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corporation. Two new 'committees o'f the  board of d i rectors  ' 

"ere a l so  t o  be within s&ty days bf e n t r y  o f ' t h e  . ' 

Judgment. . The Financial controls a id  Audit ~ o m k t t e ' e  was 

t o  work with the auditors of k i t e l  in revie i ing the 
. . .  

f inancia l  condition of t h e .  corporation and making sure 

tha t  a l l  ma te r i a l  submitted t o  the S.E.C. was accurate. 

The ~ i t i g a t i o n  and ~1aims'~ommittee 'was t o  review, a l l '  .. . . .  

. . 
actions brought .against  Mattel. approve any sett lements,  

. . . .  . . 
and review a l l  matters invul<ing confl  

within the cokporation: The new director! were t o  be 

members of these new.conrmittees~. 

cooperate' with the  committees. and was 
. . 

' informatioi reasonably requested; =?ailable to.. the 

staff.   in ally. the  court retained jur i=dic t ibn t o  gran 
. . .  

fu r the r  r e l i e f  appropriate i n  the  pub l i c  i n t e r e s t  or  f o r  

the  protection of &vestors.  " - - 

. ~ o l l b k n g  the S.E.C. 's application f o r  fu f th  

r e l i e f ,  & Amended Consent Judgment 

Injunction axid ~ n c i l l ~ r y  &lief. was 
. . . .  

'of Columbia on'october 2, 1974.- .- Th 
;.. . . . . .  

added provi.ion; to: tho=i  'of the  :or. 
. . 

majority of the 'board; ra ther  than only two of the  di rectors .  

was t o  be, comprised of people not p 
. . .  

with Nattel .  An executive &mittee of the board of 

d i rectors  was t o  be .created, - a  &aj'drity of 'which would be 

new d i rec to r s  of the  corporation; within. t h i r t y  days a f t e r  ' 

assumption pf office 'by the  a d d i t i w a l  d i rectors ,  a ma jo r i ty  

of them. was t o  appoint a Special .  Co 

vould be sa t is factory  t o  theS.E.C. and approGed by the  

.Court. The Special Counsel was t o  

a£ the secur i t i e s  practices of the 
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h i s  o r  her f indings (with the  approval of t h e  board of 

d i r ec to r s ) ,  and take fur ther  ac t ion  upon the  approval of 

t he  board. I n  the  event of any disagreement between t h e .  

board of d i r ec to r s  and the  Special  Counsel, the  Special  

Counsel was to  apply t o  t he  Court. f o r  resolution of t he  . . 
. . .  dispute.  . . . . . . .  . . . . .  . 

. . , .  . .. 
.. The Amended ~udgment fu r the r  provided t h a t  t h e  

. . 
Special  Counsel was t o  r e t a i n  a spec ia i  Auditor t o  a s s i s t  

'him in preparing the  r epor t .  .. This spec ia l  Auditor was to  

be paid by Mattel, but would .be perri>tted t o  consult  wi th  

the  S.E.C. i n  preparing 'its r e p o r t .  Follaring completion ' I 
o f  t h e  repor t .  Matte1 was t o  correc t  i ts documents on f i l e  

' , 

. . 

with  t h e  S.E.C.  in order t o  ?ke them compl? wi th  the  
. . 

- .. 
. . .  

s e c u r i t i e s  laws. Although Paragrap.hs X I I .  i d  X I 1 1  of the  

Amended Judgment prolii3&l thaf Haxtei-wasto roope ra t e  with ' . 
. . 

those conductipg the  inves t iga t ion  and t o  make a l l  r e l evan t  . 

mater ia l  available.  Paragraph XIV provided t h a t  t he  Amended 

Judgment was no t  intended t o  c u r t a i l  t he  exercise of the  

Consti tut ipnal  r i gh t s  of a l l  persons interviewed. The Amended 

Judgment was' t o  remain in e f f e c t  f o r  f i ve  years,  o r  f o r  a- I 
grea te r  o r  shor ter  period a s  the  Court considered appropriate.  - . . . . . . . .  

. . . '  . 
according t o  the  developing f ac t s .  ..... . . . . 

. . .  . . 

On t he  s e e  day the  D i s t r i c t  of Columbia t o u r t  
. . 

t ransfer red  the  case t o  the  Central  District of  California.  
..: . . . . 

The Order. of Transfer indicated t h a t  t he  p a r t i e s  had agreed. 

by s t i p u l a t i o n  t h a t  supervision pursyant t o  t h e ' h e n d e d  

Judgment and the  ent ry  o f  any fu r the r  orders,would be 
. . 

b e t t e r  accomplished by a court  near the corporation's  
. . _ . .  . . . . . .  . . .  . . . . . . . .  pr inc ipa l  place of business. . .  . -  . . . . . 

. .:. ... .Pursuant t o  the  consent of t he  pa r t i e s .  t h i s  Court 



. . 

entered a Second Amended Judgment and Order of Pernanent 
. . . . 

Injunction and ~ n c i l l a r y  Relief (hereinafter refer red  t o  
. . 

a s  themconsent  decree"), on November.26, 1974. The consent I 
decree was iden t i ca l  t o  the Amended Judgment, with the ex- 

ception tha t  t h i s  Court expressly resenred the  power t o  

enter  fu r the r  orders a s  may be necessary, par t icular ly  with . 

respect to  the necessity f o r  jud ic i a l  approval.of the Special  I 
Counsel and jud ic i a l  resolution of disputes between the  I 
Special Counsel and the board of d i rec tors .  I 

At the  time the judgments were e n t e e d  and con- 

sented t o  by Mattel, two of the  P l a i n t i f f s ,  E l l i o t  Handler 

and Ruth Handler, were members of the Board of Directors 

of Mattel. They par t ic ipated  i n  the board's resolutions 

authorizing Mattel 's  president t o  execute Mattel 's consent 

to  en*. of the  judgm=its.: s t ipu la t ions  of Fact ,  pages 
. . .  T and 7. , : ., ': . . . . . . . . . . . . . . .  . . .  . . .  . . - : .. - . . .  

On January 9. 1975, Matte1 moved f o r  court  approval 

of Seth M. Hufstedler as  Special  Counsel. Approval was 

granted. On February 26. 1975. Mactel's motion f o r  approval 

of Pr ice  Waterhouse as  Special Auditor was granted. The 
. . 

reports of the  Special Counsel and the  Special Auditor were 

completed and lodged with t h i s  Court on ~ovenber  3. 1975. 

P l a i n t i f f s  f i l e d  t h i s  ac t ion an January 7, 1977. 

They claim t h a t  port ions of the consent decree a re  inval id  I: 
and unconsti tutianal ,  and request. t h a t  the Report of the  

' . 

. . .  . . 

Special Counsel be expunged frbm the..records of the Court 
.' 

and t h a t  Defendants be enjoined from using any of the infor-  ' . .  
. . I -  . . . . .  mation obtaineii i n  the investigation': , . ' .. . . .  . . . . 

. The present matter came on f o r  hearing an llonday, . . . . . . I 
January 31. 1977.. P l a i n t i f f s  moved fo r  a pre%inary in-  '1 
junction. Defendants moved t o  dismiss. o r  in the  a l t e r -  

. . 

n a t i v e ,  f o r  suomrary judgment.' P l a i n t i f f s  brought a cross-  

I -4- 
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1 1 motion fo r  S-a7 judgment and a motion t o  ~0LUplel pr.- I kl . . .  

2 I dic t ion of documents and 'answers t o  i&err?gatories.  After 1 
s. 

presentation of argument. both or.1 &nd writ ten.  the matter 
I 8 

was submitted f o r  decision. . . 
. . . . . - I .  F . . . P l a i n t i f f ' s  f i r s t  contention i r  tha t  t h e  c & n s e n W  

. . 
decree i s  void because 02 the requFrement tha t  t he  Special 

Counsel and Special Auditor f i l e  reports with the cot+. 

The consent decree was not voi  t h i s  respect .  It was 

within the jur isdic t ion of.the cour t - to  make such a re-  

quirement, par t icular ly  when it was i n  furtherance of a 

decree which was agreed t o  by.the par t ies .  F i l ing  of - 
repor ts  with the  court i s  merely an equitable m n e r  of - -- . 

I 
disposing of the need of a preliminary investigation by 

- .I 
the'S.E.C. Furthermore, i t ' i s  nn a c t  such a s  the  a c t  of 
C___ I 
a judge in  a trademark infringercent case when he o r  she I 

-orders t h e  defendants-tir . f Fle -c-ccnpctent-pzlof tM .rhey I 
have yielded up a l l  instruments of-infringement i n  t h e i r  . I 
possessZon t o  the '  trademark owner. It .is a lso  akin t o  . I 
t he  provision, i n  a case involving fo r fe i tu re  of foods o r  1 
drugs. t h a t  the  omer  thereof f i l e  a certific.te with the  I 

' court  shoAig c q l i a n c e  w i t h t h e  c o u r t l ~ t d e c r e e  tha t  t h e  I 
. : . . . . . .  . . . .  goods be fo r fe i t ed  o r  rehabi l i ta ted .  .- - . - .  . . .:I 

- P l a i n t i f f s  claim t h a t  they have a r i g h t  t o  a t tack - 
the judgment because of the  harm which may b e f a l l  them 

from the  possible use of the  repor t . .  However. they have 
0 + 

n> standing. They are  no longer associated with ~ a t t e 1 . w  - "4 
the  corporation which was the subject  of the investigation.  . . 
St ipula t ions  o f  Fact, page 2. 

f 4- 
. p l a i n t i f f s  contend t h a t  t h e i r  F i f t h  Amendment 

55t4 
r i g h t s  were violated when they were subjected t o  interviews. 

> 
by the Special  Counsel. The court  did no t  order those I 1 



. . .  . . .  

i , 

interviewed t o  tes t i fy .  out of a superabundance of caution, 

the Special counsel .&minded a l l  persons interviewed ,'of .' 
the i r  F i f th  Amendment r ights .  ' while paragraph X I 1  of - the  

- .  

consent decree directed those associated with Nattei  t o  
I cooperate with .the-persons conducting the investigation, . .. : - 

Paragraph X I V  of t h e  c i s e n ;  decree prouid&d:.". ; . . none . 
. . .  . . 

o i  t h ~  provision. i f  t ~ s  SECOND U~ENDED ~ U D ~ M A M I  I tj I 

ORDER sha l l  prevent the assertion of any applicable const i -  
. . .  

. . . .  

I . . 
I tu t ional  o r  legal ly  re~o~nizabl~"~rivi1e~e." Had P l a i n t i f f s  

I ' desired. each could have a s s e r t e d h i s  o r  her rights'undel: 

I the  F i f th  &&bent  5x1 refusing to. resiond t o  interview . . 
questions. Each could have moved t h i s  Court f o r  a protective 1 

. . . . . . .  

order that  the proceedings. sealed u n t i l  - fur ther  . 
. . . . . . . . 

order of the ~ o & t .  P l a i n t i f f s  must have rea l i zed  that ..- 

they h a d t h e l i g h t t o  ask r e l i e f  from the Court; on Febru- . 

ary 14. 1975. Mattel's fonner di rector  of accounting 

moved f o r  an injunction to  prevent disclosure of cer ta in  

information which he claimed was protected by the . . 

. : . . . .  . . . . .  .at torney-client,  privilege. . . '. . . . 
. . - , . . . . . 

. . Pl 'aintiffs contend tha t  the' consent decree pro-. 

vided a method bi.which'the S.E.C. abdicated i t s  

v f th  respect to  the investigation of possible crirmnar - 
violations.  . It is suff ic ient  t o  say that t h i s  'contention .. 

is  specious.  or example, it  is  a'lohg-established pract ice  j 
of the Internal Revenue Service and agents of other federal-  

agencies t o  receive information from private persons, and . . : . . 

thereby i n i t i a t e  inv&tigations. 1; -these cases. the in- . , I i . . 
formant is  en t i t l ed  by law to  'apply for  cornpenbation' f o r  - .. . . .  . , 

. supplying the information. . l e  is' qui te  custornaiy i n  ca'ses 
. . 

involving i l lc,gal d ~ g s  f o r  an i n f o ~ n t  t o  supply narcotics 

agents with names of persons who have, by t h e i r  past conduct, 










