicAd-
ministration and Policy, Florida State Univer-
sity in 1989, and a master of public adminis-
tration degree from the Askew School in 1980,
and a B.A. with honors from the University
of Floridawith amajor in political sciencein
1963. Stanford was appointed the first execu-
tive director of the commission in 1993.

Stanford returned to Florida after teaching
public administration for four yearsat the Uni-
versity of Wyoming. At Wyoming, she served
on the Women's Studies Committee, repre-
sented her department in the faculty senate,
organized a faculty women's support group
and represented the university on a statewide
HIV/AID school health project. She previ-
ously worked in Florida state government in
severa capacities: contract development for
Medicaid-managed health care, juvenile jus-
tice delinquency program development, and
correctional program evaluation.

Stanford has published research on legisla-
tive budget decision-making and conducted
performance measurement training for state
and local government officials. In the early
1980s, she was a member of the local ASPA
chapter board. Sheisan adjunct professor of
public administration at theAskew School and
serves as co-chair of the State Work Group
for ASPA's Government Accomplishment and
Accountability Task Force. She has been a
member of ABFM since 1987 and went on the
Executive Council in 1992. Since 1993, she
has directed the Annual Student Paper Award
and served on the program committee for the
past two years.

H. Douglas Adams is the county finance
manager for Washington County, Oregon, a
suburban county within the Portland metropoli-
tan area. Adams hasbeen with the county since
December 1994 after seventeen years with the
State of Missouri. During hislast nineyearsin
Missouri, he served as director of administra-
tion for the Missouri Department of Health.
Adams received aB.S. degreein political sci-
ence from Southwest Missouri State Univer-
sity, a master of public administration degree
from the University of Missouri, and attended
the Program for Senior Executivesin State and
Local Government at Harvard University's JFK
School of Government. His professional mem-
berships include ASPA, the Government Fi-
nance Officers Association, the Association of
Government Accountants, and the Oregon Mu-
nicipa Finance Officers Association. Adams
is certified by the national accreditation board
of theAssociation of Government Accountants
as a Certified Government Financial Manager.

Roy Meyersis an associate professor at the
University of Maryland, Baltimore County,
where he teaches political science and policy
sciences. He earned his Ph.D. in political sci-
encefromthe University of Michigan. Meyers
isthe author of Strategic Budgeting published
in 1994, articles in Public Budgeting and Fi-
nance; and articlesforthcoming in Policy Sci-
ences and the Journal of Policy Analysis and
Management. For the past year, he has been
the editor of the " Current Estimates” section of
Public Budgeting and Finance. Meyers was
formerly an analyst at the Congressional Bud-
get Office.

Paul L. Posner isdirector of the U.S. Gen-
eral Accounting Office (GAQO) where heisre-
sponsiblefor the GAO'sanayses of theimpacts
of fiscal policy alternativesand for itswork on
theintergovernmental fiscal system. Heisalso
an adjunct professor of public policy at
Georgetown University. He hasserved aschair
andiscurrently amember of the executive com-
mittee of the Section on Intergovernmental
Administration. Hetestifies frequently before

congressional committees on issuesrelated to
the federal budget and tax administration. He
has published articles on federalism and fiscal
issues in National Tax Journal, Political Sci-
ence Quarterly, Public Administration Review,
and Public Contract Law Journal. Hehasalso
written and directed the publication of numer-
ous GAO reports on tax policy, performance
budgeting, federa deficit issues, block grant
administration, and other topics. Posner re-
ceived hisPh.D. in political science from Co-
lumbia University in 1995.

Henry B. Thomasisthedirector of the MPA
program at the University of North Floridain
Jacksonville, Florida. Prior to that he was on
the public administration faculty at Floridaln-
ternational University in Miami. Heserved as
budget analyst in the budget bureau in the city
of Rochester, New York. Thomas has current
research interests at the intersection of TQM
and public finance. His specific focus is on
the development of cost driver analysisfor pub-
lic sector quality cost systems. Thomas holds
theD.PA. degreefrom the University of South-
ern California. He has served on the boards of
the local ASPA chapters in both Miami and
Jacksorville. Currently, he is treasurer of the
Jacksorville chapter. Professor Thomas is a
member of the Executive Council of the Na-
tional Association of Schoolsof PublicAffairs
and Administration aswell asamember of the
Committee on Peer Review and Accreditation.
Professor Thomas currently is secretary and
archivist of ABFM.

Kurt Thurmaier is an assistant professor of
public administration and Russian and East Eu-
ropean studies at The University of Kansas.
He teaches public budgeting, public finance,
and quantitative analysis of public sector pro-
grams and policies. Hisresearch interestsin-
clude budget decision making in state and lo-
cal budget offices, and the evolution of local
government budgeting and finance in Poland
and other east European nations. Thurmaier
was abudget and management analyst for four
yearsintheWisconsin State Budget Office. He

continued on page 4
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left the budget office to pursue his Ph.D. at the
Maxwell School, Syracuse University.
Thurmaier was a Fulbright Scholar at the
Jagiellonian University in Krakow in 1992 and
currently serves as a consultant for ICMA, pro-
viding technical budgeting assistance to Poland.
His publications appear in Public Administration
Review, Public Budgeting and Finance, Journal
of Public Administration Research and Theory;,
Sate and Local Gover nment Review, and Admin-
istration and Society. Thurmaier has served the
ABFM section as the 1994 ASPA conference
track chair for budgeting and financial manage-
ment panels. He has also organized the doctoral
and state budget director panels for the annual
ABFM meetings. He currently servesthe ABFM
section as the newsl etter editor.

FROM THE CHAIR

I'm tempted to devote thisissue's column
to nothing but thank-yous. | have been for-
tunate in working with many people on the
affairs of the association and greatly appre-
ciate how helpful everyone has been. One
major thank you goes to Kurt Thurmaier
and The University of Kansasintaking over
this newsletter and to Kurt's predecessor,
Paula K ear nsat Michigan State University.

As you know, one of the primary duties
of the association's chair is to organize the
national conference held each year in Wash-
ington, D.C. Thisyear'sconferenceisfrom
October 10 through October 12. From the
information supplied el sewherein the news-
letter, you should discern that we are devel -
oping a set of sessions that cover topics of
major importance to our profession. Ses-
sionswill focuson all levels of government.
Some sessions will emphasize budgeting,
some finance, and some will span these ar-
eas. We expect to have a live demonstra-
tion of our homepage on Saturday morning
so plan to stay for the entire conference.

Threepolicy topicswill be covered at this
year's conference. A plenary session will
address the financial woes facing Social
Security, and panel sessions will examine
thefinancial aspectsof prisonsand environ-
mental protection.

Friday evening at the conference (Octo-
ber 11, from 6:30 to 8:00 p.m.), we will be
conducting our association's business meet-
ing. Agendaitemsinclude proposed amend-
ments to our section bylaws, which we are
in the process of reviewing. We are explor-
ing the possibility of shifting the term of
office of the chair from April 1 to Novem-
ber 1. Such achange would allow the new

Chair ...continued

chair to bein charge nearly afull year lead-
ing up to the October conference. We are
also studying the pros and cons of moving
the start of the association'sfiscal year form
July 1 to January 1. Please plan to attend
and bring suggestionsfor improving the as-
sociation and suggestions for next year's
conference.

Of course, long beforetheABFM confer-
ence is ASPA's national conference in At-
lanta. Several important budgeting and fi-
nance panels have been scheduled. Also,
plantovisit the ABFM room and meet with
other members of the association. Marilyn
Rubin, our past chair, will be hosting the
scheduled meeting of the association.

This issue of the newsletter includes a
ballot for selecting the association's next
chair and for filling three seats on the ex-
ecutive committee. Please vote.

As chair, | have responsibility to appoint
two officers. | am pleased to report that
Michael C. Bour geois has accepted my in-
vitation to continue astreasurer and Henry
B. Thomas has agreed to remain as secre-
tary. The executive committee and the
association's officers are engaged in several
efforts. We have sought and received better
reporting on the finances of Public Finan-
cial Publications, which is the parent orga-
nization of Public Budgeting & Finance, and
which is jointly sponsored by ABFM and
the American Association for Budget and
Program Analysis. A logo is being devel-
oped for theassociation in order tohelp give
it astronger identity.

In the last newsletter, we announced that
an ABFM homepage was under construc-
tion. Thesiteisnow operating and you are
encouraged to visit it at http://
mailer.fsu.edu/~dls2632/abfm/
intro.hutml

Specia thanks go to Carole Pettijohn,
Diane Stottlemyer, Dave Coursey and
Florida State University where the
homepage ishoused. Thanksalso go to the
other committee members M ike Dougherty,
Fred Thompson and Kurt Thurmaier.
ASPA now has a homepage http://
globe.lmi.org/aspawhich should soon have
alink to our homepage.

Please plan to attend the October confer-
ence. Hotel reservations should be made
early in order to take advantage of the con-
ference room rate.

VOTE! VOTE! VOTE! VOTE!
~Bob Lee ~

Julie Bundt, arecent graduate of

the University of Kansas, beginsher
new appointment this fall as an as-
sistant professor at Northern lowa

Z University in Cedar Falls. Her dis-
sertation, "The Search for the Just
Institution: Financing America's
Public Schooals," examinesissues of

=5~ fairnessin state education policy. It
QO compares state education finance
Q_J systemsand the degreeto which they
> minimize the disparity in per pupil
) spending between high property
T wedlthandlow property wealth dis-
— - tricts. Julie's dissertation committee
Q was chaired by H. George
— Frederickson at The University of
(Q Kansas Public Administration De-
Z partment. Julie will be teaching
(" coursesin American government and
e Public administration. Her research
interestsinclude state and local pub-

Z licfinance, especially school finance
issues. Larger concernsare how eg-

uity isincorporated into policy prob-

lems.
2

O Michael John Dougherty gradu-
Q) atedfromVirginiaTechwithaPh.D.
—_in the environmental design and
U planning programin May 1995. His
T dissertation, "The Strategic Planning
—* Role Perceptions of Virginia Local
(% Government Chief Executive Offic-
— ers,”" examined what impact the ap-
(Q pointedlocal officiasinVirginiahad
= on the strategic planning process
» through the different roles they
e Played. Hisadvisor wasRichard E.
Zody, Professor, Department of Ur-
Z. ban Affairsand Planni ng, atVirginia
Tech. SinceAugust 1995, Mike has
been working with localities on bud-
%’) geting and planning matters, and
conducting acomprehensive and on-
O 9oing needsassessment of local pub-
Ay licofficias, asan extension special-
= ist/extension assistant professor in
¢y theDivision of Community and Eco-
nomic Development at the West Vir-
—. giniaUniversity Extension Service.
Q@ His research interests are financial
=) problems and management practices
(Q of locdlities, benchmarking, and mat-
— ters related to planning. He also
—~+ . .
(n holds an appointment as an adjunct
assistant professor in public admin-
istration at West VirginiaUniversity.
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Bankruptcy in Orange County..continued from page 2

Orange County's efforts to confront the
financial crisisput apeculiar spinonclas-
sical stakeholder analysis. Creditors, ven-
dors, residents using county services, and
county employees took the brunt of the
county'sresponsesto bankruptcy and bud-
get cuts. These categories trandate into
breaking faith, withdrawing help from the
needy and dependent (and politically
weak), and targeting vulnerable public
employeesasvictimsof choiceandinlieu
of raising taxes. The most protected class:
current taxpayers.

Illustratively, fees at beaches and parks
wereraised, aprenatal and children'sclinic
closed, and other social services were
eliminated or reduced (Sterngold, 1995,
pp. D1, D8). The Socia ServicesAgency
especialy washard hit by a27% cut inits
operating budget and 24% cut in staff
(Grad, 1996). These human costsare high,
and the victims voiceless, by and large.
With respect to creditors, Bruce Bennett,
the corporate bankruptcy lawyer and Or-
ange County'slegal strategist, argued that
certificates of participation are actually
leases, not bonds, and therefore easier to
repudiate (Orange County'sArtful Dodger,
1995, pp. D1, D8). Although the fiscal
1995-1996 budget eliminated almost
3,000 county jobs (about 16%), and laid
off almost 500 empl oyees, budget propos-
alsfor theensuing fiscal year include can-
celing approximately 1,000 vacant posi-
tions among the 15,400 remai ning county
jobs. Additionally, amember of the Board
of Supervisors proposed a week's unpaid
furlough for employees and lower salary
levelsfor future hires (Grad, 1996).

The apparent willingness to victimize
so many stakeholdersis related logically
to county taxpayers reluctance to raise
taxes, even to service debt. More than
three-quarters of the respondents to a
Times Poll conducted in January 1995 in-
dicated opposition to raising taxes in or-
der to pay back investors in Orange
County'sbonds (Reyes, 1995, p. Al). Sev-
eral months later, in April 1995, amajor-
ity of respondents opposed the proposed
salestax increase. Their second most fre-
guent explanation (26%) was opposition
to new taxes; interestingly, the most fre-
quently (45%) offered other explanation -
-or perhaps convenient rationalization--
wasthat itis"unfair to pay for others mis-
takes' (Platte, 1995, p. Al).

Finger pointing is not this author's in-
tention. These observations are not meant
to imply that voters, taxpayers, officials
or other parties in Orange County are
somehow exceptional in their attitudes or
actions. On the contrary and as suggested
in the first paragraph of this discussion,
shifting blame (see below) and evading
costs are pervasive in contemporary poli-
tics. Electoral, opinion, interview, and
other empirical data confirm that tax re-
sistance is widespread today and by no
meansis unique to Orange County. There
are too many recent instances of bank-
ruptcy filings, receiverships, and financial
oversight boards to sustain an argument
of exceptionalism. When an attitude or
practiceiscommon, thewords of Thomas
Paine are worth remembering. "A long
habit of not thinking something wrong
givesit the superficial appearance of be-
ing right."

AsFiduciary

Taking care also evokes the role of fi-
duciary, with its associated responsibili-
tiescentral to governmental financial man-
agement. The law imposesfiduciary obli-
gation on relationships keyed to trust and
dependency (Clark, 1966, p. 69). "Hold-
ing government employeesto afiduciary
standard is consistent with the theoretical
foundations of representative government,
the widespread tradition of referring to
public office as a 'public trust,’ and the
common law" (Clark, 1966, p. 74). Fidu-
ciary obligation also promotes and even
demands professional competence.

That bankruptcy status granted by the
federal court enabled Orange County to
jettison legally some of its obligationsiil-
lustrates the limitations of a unidimen-
sional, legalistic concept of fiduciary. Gov-
ernmental finance officias (and other gov-
ernment officials) rightfully and dutifully
pursuethe publicinterest broadly defined.
NASBO enjoins membersto personal ac-
countability by "making decisions that
take into account long term interest and
the need to exercise leadership for poster-
ity." From this perspective, the concept of
stewardship is pivotal because it expands
fiduciary obligationto encompasstheethi-
cal along with the legal. For example,
stewardship encourages including future
generations' interests in a definition of
publicinterest (Frederickson, 1994). Stew-
ardship is suitable especially when

intergenerational equity concerns come
into play, asthey should when long-term
debt isincurred (or disinvestment permit-
ted, or infrastructure allowed to deterio-
rate).

Taking Responsibility

Taking responsihility isfundamental to
ethical decision making, aswell asto citi-
zenship and professional public servicein
a democracy. Because moral agents' re-
sponsibility for a decision or action usu-
ally isassociated with the obligationto re-
pair damage or ameliorate harm, evading
responsibility turns on fixing the blame
elsewhere. Voters, taxpayers, county |ead-
ers, legal strategists, and other parties
joined in the scrambl e to off-load respon-
sibility for bankruptcy and thereby attempt
to escape its consequences. Blaming oth-
erswasthefirst order of business, it seems.
In the Times Orange County poll con-
ducted just a week after the county filed
for bankruptcy, three-fourths of the re-
spondents indicated anger over "the ac-
tions of local officials that led to the fi-
nancial crisis' and the county treasurer,
supervisors, Wall Street, and others were
named (Weikel, 1994, p.Al). A preoccu-
pation with blame also is suggested to
somedegreein the county's $2 billion suit
against Merrill Lynch, wherein the county
charged that the investment firm violated
state law by selling the county high-risk
investments.

There rarely is a legitimate excuse
(meaning to be held blameless) for pro-
fessional government finance officials' in-
adequately fulfilling their official duties.
Maintaining professional competence is
widely recognized as an obligation of
holding the public office. GFOA'scodere-
quiresmembersto "exercise prudence and
integrity in the management of funds in
their custody and in all financial transac-
tions." NASBO's standards include "vol-
untarily correcting personal or institu-
tional mistakes and improprieties' and
"accepting personal responsibility for the
foreseeable consequences of actions and
inactions." Connecticut's GFOA observed,
"Orange County will become a historic
lesson in the annals of failed investment
strategies' and warned members, "You
must educate yourself totherisks' (Invest-
ment Corner, 1995, p. 10)

...continued on page 6.
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Bankru PtCY...continued from page 5

Conclusion

In this case, asin so many others, the deficit is at least as much
ethical asfinancial. Thesolutioniselegantly but deceptively simple
to prescribe: knowing theright thing to do, how to do it, and having
the courage to act on this knowledge. Old-fashioned prudenceis
especially important here, "A traditional virtue familiar to the
republic's founders, prudence in fact can be traced to the ancient
Greeks to whom it embodied the wisdom to see the right thing,
coupled with the will to do it. Thisis the basic practical virtue."
(Lewisand Catron, 1996). Given the resources, power, and uneven
sharing of benefit and harm in the governmental enterprise, public
finance professionals can't afford to lose sight of what's right.

~ Carol W. Lewis, copyright 1996 ~
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S. Kenneth Howard

Career Achievement Award
The Association for Budgeting and Financial Management, a sec-
tion of the American Society for Public Administration, is accept-
ing nominations for the S. Kenneth Howard Career Achievement
Award.

Theaward, presented annually asamemorial to Howard's out-
standing contributions to his profession, recognizes the exemplary
work and professional integrity of selected individuals who have
devoted a significant part of their public service careersto the ad-
vancement of public budgeting and financial management.

The selection criteria used in evaluating nominees includes a
career that demonstrates a record of significant public sector ac-
complishments over a period of years, in areas such as;

1. Technical applications of budgeting, accounting, auditing, fi-
nancial analysis and reporting, tax and revenue administration,
treasury and debt management.

2. Development of significantly improved policies, procedures
and systemsto enhance accountability and improve performance.
3. Leadership in government, academic institutions and/or pro-
fessional associations.

4. A record of sustained and close professional working relation-
ships with elected public officials at all levels of government.

5. A lasting contribution to the public's confidence in the finan-
cial integrity of one or more jurisdictions in which the nominee
has been associated.

Nominations should include an explanation of how the nomi-
nee meets the selection criteria and may aso include other perti-
nent information. Nominationswill be accepted from individu-
alsor organizationsuntil July 15, 1996. Please addressall corre-
spondence or requests for additional information to:

John L. Mikesell, Professor

Public Finance & Policy Analysis

School of Public & Environmental Affairs

Indiana Univer sity, Room 235, Bloomington, IN 47405
(812) 855-0732

e-mail: Mikesell@spea.spea.indiana.edu

From the Editor

It is such a pleasure to belong to ABFM. This sec-
tionisvery active and filled with talented people. A big thank
you goes to Carol Lewis for her article on Orange County's
bankruptcy. Responses are welcome! We'll make room for
feedback for those who agree or disagree!

Asyou can see, we have agreat conference planned
for October, so please mail your enclosed conference regis-
tration in today. And please mail your executive committee
ballot today too! We have only highly qualified candidates to
choose from (if | don't say so myself), so vote today and make
sure our section remains healthy and vibrant!

~Kurt Thurmaier ~
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