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A Petition to the Congress of the United States

fn accordimee with the First Amondment to the
Congtitution of the United Stetes, we hereby petition the
Lovenment, & represented by the Congress, o redresa
the grievangea cited below by investigating the per
formaice of employees snd members ol the Securilics
and Exchunge Commisaion with a view o takiog
apreogwiate  remedial  action, The fellowing  specific
itnpropet acliong sre alleged:

¥iolations of 5.E.C. Procedures

1. Violations of the S.E.C.'s wstablished procedurea
urporting b0 protect the rights ol persong interrogated
uve besn ae follows:

a. The 5 EC. hae stored in a letter to Rapresantative
Silvio Conta doted December &, 1974 that its rules
relating to investigations require, among othur things, that
"o oo v a [ormal order of invesligation ia isued by the
Comnissign which delincates the scape ol the Comv
misgion's investigation and s ghown to afl persany eolled
ay witkerses in the course of the investigation.” Thia
provedure was violuted by aot showing moat of the
witnemes the [ormal order; in fact the order wos not
mpde available untdl meost of tha witnesses hod testifiad,
# b clearly tovealed by the fol.!uwinﬁ exteaet from a
letter the S EC. wrotc Lo our sitouney duked Oglober L0,
1974, which was afller soverul witniesses bad been cequiced
to teghilfy:

“Relovence i mude to your letter of Seprember 20,
1974 requegling o copy oir the formul order of private
Invastigalion in the above matter on hehall of your clients
American Ingtitute [or Economic Research and Americon
Ingtitute Counselors, Inc. IMursuant to Bule T{a) of the
Cwtithipaivil s [ales Rt:lil.ing Lix Ill'f't:H-liEdLiullu, FLIITES
réquest hae been granted nnd we herewith enclose s copy
of the fartmal order of inveatigalion ™

b. Browbeating of witnessos by having two or more
intacopators aeking questions noarly simu%l.-unmualy and
ingisting on answers even when witnesses had testilied
that they did not know the answers ardl on attome
objectod; this inestencs being carried 50 fur w6 to dﬂlﬂﬂl‘]ﬁ
that witneases guess or indicate what they supposed to be
the snawer. Not only did the 5.E.C. officers thus violnte
their own purported procedures, but aleo they sub.
sequently reported falsely in regard to this sspect ol the
metler to n min Conte. See below under the
alegation of a "eoverup” by members of the 5.E.C. stalf,

c. "Lewking" news about the investigation. in a letter
to Congressman Conte dated December 6, 1974, the
S5EC. stated, “Tnsofar as the privatz nature of our
investigationg is concerned, our investigntions must and
will remain private for obvious reasons.” With rolerence

te this assection [ wrole Congressman Conte on December
20, 1974, painting out thut J should clarifly the matier of
publicity via the Wall Street Journal, Ooe of the news =
editora telephoned to me Ogtaber 9 or 10 and saild that 5
he regretted to have to inform me that e had bod rews: o
the ?TEC was investignting A.LC. Qbviously, he would

not thus have clled me if we had been the source of his=d
information. Having seen on many oueasions how

Government agencies have “[eoked™ news, we had boen

eapreling such o “leak,” and I Uigpelore wli lie wditor 5
that we would welcome all the publicity we could get on
the matter. He mentioned this in the article he wrote. My &
apinion iz that the 8.E.C. deliberaicly “leaked™ the siary, @
but probably only 2 Congromional investigation could o
determing this.

o

d. In the letter o Congressman Conte dm‘.e;:l:]";3"1-'|
December 6, 1974, the S.E.C. atatos, " Where, in the coursc
of the Commisson’s infuiry, il becomes necessary Lo
aubpoena records, or take tesmony undec oath, the staff &
muet report to the Commission, and the Cnmmimﬁ.ﬂng
pursuant to i stamutory suthaority will, o it dewns it
approprinle, avthotiss a formal jnvestgation.” This
procedurs  wan  violated in that two jumor officers,
withoul licst obtining 1 formal acder, did take testimony
under oath.

c. Also in Lhe game letter to Congressmen Conte tLhe
S.EC. slate, “An investigabion does not invalve any
charges ar any accusation against anybady * Nevertheless
in this nstance sccusations had been made, were involved
very miuch in the investigetion, aod at leusl ane afbcer of
the 3. E.C. conspired with the accuser not only ta congexl
thos: accusrtions, but also to kesp them anonymous. In
thiz connection see abso the sllegation of conspiracy to
deny my Sixth Amendment rights, below.

Conapiracy to Violate Constitutional Rights

2. Conspicacy iuvainE ang or more alficers al the
S.ELC. 1o violats a citiwen's rights under the Constitution.
The Commisaon'’s investigation apparently was initigtcd
on the bagis of o report by a [ormer employee of ALC.
who had resigned and sought uvnemployment cam-

nstion. Alter appeul lo & Massachusetts Board of

itw, guch unemployment compensuticn wus denied to
her on the grounds thet she had mede “unsupported
allegations aguinst her employer.™ In the meantime, she
had threatensd the Institute Directer, Mr. C. Rusaell
Doane, that if he did not asist her to obtain
uncmployment compensation she would complain to the
E.E.C. H’; of course told her he would not lie to assist
qar-

4. Apparently on the basis of her complaint, an
S5.EC. officer undertook to see her at least on one



occagion. Thereolter, he drulted « long reporl emn-
bodying her sllegzbions and rmuiled it with a letter to
her invitng any revisions she desired to moke but
mutioninﬁ icr utither to Eign the rj::rt nor even to
seknowledge  having  recsived il it happened,
migdirection or mizdelivery of the communication
regulted in it being placed on my desk, not, of
courge, in the anvelope in which it presurnahly was
mailed. | forwarded it o her.

b. I alsc know that the compluinant . subsaquently
responded by returning the drufl with many euggested
revisions in her handwridng, which [ have seen and
recogoized when il wes shown tor mc by &
Guvernment official. Presumebly, this & now in 5.E.C.
hles. These communications are evidence of o can-
epiracy, 0 principal objective of which presumably was
to deprive me of -my Constitutianal nghts under the
Sixth Amendrment, F{uthermure, rospective witnesses
could testily that the complainant I;ms told two of our
employees  thet she, with the cwoperation of the
B.EC., would atop the activides of A.LC.

Ipnoring Limita of Statutory Authority

3. The SEC. has ignored the linutations of its
stalutory authority by ranging far beyend the barders,
aprecilically:

a. The MAUSA contrpets invelve claims on the
dalivery of any currencies of the world mewsured o5 to
amoant b angee in the [ree-market poce of gold.
As the 5.E.C. mahly iz well aware, such contracts
for currencies, by the wrme of a U.5. Supreme Court
decision, ars not within the clossification of szcunities
subject o SEC. jungdiction even if maced by o
domestic cocporation, instead of o forgipn eorporafion
as in thie inetance.

. Il:i Auqu?;:lju? nﬁ' !g ‘:]:a:uinu nbrnadhwun upi
cibica ovi or by . Treagury mgulabiong un
u[‘fi.c.iu.{y 'F:ensuqr rces releases. Evan the purchase af
gold cpine autright within the Uniled States is in no
way under the jurisdiction of the 5.EC

t. Much time wnd elfort was focussed by the 5.E.C.
investigntors on the Resarved -Life-Income Contracts iseued
by AJER. As the investigotors readily could have
ascertained, both AIE.R. and A.1L. are charitable and
sducational crgenizations, although the latver is reguired
to pay taxes. The simtules that peovide for the exislence
of 3:: S.E.C. specilically exclude such eantracly from its
jurisdiction.

d. Apparently the S5.EC. does hove statulory
authooaty ta visit our offies und examine our bleg Lo
meertain that propar records of edviee to clicnln are
relained for the epecified fve yoors, We have offercd
te any 3E.C. representative unmreslticted ateess Lo all
Bles subject to the limitation that we would not
permit copying numes snd  addresies of elienta owr
would we provide a list of them or of uur subscribers
in the ehseace of an order confirmed by Lhe highest
court. We have offered tu cuoprrate [lly in hl"IIIFin
thia aspect of the marter through the cours te a lina
decision.

Abuse of the Subpoena Power

4. Oificerz of the S.E.C. have grosdy ubused the

mbpoena power. The power to subpoena is an awesome*

power reserved to the courts exucpl in a fow instances Lo
such g the 3.EC., which is presumed to act responsibly,

The subpoena power has been eely abused by the
jJunior olficers olllzhc 3EC, spe.t:iﬁ%:a‘}ly:

a. They subpoenasd recards including about two
tene (15 Gle cabineis) of corespondence demanding
delivery of the same records on the same date to the
S.EC. offce at Washington, D.C. and to the Boston
office, which was practically impossible. Fortunately, our
attorney wan able to convinge them that a more usedul

ocedurz would be o visil onr office and examine the

les in order to judge their adequacy and to microfim
any documnts covered by the subpoenas. The twe came
o gur office.

{17 On e days of their vigil, I huppened Lo be
akeent untl rear the end of the Orst day, [ lsarned that
onc had token Irom my desk deawer the file of
corespondence with our attorney on the 5.E.C. matler.
Obvicusly, this eorespondence was outside Lhe scope of
any subpoena, even one issued by the highest court in the
MNaban. %—le perused the correspondence and then called it
to the attention of his asmociate who aleo read it. To bolh
of thes: young men Lthe faet that this coercspandence
could ngt have been covered by their subpoenss must
have betn immediately apparent. There was nothing in
the file thal we here would have eny reazon ko conceal
from the SEC., but a vital prnciple is nvolved. 1f
officers of the United Stutes cannot be rusted by giving
them full access to filce with the undermtanding that they
will cxamine in detail only documents covered by Hicic
mbpoena, where can o citizen repose his trust?

{2} Further ul{)ng the sume bne, when 1 returned 1
exiamined some of the materiol the two young men had
microfilmed, which hod been lelt upright in various [ilea.
Certain docoments were prominently dated 19066 and
1967, a few yeturs hefors the beginning of the perioil
coverad by their subpoenmss. 1 azsked them haw it
hzppened they were microfilming records outside the
scope of their subpoenss (not IE![ it mattered to us
exgept for the busic prociple invelved). One of thum
rcplind to tha olfect bhat Lhey
buckeround materinl. To mé this is not o satiafuctory
explanation For dieregarding the time Lmit of the
subpoenus.

{3} Recently T hawe leumed that sne of these mon
has subpoensed bunk rccords for the past [ve yoars with
resuling inconvenience and expenss to three banks, Tha
was wholly unneccasary inaamoeh o8 we had offered 1o
mzke availuble all financisl reconds of A.LC. and A.LE.R.
from 1933 10 dute. The vomplete reeord ol every dollur
recived and spent, all conerlled chocks und  bank
tatemeonts, wll paid billa, all payroll records, merythirE i
rendily availablz andd con b tevicwed here by S.LE
represcntalives for microfilmod and tuken 1o Washington
il desired).

b. In this instance, then: hag been nu necessity for
ase of Uhe subpoena power. The S.EC. wus iaviled to
pxirine all 1|1:rli11c|1L records in por ofies. Moreuwer, 1he
S.EC, was offered all pertinent recurds in my persunal

were  just  ebiaining -
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pomscsion. or it the pussession of u.r:fum: elze gubject Lo
their subpoena. All persons coneemed in our orgunization
would have freely anewered any pertinonl gquestions
without heing subpocnacd.

Star Chamber Procedures

5. More than thres centuries ago, Star Chomber
procedurcs  wore  dincontinued in  AngloSaxon  legul

ceedings after many decades of serious abuses,
ectain provisions of the Constitution of the United
Stotes and its amendments were ntended to  amsure
thut never would Star Chamber procedures be applied

insl citizens of the nited States. For the purpose
ol this Petiien I am wsing the phrase Swr Chamber
procedurcs to refer to agpects of ihem involving vague
wccusalions not specilic a5 to what, when, and where
even including an  escape  clause  rendering  Lhem
potentially null and void but uscd by luw enforcement
officers v embarking on a “wilch hum™ or fshiog
expedition therehy wnduly und snpropery invading the
pivacy of citizens and hareassing them. Therefare, [
urge the Congresa of the United Sates bo investigate,
among other mutters, the following 3.ELC. procedures
that apparently constitute Star Chamber proceedings.

8. The SE.C. order lor a private inveatigation is
dated Awymar 15, 1974, pertinent portions follow!

"Members of the stafl have reported infurmation to
the Commission which tends to show that, rom on aor
about January 1, 1970 to the present:"

b. Then followe two rypewritten pages, not of
“information™ in the legal senge meaning “formal
aceusption  of ¢oime™ nor A dewiling of  evidencoe
specilying what, when, and in what manoer, bul a
long list of suspicions in geueral terms. Qbviousy,
these include rmany form  puragraphs, some nal
mnmtel‘y applicablo.  Phrapes such a8 “unirue  state-
ments,” "‘devices, schemes, and arlifices to defrawd,”
fraud and deceit, “misleading,” etc. s ustd wilhout
in any inetance citng spocilic ooty or  wrilinga,
Although it would shock many naive rumders, it i
about s meaningful os @ statement something like
this: A reporl received inclines me to auspect that
John Janes s o liar snd o thiel, but T am aol able 1o
apecily Lhal anything was stolen nor amy 1 able to
mgaert that John Jomm told any particular lie.™

c. The owder in the Ffinal section says: “The
Commission, having considercd the slall’s report, aml
deeming such acts and practices, if Lrue, to be in poesible
violation - - - Thuz the 3.E.C. order in elfiel esgerts
that if the rumer sbout John Jones i3 true he B in
possible violeon of the law.

d. Such on order v 2 “zmeer and seare™ tpetin. Most
mdividugls ond most corporations would be indimiadatedd
by ewch an order. Lovestment advieors wre esprcioly
depund:nl an PUII“{: 1:ﬂn[i|]l.~|u.'1', amil  Tew Eiﬂ"‘ d
record, ms we dn, ol predecling  lhe  dnteresls oof
iveators lar better thun the 2EL Las fer mor: than
fuur  decades. [ ueady sl investinenl  adsviors
chublenpng G the couris theeebs  making poldiv .
orter for 4 privade inieslivslion winitisl Ine vwjdnl cvnen
iF J,[u_-, wop  bher e Mepovers o Goae ]

“torlure™ ul legal costz could drbilitule fivancisl heall,
just pe the Siar Chamber resorl 1o physical toriu,
wat dungerous to physical health.

t. Expecially in the istance of ALG and l’rngnﬁ.
Foundution, Lhicre was ne cxcuss [ov auch an ooder
authorizing use of the subpoena powar. Our attorey hol

offered all information desired  incloding  Tresdon
examing all perlinent fles and financial records exdenling
back te 1933,

Cover Up

6. Cover up activitica by S.E.C. gst=lf were tngaged in as
follown:

a. On November 15, 1974, T teatilied at the S.E.C.
Wunluinfton offive. Oung of the interrogators opened the
procceding by inserling in the record 2 sellsecving,
exculpatery slatemenl conceming his improper activities
in owur Great Barnngton office s dosenbed o paragraph
44151), above. Ha staled, in elfect, that [ had been present
and  had acquiescetl when he ok and read our
correspondence with cur attorneys. This statement by
him wos fulse, insamuch ag I was nal then present and
had not acquiesced. Evidently his purposs in placing this
fubse statement in the record woa to [(ocilitule lutor
refergnee Lo it us part of the record in the case.

b. An Associule Director of the SE.C. wrole tu
Can
other things, thal proper procedurcs had been Eollowed ae
indicated i paregraph  lu, above. Either he wasz

ticipating in 4 cover op or he had been misinformed
E;]:rl.hn; junioes involved.

¢. The Associate Director clse deseribed the
proccdures weod by the S5 EC. one step being the
ostunce of a fornal erder und showing it La all wilnesaes.
{Clearly, unlosa such an order wure shown to witnesses
about to tealily they would have little basie for judgin
whether or not te claim Lheir Conslitubional ri -ug
Lator, the Secrctary of the 5.E.C. wrote similac lcliers 1o
several Canpressman, bub he omitted the asscrtion thal
the lermaul orders are shown to witnesses, Has the 5.E.C.
changod its rules of precedure, or did the Secrelary omil
thot gtep in his desedption Lo aid in Lthe euver up of
eudicr improprictiea? (see parygraph la, above.)

d. Also in the nature of cover up activibies is the
Commission’s failure, (o dele, 1o reply Lo 1he request
mads in my leiter dated Cclober 7, 1974, 1o Cougrees-
mgn Conte. That wak: “Would you plesse reguesi Lhe
S.E.C. to preserve the pes of the depositions They will
reveal more clearly than a trmsenpl the manner of
condugting the investiculion.” [ Uheeelore respecilully
Eu%nat that, s soon as a Committee of -Ue Cangross
undertakes Lthe investigation herein eeguestel, i take mio
its vomlody aff tupes invabvizd i this mattee. Ya Novemler
15 1 Foy el es pranrnes  Lhat  all Lajirs wirdld b
prescreed, For the eemainder of my deposition durigg the
el Lwo diys pe ceconding was not used, 1 have vwery
rravn W believe Lhat the sArmely e ropeder diul an
meclent jub falthough the transermel bag ool vet Jeen
b el L ol serse NG £t TN TH reveil s
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an Conte on December 6, 1974 stating, amang S



Should the 8.E.C. be Terminated?

7. Is the 3 EC. wome thon usecleas® We begun a
ressarch atndy more than a year ago (long before any
S.EL. inquiry} in order to gscoertain whether or not the
SEC h:&l eguarded Lhe interesls af investors, In the
gpring of 1974, some preliminary reaulls became available,
which were puhlishnclxin uurﬁ?;mﬂstmnt Bullfetin dated
August &, 1974, two wecks prior to issuunce of i
Eﬂl{mal Ocder by the S.EL. Exbmcts from that builetin

oW

"In the 1920%, a total of $T7.7 billion worth of new
gtocks were imued in the years from 1923 o 1929
inclegve. Mot surprisingly, Li:c amounts issued in each
year thereafter decreaged greatly to relatively negligibie
totals (only $0.1 billion in 1932).

“Tust as the t rise of tha 1930% in stock prces
ended late in 1929, the post World War I rise ended in
January 1566, However, the tremendous bulge in new
wsues han come after eather than fefore the penk in
recent yeare. In the 5 years 1969 te 1979 inclugive, new
corporate issues of common stock zold in the over-the-
tounter markst wlonc totaled approximately $42 hillian,
which wra roughly 4 times the annue rate pror Lo the
peak and nezary 5;: tmes the 1923 to 1929 tatal.

"Pregsumably effective in sustaining investor confidence
in new [ssues waoa the fact that all (with minor exvepton)
had to be registered with the Securities snd Exchange

Commission.

“Sellers of new isues are not permilted to represent
that the Securities oand Exchange Commission hes
approved or recommended any security. Nevertheles,
anyone ITamiliar with what actually pecurs in beokesy'
ofticea theough the Nation has ston ample evidenne that
tha general public assumes that the 3.E.C. somehow is
mfng;.lilrd.ing the investors™ interest. [If not, why does it
exist?

“Any experienced observer of the securites market also
has ohserved how, in most instancce dunng rocent yoars,
new issues were rapidly bid wp to levels above the
offering price, veually o wt least dowbie and in many
inatanccs to several mes the offering price within o few
monthe. This is the clawical pracedure for “pulling in the
mickers." Qne result is that the initial offering broken
"mzke & killing” and most of the buyers among the
gererzl public pay fw more than the original oHering
price for the etock.

"Whether or not the public was protected it a fnct thet
will aot be krown Eui}r and in detail fot a Fow more
years. Neverthsless, some atriking fHgures already are
evailahle ag a resull of a study we have initnted.

“Approximately B000 new corporate stocks, 3.E.C.
registered of course, were issued in the last 5 years and

nold over the counter. Az the initial step in gur study -
sedoctd what i believed to be a represzntalive samp:.
and find thal:

“ag. By the end of 1972, [belorc the more recont
exiensive Jaulinu ngarly hall of the atocks sold o the:
public since 1967 had eolined B7 percenl from the paal.

pricea reached earlier.

“h. By mid 1074, current quatations could by found
over a two-week period for lem than 10 percent, even
dealer bid prices were available for only a few more, and
for by far the most no record of any markel wag
available. In other words, for moat of them an investor
would have a diffscuit time finding a buyer at any price.

“e. If the sample thus for tested is represtntubve,
and we believe that it js, investors have lost in only o few
yerrs much of the $42 hilliu-adgucad in new atock issues
gold over the counter mince 1958, In fact, the mn¥ have
lost mors, because relatively fow bought at the olfering
price on which the $42 {riiliun Bgutc 15 based;, most
poubabiy paid mote than the original offering price,
perthapa two to [ive limes ag moch, ™

“The focis raise serious questions:

L. Hae the 5.E.C., unwittingly, served an a Swindlers’
Encouragement Commiegzion?

2. Does the S5.EC., unintentionally, serve an a
Suckers’ Entrapment Commission, by inducing confidence
where there shauld be shepticism?

3. In the whole idea of an 5.E.C. a basically mistaken
one in that it sccks to subsbitute voluminous representa-
tione of [lacts, accoonting records, ete., for what we
believe i the investor’s only practicable protection,
finding wise and honest men who wil! safeguerd his
investment bo the best of their ability? That the 5.E.C.
(and the "haby™ S.E.Cs in many States) has been a
wonderful thing for the legnl profesion, for accountants,
and For printers of ectuges geeme indispuinble, but
that the funds of the average investor thue have bkeen
safeguarded secnis open to question.™

We mzppuat that the Congremsional investizatocs carry to
a concluscn the research we heva initioted in order to
El;mide. unawets to  the gquestions raiged. Caly a

ngressional  investigation hay the means o foliow
through on other aspecm aleo such as the rumom that
some S.E.C. staff and their friends profited from the
Elnni]llllul:iﬂn of newly registered stocks by brokere and
ealers.

Respectfully submitted for mysell and all who chaose

15 January 1975 E. C. Harwoo
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