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PROCEEDI NGS

JUDGE McKENNA:  Cone to order.

Call the case in the matter of Integrity
Advance, LLC and Janes R Carnes, this proceeding is
bef ore the Consuner Financial Protection Bureau.

M/ nane is Parlen L. McKenna and |I' mthe judge
assigned to hear and decide this case. | wll take
appear ances starting wth the governnent.

MR WHEELER Al usheyi Weel er on behal f of
Enf or cenent Counsel, Your Honor.

M5. CHUM (ood norning, Your Honor. M vian
Chum on behal f of Enforcenent Counsel.

M5. WEI NBERG Wéndy Wi nberg on behal f
Enf or cenent Counsel .

JUDGE MCKENNA:  For the Respondents.

M5. BAKER Al lyson Baker on behal f of the
Respondents. Good norni ng, Your Honor.

JUDGE MCKENNA:  Good nor ni ng.

MR HERNACKI: Good norning, Your Honor.
Andr ew Her nacki on behal f of Respondents.

JUDCGE MCKENNA:  Spel | it.

MR HERNACKI: HERNAGK-I.

JUDGE MCKENNA:  Thank you.

M5. FOLEY: (Good norning, Your Honor.
Danielle Foley, F-OL-E-Y on behal f of Respondents.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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M5. PRCFI TA:  Good norning, Your Honor.
Hllary Profita on behal f of Respondents,
P-ROFI-T-A

MR FRECHETTE: (ood norning. Peter Frechette
on behal f of Respondents, FFRE-GHE-T-T-E

JUDGE MKENNAY - R-E?

MR FREGHETTE GCGHET-T-E

JUDGE MCKENNA: G eat .

Prior to going on the record, the parties and
nysel f di scussed the issue of how are we going to
resolve M. Foster, M. Edward Foster, to facilitate
his testinony. And Enforcenent Counsel indicated that
they wish to do himtelephonically. M. Foster's
attorney is present here. And would you |like to nmake
an appear ance?

MR SACHS. Cerald Sachs on behal f of
M. Foster, limted appearance just for that purpose.

JUDGE MKENNA: Al right. SAGHS?

MR SACHS. Exactly, Your Honor.

JUDCGE MKENNA:  Did you get that?

COURT REPORTER  Yes.

JUDGE MCKENNA:  So Respondent's counsel had
no objection to that approach. Wiat is the issue
regardi ng the deposition?

MR WHEELER  The i ssue, Your Honor?

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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JUDCGE MCKENNA:  Yeah, what are you doing with
t he deposition, M. Foster's deposition?

MR WHEELER | believe it was admtted into
evi dence.

JUDCGE MCKENNA:  (kay.

M5. BAKER  Your Honor, if | nay address that,
Al lyson Baker, our positionis that we will stipulate
that his deposition would cone into evidence provi ded
he not have to testify, but to have himtestify and
al so have his deposition in evidence seens cunul ati ve.

JUDGE MCKENNA: Al right. Duly noted.

Al right. Since the deposition is already
admtted, then the question would be are you
indicating at this point that you want to object --

re-assert your objection to M. Foster testifying?

M5. BAKER Well, | didn't originally --
JUDGE MKENNA:  (One or the other.
M5. BAKER -- proffer an objection, but I

wi Il proffer an objection now because frankly, to
admt inits entirety the transcript of an

I nvestigational hearing usually is done in court only
when a witness is not available to testify. It is not
an adm ssion of a party opponent, and so it seens
unnecessary and cumul ative, to have both an

I nvestigational hearing transcript admtted and al so

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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to have testinmony froma witness. It's actually
hearsay unless that witness is unavailable to testify.

So that's our position and as | have said
before we will stipulate that the entire deposition
cones into evidence in the event M. Foster cannot
testify, but if he is going to be testifying, then to
admt his transcript into evidence as well is just
nere hear say.

JUDGE McKENNA: Vel | - -

M5. BAKER The entirety of it, Your Honor.

JUDGE MKENNA: R ght. But hearsay is
adm ssible in these proceedi ngs, nunber one. Nunber
two, that when M. Foster is called, did you give this
deposition, is this a true and correct copy of what
you testified to during the investigational --

I nvestigation, and if he says yes, then he can adopt
it.

So I'mgoing to deny the objection. And |
would invite you to reassert if things start to go
awy fromyour perspective.

M5. BAKER Thank you, Your Honor.

Your Honor, may | ask for a point of
clarification? Is it the Court's position that
hearsay no matter conmes in? O is it the Court's

position that hearsay is not in and of itself a factor

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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In excluding a piece of evidence if it is otherw se
probative in the Court's decision maki ng?

| read the rules to not have hearsay be in and of
itself a per se gatekeeper prohibiting the adm ssion
of evidence, but | don't believe that hearsay -- just
because sonething is hearsay doesn't nmean it conmes in
automatically. And that's ny question here, | nean,
['ma little bit unclear about howthat rule --

JUDGE MCKENNA: Al right.

M5. BAKER -- is playing itself out in this
I nst ance.

JUDGE MKENNA:  And |' msure that you know how
squi shy that subject is. So what -- the position that
| normally take is that | allow hearsay in except in
t he nost egregi ous cases of three tines renoved
hearsay. And then the question really is what is the
reliability of what is being asserted. And that is a
gauge, but that gauge is usually enpl oyed on the back
end not the front end.

Al of this goes to weight, and so that's --
hope t hat answers your questi on.

M5. BAKER  Thank you, Your Honor, it does.

JUDGE MCKENNA: Al right. Anything further
bef ore we have openi ng statenents?

MR WHEELER  Not on behal f of Enforcenent

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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Counsel , Your Honor.
M5. BAKER No, thank you.
JUDGE MCKENNA: Al right. Thank you.
MR WHEELER |'mnot sure this is on, do you
need this on?
COURT REPORTER  That woul d be ny preference.
MR WHEELER | don't knowif | -- anyone
knows where the --
(Brief discussion regardi ng mcrophone.)
MR WHEELER |'Il just do ny best to project.
COPENI NG STATEMENT BY MR WHEELER
MR WHEELER  (Good norning, again, Your Honor.
M/ nane is A usheyi Weel er on behal f of
Enf or cenent Counsel. As you know, Your Honor,
Integrity Advance was an online payday | ender that
provided | oans to consuners. The consuner took those
| oans they received --
JUDGE MKENNA:  Louder.
MR WHEELER  Louder? Ckay. Wien consuners
t ook those | oans, they received a disclosure, a Truth
In Lending Act D sclosure. That disclosure suggested
that the consuner had taken a single paynent | oan.
The APR the finance charge, and the total of paynents
were all calculated in that disclosure assumng the

| oan woul d be repaid in a single paynent.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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But, as you know, Your Honor, unless the
consuner called Integrity Advance in advance of their
next payday, the I oan would be rolled over repeatedly
by Integrity Advance. Depending on the size of the
| oan, that could result in the consuner paying
hundreds or even thousands nore than what was in the
di scl osure.

Now Your Honor has already ruled that this
di sclosure violated the Truth in Lending Act, and was
deceptive. The question here is whet her Respondent
Carnes in his role as CEO of Integrity Advance engaged
In this deceptive practice along with the conpany.

Your Honor, recently the Nnth Grcuit in CFPB
v Gordon held that an individual can be held Iiable
under the CFPA if, and | quote, “One, he parti ci pated
directly in the deceptive acts or had authority to
control them And two, he had know edge of the
m srepresentations, was recklessly indifferent to the
truth or falsity of the msrepresentations or was
aware of the high probability of fraud along with an
I ntentional avoi dance of the truth."

Your Honor, we will present evidence here in
this trial, that Respondent Carnes neets the standard.
He was an active and invol ved CEO who knew about

Integrity Advance's practi ces.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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Your Honor, you are going to hear from
I ndi vidual s who used to work for Integrity Advance and
you are going to hear fromM. Carnes hinself. And
that testinony and the acconpanying exhibits will show
that M. Carnes founded Integrity Advance, was the
CEQ as CEO was the ultinmate corporate decision naker,
he effectively owned the conpany. He hired people to
hel p run the conpany. He was in the office every day,
had regul ar neetings about Integrity Advance busi ness.
He signed contracts and agreenents on behal f of
Integrity Advance, and he approved the contents of
Integrity Advance's website.

I n addition, Your Honor, the evidence wll
show that M. Carnes knew how Integrity Advance's
| oans worked. He knew that the contract called for
automatic rollovers. He knew that the contract
di scl osed a single paynment | oan, and he knew that nost
consuners woul d pay nore than what had been di scl osed.

Your Honor, Integrity Advance was not a | arge
conpany. The organi zational chart that Respondents
produced to us contains el even people. This was a
smal | group of people all working in the sane office.
M. Carnes was there every day running this operation
actively. Your Honor, M. Carnes is legally

responsi ble for Integrity Advance's deceptive | oan

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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agr eenent .

| want to turn now to renotely created checks.
As you are aware, Your Honor, Enforcenent Counsel has
asserted that Respondents unfairly used renotely
created checks to debit consunmer accounts. And |
maght refer to renotely created checks as RCC s. |
want to begin with a little background on this topic,
t hough, Your Honor.

Most of us are famliar with standard checks.
You open up a bank account. Your bank sends you a
checkbook in the mail. Wen you want to pay soneone,
you wite out the check. You put in an anmount. You
signit, and you hand it over to a conpany or a
person. That conpany or person takes the check to
their bank and cashes or deposits it.

Your Honor, you are going to hear testinony
from Joseph Baressi who works at the Bureau, has been
working on renotely created checks for years. And he
Is going to tal k about how renotely created checks are
actually very different. Renotely created checks
don't cone out of a consuner's bank account, and they
aren't signed by the consuner.

In fact, with just a consumer's bank account
nunber and their bank routing nunber, a conpany can

print a renotely created check out of thin air and

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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take that check to their bank, just |ike any other
check, and use it to deposit into their account, use
that to draw out of the consuner's account. The
consumer is not part of the transaction what soever.
And a conpany can do this repeatedly, Your Honor,

w t hout the consuner know ng.

Now this is sonething that nmany consuners
don't realize is even possible. But despite that, |
want to show you how Respondents sought authorization
for this.

Can we pl ease see Exhibit 63, and let's go to
page 9.

So Your Honor, this is one the tenplates that
Integrity Advance used for their |oan agreenents.

Are we on page ni ne?

MR JEFFERSON  Um hnm

MR WHEELER Al right. Can you highlight
t he | anguage?

So this is the | anguage that Respondents used.
And it reads: “You authorized us to prepare and submt
one or nore checks drawn on your bank account so | ong
as anounts are owed to us under the | oan agreenent.”
That's it, Your Honor. It doesn't nention renotely
created checks. It doesn't use any of the other terns

associated with this product |ike denmand draft or

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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check draft. It doesn't say anything about the
consuner will not have to see the check, will not have
to sign the check, will not have to provide
aut hori zation for this check.

And, of course, Your Honor, as we just saw,
this is one clause, in one sentence, on page nine of a
fifteen page agreenent. dearly, Your Honor, there is
no effort here by Respondents to really inform
consuners what they were authorizing with this
| anguage.

| think it's also inportant, Your Honor, to
under st and when Respondents used renotely created
checks.

Integrity Advance conducted nost of its
busi ness usi ng the ACH network, which is how nost
el ectroni c noney transactions are acconplished, and
that's not in dispute. They would push |oan funds to
consuners using ACH and then wi t hdraw paynents from
consumer accounts using ACH But when consurmers
wanted to block this, when consuners affirmatively
went to their bank and said, please stop Integrity
Advance fromw t hdrawi ng noney fromny account, that's
when Integrity Advance used these renotely created
checks.

Your Honor, a practice is legally unfair when

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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It causes or is likely to cause substantial injury to
consuners. The injury is not reasonably avoi dabl e,
and the injury is not outwei ghed by countervailing
benefits to consuners or to conpetition. Your Honor,
the evidence here will clearly support an unfairness
finding. The evidence will show that consuners
endured substantial injury by having these RCC s drawn
agai nst their accounts.

You are going to hear testinony froma Bureau
data scientist about -- they are going to wal k you
t hrough a specific exanpl e of how Respondents used
these RCC s on a consuner after that consuner had
bl ocked the ACH authorization at their bank. The data
wi Il also show that Respondents used RCC s over one
t housand tines to w thdraw over $250, 000 from consumner
accounts. This injury that consuners suffered was not
reasonably avoidable. As we just saw, the
aut hori zation is opaque and hi dden deep in a | oan
agr eenent .

Finally, Your Honor, there is no plausible
argunment that this practice benefitted consuners or
benefited conpetition. Wen consuners are trying to
bl ock access to their account, having noney drawn out
anyway, clearly doesn't help them

Finally, Your Honor, Enforcenent Counsel is

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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requesting broad relief in this matter, including

di sgorgenent, restitution, damages and equitable
relief. As | nentioned, we are going to hear froma
Bureau data scientist who has sumari zed the paynent

| evel data the Respondents produced in this nmatter.

He is going to testify about the nunber of | oans
Integrity Advance originated and the anmounts paid by
consuners, and that shows that thousands of consuners
paid mllions and mllions of dollars above and beyond
what was disclosed in their |oan agreenents. Finally,
he is also going to testify about the exact anmounts of
-- that Respondents took using renotely created
checks.

In closing, Your Honor, | think it's inportant
to renenber that Integrity Advance origi nated over
three hundred thousand |oans during the tine it was in
operation. Each of those | oan agreenents, each of
t hose three hundred thousand | oan agreenents had a
TILA violation. Each one of those three hundred
t housand | oan agreenents was deceptive, it didn't
reflect the actual cost of the |oan that those
consuners had taken.

JUDCGE MCKENNA:  What happens if one of their
custoners paid off their loan, called themup three

days before and paid it off, is that a TILA violation?

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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MR WHEELER  Yes, Your Honor. At -- when the
| oan agreenent was given to consumers, given that they
were -- those consuners were receiving a multi-paynent
| oan and, but had a single paynent | oan discl osed,
that was still a TILA violation, and, | believe, that
i's what you held in your order.

JUDGE MKENNA:  Yeah, all right. Well, I'm
going to want to dig into sone of this, especially the
| ssue of recoupnent, and penalties. Because | don't
think it's fair to Respondents if this matter,
recoupnent or the penalty is to be handl ed i n gl obo.
So we'll see where we go fromthere. Just want to
make sure that everything is laid out properly.

MR WHEELER | understand, Your Honor.

JUDGE McKENNA:  Ckay.

MR WHEELER  Thank you. | have not hing
further.

OPENI NG STATEMENT BY Ms. BAKER

M5. BAKER  (Good norning, Allyson Baker for
Respondents. Can you hear ne okay? Thank you.

So, Your Honor, the CFPB's O fice of
Enf orcenent has the burden in this matter. And that
Is critical to renenber. They have the burden, first,
of making a prinma facie case, and then they,

ultimately have the burden of show ng by a

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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pr eponder ance of the evidence three things:

M. Carnes is liable for deceptive conduct; the
conpany and M. Carnes are liable for unfairness
relating fromor concerning the use of renotely
created checks; and that their danmages cal culation is
conpl ete, adequate, and conforns to the | aw

Your Honor is not going to see evidence of any
of those things today and this week that enable the
Bureau to neet its burden.

Here is what the evidence will not show The
evidence will not showthat M. Carnes was liable for
any of the deceptive conduct relating to the TILA
di scl osures or any other disclosure in the | oan
agreenent. Your Honor w |l hear testinony that
M. Carnes never drafted an agreenent, never wote an
agreenent, never edited an agreemnent, never revised an
agreenment. He never wote a | oan disclosure. He
never revised a | oan disclosure. He never edited a
| oan di scl osure. He never had any input into what was
in aloan disclosure. You wll hear evidence about
t hat .

You wi Il also hear evidence that M. Carnes
never wote a script that a call center representative
used to describe the loan. He never revised a script.

He never even reviewed a script. He never edited a

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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script. He never had any input into those scripts.
You wi Il hear evidence about that.

The Bureau has acknow edged in its pre-trial
statenment, indeed, the very standard that this Court
must deploy in rendering a decision as to whether or
not M. Carnes is liable for deception. Specifically,
on page five of its pre-trial statenment it says the
follow ng: “Respondent Carnes was fully aware of how
Integrity Advance's | oan product operated, and that
that | oan product did not align with the conmpany's
| oan agreenent di scl osures. "

That is patently incorrect.

That second part, evidence will show
M. Carnes had no know edge, whatsoever, of what was
in the | oan agreenent di scl osures and how t hey,
whet her they did or did not align wth the way the
| oan oper at ed.

And in the absence of that evidence, the
Bureau cannot neet its prima facie case, let alone its
final burden of showing that M. Carnes is liable for
deceptive conduct in this nmatter. And the Bureau by
iIts own statenments here on page five has acknow edged
that that is the standard at issue in this natter as
to M. Carnes and decepti on.

The evidence will also showthat Integrity

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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Advance was licensed with the State of Delaware. It
obtained a lending Iicense in 2008. That |icense was
renewed in '09, in 2010, in 2011, in 2012, and indeed
It was renewed for purposes of continuing to lend into
2013, al though as Your Honor knows the conpany stopped
maki ng | oans i n Decenber of 2012, and shuttered in
June of 2013.

What the evidence will show, and you wi |l hear
alittle later this week fromM. Qinn MIller, who is
the chief investigator for the Del anare Banking
Comm ssi on' s nonbank conpliance program what you w ||
hear Ms. MIler talk about is the licensing regine in
that state. And that state had a |icensing regi ne and
still does for snmall dollar short-termlenders or
payday | enders.

Anong ot her things, that |icensing regine
requires that the State examne for conpliance with
t he consuner finance |aws the actual |oan agreenents
that were used wi th consuners, concerning the very
| oans at issue in this case.

And you will hear that by virtue of the fact
that the conpany was consistently re-licensed every
year, it was found to be in per se conpliance with
those | aws. Because the statute itself says that if

you are not in conpliance with those | aws, your

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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| i cense does not get renewed.

You will also hear M. Carnes testify that he
understood that his conpany had a Del aware | endi ng
license. And that that in and of itself was renewed
each year and that that fact al so neant that the
conpany was in conpliance with the lawin the state
where it was |icensed.

Now what el se you will hear or perhaps won't
hear is about renotely created checks. Renotely
created checks are legal. They were legal in 2008.
They were legal in 2009. They were legal in 2010.
They were legal in 2011. They were legal in 2012.
And they were legal in 2013. They are not illegal.

And you wi |l hear evidence that suggests that
they were not illegal and they are still not illegal.
Now t he Bureau wants to put on, before this Court,
evi dence about a tel emarketing sales rule which was
recently passed | ast year and | have a few thoughts on
t hat which Your Honor will hear about as well from
their wtness.

First of all, the telenmarketing sales rule
woul d never have applied to this conpany. And second
of all, the telenmarketing sal es rul e change happened
| ast year, not six years ago when this conpany was in

operati on.
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Now t he evidence will also show the foll ow ng:
The evidence will show that the conpany did not engage
in any unfair conduct as to the use of RCCs. It wll
show that there was no cogni zabl e consuner harm | et
al one substantial consuner injury, which is the | egal
standard that has be an applied when | ooking at the
unfairness doctrine. In fact, what Your Honor wll
learn is that fewer than one percent of the consuners
who had Integrity Advance | oans ever had a renotely
created check creat ed.

And Your Honor will see the nunbers that
support that. The Court will also see that ROCC s were
a so-call ed paynment choice of last resort. And what
we nean by that is, specifically, renotely created
checks were used only in instances when a consuner
coul d not be reached, had reneged on the
aut hori zation, and was essentially deciding not to
repay the | oan that had been nade to himor her. And
it was a very small nunber of instances when renotely
created checks were used. And Your Honor wll see
that and hear that as well.

Now finally, it's very inportant that we
discuss wth a great amount of granularity, the issue
of damages in this matter. And Your Honor, what the
CFPB is proposing is that they put on the stand an
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I nformation technol ogy specialist to discuss with
granularity the issue of damages in this natter.

Your Honor, they have not proffered a danages
expert. They have not proffered an economst. They
have not proffered anybody who is equi pped to talk
with any specificity about how consuners coul d have
been harned, were they harned, and what those nunbers
actual |y nean.

What the evidence will showis as foll ows:

M. Hughes's cal cul ati on does not account for

I nstances of actual potential consunmer harm He does
not properly account for nonetary relief, and he does
not properly delineate instances when consuners chose
to repeat -- repeatedly renew their |oans and take out
first, second, third, fourth loans. So the concept of
deception can't apply to a consumer who decided to
take out a second |loan, a third loan, a fourth | oan.
And to a consurmer who had renewed that | oan repeatedly
the first time, the second tine, the third tinme, the
fourth time, et cetera, his nunbers do not granularly
descri be that.

And so what the Bureau has proposed is a very
| arge nunber that doesn't actually conformto what the
| aw of restitution requires. The |aw of restitution

Is very clear. You have to show consuner injury. It
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has to be causally linked to the alleged conduct, and
you cannot unjustly enrich consuners.

And all of the evidence that we have seen so
far, and that we wll see this week fromthe CFPB
fails to establish in accordance with the | aw of
restitution what the rightful anmount of danages in
this matter shoul d be.

Now what the evidence also will not showis
how t hi s cal cul ati on shoul d happen fromJuly 21st,
2011 forward. But it's curious because in the CFPB s
pre-trial statenment in this nmatter, footnote Il, they
acknowl edge that, in fact, cal culations of damages can
only occur for conduct that post-dates July 21st,

2011.

And their footnote, specifically, says “QGvil
noney penalties should be cal culated fromthe transfer
date until the date Respondent's unlawful practice
ceased”. And the reason that footnote is a very
I nportant point here is because the Bureau has
acknowl edged that to the extent they are seeking any
ki nd of nonetary relief under the Consuner Fi nanci al
Protection Act, which is the only nmechani smthrough
whi ch they are seeking nonetary relief, they can only
do so for conduct that postdates July 21, 2011.

And here is why. Before the CFPA the -- TILA
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did not provide for anything other than statutory
damages, which they have not sought in this matter.
Before the CFPA, the Electronic Fund Transfer Act did
not provide for statutory -- anything but statutory
damages, which they have not sought in this nmatter.
Before the CFPA, there was no deception under which
they coul d proceed. Before the CFPA there was no
basis for alleging unfairness under which they could
proceed. And before the CFPA there was no basis for
obtaining civil noney penalties.

The overwhel mng majority of conduct alleged
in this matter occurred before the CFPA.  Your Honor
cannot consider as a matter of |aw any conduct that
predates July 21st, 2011 in determ ning any kind of
nonetary relief in this matter and footnote Il on page
eight of their Pre-trial Statenent spells that out.

So to sum the evidence will not show t hat
M. Carnes was |iable for any deceptive conduct in
this matter. The evidence will not show that
M. Carnes and the conpany were |liable for any unfair
conduct as to the creation and use of renotely created
checks. And the evidence will show that the Bureau's
proposed nonetary relief in this nmatter does not
conformto the laws of restitution or to the Consuner

Fi nancial Protection Act. Thank you.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 26 of 253 | - 26

JUDCGE MCKENNA:  Umthmm M. Weel er, pursuant
to the all owance that | gave, you have five m nutes,
and then you will have five mnutes. |If you choose to
take it.

MR WHEELER That's okay, Your Honor. W
wi || proceed.

JUDGE MCKENNA: Al right. So that's it.

Al right. Proceed.

M5. VEINBERG Your Honor, Wendy Vi nber g,
Enforcenent Counsel. 1'd like to call M. Mdsen.
Can | get himfromthe adjoining roon?

JUDGE McKENNA:  Yes.

(Wtness takes the stand.)

JUDCGE MKENNA: Pl ease stand. Raise your
ri ght hand.

TI MOTHY ALLEN NMADSEN,

A w tness produced on call of the Enforcenent
Counsel , having first been duly sworn, was exam ned
and testified as foll ows:

THE WTNESS. | do.

JUDCGE MKENNA: Pl ease be seated. State your
full nane for the record.

THE WTNESS: Tinothy Al en Madsen.

JUDGE MCKENNA:  All right. Proceed.

M5. VEINBERG (Good norning, M. Madsen.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172 Filed 09/26/2016 Page 27 of 253 | - 27

COURT REPORTER If the witness could spell
hi s nane, pl ease.
JUDCE MCKENNA:Y MA-D-S-E-N
D RECT EXAM NATI ON
BY M5, VEI NBERG
Q Good norni ng, Your Honor. (Good norning
M. Madsen. First, are you here voluntarily or are you
here pursuant to a subpoena?
A Subpoena.
Q D d you ever work for Integrity Advance?
A | worked for the conpany that operated
Integrity Advance.
Q Ckay. And what conpany was that?
A H P Fi nanci al .
Q What does that stand for?
COURT REPORTER |I'msorry, | can't hear.
JUDGE MCKENNA:  Ms. Winberg, you are going to
have to really up your gane.
M5. WEI NBERG Ckay. Then I'mgoing to grab
ny water.
COURT REPORTER D d the witness say, TIP
Fi nancial ? Just repeat your answer, please.
JUDGE MKENNA: SO now -- that is not -- that
m crophone i s not worKki ng.

THE WTNESS: [|'Il speak up then.
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JUDGE MCKENNA:  That' s good.
THE WTNESS: Hayfield I nvestnent Partners.
BY M5, VEI NBERG

Q Wen did you start your enploynent wth
Hayfi el d | nvest nent Partners?

A August of 2008.

Q And what was the position that you hel d?

A Vi ce president of narketing.

Q Can you describe your duties there as they
related to Integrity Advance?

A | was in charge of nmanaging the rel ationships
and the purchase of leads for Integrity Advance
portfolio.

Q What do you nean by | eads?

A Consuner who were applying online to receive a
payday | oan.

Q So what were your job duties in terns of --

JUDGE MKENNA: Wl |, just you are going to
have to cone up an octave |evel significantly higher.
THE WTNESS: (Ckay.
BY M5, VEI NBERG

Q Can you be nore specific about your job

duties?
A | dealt with all of the lead providers that we
had rel ationships with, | nanaged the purchase of the
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| eads and set up the canpaigns that distinguish what
types of consunmer we were able to work wth.

And then | managed the |leads internally inside
of Integrity Advance with our call center and maki ng
sure that they perforned well.

Q And how | ong were you in that position?

A Was it -- four years, five years al nost.

Q Wy did you | eave?

A | just -- change in business directions, we
were purchased by EZ Corp and there was a change in
needs for head count, so we had a nutual agreenent to
separ at e.

Q So then, is it fair to say you | eft when
Integrity Advance stopped doi ng busi ness under t hat
nane?

M5. BAKER (bjection, foundation.

JUDGE McKENNA:  Sust ai ned.

BY M5, VEI NBERG
Q Was Integrity Advance still in business when

you | eft the conpany?

A No.

Q Wiere were the offices that you worked fron?
A Vest wood, Kansas.

Q And who el se worked fromthat office?

A M. Carnes, Ed Foster all of our IT team all
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of our analytics teans, finance.
Q Was there any managenent for Integrity Advance
that worked out of a different |ocation?
Not to ny know edge, no.
Who hired you for your position?

M. Carnes and M. Foster.

> o >

Q And do you know who nade the final decision as
to your enpl oynent?

A | couldn't specul ate.

Q Wre you hired directly fromthe conpany or
t hr ough a headhunter?

A Headhunt er .

Q And do you know who was comunicating with the

-- with that headhunter?

A | don't recall

Q How often were you in the office?

A Every day.

Q How often was M. Carnes in the office?

A The sane, | mean barring vacations or business

travel

Q And what sort of hours was M. Carnes in the
of fice?

A General business hours, you know, everybody
was there generally from8:30 in the norning until 5:30

i n the evening.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 31 0of253 | -31

Q Ws M. Carnes in the office | onger hours or
shorter hours than nost of the other enpl oyees?

A | think it depended on the needs of the
busi ness and we all had hours that would fluctuate
based on what was needed at the tine.

Q Ddyou talk directly to M. Carnes about
Integrity Advance's busi ness?

A | did.

Q What types of things did you talk to
M. Carnes about?

A Ah generally we di scussed the behavior of the
| ead purchase systens that we had in place, how well
they were performng, our different partners, and any
adjustnents that we need to nake sure that it backed
out for us what it needed to froma busi ness
per specti ve.

Q What type of adjustnents are you talking
about ?

A If we were needing volunme, would we pay nore
for alead to conpete with our -- with other people who
were trying to purchase leads. D d we need to nake
adjustnents to underwiting in order to purchase nore
| eads, and vol unme or perfornmance on the back end.

Q And who was naki ng deci si ons about the paynent

per | ead?
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A Generally | had input on | ead purchases wthin
paraneters, and then any tine we decided to nake a
| arge change, Jimand | woul d di scuss that.

Q And who set the paraneters?

A Jimand I.

JUDGE MCKENNA:  And Jim you nean
M. Carnes?
THE WTNESS. M. Carnes, yes.
BY M5, VEI NBERG

Q And when there was a change to the anount that
you woul d pay for a | ead beyond the paraneters that you
set, who woul d nmake that change --

A Utimately.

Q -- deci si on?

A Utimately M. Carnes woul d gi ve the approval
t o change outside of our nornal paraneters.

Q And you al so nentioned changes in
underwiting. |If there were changes -- could you
descri be what you nean by changes in underwiting?

A So in our canpai gn we woul d have vari ous
structures on what we were willing to, you know, what
the rul es were around the canpai gn, around the type of
consuner that we were able to purchase.

And whenever we would run into issues with

poor performance fromthe default or conversion
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standpoint, or potentially where the, where we needed
to nake an adjustnent to open up what we were willing
to look at so that we could purchase nore |l eads froma
vol une need, we woul d make adjustnents to the scores on
particul ar canpai gns.

Q And scores neaning credit scores of the
consurner s?

A A related type of scoring, yes.

Q Ckay.

CORT REPORTER |'msorry?
THE WTNESS: A related type of scoring.
BY M5, VEI NBERG

Q And who woul d nake deci si ons about those sorts
of changes on the scoring?

A It depended on how severe we were naking the
change. If it was a couple points and it was within
sone, sone of the paraneters that we felt confortable
with, | would nake that.

If it was sonething that was going to depart
fromwhat we had been doing as a historical business

direction, then | would consult with M. Carnes.

Q Finally, you also discussed -- you al so
nmentioned rel ationships with | ead vendors, lead -- the
| eads, |'msorry?

A Lead providers.
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Q Lead providers.

A Yes.

Q And coul d you di scuss what M. Carnes' role
was in your relationships with the | ead providers?

A Ah yeah --

M5. BAKER  (bjection, foundation.
JUDGE MKENNA:  Can you rephrase?
BY M5, VEI NBERG

Q Dd M. Carnes have a role in your
relationship with the | ead providers?

A General role. He was introduced or had
knowl edge of several of them because of his previous
relationships. Qutside of that it was on an
I ntroductory basis by nyself, you know, letting
M. Carnes neet those fol ks or those fol ks neet
M. Carnes.

Q And then who nade the ultimate decision if you
were switching | ead providers?

A | handl ed the | ead providers.

Q Dd M. Carnes set the paraneters for
obt ai ning a new | ead provider?

A What do you nean paraneters? Help nme out.

Q D d he say, we don't want to pay nore than
this, or we are |ooking for those sort of perfornance

st andar ds?
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A So as it related to what we paid providers,
yeah, we would have a top end that was approved, and
Jimand | would work together on that and determ ne
what that mght be. Utinmately, Ji mwould nake that
call. As far as who we worked wi th, you know, Jim
trusted nme to nmake that decision.

JUDGE McKENNA:  Wio did you report to?

THE WTNESS:. | think on the organizati onal
chart | ended up working for M. Foster, Edward Foster.
| interacted with M. Carnes daily.

JUDGE MKENNA:  Wio did your perfornance
eval uati ons?

THE WTNESS: | think the one that | had, that
| can recall was with M. Foster.

JUDCGE McKENNA:  Proceed.

M5. WEINBERG (h, |'msorry. Ckay.

BY M5, VEI NBERG

Q Thank you, Your Honor. That's exactly where
was going. So you said you talked to M. Carnes daily,
did you have to nake appointnents to speak to
M. Carnes?

A Not as a general rule, it was, |'d knock on
his door and ask if he had a couple of m nutes.

Q And so, is it your testinony that these

conversations with himwould take place in his office?
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A Yeah, | nean we'd have conversations in his
of fice or m ne.

Q And these conversations were the daily
conversations that you were referring to earlier?

M5. BAKER  (bjection, foundation.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS. You know, again, we were a snall
busi ness so, you know, operating a snall business we
woul d converse as needed, so, if | caught hi mwalking
by ny office and | had a question, or | needed to wal k
into his | was able to do that, and vice versa. |If he
had a question, he woul d have no probl emwal ki ng by ny
of fice and asking a questi on.

BY M5, VEI NBERG

Q And how often did you talk to M. Foster?

A Cenerally daily, yeah

Q Dd you think -- is it your testinony that you
spoke to M. Carnes nore or M. Foster nore?

A | never kept track of how often |I was speaki ng
with either.

Q And what type of things did you talk to
M. Foster about?

A SSmlar itens, generally with M. Foster |
probably woul d have nore | egal conversations with him

as he was our general counsel for the mgjority of the
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tinme that | was enpl oyed there.

Q And who did you talk to about admnistrative
itens |ike your salary and your benefits?

A It didn't really cone up very often.

Q Ckay. How woul d you characterize the
difference in the types of itens that you talked to
M. Carnes about as opposed to M. Foster?

A Vell, again | think with M. Foster it was
nore focused around | egal, where we were at, needs
around agreenents, or adjustnents to |anguage that may
need to be put out on sone of our websites or
comuni cations with consuners. Wth M. Carnes we
di scussed nore around the | ead purchases, you know,

what was happeni ng vol une-w se and perfornmance of

t hose.

Q | would |ike to show you Exhibit 65, the
organi zational chart for Integrity Advance. |It's
pretty snmall -- there we go, that's better, can you see
t hat ?

A Yes.

Q If not, there's books --

A No, |'mfine.

Q -- that are next to you that mght nmake it..

A No, |'mfine.

Q So your testinony previously was that you
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spoke to M. Carnes on a daily basis. So, is it fair
to say that, although you technically reported to
M. Foster, you actually al so worked directly with
M. Carnes?

M5. BAKER  (bjection, foundation and
m scharacterizes witness's prior testinony.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS:. Could you repeat the question,
pl ease?
BY M5, VEI NBERG

Q Wuld it be fair to say that while this is a
technically accurate chart, it does not reflect your
daily interactions?

JUDGE MCKENNA: Wl |, first of all, you have
to ask himif this is an accurate chart.

M5. WEI NBERG  Thank you, Your Honor.
BY M5, VEI NBERG

Q M. Madsen, is this a technically accurate
chart of the reporting structure of Integrity Advance?

A At one tine, yes.

Q And what tinme was that?

A After about the first year or two after | had
started there, | don't renenber exactly when M. Foster
becane COO

But when | left the conpany or when the
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conpany was sold, that is the structure that was in
pl ace.

Q And what was the structure before M. Foster
started working --

A Edward was EVP and general counsel and then |
reported to Jimdirectly. W were, four of us in the
office at the tine.

Q And at that tine --

JUDGE MKENNA:  Ji n?
THE WTNESS. M. Carnes, |'msorry.
BY M5, VEI NBERG

Q And at that tine did everybody, the four of
you, report directly to M. Carnes?

A | can only speak fromny own reporting
structure.

Q After M. Foster started enploynent, is it
fair to say that while this chart is technically
accurate, you also worked directly with M. Carnes?

A Yes, that's fair.

Q Ckay. Do you know if other nanagenent
enpl oyees al so passed formal -- bypassed the fornal
chain of command to speak directly with M. Carnes?

M5. BAKER (bjection, foundation.
JUDGE MCKENNA:  Overrul ed.
THE WTNESS:. | want to clarify, | wouldn't
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consi der anyt hi ng bypassi ng any formal chain of
command. A snall conpany, we interacted with
everybody as needed to support the business.

BY M5, VEI NBERG

Q Do you know i f any of the other nanagenent

enpl oyees spoke directly with M. Carnes about

Integrity Advance busi ness?

A VWl |, anecdotally | saw M. Carnes speak with

all enployees at various tines, | can't speak to the

nature of their conversations.

Q And were those conversations in M. Carnes

of fice?

A Yes |, | mean not all conversations were held
in M. Carnes' office, but | saw M. Carnes speak with
people in their offices, in his office, in the hallway,
in the break room It was a snmall conpany, we
I nt er act ed.

Q And where was your office in relation to
M. Carnes' office?

A Next to his, adjacent.

Q Ckay.

JUDCGE MCKENNA:  Where was M. Foster's office?
THE WTNESS: H s was adj acent, but down the
hal | way. There was a -- there was kind of a wall

i n-between the two offi ces.
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JUDGE MKENNA:  They wanted to keep the | awer
away fromthe rest of the people?
THE WTNESS. Mbost people try to do that.
M5. VEINBERG Brave of you to nake a | awer
joke in a roomfull of |awers.
BY M5, VEI NBERG
Q DdIntegrity Advance handl e its custoner
service function directly through the office in which
you wor ked?
M5. BAKER (bjection, foundation.
JUDGE MCKENNA:  State it again.
BY M5, VEI NBERG
Q DdIntegrity Advance handl e its custoner
service function, neaning were consuners talked to
directly, and were the applications processed directly
t hrough the office in which you worked?
M5. BAKER Sane objection, Your Honor.
JUDGE MCKENNA: Al right. Overruled. Answer
it if you know the answer to it.
THE WTNESS:. Can you clarify when you say
consumer support? It's very broad.
BY M5, VEI NBERG
Q DdIntegrity Advance use a call center?
A Yes.

Q To speak directly with its custoners?
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A Yes.

Q And where was that call center?

A W had one call center there in Overland Park,
Kansas that we used for quite sone tine. And then,
eventually it was transitioned to a call center in
Del aware, | believe it was.

Q And when di d that happen?

A | don't recall the exact year.

Q And what, what activities did the call center
undertake for Integrity Advance?

A Ceneral ly they spoke with our consuners as
they, they work the | eads that cane into the system
that we utilized. They would reach out to the
consumner, they would try to help themw th the process
of conpleting their, their |oan.

COURT REPORTER I'msorry, | didn't hear the
end of that.

THE WTNESS: They would work with the
consuners over the phone to help themconplete their
| oan.

JUDGE MCKENNA: Al right. Now the call
center, were they outgoing calls fromthe call center
to the lead, or were custoners calling into the call
center, or both?

THE WTNESS: Bot h.
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JUDGE MKENNA:  And any -- one way or the
other was utilized nore?

THE WTNESS:. It was slanted probably nore to
out bound.

JUDGE MCKENNA:  Qut fromthe call center?

THE WTNESS: Fromthe call center to the
consurner .

JUDCGE MCKENNA: Al right.

BY M5, VEI NBERG

Q Do you know who arranged to hire the cal
centers?

A That was a decision that was nmade, | woul d
assune, by M. Carnes.

Q Ckay. D d Integrity Advance nonitor the
performance of the call centers?

A Ceneral ly, yes.

Q And how did they do that?

A VW had reporting that we had access to, that
we could see the perfornmance of the | eads that we were
purchasing in real -tine.

VW woul d | ook at reports over a period of tine
to determne different netrics and KPI's, and then, |
woul d interact with the call center throughout the day
to make sure that we were staffed properly and they

weren't running into any kind of issues with the
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quality of the |eads that we were purchasi ng.

Q You said that you would | ook at the | eads, the
netrics, and did you say CPl's?

A KPl's, key perfornmance indicators.

Q KPI?

A Key performance indicators.

Q Key performance indicators. Gkay. Thank you
And how were you able to see that infornmation?

A W had a, we had a report that we had access
to and we had a dashboard that we eventual | y devel oped
to be able to see it in real-tine.

Q And was that on a TranDot pl atforn®

A | utilized the TranDot report quite often,
yes.

Q And was that where you saw t he dashboar d?

A The dashboard was an internal systemthat we
had related to sone different systens that we built,
internally devel oped?

Q And what could you see in the dashboard?

M5. BAKER  Your Honor, |I'mgoing to object to
this line of questions on relevance grounds. |'m not
sure howthis is related to any of the remaining
matters in this matter for Your Honor's disposition.

JUDCGE MCKENNA:  And t he answer is?

M5. WEINBERG | believe M. Madsen's
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testinony will show that M. Carnes was nonitoring the
daily performance of the call centers through the
TranDot system

JUDGE MKENNA:  And that is an irrel evant
| ssue?

M5. BAKER | believe it is not relevant, Your
Honor .

JUDGE MCKENNA: Al right. Overrul ed.

M5. VWEINBERG Court reporter, could you read
back the | ast question that | asked prior to the break?

COURT REPORTER  And what coul d you see in the
dashboar d?

A VW coul d see the nunber of |eads that we had
been presented, the nunber of |eads that we had
accepted or declined. So fromthere we could see a
purchase rate, as well as we could see then the nunber
of leads that were converting into | oans to determne
what the conversion rate of those |eads were into | oans
and consuners.

BY M5, VEI NBERG

Q Is there anything el se that you could see in
t he dashboar d?

A No, | think that covers the dashboard itself.

Q Coul d you see the default rates on the | oans

t hr ough t he dashboar d?
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A | don't believe being able to see that on the
dashboard, we could see that through the TranDot
system

Q Ckay. And what el se could you see in the
TranDot systen?

A | mean a nunber of things: W could see the
nunber of consuners that were signing their |oan
docunents; we could see the nunber of consuners who
were defaulting; and we coul d see, obviously, sone of
the sane information that | described earlier, the
conversion rates, and vol une of |eads comng in; we
coul d see returning custoners, the nunber of returning
custoners com ng back to us and taking out new | oans.

Q And do you know how the call centers cane to
use the TranDot systen?

A | was -- well, can you clarify that question?

Q Was the TranDot system provi ded by the cal
centers, or was it provided by Integrity Advance to the
call centers?

A It was provided by Integrity Advance.

Q D d they have any choice in using the TranDot
syst en?

A No.

Q So you' ve nentioned two different nonitoring

systens, the TranDot system and the dashboard, do you
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know if M. Carnes ever reviewed the perfornance
t hrough the TranDot systen®
A | can't speak to exactly where he revi ewed
per formance, but we had di scussions on performance. W
were looking at it closely, the two of us.
Q And what type of perfornmance?
JUDGE McKENNA:  Just a second -- so the answer
woul d be yes?
THE WTNESS. (enerally, | woul d assune that
yes, he was | ooking at that the sane as | was.
JUDCGE McKENNA:  Proceed.
BY M5, VEI NBERG
Q And what specific topics about perfornance did
you di scuss with M. Carnes?
A Lead vol ume conversion rates, long-term
per formance of any particul ar sources that we had.
Q Sour ces mneani ng the | ead generators?
A Lead providers.

Q Ckay. D d you also discuss default rates with

A Yeah, we had that discussion.

Q And how often did you have these conversations
wi th himabout conversion rates?

A | can't speak to just conversion rates. |t

was as needed, as the business required us to review
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performance, if there was a netric that was out of |ine
and we were, you know, depending on the ability to
assess the reason nyself or in the cases where Ji m may
have notice it and he was asking for sone
clarification. So, it may not have been daily, but it
was, you know, sonething that we had on a relatively
regul ar basis, conversation.

Q Can you be nore specific about regular basis?

A | woul d be specul ating on anything specific to
conversions. It was sonething that | |ooked at daily.
And, you know, in the -- as problens cane up | would

have conversations, so it could be, depending on the
situation it nmay have been sonething that we had
several times a day, or it may have been sonet hing that
we only tal ked about once a week.

Q Ckay. And did you specifically tal k about the
results that you were seeing -- that you could see in
t he dashboard when you had these conversations with
M. Carnes about conversions?

A That woul d have been part of the conversation.

Q And in those conversations, would you be
reporting results fromthe dashboard or woul d
M. Carnes be bringing those results to you?

A Bot h conversations woul d have been had at

various tines. | couldn't give you a percentage as to
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one or the other.

Q And ot her than conversations about
conversions, did you have any ot her conversations with
hi m about the perfornmance of the | oans or the
performance of the call centers?

A General |y we woul d have performance
conversations. Ah, you know, depending on the
ci rcunstance, the | oans nmay have been the topic or, you
know, the call center performance didn't cone up very
often, it was a pretty well oiled nmachine and it
handl ed itself quite well.

Q And what woul d you tal k about, about the
| oans?

A If we were seeing an increase in first paynent
defaults, or long-termdefault rates. W may have to
suggest | ooking at underwiting a little bit
differently, if we were not seeing the volune of |eads
that were -- that we were needing to neet our goals
that we had set, then we nmay have to di scuss vari ous
ways to purchase nore |l eads. Wether it was to change
what we were going to pay or open up underwiting,
change sone canpai gn structures or various
conversati ons.

Q And how often woul d you have conversati ons

with himon that general topic?
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M5. BAKER  (bj ection, vague.

JUDGE MCKENNA:  Overrul ed?

THE WTNESS. You know, we -- the general
topic, | nmean that would, you know, | couldn't put a
time onit. | couldn't put a nunber of conversations
because, again it was, you know, as the needs of
busi ness di ct at ed.
BY M5, VEI NBERG

Q Wul d you say it was daily?

A If we were to have a conversation about the
busi ness during the day, it woul d have been around one
of those general topics.

JUDCGE MCKENNA:  What -- give ne the general
t opi cs.

THE WTNESS:. Conversion rates, perfornance,
first paynment defaults.

JUDGE MKENNA:  Cal | center perfornmance?

THE WTNESS: Call center, like | said,
performance didn't cone up very often.

JUDGE MKENNA: Wl |1, you said you were
tal ki ng performance, what does that nean?

THE WTNESS: Cenerally ny conversations woul d
have been around the performance of the |eads that we
wer e purchasi ng.

JUDGE MKENNA:  Ckay. So you wanted to nake
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sure that you were getting a good bang for your buck?
THE WTNESS:. That is fair statenent, yes.
BY M5. WEI NBERG

Q Who was the prinmary decision naker at
Integrity Advance?

A | would say, ultinmately, any |arge decision
woul d have been nmade by M. Carnes.

Q And what is your basis for saying that he was
the primary decisi on naker?

A | can only speak fromny own interactions, but
If | had a decision that needed to be nade that was
outside of the traditional way that we handle a | ead
provider, or a payout, or things related to that, |
woul d consult with M. Carnes and we would -- and he
woul d give the direction that he would want to take.

Q Wre you involved in any neetings that did not
I nvol ve your particular narketing area?

A | don't recall being in any neetings that
didn't have sone relation to what | was doi ng.

Q Al right.

A O | was in neetings where we woul d have
several people fromdifferent functionalities (sic) in
t he conpany, we'd get together and di scuss an issue.
And if it was sonething that | may be inpacted by,

was included in that neeting so | could give ny
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feedback if it was needed.

Q Dd M. Carnes' role as primary decision naker
change over the period of tine in which you worked for
Integrity Advance?

A | can only speak to the -- you know, fromthe
perspective of what | was interacting with, and
generally we had the sane conversations for the entire
time | was there.

Q Coul d you describe M. Carnes' style as a
manager ?

A You know, | think, you know, | have al ways
considered Jimto be a good boss. He was, he was easy
to work with, easy to comunicate with. | always felt
himto be fair, and you know, was never opposed to
hel ping out if you had a concern or if there was an
| ssue that you weren't able to sol ve.

You know, generally he'd, he operated a snall
I nternet conpany, as president or CEO the sane way as |
woul d expect fromany other president or CEQ he was
I nvol ved when he needed to be, and he gave you roomto
wor k when you needed it fromthat perspective as well.

Q Have you had any contact with M. Carnes or
his counsel in the |ast year?

A | spoke with his counsel |ast week, and | have

spoke with M. Carnes, off and on for the |ast several
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years.

Q Have you spoken to M. Carnes about your
testi nony today?

A No.

Q D d you speak with M. Carnes' counsel about
your testinony today?

A W spoke |ast week related to this, yes.

Q And how | ong was this discussion?

A Maybe thirty m nutes.

Q And what did they discuss with you?

A Just generally asked nme about ny role with the

conpany.
Q And did they give you advice on your testinony
t oday?
A None.
M5. VEINBERG No further questions -- excuse
me - -

BY M5, VEI NBERG

Q M. Madsen, you said at the beginning the
office had only four people, can you tell ne who those
peopl e were?

A Wen | first started working there, it was
M. Carnes, M. Foster, a gentlenman by the sanme nane of
Hassan Shabhi n.

JUDCGE MCKENNA:  Spel | it.
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THE WTNESS: Hassan Shahin was hi s nane.
JUDGE MKENNA: And?

THE WTNESS: H -- I'msorry --
JUDGE McKENNA:  Spel | it.
THE WTNESS. |'msorry, | wll try,

HASSANSHAHI-N

JUDCGE MKENNA:  Thank you.

THE WTNESS: And then there was an office
receptionist and I don't recall her nane, | feel bad
about that.

BY M5, VEI NBERG

Q You're saying M. Foster was there in the very

begi nni ng?
A Yes.
Q Ckay.

A He was our EVP and general counsel.

Q And for what period of tine was it only the
four ?

A W& added a head of finance -- (cough) excuse
me -- a head of finance in Cctober or Novenber of 2008.
And then, fromthat point on we added, what you saw on
the board there, and a few others that nmay have cone
and gone during that period.

Q At what tine period -- do you need to see the

org chart again -- what period of tine would all of
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t hose people that were on the org chart, that Exhibit
65 that you saw before, have been enpl oyed?

A | would have to take a look at it again. |
can't recall everybody they had.

Q Coul d you put up 65, please?

A Ckay. From fromleft Stephanie Schaller
woul d have cane on probably in mddle to the end of
2009 if | recall. Chris Pickett around, either that
sane tinme, or nmaybe the spring of 2010. Ceorge Davis
was al ready enpl oyed in Del anare when | cane on.

M. Peck cane on in that Cctober tineframe |

nmentioned earlier, 2008. Hassan was al ready on when |

was hired and then Bruce cane on, | want to think 2010,
or early 2011. | don't recall the tines.
Q Ckay. | would also like to show you Exhi bit

79, and if it's easier for you it's in the book as
well. But have you ever seen the -- this docunent from
Managenent System Qperations Manual for TranDot ?

A | don't recall that, specifically. Depending
upon what is inside of it, | may have seen pieces of it
related to reporting or things of that nature.

Q And can you scroll through the docunent? Can
you go to 7.9 specifically?

M5. BAKER  Your Honor, this has not been

admtted into evidence yet. |s she asking the wtness
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questions about it before it's even been admtted,
ot her than the nere foundation |ayi ng questions?

JUDGE MKENNA:  Ri ght.

M5. WEINBERG |'mhoping to nove it into
evi dence after he examnes it and can tell ne whether
he has seen it before or not.

JUDGE MCKENNA: Al right. So the answer is
yes, and they will nove it.

M5. BAKER  (Kkay.

JUDGE MKENNA:  And then you will have the
opportunity to object.

M5. BAKER Thank you, Your Honor.

JUDCGE MCKENNA: Pl ease identify the --

THE WTNESS: This is section 7.9 of the
TranDot nanual .

BY M5, WEI NBERG

Q Have you ever seen this before?

A No, | have not.

Q Ckay. Wiat sections of the nmanual -- you said
you nmay have seen sone sections of it -- which
sections?

A You know, the only thing that | could think of
that | would have seen, it would nore than |ikely have
been an excerpt of it, would have been a posting specs

that | gave to our lead providers. | don't recal
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seeing that, that file or that docunent.
Q And could you, | think that I'mgoing to ask

you to |l ook at the hard copy of 79, Exhibit 79, it
m ght be easier for you to -- which binder am| | ooking
at here?

VWl |, actually, it is binder two.

M5. BAKER  Your Honor, I'mgoing to -- Your
Honor, I'mgoing to object to this whole |ine of
gquestions. He just testified he has never seen this
docunent before. |It's about a four hundred page
docunent and he just said he has never seen it, and
Ms. Weinberg is continuing to ask hi mquestions about
it.

JUDGE MKENNA: Wl I, | thought that he said
that he had seen a portion or portions of it.

M5. BAKER | thought he said he had never
seen this docunent before, Your Honor.

JUDGE MCKENNA: Al right.

THE WTNESS: "Il clarify. | don't recal
seei ng that docunent, based on the page at the
begi nning that said the TranDot -- whatever that was.

Just being able to deduce what woul d be inside
sonething like that, | may have seen an excerpt of it
that was nade up in the specs that we gave to our

third party publisher so that they could present |eads
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tous. And that is a pure assunption at that point.
I m maki ng an educat ed guess.

JUDGE MCKENNA: Al right.

M5. BAKER  Your Honor, he can't even
authenticate this docunent, let alone attest to its
contents. | would object to this entire Iine of
gquestions and ask that we nove on, thank you.

M5. WEI NBERG  Your Honor, he needs to at
| east ook at it before he can attest whether or not
he has seen it before.

JUDGE MCKENNA: Wl |, | understand. The
objection is overruled. It is going to go to weight,
and we will just proceed and see how thi s goes.

BY M5, VEI NBERG

Q Ckay. Could you just flip through Exhibit 79,
which is in binder two. Let ne know, you know, take
your time.

A Just, you know, glancing through the table of
contents here, | don't think I have ever seen this
docunent in its current condition.

Q Ckay. Thank you. One final question, you
testified that you attended neetings with M. Carnes
where topics other than marketing were di scussed, can
you tell me what topics were discussed at those

neeti ngs?
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A Un you know, | was probably involved with
sone | T conversations around, you know, changes to the
website. | can't recall if Jimwould have been in
those. The only ones that | can recall that Ji mwould
have been involved with woul d have been underwiting
conversations where | woul d have been listening in to
be able to speak up if | anticipated any negative
effect on our |ead purchases based discussions that
wer e bei ng suggested by our anal ytics departnent.

Q And who el se woul d have been invol ved in those
neetings concerni ng underwiting?

A St ephani e Schal l er and - -

Q And |'mtal ki ng about neetings where
M. Carnes was present.

A Yeah, |"'mtrying to recall, | nmean, | can only
-- | can nmaybe think of a couple, nmainly Stephanie
Schal | er.

Q And in those neetings who was naki ng the
deci si ons about the underwiting?

A M. Carnes.

Q And what were the deci sions about underwiting
t hat he was naki ng?

A Suggestions for tests potentially, different
data providers to use in the underwiting decisions,

that is all | can recall.
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Q What kind of tests are you referring to?

A AB testing, does this underwiting nodel work
better than that underwiting nodel. |t depended on
t he needs of the business at that tine.

Q Just to be clear, when you say underwiting,
what are you referring to?

A It would have included credit scoring or the
make-up of an internal credit score that we had
utilizing third-party data sources to be able to nake
better credit decisions, whether it was trying to sol ve
for poor default rates or conversion rates, it could --
and it depended -- it could vary based on the needs at
that time.

Q Ckay. So broadly speaking, is it fair to say
that in underwiting you are tal king about whether or
not Integrity Advance wants to provide a loan to a
cust omer ?

A Correct.

M5. WEI NBERG (kay. No further questions.
JUDGE MCKENNA: Al right. You can sit. |
have sone questi ons.
COURT' S EXAM NATI ON
BY JUDGE McKENNA:
Q As you, you started out your testinony and you

nment i oned t he TranDot Com syst em
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A Um hmm
Q | assune, based upon that you were very
famliar with it; is that correct?
A | was very famliar with a portion of it
related to the purchase and the performance of the
| eads that we were buying. So | could tell the |eads
that were going into the systemand whether or not they
were converting. | had reporting inside the TranDot
systemthat | was able to ook at to determ ne whet her
or not we were nmaki ng good purchase deci sions or not.
Q So which portion of Exhibit 79 enconpassed
your famliarity?
A It would have been section 7, reporting.
COURT REPORTER  Recording or --
JUDCGE MCKENNA:  Reporting?
THE WTNESS: Reporting.
BY JUDGE McKENNA:
Q Al right. Now the TranDotCom this is a
private conpany?
A Correct.
Q For profit?
A | don't know their business structure but they
were a business that we worked with that provided a
sof tware sol ution.

Q So in other words, Integrity Advance purchased
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t hei r product?

A W had a business relationship with them |
don't know the structure. | -- ah, it would have
either been a, a purchase of the software or a per use
| i cense.

Q Al right. And who entered into that
agr eenent ?

A That was done before | cane on.

Q Al right. And you do not know who
effectuated that rel ationshi p?

A | have never been told who nade that ultinate
deci si on.

Q Al right. Wat about section eight? D d you
utilize that section?

A | have never seen that information, no. |
don't recall ever seeing anything specific around that

that | utilized.

Q S x?

A | did not deal with that section either.

Q Five, and its subsets?

A This all appears to be the utilization of the
systemitsel f that woul d have been handled -- or when |

say utilization fromthe operational usage for nanagi ng
the loans and | woul d not have had any interaction with

that part, that woul d have been done through the call
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center.
COURT REPORTER  Been t hrough what ?
THE WTNESS: A call center.
BY JUDGE McKENNA:
Q And the call center reported to whon?
A | dealt with the interactions between the call
center and Integrity Advance.
Q So then woul dn't you have utilized the
material for five?
A No, | was not in -- involved wth the actual
functionality of the system | was just the
I nternedi ary between our conpany and theirs.
Q Wio was?
A In charge of how they utilized it? It -- the
-- both call centers that we worked with had used this
systemin the past so | had no interaction or
I nstruction on how to use the system They already
knew how to do it.
Q D d you ever have any discussions with
M. Carnes regarding that issue?
A | don't recall any, no.
JUDGE MKENNA: Al right. Thank you.
Anyt hing further before you --
M5. WEINBERG | just -- yeah.
JUDGE MCKENNA:  -- cross.
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M5. VEINBERG Yes, please, just one question.
BY M5, WEI NBERG

Q You said that you dealt with the interactions
between the call center and Integrity Advance, did
M. Carnes also deal with the call center?

A He had comunications with the call centers.

Q And do you know what the topics of those
conversations were?

A | can't speak to any conversations | wasn't
privy to.

Q How do you know t hat he spoke with the cal
centers?

A Vll, call centers were -- the first cal
center, Uearvox was in effect prior to ne comng on to
t he business, so | know there were interactions there.
Wien t he deci sion was nade to nove to the other call
center, you know, Jimwas involved with the sel ection
of that call center in determning what the process
woul d be to swap between one and the ot her.

Q And after Jimwas involved in the decision to
swap to a new call center, do you know if he was
I nvol ved i n whet her he had any conversations with the
call center subsequent to the nove to the call center
bei ng hired?

A Ah, you know, the only tinme |I can think of any
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conversations he would have had is if | was out of the
of fice and sonet hi ng needed to be handl ed, you know,
because of an issue froma | ead performance basis he
may reach out.

Q Did the call center ever indicate to you that
they had received a call fromM. Carnes regarding
conver si ons?

A Ah --

M5. BAKER  (bj ection, vague.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS: | can't recall if | ever, |
nean, it's possible, but | don't recall an exact
conversation. |It's been many years.

BY M5, VEI NBERG

Q Do you recall any other topics of conversation
that you had with the call center that indicated that
t hey had spoken with M. Carnes?

M5. BAKER Sane objection, which call center?

JUDCGE MCKENNA:  Nunber two? Ether?

THE WTNESS:. | don't recall any particul ar
t opi cs, no.

M5. WEI NBERG kay. Thank you.

M5. BAKER  Your Honor, would the Court take
notice of the fact that Exhibit 79 is dated March

2008, which is a date before the conpany cane into
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exi stence. Integrity Advance?
JUDCGE MCKENNA:  Dul y not ed.
M5. BAKER  Thank you.
CROSS- EXAM NATI ON
BY M. BAKER

Q Good norning, M. Madsen.

A Good nor ni ng.

Q You testified earlier that you worked for HP
Financial; is that right?

A Yes.

Q Can you describe for us what H P financi al
was ?

A | don't know the exact structure. |
understood it to be a, like a holding conpany or the
parent conpany for the different entities that we had.

Q So it's the case that you didn't just work for
or provide services to Integrity Advance in connection
wth HP Fi nancial ?

A | was involved with nost all the different
busi nesses that H P financial was involved with.

Q And do you have an understandi ng as to whet her
or not M. Carnes, during tine that you were enpl oyed
by HP Financial, also worked with all of the other
conpani es that were part of the HP Financial unbrella?

A Yeah, that was ny understandi ng, yes.
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Q You spoke before about three specific general
topics, if you will, that you discussed with
M. Carnes, conversion rates, perfornance of | eads,
first paynent defaults, and then generally | ead
generation; is that right?

A Yes.

Q And when you spoke with M. Carnes about
conversion rates, conversion rates do not concern the
| anguage or disclosures of a | oan agreenent, do they?

A Not as a rule, no.

Q And perfornmance of | eads does not concern the
| anguage or disclosure in a | oan agreenent, does it?

A No.

Q And first paynent defaults does not concern
t he | anguage of a | oan disclosure, does it?

A No.

Q And in general, |ead generation doesn't
concern the | anguage of a | oan agreenent or a | oan
di scl osure?

A Not in general, no.

Q It's fair to say you never talked to
M. Carnes about the |anguage of a | oan agreenent?

A Ah no, we never discussed that conversation --
we never had that conversati on.

Q Fair to say you never spoke with M. Carnes
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about the |anguage of the |oan disclosures that were
part of the | oan agreenent?

A. Ah, no.

JUDGE MCKENNA:  Ah no, neani ng yes?

THE WTNESS: So we, we never had that
conver sati on.

JUDGE MCKENNA:  Ckay.

BY M5. BAKER

Q Now you testified before that you assune, you
assuned that M. Carnes was | ooking at the same
dashboard of information that you were | ooking at?

A Correct.

Q And you assuned that, you don't know that for
certain?

A Ah --

JUDGE MCKENNA:  The question is do you know
that for certain. Not you don't know that for certain.
BY M5. BAKER

Q Do you know that for certain?

A You know, | would say, you know t here was,
there were probably tines when Ji mwoul d have pointed
out sonething that he saw on the dashboard to ne.

Q But, you don't know the frequency w th which
M. Carnes reviewed that dashboard?

A | do not know the frequency.
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You al so don't know whet her or not M. Carnes

frequently spoke with call centers?

A

No, | do not.

M5. BAKER No further questions, thank you.

Thank you, M. WNMadsen.
JUDGE MCKENNA:  Anyt hing furt her,

Ms. Wi nberg?

M5, VI NBERG No, Your Honor.

JUDGE MKENNA: Al right. Thank you. You

are excused.

THE WTNESS: Thank you.

JUDGE MKENNA: W will take a break. Start

back at 11: 30.

(A brief recess was taken.)
JUDCGE MCKENNA:  Back on the record.
(Wtness takes the stand.)

JUDGE MCKENNA:  You can renai n standi ng

pl ease. Pl ease raise your right hand.

Counsel , having first been duly sworn, was exam ned

BRUCE ANDON AN,

A w tness produced on call of the Enforcenent

and testified as foll ows:

State

THE WTNESS: | do.

JUDGE MKENNA: Al right. Please be seated.

and spell your nane.
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THE WTNESS: Bruce Andonian, BBRUGE
Andonian, AAND-ON1-A-N
JUDGE McKENNA:  Proceed.
D RECT EXAM NATI ON
BY M5, VEI NBERG
Q M. Andonian -- is this on -- can you hear ne?

Are you here voluntarily or pursuant to a

subpoena?
| was subpoenaed.
Q D d you ever work for Integrity Advance?
A | did.
Q What position did you hol d?
A D rector of software devel oprent.

Q And what were your job duties as director of
sof t war e devel opnent ?

A | nmanaged a team of six devel opers, between
one and six, as we built the teamout, oversaw the
sof tware devel opnent for the different products that
W I | owbr ook nmai nt ai ned.

Q And was one of the products that WI I owor ook
mai ntai ned the Integrity Advance website?

A It was.

Q Wre there other products?

A The Enpower product --
Q

That related to Integrity Advance?
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No, not that |'maware of.

And how | ong did you hold that position?
Two years, four nonths.

From when to when?

February 2011 t hrough May of 2013.

And why did you | eave?

o >» O > O >

A The conpany was sold to EZ Corp, and | wasn't
confortable with the nmanagenent there.

Q Wre you fornerly enployed by Integrity
Advance?

A | was enpl oyed by WI I owbrook Partners and the
check that | would receive was from Hayfi el d?
Just Hayfi el d?
| don't renenber the full nane.
Ckay.
It was Hayfield, they called it HP, so those

> O > O

three initials.

Q And where were the offices that you worked out
of for Integrity Advance?

A They are at the corner of State Line and 43rd
y.
In what city?
| don't recall.

What st ate?

> O > O

It was I n Kansas.
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Q Ckay. And what ot her nmanagenent enpl oyees for
Integrity Advance worked out of that |ocation?

A You want the nanagenent staff?

Q Yes. And if you --

A | reported to Edward Foster, and then Jim
Carnes was over him and then Tim Madsen, and | don't
remenber his, his title, and I don't renenber the other
managers that were there.

Q Ckay. Could you pull up the organizati onal
chart again? | want to show you what was submtted by
Integrity Advance as an organi zational chart of
enpl oyees. And | ask you to look at it, and tell ne if
It refreshes your recollection about who worked in the
Integrity Advance offi ces.

A Could we dimthe lights? | can't really read

Q You can actually see it in your book as well,
whi ch woul d be easier, it's Exhibit 65.

JUDGE MKENNA:  For what tine period are you
proffering this?

M5. WEINBERG Well, he said that he started
working there in February 2011. So | wll start by
asking himif those enpl oyees were there in February
2011, and ask himif they renai ned.

THE WTNESS: Exhibit 657
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BY M5. VEl NBERG

Q Si xty-five.
A Were do you see the exhibit nunber?
Q There are tabs on the --
A Ckay.
Q And there are two separate volumes. So you
may not be in the right -- that | ooks correct.
It -- that | ooks correct.

And were those enpl oyees there when you
started working in February 20117

A Chris Pickett was not, and the rest were.

Q And were all of those enpl oyees there when you
ceased working for Integrity Advance in May of 20137

A Hassan was not there when we stopped.

Q And did all of those enpl oyees work out of the
Kansas of fice?

A Al but George Davis.

Q And where did M. Davis work?

A " mnot sure.

Q Can you describe -- did M. Carnes have an
office in the |ocation where you worked in Integrity
Advance?

A. He did.

Q Can you describe that office physically?

A It was in the corner office. It was a |arge
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of fice, about the size of this room H s desk was
against the far wall as you wal ked in, there was a
conference room-- a conference table directly as you
wal ked in with a whiteboard, and then there was a TV on
the left side as you wal ked in.

Q And how did the size of M. Carnes' office
conpare with the size of other enployee's offices at
that | ocation?

M5. BAKER (bjection, relevance.

JUDGE MCKENNA: | will allowit.

THE WTNESS:. It was probably tw ce as |arge.
BY M5, VEI NBERG

Q Ckay. How often were you in the office?

A | was in the office every day except when it
was the weekend and when | was on vacati on.

Q And how often was M. Carnes in the office?

A | woul d say just as nuch.

Q And what hours did you work?

A Qur office hours were 8:30 to 5:30 and until
5:00 on Fridays.

Q And what hours was M. Carnes in the office?

A | woul d say roughly the sane anmount of tine,
or sane timnefrane.

Q D d you ever talk to M. Carnes one on one

about Integrity Advance's busi ness?
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A Yes.

Q How of t en?

A | would say at | east once a nonth, nmaybe tw ce
a nont h.

Q And what types of things would you talk to him
about ?

A Wien Jimwould talk to nme about Integrity
Advance, it was because sonet hing wasn't working
properly. So it was if the data base was runni ng sl ow
or if we weren't accepting |leads or the conversion rate
was | ow and there woul d be an investigation on why that
was happeni ng.

Q And woul d you bring those matters to his
attention or would he bring themto your attention?

A He would bring themto ne.

Q D d you ever attend neetings with other people
where M. Carnes was present?

A VW had a weekly IT neeting --

Q And -- I'msorry. G ahead.

A Edward was, Edward Foster and N gel
Dri nkwater, nyself, and Jim

Q Who is N gel Drinkwater?

A He is the project manager for WI I owbr ook
Part ners.

Q And where were these weekly neetings hel d?
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In Jims office.

And who ran the weekly neetings?

> O >

| would say Jimran the neetings.

Q And who set the agenda for the weekly
neeti ngs?

A The agenda was set by a |ist of tasks that
needed to happen for the week, and then we woul d
present those to Ed and Jimand they woul d go through
themin | ooking at things that they woul d accept or
deny and then gave priorities to those tasks.

Q And do you know who was setting the priorities
for the tasks?

A Most of the tine it was Jim

Q And what topics did you discuss at these
weekl y neetings?

A The different products that we ran out of
W1 | owbr ook Partners, which was the Enpower --

Q And specifically, I'"'msorry, what topics
related to Integrity Advance did you discuss at these
neeti ngs?

A There wasn't a lot of Integrity Advance topics
on our task list. But if there was a state that we
wanted to renove or if we wanted to change a figure on
one of the credit scores.

Q And why woul d you renove a state?
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A | would renove a state because Jimtold nme to
renove a state. |'mnot sure on the whys and hows, or
| know how, but | didn't know why.

Q And you said a change in credit score, can you
say a little bit nore what you neant by that?

A So, we used a third-party system and we woul d
send out -- the person that was asking for the | oan
woul d send out their information to a credit bureau and
it would return a nunber. Dependi ng on that nunber
that you got back, we would either accept the | ead or
deny the | ead.

Q So the nunber that you got back was the credit

scor e?
A Correct.
Q Wul d that be accurate to say?
A Correct.
Q And who nade the decisions about what credit

score to accept?

A There -- that systemwas in place before | got
there, so the nunbers are already set. And then Jim
woul d cone into ny office and he woul d either reduce
t he nunber or increase the nunber.

Q And did he say why he was reduci hg on
I ncreasi ng the nunber?

A It was usual |y because they had an anal ytics
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neeting and they wanted to change the nunber for
what ever reason, |'mnot sure on the reasons.

Q And then Jimwould direct you to nake the
change?

A Correct.

Q D d you discuss any other topics directly with
M. Carnes, or at these neetings related to Integrity
Advance' s busi ness?

A Not that | recall.

Q G her than the weekly neetings that you had,
did you attend any ot her neetings where M. Carnes was
present ?

A The nonthly neetings, | believe they were
nonthly, they were either nonthly or quarterly, they
wer e conpany neeti ngs.

Q And who was present at these neetings?

A Most of the enpl oyees.

JUDGE McKENNA: Wi ch conpany?

THE WTNESS: It was WI | owbrook Partners, so
it was a -- we would discuss all the different
products that was in WIlIlowbrook. So it was Enpower,
Go Cash, Integrity, they were all |unped together in
t hat neeti ng.

BY M5, VEI NBERG
Q G her than the people who were on the org
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chart which you | ooked at in your book, which is
Exhibit 65, were there other people at that neeting?

A It was all the enployees. So | had six
devel opers that were under nme. There were ot her
anal ytical people that were there, a couple marketing
people. So it was the entire conpany.

Q And what conpany were you tal ki ng about when
you say the entire conpany?

A W I | owbr ook.

Q Ckay. And other than that, all of the people
on the org chart were al so present at those neetings?
A Most, Geg Davis wasn't at a lot of them
And who ran those neeting?
Ed Foster and Ji m Carnes.

And who woul d take the lead in the neeting?

> O > O

Ji m Car nes.
Q And what topics were discussed at these
nont hly neeti ngs?
A They were high | evel topics about the health
of the conpany, the direction of the industries.
JUDGE MKENNA: Wi ch conpany?
THE WTNESS:. Al of the conpanies.
JUDGE MKENNA:  So can you give us a breakdown
of WI I owbr ook?
THE WTNESS: |I'mnot sure if | understand the
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quest i on.

JUDGE McKENNA:  The different entities
cont ai ned therein.

THE WTNESS: So WI | owbrook had a -- Enpower,
which was a prepaid debit card. Go Cash was a state
nodel ed | ending platform

JUDGE McKENNA: Wi ch di d what ?

THE WTNESS:. It nmade payday | oans for State
of Texas and a couple of other states that were there.

JUDGE MKENNA: Separate and apart from
Integrity Advance?

THE WTNESS: Correct.

JUDCGE MKENNA:  Separ at e conpany?

THE WTNESS: Correct.

JUDCGE MCKENNA: Al right.

THE WTNESS: And then the Integrity Advance,
and then we started a conpany in England, which |
don't renenber the nane of that conpany. It was Zap
Cash or sonmething like that. But all of those
conpani es woul d be di scussed in that conpany neeting,
all of those different products woul d be di scussed.

JUDGE MCKENNA: Al right. Wo ran
W I | owbr ook?

THE WTNESS: Jimdid, Jimran WII| owbr ook.

JUDCGE MCKENNA:  And what about Hayfi el d?
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THE WTNESS: | don't know, | don't know those
-- how t he conpany was structured where Hayfield cane
from But that is what was on ny check was Hayfi el d.
JUDCGE MCKENNA:  Proceed.
BY M5, VEI NBERG

Q Coul d you pull up Exhibit 67? And this is
al so in your book -- so have you had a nonent to | ook
at that?

A Yes, nma'am

Q And when you said there were other conpanies,
does this refresh your recol |l ection about any of the
ot her conpani es that were di scussed at these nonthly
neeti ngs?

A Yes. So the -- Zap Cash, and Integrity
Advance, H P Financial -- | don't recogni ze the Bl ue
Qcean, Cornerstone would be the Enpower product, o
Cash and they had Go Cash WK

Q Ckay. And who was the decision naker at these
neeti ngs?

A For whi ch neetings, the --

Q For the neetings, the nonthly neetings that

you had at -- inthe Integrity Advance offi ce.
A | don't knowif there were any deci sions being
made. It was nore of an informal or informational. W

woul d just tal k about the health of the conpany and the

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 82 of 253 | -82

direction that we were novi ng towards.
Q And general | y speaki ng, who was the deci sion
maker for Integrity Advance's busi ness deci sions?
It would be Jim
Q Anddidthis --
JUDCGE MCKENNA:  What did you say?
THE WTNESS: Ji m Car nes.
BY M5, VEI NBERG
Q And did this change over the tinme that you
worked at Integrity Advance or WI | owbr ook?
A No.
M5. VEINBERG No further questions.
JUDGE McKENNA:  Or oss- exam nati on.
CRCSS- EXAM NATI ON
BY M5. BAKER
Q Good norning, M. Andoni an.
A Good nor ni ng.
Q You testified that you were enpl oyed by
W1 | owbrook; is that right?
A That was the conpany | assuned | was wor ki ng
for.
Q Wien exactly were you hired to work there?
A It was -- for WIlowbrook it was February
2011.
Q And when you were hired, who did you neet with
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during that interview process, who specifically
I nterviewed you for that position?

A It was a lady naned Any and | don't recall her
| ast name, Hassan and then Edward Foster.

Q And do you have an understandi ng as to why you
were hired to work at WI I owbrook?

A It was to devel op a software devel opnent team
for the Enpower card.

Q And did there cone a tine when in connection
with your working at WI I owbrook you were asked to al so
provide a service or two to Integrity Advance?

A Yes, Hassan had gone on vacation and there was
a change. | don't renenber what the change was t hat
needed to happen to the Integrity Advance system to
the website and so Edward asked ne to nake a change to
that website.

Q And do you recall when in the continuum of
when you worked for WI I oworook were you asked to first
do sone anount of work for Integrity Advance?

A It was kind of gradual, so the longer | was
there the nore work that | think Jimfelt confortable
giving nme, better understood the website and how t he
conpany wor ked.

Q You say Jimfelt confortable giving you, what

Is the basis of your assessnent of M. Carnes' confort
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| evel ?

A Just being nore famliar with ny skills.

Q And was it M. Carnes who specifically asked
you to work on the Integrity Advance website when
Hassan went on vacati on?

A No, it was Edward.

Q Now you testified that you participated in
weekly I T neetings; do you recall that testinony?

A Yes, nma'am

Q And those weekly IT neetings were for the
W1 | owbrook famly of conpani es?

A It was.

Q And what percentage of tine during those
weekly I T neetings, and when we say | T, we nmean
I nformati on technol ogy.

A Correct.

Q What percentage of tinme during those weekly IT
neeti ngs, approxi mately, were spent discussing any

aspect of Integrity Advance's busi ness?

A It was a very snmall anmount. If | had to put
nunbers, | would say | ess than ten percent.
Q Inall -- of all of the tinme that you worked

there, fromFebruary '11 until 20127
A Correct.

Q Ckay. Now you said you al so attended nonthly
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or quarterly neetings?

A Correct.

Q And those nonthly or quarterly neetings, and
you don't recall which they were, if they were every
three nonths or every nonth?

A | don't, I'msorry.

Q And at those neetings, | think you testified
that the conpanies that were discussed were part of the
W1 | owbrook or Hayfield famly of conpani es?

A They wer e.

Q Is that -- and the exhibit that was shown to
you before, M. Andonian, Exhibit 67, that is the
exhibit that reflects those famly of conpani es?

A As far as | know, yes.

Q And to the best of your recollection, what
percentage of tinme during those nonthly or quarterly
neeti ngs was spent discussing any aspect of Integrity
Advance's busi ness?

A Very smal | anount.

Q And if you had to put a mnute on it, assum ng
It's an hour | ong neeting, what -- how nmany m nutes
woul d you say were spent?

A | would say | ess than five mnutes.

Q Less than five mnutes, okay. | think you

testified earlier that you generally worked a
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forty-hour work week?

A It was thirty-nine and a half.

Q Let's call it forty. And you went on
vacati on?

A 1 did.

Q How many -- woul d you say you took about a
coupl e of weeks off each year?

A Yeah, | think we had two weeks of vacation,
two or three weeks.

Q So it is fair to say that you worked for the
W1 | owbr ook conpani es for about two years?

A Correct.

Q And over those two years you worked fifty,
fifty weeks each year woul d you say?

A Yes, ma' am

Q And so it's fair to say if you worked forty
hours a week and you worked fifty weeks a year you
wor ked about two thousand hours each year?

A Yes, ma' am

Q Ckay. And you just testified that at each of
t hese assumng nonthly neetings you spent no nore than
five mnutes discussing Integrity Advance. So if you
multiply five by twelve you get sixty mnutes; is that
right?

A If you say so. |If you' ve done the nath, yes,
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ma' am
Q | have done the math, yes, and you are in
trouble if I have done the nath.
That is one hour; is that right?

A That sounds about right.

Q So one hour each year, so two hours. So one
hour in the first year and one hour the second year?

A You are tal king about Integrity Advance?

Q Yes.

A Yes, nma'am

Q And you just testified that you worked
approxi mately four thousand hours for the WI | owbr ook
conpanies; is that right?

A Yes, nma'am

Q So two hours out of four thousand hours is the
tinme that you spent in those nonthly neetings, assum ng
they were even nonthly, hearing about Integrity
Advance?

A R ght.

Q And when you heard about Integrity Advance,
were you hearing about information or issues that you
were working on specifically as to that conpany?

A No.

Q D d you ever have a conversation with

M. Carnes about the |anguage in a | oan agreenent?
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A Never .
Q D d you have ever have a conversation with
M. Carnes about the disclosures in a |oan agreenent?
A No, nma' am
Q D d you ever have a conversation with
M. Carnes about edits or revisions to any | oan
agr eenent ?
A No, nma' am
Q D d you ever have a conversation with
M. Carnes about any edits or revisions to a | oan
di scl osure?
A No, nma' am
Q D d you ever have a conversation with
M. Carnes about the |language in a script that was used
by a call service center representative?
A No, nma' am
Q D d you ever have a conversation with
M. Carnes where any | anguage or revisions to that kind
of script that mght have been used by a call center
representative?
A No, nma' am
M5. BAKER  Thank you, M. Andoni an.
JUDGE MCKENNA:  Redi rect ?
M5. VEINBERG Just a coupl e of questions,

Your Honor.
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REDI RECT EXAM NATI ON
BY M5, VEI NBERG

Q M. Andoni an, you said that you had one-on-one
neetings wwth M. Carnes?

A Yes, nma'am

Q And typically how I ong woul d those | ast?

A | would say less than a mnute nost of them

Q And how often were those one m nute neetings
occurring?

A It would, it would only happen if somet hing
needed to be changed on the website or sonethi ng was
going wong with the website, so that, that happened
very seldomy. | would say once a nonth, the database,
there was something wong with the database and he
woul d conme and informne that | needed to work on that
database. O he would cone in and say there is a state
that needs to be renoved. Those were about the | ength
of the conversations, | want you to renove this state,
yes, sir, and | would go renove the state.

Q And what about your conversations about

anal ytics?
A l"msorry?
Q | think you testified that you spoke with him

about anal ytics.

A | did not have any conversations with Jim
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about anal ytics.

Q Ckay. And would it be fair to say that the
Integrity Advance website renmained fairly static other
t han those changes that you nentioned during the tine
that you were there?

A Yes, nma'am

Q And would it be fair to say that is the reason
that you didn't need to speak to himfrequently about
the website?

A | f there was not hing wong, there was not hi ng
to tal k about.

Q And if there was a problemw th the website or
with the software, would you speak to M. Carnes about
t hat ?

Yes, ma' am
Q Ckay. Thank you.
A Thank you.
M5. BAKER Nothing further, Your Honor.
Thank you.
JUDCGE MKENNA:  Thank you.
THE WTNESS: Thank you.
JUDGE MCKENNA:  You are excused.
VW will break for lunch. W are going to nove
to another courtroomthat is nore commodi ous. And so

we will start at 1:00.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 91 0of253 |-91

G f the record.

(A luncheon recess was taken.)

JUDGE MKENNA:  Cal |l your next witness,
M. Weeler.

MR WHEELER  Your Honor, before we get
started, | thought it would be good tine to tal k about
what we are doing. W thought it mght nake sense to
call M. Foster first thing tonorrow norning, but we
didn't know what tinme you wanted to start in the
nor ni ng.

JUDGE MKENNA:  Right. | thought you were
informed that we were going to start at 9:30.

MR SACHS. Your Honor, | have not spoken to
ny client to confirmhe is available. | don't
anticipate any issues with that. So | expect we woul d
be able to start at 9:30, but | do need to confirm
with ny client. Wich | can send via e-nail.

JUDCGE MCKENNA:  Whatever. W have a bunch of
witnesses, and if we want to interpose one over
another, it all gets done. R ght?

M5. BAKER Yeah, Your Honor, | have a couple
of questions, housekeeping matters, actually. | just
want to understand the nechanics of how M. Foster's
testinony is going to be presented to the Court

tonmorrow. Is it going to be via tel ephone?

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 92 of 253 | -92

I's there a speaker phone in the courtroon®

(Attorney advisor indicating.)

M5. BAKER So that is how he is going to
be --

JUDGE MCKENNA:  Ckay.

M5. BAKER And then is the expectation that
If there was a witness who is going in the afternoon
If his testinony gets carried over to tonorrow norning
that his testinmony will be put aside?

JUDGE MKENNA: | can do that.

M5. BAKER | |eave that to counsel for the
CFPB.

MR WHEELER | don't think that is going to
be a problem Your Honor. | prefer to finish up a

witness before we start with M. Foster if it delays
himby a little bit of tine.

JUDGE MKENNA:  You guys are in control of the
proceedi ngs except when you are not. Al right. So,
and then | will get a stipulation fromyou, when
M. Foster does testify if you can talk to M. Sachs
to nake sure that you can stipulate that M. Foster is
on the other end of the line, and is who he says he
I S.

M5. BAKER  Your Honor, we will do the best we

can to provide that stipulation, keeping in mnd that
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nyself and ny client are not voice experts.

JUDGE MKENNA:  Ri ght.

M5. BAKER So presunably we will be able to
do that, but | don't want to msrepresent to the Court
anything nore than ny own ability, so thank you.

JUDGE MCKENNA: Al right. No problem

Proceed. W is your next w tness?

MR WHEELER  Enforcenent Counsel calls Janes
Carnes, Your Honor.

JAMES R CARNES,

A w tness produced on call of the Enforcenent
Counsel , having first been duly sworn, was exam ned
and testified as foll ows:

THE WTNESS. | do.

JUDGE MCKENNA: Pl ease be seated, state your
full name for the record, spell your |ast nane.

THE WTNESS: M nane is Janes Robert Carnes,
GCARNES

JUDCGE MCKENNA:  Proceed.

D RECT EXAM NATI ON
BY MR WHEELER
Q Good afternoon, M. Carnes. Are you famliar
with the conpany called Integrity Advance?
A | am

Q What is Integrity Advance?
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A It was a conpany that nade short-terml oans
over the internet.

Q Wre you one of the founders of the conpany?

A | am

Q And you were the CEO of Integrity Advance,
correct?

A Integrity Advance didn't have any job titles,
but | was the CEO of the parent conpany, so the de
facto CEO of Integrity Advance.

JUDCGE MCKENNA:  And whi ch parent conpany?

THE WTNESS:. That woul d be Hayfield, Hayfield
| nvest nent Partners.
BY MR WHEELER

Q You testified that Integrity Advance made
| oans, correct?

A Yes, sSir.

Q And those | oans were nade to consuners?

A Yes, sSir.

Q D d the conpany offer any ot her products?

JUDGE MCKENNA: Wi ch conpany?
MR WHEELER Integrity Advance.
THE WTNESS. No.
BY MR WHEELER
Q |'msorry you said no?

A No.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 950f253 | -95

Q Dd the loans that Integrity Advance
originated create a revenue?

A Yes.

Q Ddthey create profits?

A Yes.

Q DdIntegrity Advance have any ot her source of
revenue ot her than consuner | oans?

A No.

Q Let's | ook at Exhibit 65, please.

JUDCGE MCKENNA:  Fifty-five?

MR WHEELER Sixty-five, Your Honor that's in
the first binder.

JUDGE McKENNA:  Yep.
BY MR WHEELER

Q M. Carnes, |'mshowi ng you what has been
admtted into evidence as Enforcenent Counsel Exhibit
65, do you recogni ze this docunent?

A | do.

Q Wiat is it?

A It's a flow chart that says | ADV reporting
structure. This would have been the org chart of the
parent Hayfield, | guess for purposes of this
I nvestigation they put 1ADV on it.

COURT REPORTER  What was that?
JUDGE MKENNA:  Wbul d you speak up a little.
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THE WTNESS. Sure.
JUDGE MCKENNA:  That' s good.
BY MR WHEELER
Q Wuld it be fair to call this an

organi zational chart of people who provided services to

Integrity Advance?

A Yes.

Q And this appears accurate to you?

A Yes.

Q And this lists you as the president,
A It does.

correct?

Q And it lists M. Edward Foster as executive

vice president, GO0 and general counsel?
A That's correct.
Q Dd you hire M. Foster?
A. | did.
Q Wen did you hire M. Foster?

A | can't renenber the nonth, but it was

sonetinme in the mddle part of 2006.
Q Coul d you descri be that process.
A The process of hiring hin?
Q Yes.

A | knew M. Foster for -- previously,

and was

| ooki ng for sonebody who had his background and

expertise. | had worked with M. Foster before at an

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 97 of 253 | -97

i nternet conpany in 2000 and 2001. And | thought his
I nternet conpany experience woul d be appropriate for
what we were doi ng.

Q And when you said appropriate for what you
were doi ng, what were you doing at that tine?

A Maki ng | oans over the internet.

Q And was that through Integrity Advance?

A No.

Q What was that through?

A Prior to Integrity Advance there were a couple
of conpanies that we had, that al so nmade | oans through
the internet that were not Integrity Advance.

JUDGE MKENNA:  They were what ?
THE WTNESS. They were not Integrity Advance.
BY MR WHEELER

Q Wen did Integrity Advance fornf®

A To ny best recollection it was the articles of
the formation were filed with the State sonetine in
2007, | believe, and went fromthere.

Q And do you renenber when after Integrity
Advance was forned that M. Foster started providing
services to Integrity Advance?

A It would have been all through the, throughout
the formation of Integrity Advance he was there prior

to when it becane, before it was forned.
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Q Goi ng back to Exhibit 65. It shows M. Mdsen
as vice president of marketing, correct?

A Yes.

Q Dd you hire M. Mdsen?

A It was a joint effort of Edward and nyself to
hire him yes.

Q And it shows here that M. Andoni an was
director of IT, do you see that?

A | do.

Q D d you hire M. Andoni an?

A | didn't specifically, |I don't recall
interviewing M. Andonian, but I, |I obviously hired him
or instructed sonebody else to hire him

Q What about M. Andrew Peck, he is listed as
vice president of finance did you hire hin®

A 1 did.

Q What about Stephanie Schal l er vice president
of decision science, did you hire her?

A | did, with -- M. Foster and | were both
toget her on that hire.

Q And Christopher Pickett is listed as vice
president of legal affairs, did you hire M. Pickett?

A No, Edward Foster did.

Q And CGeorge Davis is listed as Del anare of fice

manager, did you hire M. Davis?

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 99 of 253 | -99

A | did.

Q And then |, | always forget how to pronounce
this name -- Hassan Shahin, is that how you pronounce
it?

A Yes, sir.

Q D d you hire M. Shahin?

A | did.

Q And Mary Anne Reece is listed as controller,
did you hire Ms. Reece?

A No.

Who hired her?

A Andr ew Peck

Q And, last person, Mark -- is that Rondeau?

A Yes.

Q D d you hire M. Rondeau?

A M. Rondeau had worked at a conmpany with
Edward and | prior, the one | just referred to, and so
it was a conbi nati on between Edward and | .

Q G the people who appear in this org chart,
where did they work, physically?

A Wth the exception of George Davis, they all
worked at our office in Wstwood, Kansas. Well, we
were actually in Kinsey, Mssouri for a short period of
time before M. Madsen, M. Peck, and that's all. And

then the rest were all hired when we noved to Wst wood,
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Kansas.

Q But is it your testinony that -- so Integrity
Advance, the office noved at sonme point, correct?

A.  Yes, correct.

Q But, (coughs) excuse ne, is it your testinony
that this group of people always worked together in the
sane office?

A Like | said, sone of themworked -- a few-- a
subset of that group worked together at a prior office
and then when we noved to the new office, the rest of
the group got hired.

Q And you worked in that office as well?
| did.

DdIntegrity Advance have a parent conpany?
Yes.

And what was the nane of that parent conpany?
Hayfi el d I nvestnents Partners.

D d you found Hayfield I nvest nent Partners?

| did.

Q Can you pl ease see Exhibit 67? M. Carnes,

> o » O >» O >

' m showi ng you what has been admtted into evi dence as
Enf or cenent Counsel Exhibit 67; do you recognize this
docunent ?

A | do.

Q Wiat is it?
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A It's a Hayfield I nvestnent Partners corporate
structure.

Q Is this docunent accurate?

A It is, it changed over tinme, but it -- | think
the -- | think this is accurate as of the last tine it

was publ i shed.

Q Do you renenber when that was?

A It would have been near the -- sonetine in
2012, | think.

Q So you see the box sort of in the mddle
toward the top that says Hayfield | nvestnent Partners,
LLC, do you see that?

A | do.

Q The entities that appear above that box, would
| be correct in characterizing those entities as owners
of Hayfield Investnent Partners?

A You woul d.

Q And do all of the boxes bel ow the Hayfield
| nvest ment Partners box represent subsidiaries of
Hayfi el d?

A They do.

Q And that is your nanme at the nanme where it
says Janes Carnes, correct?

A That's correct.

Q And that refers to you?
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Yes, it does.

Q What does the one hundred percent signify
there in the box with your nane?

A VWell, that would signify that I own one
hundred percent of WI | oworook Marketing whi ch owned
fifty --

COURT REPORTER | can't hear you, sir.

THE WTNESS:. That would signify I own a
hundred percent of WI I oworook Marketing, which owned
50. 3802 percent of Hayfield I nvestnent Partners.

JUDGE McKENNA:  Excuse ne just a second, is
the mc worKking?

THE WTNESS: Well --

JUDGE MCKENNA:  Tap it.

THE WTNESS. Yeah.

JUDCGE MCKENNA: Al right. So pull it a
little closer to you. That is better.

THE WTNESS: |s that better?

COURT REPORTER  Yes.

JUDGE MKENNA:  And now in a real deep
voi ce --
BY MR WHEELER

Q So M. Carnes, you testified that you owned
one hundred percent of WI I owbrook Marketing?

A Yes.
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Q And that WI | owbr ook Marketing owned 50. 38
percent of Hayfield Investnent Partners?

A Correct.
Wre you the CEO of WI | owbrook Marketing?
W | owbr ook Marketing had no officers.
Dd it have any enpl oyees?

No.

o >» O > O

Is it fair to say that you had control over
W | owbr ook Mar ket i ng?

A Yes.

Q The ot her ownership entities that appear above
the Hayfield I nvestnment Partners box, did you have an
ownership interest in any of those entities?

A The ot her ones outside of WI I owbrook
Mar keting you are speaki ng of ?

Q Yes, so is that --

The SI Hayfi el d.
HC Cne, Edward Foster?
Correct.

Those boxes?

> O »>» O >

Correct, yes. | had no ownership in any of
t hose boxes.

JUDGE McKENNA:  Wiat about just above that,
see attached list for details of owners, one hundred

percent of SI Hayfield, LLC, whose -- were you in that
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hundr ed percent.

THE WTNESS: No, | was only the hundred
per cent owner of WI | owbrook Marketing which was 50. 3
percent owner of Hayfield. The rest were other people.
BY MR WHEELER

Q D d the ownership percentage that WI | owbrook
Marketing held of Hayfield, did that change over tine?

A Yes.

Q Was it ever the case that WI | owbr ook
Marketing owned less than fifty percent of Hayfield
I nvest nent Partners?

A No.

Q And you were the CEO of Hayfield; is that
correct?

A Yes.

Q Sois it fair to say that you managed all of
the entities that appear bel ow the Hayfield box, all of
t he subsidiaries?

M5. BAKER (bjection, foundation,
specul ati on.

JUDCGE MCKENNA: Al right. Rephrase.
BY MR WHEELER

Q You have testified that the entities bel ow the
Hayfield I nvestnment Partner's box were subsidiaries of

Hayfiel d, correct?
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A Correct.

Q And you have testified that you were the CEO
of Hayfiel d?

A Correct.

Q But by virtue of you being the CEO of
Hayfi el d, did you manage the ot her subsidiaries under
the Hayfield box?

A What do you nean nanage?

Q D d you have control over then?

A | would, | was the CEO of Hayfield, |I'mde
facto CEO of everything, every box you see up there
bel ow Hayfi el d.

Q | want to focus on HP Financial. Do you see
that on the left side?

A | do.

Q Wiat was H P Fi nanci al ?

A It was our human resource conpany where
peopl e' s paychecks woul d cone from

Q Let's go back to Exhibit 65 for a second. So
did HP Financial pay everyone who appears on this
organi zational chart?

A No.

Q W did it pay?

A Ever ybody bel ow Edward Foster.

Q

So who did you recei ve your conpensation fron®
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A Wien | was conpensated as a salary it was from
a conpany called WI Il owbrook Partners -- no, I'msorry,
WI | owbr ook Managers, WI | owbr ook Managers.
D d you own WI | owbr ook Managers?
| owned the nmajority of it.

Do you remnenber the percentage?

> O > O

Not off the top of ny head.

Q What about M. Foster, who paid M. Foster's
conpensat i on?

A Sane.

M5. BAKER  (bjection, foundation.

BY MR WHEELER
Dd M. Foster receive conpensation?
Yes.
And which entity paid his conpensation?
Vel |, when?

> O > O

Q Vell, at any tine. So, fromthe begi nning of
his time working at Hayfi el d.

A Wr ki ng at Hayfiel d?

Q Vel |, you testified that he started out
wor king for Hayfield, correct?

A No.

Q |"msorry, when you first hired M. Foster,
what entity was he working for?

A | can't recall which one of the entities paid
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his salary before this, but | knowthat it was, well,
when you see this chart it was, by this tine Hayfield
had been created, and WI | owbr ook Managers that paid
M. Foster and nyself, to the extent | was getting a
sal ary.

Q Was there a tine when you were not receiving a
sal ary?

A Yes.

Q Wien was that ?

A Early in the formati on of the conpany.

Q At what point did you start receiving a

sal ary?
A | can't renenber exactly.
Q Wre you receiving a salary by 2009?
A Yes.
Q What was that sal ary?
(No audi bl e response.)
Q What was that salary you were receiving?
A You nmean how much?
Q Yes.
A | don't renenber.
Q Was it two hundred and fifty thousand dol | ars?

M5. BAKER (hjection, calls for specul ation.
JUDGE MKENNA: | will allowit.
THE WTNESS: It was sonewhere around, |'m
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guessi ng, somewhere around a coupl e hundred thousand
dol I ars.
JUDGE MKENNA: Al right. Do you have
information or was that pulled out of whol e cloth?
MR WHEELER No, it was not pulled out of
whol e cloth, Your Honor. M. Carnes had testified to
that during his investigational hearing.

JUDGE MKENNA' ALl right.

-]
-]
-]
I

JUDCGE MCKENNA:  So the proper approach, if an
old man can interject --
MR WHEELER Pl ease, Your Honor.
JUDGE MCKENNA:  -- would be to refresh his
recol | ection.
MR WHEELER  (One second. Your Honor.
(Brief pause.)

MR WHEELER W can cone back to that, Your

Honor. If that's -- with your perm ssion.

JUDGE McKENNA:  Yes, that woul d be fine.

MR WHEELER | just don't see it right this
second.

JUDGE MKENNA: | just don't want to get
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Ms. Baker beating nme up.

MR WHEELER | understand. No one wants to

be beat up by Ms. Baker.
BY MR WHEELER
Q Let's go back to Exhibit 67.

So M. Carnes, you have testified that the
entities under the Hayfield Investnment Partners box
were subsidiaries, which of these subsidiaries was the
nost profitabl e?

M5. BAKER  (bj ection, vague question.

JUDGE MKENNA:  How is it vague?

M5. BAKER Wiat tine, Your Honor?

JUDGE MKENNA:  There you go, what tine?

BY MR WHEELER
Q Over the course of Hayfield' s existence, which
of these entities was nost profitable? Wich of the
subsi di ari es was nost profitable?
A Can you define nost profitable, please?
Did any of the subsidiaries create profit?
I n what way?
D d they have revenue above expenses?
Yes.

Wii ch ones?

> O >» O > O

Integrity Advance, Zip Cash, at one point Bl ue
Qcean, and then Go Cash.
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JUDGE MKENNA: D d you say Go Cash?
THE WTNESS: Yes, sir.
BY MR WHEELER

Q So during the course of Hayfield s existence
of those entities that you just named that have
profits, which one was the nost profitable?

A Agai n, do you nean operating profits, or
profits through a sale, or -- because those are two
di fferent things.

Q perating profits.

A Integrity Advance had the nost operating
profits.

Q To the extent that Integrity Advance generated
profits, were those distributed to Hayfiel d?

A Yes.

Q How di d that process work?

A What do you nean how did it work? You nove
noney from one conpany to another, you nean that?

Q I s that what woul d happen?

A Yes.

Q Who woul d deci de to nove noney from one
conmpany to anot her?

A It would be a collective decision between
Andrew Peck, our vice president of finance, M. Foster,

and nysel f.
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Q d ven that you were the CEO woul d you have the
ul ti mat e deci si on nmaki ng power on that decision?

A Yes.

Q You have testified that Integrity Advance was
the nost profitable of the profit making entities that
we see on this Exhibit 67, correct?

A From an operati ng perspective, yes?

Q Yes, froman operating perspective? Do you
know what percentage of the profits Integrity Advance
woul d have gener at ed?

A | do not.

Q Wuld it be over fifty percent?

M5. BAKER  (bjection, vague, and foundati on.

MR WHEELER  Your Honor, this w tness was the
CEO of Hayfi el d.

JUDGE MCKENNA: | nean, how is that vague if
ei ther he knows or he doesn't?

M5. BAKER Well, he is asking himfor
percentages and we are tal king about a tineline that
hasn't been defined by any questions that M. Weel er
has asked this witness in the last five mnutes.

MR WHEELER | asked hi m about the whol e
period that Hayfield existed and | have said that a
coupl e of times.

JUDGE MCKENNA:  That is true. Overruled if

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 112 0f253 |-112

you can answer it.
THE WTNESS. |'msorry. Could you repeat the
guesti on?
BY MR WHEELER
Q The question was: What percentage of

Hayfield s profits were generated by Integrity Advance?

A It varied over tine.

Q How so0?

A Vell, in the foundation, the formng of a
conpany there is -- you don't have any profits, and

then as the conpany grows, the profits grow and then as
you Wi nd the conpany down the profits shrink and go
anay.

Q So let's take 2010. By that point Integrity
Advance had been runni ng, correct?

A Correct.

Q In 2010 would Integrity Advance have generated
the majority of Hayfields profits?

A | don't, | don't have that information in
front of ne.

Q M. Carnes, you recall that you were deposed
inthis matter, correct?

A | do.

Q And you were in an office at Venabl e?

A That's correct.
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Q And | was there and ny col | eague Ms. Wi nber g?
A That's correct.
Q And, we asked you questions?
A That's correct.
Q Do you renenber that?
And you were represented by counsel.
Ms. Baker?
A That's correct.
Q And you were under oath that day?
A That's correct.
Q And you answered truthfully that day, correct?
A Absol ut el y.
Q So | want to turn to your transcript fromthat

day, and it's Exhibit 68, although you don't

necessarily need to turnto it. | thinkit is -- and |

amjust going to read fromthis.

W t ness.

JUDGE MKENNA:  Yes, hold on one second.
M5. BAKER Permssion to approach the

Just to nmake sure he has the right exhibit.

JUDGE MCKENNA:  Sure -- | think that's

appropri at e.

M5. BAKER It is Exhibit 68?
MR WHEELER [Is it 68?
M5. BAKER  Yes.
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THE WTNESS: Wat page?

MR WHEELER  Exhibit 68.

THE WTNESS: Wat page?

MR WHEELER It's on page 92.

M5. BAKER Thank you, Your Honor.

THE WTNESS: N nety-two?

MR WHEELER  Correct.
BY MR WHEELER

Q Ckay. So I'mgoing to read starting at |ine

ni neteen. (Reads)

“Question: Ckay. So is it fair to say in
2010 the nost significant portion of Hayfield s profits
or revenue cane fromlintegrity?

Ms. Baker: Can you define significant?

Ms. Weinberg: |I'musing the word that he just
used.

The Wtness: Ckay, we use profits and
revenues. Those are drastically different concepts.

Ms. Weinberg: Let's stick with profits.

Answer: Yes.

Question: Significant, does that nean nore
than fifty percent?

Answer: Yes.

More than seventy-five percent?

Answer:  Yes.
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BY MR WHEELER

Q Do you see that, M. Carnes?

A | do.

Q And that was your testinony that day?

A That is.

Q And was that truthful testinony?

A Yes.

Q What about for 2011, did Integrity Advance

generate nost of Hayfield' s profits in 20117
Yes.
Wuld it be nore than 75 percent?

A I, like | said, | don't have that in front of
nme, | mean, | obviously testified that it was. This
was two years ago and that, and these were referring to
things that were four years prior to that, I'mtrying
to recall everything so | can be a hundred percent
truthful.

And I, like | said, | was nore -- this was
closer to the tine that | was |ooking at the stuff and
| nmay even have | ooked at sone of our other exhibits,
so yeah, | would say this is true.

Q And woul d your answer be the sane for 20127
That Integrity Advance |ikely generated nost of
Hayfield s profits?

A perating profits?
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Q Yes, operating profits.
A Yes.
Q DdIntegrity Advance use | ead generators or

| ead aggregat ors?

A Yes.

Q And you are famliar with those terns?

A | am

Q What do those conpani es do? Wat does that

refer to?

A You want ne to define it?

Q What is your understandi ng of what a | ead
gener at or does?

A A |l ead generator woul d be a conpany who has
sone met hodol ogy of contacting a consuner, getting the
consuner to take an offer, fill out an application, and
sel | the data.

Q And Integrity Advance woul d buy | eads from
conpanies like this; is that correct?

A Yes.

Q And the lead is the consumer's information?

A Yes.

JUDGE MCKENNA:  It's a potential client?
THE WTNESS. Yes, potential, exactly.
BY MR WHEELER

Q Do you renenber how nany | ead generators

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172 Filed 09/26/2016 Page 117 of 253 | - 117

Integrity Advance used?
A | don't, at any one point it could have been
fifteen, it varied over tine.
Q Do you remenber how nuch Integrity Advance

woul d pay for a | ead?

M5. BAKER (bjection, foundation, vague.

JUDGE MKENNA: Al right. So howis it
vague?

M5. BAKER M. Carnes has just testified
about a conpany that was in business for four and a
hal f years.

JUDGE MCKENNA: Al right.

M5. BAKER He's being asked questions with no
tinmeline or paraneters.

JUDGE MKENNA: Al right. He --

M5. BAKER There is no foundation for the
guestion that is being asked.

JUDGE MKENNA:  He did give a tinefrane. |t
was during the whole tinme that they were operational .

M5. BAKER | did not hear M. Weel er give
that tineframe for this |ine of questions, Your Honor.

JUDGE McKENNA:  It's assuned therein, at |east
that is the way | took it. But since you are confused
about it, so, would you pl ease --

MR WHEELER O course, Your Honor.
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JUDGE MCKENNA:  -- direct a tineline. And
then pl ease be ready to if you have anot her because |
want to get it right.

BY MR WHEELER

Q During the entire tine that Integrity Advance
operated in providing consuner |oans, Integrity Advance
pur chased | eads, correct?

A That's correct -- well, wait. Wiat is the
first thing that you said?

Q During the entire tine Integrity Advance was
nmaki ng consuner | oans.

A Yes.

Q How much did Integrity Advance pay for those

| eads?
A It varied greatly.
Q How so?
A It varied over the tinme that it was in

busi ness. The price of leads, in general, rose. And
then, I'mtal king about the price of the highest
quality lead. Beneath that there were, you coul d,
there -- you could buy |eads at any price |evel you
wanted. And so, we would buy all over the price
structure of what was offered.

Q What was the | owest amount you renenber

Integrity Advance paying for a | ead?
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M5. BAKER Sane objection, Your Honor.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS: | don't recall, specifically,
but I would -- ten dollars, sonething |ike that.

JUDGE MCKENNA: Al right. And what tineframe
are we tal ki ng about there?

THE WTNESS:. | think we are tal king about the
whol e tinefrane it was in business, and the | owest we
ever paid, | think, is ten, around ten dollars.

JUDGE McKENNA:  That woul d be toward the start
of operations?

THE WTNESS. No, it was --

JUDGE MKENNA: Because you said the price
I ncreased over tine.

THE WTNESS: The price of the -- so there
was, in the business there was a termcalled first
| ook. And first look is where the |lead cane to you as
a lender first before it went to any other |ender.

The price of that first | ook went up over tine.

The | eads that were sold beneath that would go
down -- now, | think we paid as low as ten dollars. |
don't recall exactly when we were doing the ten doll ar
piece, but | think it was sonmewhere in there. And
there were peopl e who were paying |less, but you would

buy it at different price points throughout, fromthe
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top down to whatever that bottomlevel was, which ny
recoll ection was ten doll ars.

JUDCGE MCKENNA:  Thank you.
BY MR WHEELER

Q M. Carnes, do you renenber what the top | evel
woul d have been for | eads?

A | don't, | couldn't tell you the top |evel by
year, no.

Q Do you renenber the anmount. Like what was the
hi ghest Integrity Advance ever paid for |eads, highest
anount ?

A H ghest they ever paid?

Q Yes.

A That was really M. Madsen's deal. And |
didn't, | wasn't really too involved in that. | think
maybe two hundred dollars, | don't know.

Q You testified about the fact that certain
| eads were first look, that is the termyou used?

Yes.

Q So if Integrity Advance bought a | ead that was
first | ook, you would have been the first conpany to
see that lead, correct?

A That is correct.

Q So |'massumng that Integrity Advance woul d

pay nore for a first | ook |ead?

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172 Filed 09/26/2016 Page 121 of 253 | - 121

A Any conpany woul d pay nore for a first | ook
| ead.

Q G her than the first | ook, are there other
things that would differentiate the price of |eads that
woul d nake one | ead nore val uabl e than anot her ?

A Yeah.

M5. BAKER Sane objection, Your Honor.

JUDGE MKENNA:  Thank you. Overrul ed.

BY MR WHEELER

Q The question was: Are there things, other
things that woul d nake, differentiate the price of a
| ead?

A Yes.

Q And what are those things?

A Whet her or not a consuner had direct deposit
of their paycheck into their checking account or not.
Dfferentiate, that was a big differenti ator.

JUDGE McKENNA:  And why is that?

THE WTNESS: | f a consuner doesn't have
direct deposit and getting paid by a paper check, they
woul d have to march the paper check into their bank to
deposit it, touse it. And you are then trying to
figure out what day to setup a -- your autonated
clearing house debit of their account. And it is not

easy to do because you don't know what day they are
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going to walk it into the bank.

JUDGE MKENNA:  And if they decide they do not
want to walk it into the bank, they can stiff you
then; is that correct?

THE WTNESS: That's correct.

BY MR WHEELER

Q Are there other factors that contribute to the
price of a |lead other than whether or not the consuner
recei ved direct deposit?

A Yes.

Q And what are those?

A I|"mnot sure | can give you a conplete |ist,
but there are things such as a savings account versus a
checki ng account, if they have -- that woul d nake a
di fference.

Q Wii ch one was nore val uabl e?

A Checki ng account, because not all savings
accounts are ACHabl e.

Q Any ot her factors that you can think of right
now?

A Ah, not really.

Q Let's pull up Exhibit 53. M. Carnes, |'m
showi ng you what has been nmarked as Enforcenent Counsel
Exhibit 53. Do you recogni ze this docunent?

A. Uh- huh
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Q Wiat is it?

A It's a | ead purchase agreenent.

Q And who was that | ead purchase agreenent
bet ween?

A It appears to be between T3 Leads and
Integrity Advance.

Q Do you recall that Integrity Advance had a
contract with T3 | eads?

A Yes.

Q Please turn to page 5. And | know it is a
little fuzzy, but on the bottom|eft-hand side, under
where it says Integrity Advance, LLC is that your
si gnat ur e?

A Yes.

JUDGE MKENNA:  Tal ki ng about page si x?

MR WHEELER | thought it was page five,
al t hough --

M5. BAKER | have page seven

THE WTNESS:. It actually | ooks |ike page
seven of the agreenent and was |ike page six of the
exhi bit, page six of your exhibit. It is page seven of
t he docunent.
BY MR WHEELER

Q Ckay. But you have testified that is your

si gnature, correct?
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A That is ny signature.

Q Integrity Advance did have a contract with T3
Leads, correct?

A That is correct.

MR WHEELER  Your Honor, | woul d ask that
Enf or cenent Counsel Exhibit 53 be admtted into
evi dence.

JUDGE MCKENNA:  Any obj ecti on?

M5. BAKER No objection.

JUDGE McKENNA:  Just a second. Exhibit 53
admtted into evidence. Al right. W are going
through this process, as | indicated to both counsel,
for all of the deferred rulings. And then | al so want
to nmake sure that we have the proper foundation |aid
for the ones that were admtted except for those that
no obj ection was | odged.

(Lead Purchase Agreenent was
admtted into evidence as
Enf or cenent Counsel Exhibit No. 53.)

MR WHEELER I'msorry. Just so |I'mclear,
Your Honor, | renenber in your order there was
sonewhere that you held off on admtting or not
admtting them

JUDGE MCKENNA:  Right. You have that.

MR WHEELER And we have that list. Wen you
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say sonething additional as to exhibits which you
deened adm tted?

JUDGE MKENNA:  That is correct, nmaybe. |
want to go through them | will do that with ny staff
nostly, and then if | find any issues where | engaged
in anmala prohibita, then | wll correct it.

MR WHEELER Ckay.

JUDCGE MCKENNA: Al right?

MR WHEELER Al right. Thank you, Your
Honor .

JUDCGE MKENNA:  So admtted on fifty-three.

M5. BAKER  Your Honor, |I'msorry. Your
Honor, if | can just make a statenent about Exhi bit
53. | just want to put the Court on notice that it's
our position that docunents that predate Septenber 21,
2011 have Iimted relevance to this particular matter,
as it related to M. Carnes. Having said that, we
wll allowthis docunent to be noved into evidence.

JUDGE MCKENNA:  Dul y not ed.

M5. BAKER  Thank you.

MR WHEELER  (bviously, we disagree, Your
Honor, but | don't know that that is worth arguing

ri ght now.

BY MR WHEELER

Q M. Carnes, did you negotiate this agreenent
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wth T3 Leads?

A | don't recall if M. Madsen negotiated it or
| woul d have or sone conbination of the two. |'msure
M. Foster looked through it. | didn't sign anything
he didn't look at. | don't know who was involved in
t he actual negoti ati on.

Q Do you recall when M. Madsen started worki ng
for Integrity Advance?

A He just said it was 2008.

Q Let's | ook at Exhibit 54.

A He was actually working for H P Financial.

JUDCGE MCKENNA: Al right. Were are you now?
MR WHEELER  Exhibit 54, Your Honor,

Enf or cenent Counsel Exhibit 54.
JUDCGE MCKENNA:  Ckay.

BY MR WHEELER

Q M. Carnes, |'mshow ng you what's been narked
as Enforcenent Counsel Exhibit 54, do you recognize
t hi s docunent ?

A It appears to be a | ead purchase agreenent
between Integrity Advance and Partner Wekly.

COURT REPORTER  Between Integrity Advance
and whon?
THE WTNESS: Partner Wekly.
JUDCGE MCKENNA:  You will need to get a little
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closer to that muc.

THE WTNESS: Sorry. Partner Wekly.
BY MR WHEELER

Q And on the first page there, where it says Jim
Carnes, does that refer to you?

A Yes.

Q Do you recall that Integrity Advance had a
contract with Partner \Wekly?

A | do.

Q And woul d you pl ease turn to page seven? And
on the bottomright-hand side, under where it says
Integrity Advance LLC DBA, is that your signature?

A That is ny signature.

MR WHEELER  Your Honor, | ask that
Enf or cenent Counsel Exhibit 54 be admtted into
evi dence.

JUDCGE MCKENNA:  (bj ecti ons?

M5. BAKER Yes, Your Honor, | do object on
rel evance grounds for purposes | just said before.
It's not relevant to the question here of deceptive
conduct as it concerns M. Carnes. The Deception
Doctrine post-dates July 21, 2011. This docunent is
dated June 22, 2008.

MR WHEELER  Your Honor, this docunment goes

to M. Carnes' role in the conpany, including when the
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conpany was fornmed. There is -- his role running this
conmpany throughout its tinefrane is relevant to
whether or not he is liable for the deceptive
contract.

JUDGE MKENNA: Al right. | will admt it
and it wll go to weight.

(Lead purchase agreenent
was admtted i nto evidence as
Enf or cenent Counsel Exhibit No. 54.)

M5. BAKER  Your Honor, if | nay note, Your
Honor issued a Motion in Limne ruling |ast week on
the question of whether or not this Court would be
re-hearing i ssues that had al ready been deci ded by
this Court. And | understand Your Honor's ruling to
be that no evidence will be introduced into the record
that went only to issues previously ruled on. This
woul d be such an issue.

Because the only issues left for this Court
concern conduct that post-dates July 21, 2011. So
this is an issue -- this is a piece of evidence that
goes to issues that Your Honor has already rul ed on.
Mai nly conduct, that could, arguably, potentially
pre-date that tineline, thank you.

MR WHEELER  Your Honor, this docunment goes

to M. Carnes' involvenent with his conpany and his
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role in running his conpany that is one of the issues
we are here to decide.
JUDGE MKENNA: Al right. Parties can nake
argunents. | nade ny ruling.
M5. BAKER  Thank you.
BY MR WHEELER
Q M. Carnes did you negotiate this contract

wth Partner Wekly?

A Again, | would give you the sane answer as the
| ast agreenent, | don't know who negoti ated between
M. Madsen, M. Foster or nyself. | signed it.

Q DdIntegrity Advance ever hire a conpany to
assist it with debt collection?

A Li ke a coll ections conpany? Define debt
col I ecti on.

Q Do you remenber a conpany named Integrity
Fi nanci al Partners?

A | do.

Q DdIntegrity Advance have a contract with
t hat conpany?

A Yes, we did.

Q Let's look at Exhibit 8. M. Carnes, I'm
showi ng you what has been nmarked as Enforcenent Counsel
Exhibit 85, do you recogni ze this docunent?

A | do.
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Q Wiat is it?

A It is an agreenent between Integrity Financial
Partners and Integrity Advance for collection work they
were doing for us at the tine.

Q WIIl you turn to page five, please? And on
the bottom| eft-hand side under where it says Hayfield
I nvestment Partners and WI | owbr ook Partners, do you
see that, M. Carnes?

A | do.

Q And is that your signature?

A It is.

MR WHEELER  Your Honor, | ask that
Enf or cenent Counsel Exhibit 85 be admtted into
evi dence.

JUDGE MKENNA:  (bj ecti on?

M5. BAKER  Yes, Your Honor.

JUDGE McKENNA:  Sane obj ecti on.

M5. BAKER Different objections in addition
to the sanme objection.

JUDGE MCKENNA:  Ckay.

M5. BAKER First of all, this agreenent
concerns conpanies that are not just Integrity
Advance. | al so object because that agreenent
concerns conduct that has never been an issue in this

matter. And |, noreover, object because it goes
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agai nst Your Honor's ruling in the Mdtion in Limne.
Wi ch expressly precluded the introduction of evidence
that goes to any other issues other than those that
are before this Court right now.

JUDGE MKENNA:  Correct.

M5. BAKER And this goes to conduct that
predates July 21, 2011. The only issues before this
Court right now at this hearing go to conduct that
post-dates that tinme. You have deception and
unfairness on the table for ruling, those are
doctrines for the CFPB's own acknow edgnent that only
concern conduct that post-dates July 21, 2011.

It was the CFPB's very Mtion in Limne on
whi ch Your Honor ruled. It was not a Motion in Limne
that we brought. And now they are using the ruling
that they sought against us in a way that is
prof oundly unfair, Your Honor.

JUDGE MCKENNA: Al right.

MR WHEELER  Your Honor, the same response as
last tinme. This goes to M. Carnes' role in running
this conpany. Hs role in running this conpany is
relevant to this proceeding. And to Ms. Baker's --

JUDGE MKENNA:  Rel evant to this proceedi ng or
to the renaining i ssues?

MR WHEELER It is relevant to the remnaining
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| ssue, whether or not M. Carnes was actively running
Integrity Advance such that this can be held liable
for the deceptive | oan agreenent.

M5. BAKER  Your Honor, ny understandi ng of
the issue before the Court is whether or not
M. Carnes engaged in deceptive conduct and the
guestion of deceptive conduct concerns conduct that
post-dates by this Court's prior ruling, July 21,
2011. So whether M. Carnes executed an agreenent
that predates that tine is not relevant to the issues
remaining for this Court's disposition. And that was,
in fact, Your Honor's ruling in the Modtion in Limne
that was rul ed on | ast week.

MR WHEELER  Your Honor, in your Summary
D sposition Oder, you stated that it was uncl ear what
the precise nature of M. Carnes' role was. $So that
Is what we are attenpting to do, to present evidence
that shows what his role was in running Integrity
Advance.

Just because sonet hi ng happened before the transfer
date does not nean it is not relevant to M. Carnes'
role in running Integrity Advance.

JUDGE McKENNA:  Doesn't nean it's not, and
doesn't nean it does, or is.

MR WHEELER It doesn't necessarily nean it
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Is. But Your Honor, | would submt that M. Carnes'
role in signing these agreenents speaks to his role as
CEO of Integrity Advance.

JUDGE MKENNA: Al right. 1'mgoing to
overrul e the objection, but that does not nean that it
I's going to be an accorded undue wei ght or any wei ght
dependi ng upon ny review of the record.

MR WHEELER | understand, Your Honor.

JUDCGE MCKENNA: Al right.

M5. BAKER  Thank you, Your Honor.

JUDGE MCKENNA:  So admitt ed.

(Enf orcenent Counsel Exhi bit
No. 85 was admtted into evidence.)
JUDGE MCKENNA:  Proceed.
BY MR WHEELER
Q M. Carnes, did Integrity Advance use third
parties to handl e consuner calls?
A Yes.
Q Do you renenber the nanes of those third
parties?
A This is one of them Integrity Financial
Partners. You saying i nbound or outbound or what?
Q Ei t her one.
A A conpany called Centrinex, | believe. |

don't knowif they were Integrity or not, | can't
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renenber when that changed, but d earvox, we had a
relationship with a conpany called O earvox that at
sone point changed. I'msorry, Centrinex that at sone
poi nt changed - -

COURT REPORTER I'msorry, sir, | can't
under st and you.

JUDGE MCKENNA:  Spel | it, please.

THE WTNESS: W had a relationship with a
conpany called Centrinex, GENT-RI-NE-X That we
changed at sone point to a conpany called d earvox,
GL-EEARV-OX So | don't knowif -- | don't know
in the formation of Integrity when that was, but
sonewhere in there. And then Integrity Fi nanci al
Partners, and then later on a conpany called Wrl dw de
Anal ytics, | believe.

BY MR WHEELER

Q So you nentioned O earvox was one of the
conpani es that you, that Integrity Advance worked w th?

A That's correct.

Q Do you renenber the services that O earvox
provi ded?

A A earvox provided call center services for
| nbound and out bound custoner service. At sone point
they mght -- may have provi ded some coll ection

services, but | can't renenber -- well, this was --
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can't renenber when it changed to Integrity Financi al
Partners, it was sonetine around that tinefrane though

Q DdIntegrity Advance pay fees to d earvox?

A Yes.

Q Is it fair to say that, in the relationship
between O earvox and Integrity Advance, Integrity
Advance were the clients?

A Yes.

Q Since Integrity Advance was the client, did
(O earvox generally inplenment Integrity Advance's
di rections?

M5. BAKER (nhjection, calls for specul ation.

MR WHEELER | don't believe it calls for
specul ation, Your Honor. | nean, the w tness was the
CEO of Integrity Advance, he testified about d earvox
providing services. |'masking did dearvox generally
I mpl ement Integrity Advance's instructions.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS: They were a call center that had
experience in the | oan process. And there wasn't
really a lot of detailed direction on what they were
doi ng because they already knew. Does that answer
your question?

BY MR WHEELER

Q Dd dearvox develop Integrity Advance's | oan
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agr eenent ?

A No.

Q Dd dearvox develop Integrity Advance's | oan
pr oduct ?

A No.

Q You testified Integrity Advance al so used a
vendor called Centrinex?

A | can't renenber if Integrity Advance used
themor there was a prior conpany that used them But,
we had a relationship at sone |evel, at sone point with
a conpany called Centrinex, yes.

Q Do you renenber the services that Centrinex
provi ded?

A SSmlar to that of d earvox.

Q Dd Centrinex develop Integrity Advance's | oan
agr eenent ?

M5. BAKER (bjection. |I'mgoing to object to
this line of questions on foundation grounds. The
witness has just testified that he is not certain that
they even had a relationship. Perhaps M. Weel er can
first establish that before he is asked to answer
guesti ons.

JUDGE McKENNA:  Sust ai ned.

BY MR WHEELER

Q DdIntegrity Advance have a relationship with
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Centri nex?

A Like | just testified, | don't renenber when
we -- Centrinex changed to O earvox, whether it was --
It was around the tinme Integrity was forned, but |
can't renenber if they did some work at Integrity or
not. Again, this was ei ght years ago.

Q | understand. D d --

JUDCGE MKENNA:  Was that a different conpany
or they changed their nane?

THE WTNESS: They -- um it was a different
conpany, had sonme of the simlar ownership, but
di fferent conpany.
BY MR WHEELER

Q Dd Centrinex develop a | oan agreenent for
Integrity Advance?

A No.

Q Dd Centrinex devel op a | oan product for
Integrity Advance?

A No.

Q You testified that Integrity Advance al so used
a conpany call ed Wrl dw de Anal ytics?

A Yes.

Q What services did Wrldw de Anal ytics provi de?

A The sane as { ear vox.

Q Wi ch is?
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A | nbound/ out bound cal | center support for
consurers.

Q Dd Wrldw de Anal ytics develop Integrity
Advance' s | oan agreenent ?

A No.

Q Dd Wrldw de Anal ytics develop Integrity
Advance' s | oan product ?

A No.

Q Dd Integrity Advance mnai ntai n bank accounts?

A Yes.

Q Do you renenber how many bank of accounts
Integrity Advance nai ntai ned?

A Wen?

Q Over the course of its existence, do you
renmenber how many it maintai ned?

A Not exactly, a handful | woul d guess.

Q More than five?

M5. BAKER (nhjection, calls for specul ation.
JUDCGE MKENNA: | agree, you need to nail that

down a little nore, | nean tinefranmes, when are you
t al ki ng about ?
BY MR WHEELER

Q Actually, let's turn to Exhibit 55, but don't
put it up, though. Your Honor, this exhibit needs to

be under seal because it contains Pl
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A Fifty-five, you say?
Q Yes, fifty-five.
M5. BAKER If | may just ask the Court and
M. Weel er as a housekeeping natter, is it your
intention to ultimately nove this, if this gets noved
I nto evidence, redacted?
MR WHEELER If we were to file this
docunent, we would certainly redact it.
M5. BAKER  Thank you.
MR WHEELER W would file an under seal
version, and a redacted version.
M5. BAKER  Thank you.
JUDGE McKENNA:  Hol d on a second.
MR WHEELER  Just let ne know.
JUDCGE MCKENNA: Al right.
BY MR WHEELER
Q M. Carnes, |'mshowi ng you what has been
mar ked as Enforcenent Counsel Exhibit 55, do you
recogni ze this docunent?
A It appears to be a bank signature card.
Q Dd Integrity Advance have an account with
Fi rst Bank of Lew sburg?
A They di d.
Q If you turn to the second page at the top

where it says James R Carnes, does that refer to you?
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A Yes, it woul d.

MR WHEELER  Your Honor, | ask that
Enf or cenent Counsel Exhibit 55 be admtted into
evi dence.

JUDGE MKENNA:  Subj ect to redaction.

MR WHEELER  Yes.

JUDGE MCKENNA:  And under seal .

MR WHEELER  Yes, Your Honor.

JUDCGE MCKENNA:  (bj ecti on?

M5. BAKER Yes, Your Honor, this docunent --
well, to the extent it concerns Integrity Advance, and
I"mnot, | guess sone of it does, sone of it does not,
appears to be dated July 30th, 2008.

JUDCGE MCKENNA:  (kay.

M5. BAKER So nearly three years before the
conduct at issue for this hearing. So we object on
t hose grounds. Again, this could only go to issues
t hat have al ready been resol ved by Your Honor in the
ruling that you rendered at the beginning of this
nonth, per the CFPB's Mdtion in Limne that they
br ought .

JUDGE McKENNA: | di sagree.

M5. BAKER Well, I'mregistering ny
obj ection, Your Honor.

JUDGE MCKENNA:  And | respect that. All
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right. Any other points of objection on this
particul ar exhibit?

M5. BAKER Well, that is it, Your Honor.

JUDCGE MCKENNA:  Ckay.

M5. BAKER That and it's not signed, so there
IS no aut hentication.

JUDGE MKENNA: Wl I, then you need to discuss
that wwth M. Carnes on the authentication issue.

MR WHEELER M. Carnes, you renenber --

JUDGE MKENNA:  And he said, did he have an
account with them yes?

M5. BAKER It's not a signed copy. How do we
know this is a docunent that was actually used.

JUDGE MKENNA: Al right. Go ahead.
BY MR WHEELER

Q Your Honor -- excuse ne, M. Carnes, did you
sign a signature card for First Bank of Lew sburg?

A Yes.

Q And you recall doing that?

A Yes.

Q Do you have any reason to believe that this,
what you are | ooking at, is not an accurate copy of
what you si gned?

A Vll, clearly | didn't sign this one.

Q But do you have any reason to believe this
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copy is sonehow different fromwhat you signed?
A | have no reason to believe that it is
different.
JUDCGE MCKENNA: Al right. So admtted.
(Enforcenment Counsel Exhibit
No. 55 was admtted into evidence.)
BY MR WHEELER
Q M. Carnes, how did Integrity Advance use this
account with First Bank of Lew sburg?
A As a checki ng account.
Do you know if this account is still open?
It is.

Do you know how rmuch noney is in this account?

> O > O

De mnims anount.

Q Sonet hi ng under one hundred thousand dol | ars,
Is that a fair statenent?

A Sonet hing in the nei ghborhood of a hundred
dol | ars.

Q You testified that Integrity Advance had

multiple accounts; is that correct?

A Yes.
Q Are any of the other accounts still open?
A No.

Q So this account at First Bank of Lew sburg is

the only account that Integrity Advance nai ntai ned t hat

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172 Filed 09/26/2016 Page 143 of 253 | - 143

Is still open?

A. Correct.

IO
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M5. BAKER  Your Honor, | would ask that this
| i ne of questions concerning Hayfield, in particular,
be put under seal. It's proprietary and asking
guestions about a party -- an entity that is not a
party to this case is wholly inappropriate.

JUDGE MCKENNA: Al right. | will grant that.

M5. BAKER  Thank you

MR WHEELER  Your Honor --

JUDGE MKENNA:  So how do you want to handl e
that? Do you want to clear the courtroon? O --

M5. BAKER  Yes, Your Honor.

MR WHEELER | nean, | do have further
guestions that involve Hayfield, so...

JUDGE MKENNA:  Ri ght.

M5. BAKER  Your Honor, to be specific, ny

request is as it concerns any financial infornmation
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concerning Hayfield in the present. And so to the
extent M. Weel er has questions that he is going to
continue to ask ny client about how nmuch noney is in
their bank account, | would ask that this Court put
that part of that proceedi ng under seal and, in fact,
clear the courtroom thank you.

MR WHEELER  Your Honor, | don't have a
problemw th the courtroom being cleared. Just so you
know - -

JUDGE MKENNA:  You do not have a probl en®

MR WHEELER | do not have a problemwth the
courtroom bei ng cl ear ed.

JUDGE MKENNA: R ght, right, | don't either.

MR WHEELER | don't intend to ask any nore
questions about Hayfield s current finances. | do
want to tal k about sonme of their tax returns which are
fromthe past, | don't know Ms. Baker's position on
t hat .

M5. BAKER | wll say that same thing as to
tax returns. They are proprietary confidential
information, and to the extent he is going to exam ne
anyone about them | would ask that the judge keep
that provision, that portion of the transcript under
seal, and clear the courtroom thank you.

JUDCE MeKENNA:  Um hmm
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MR WHEELER | don't have any objection to
that, Your Honor.

JUDGE MCKENNA: Al right. Your notion is
gr ant ed.

M5. BAKER  Thank you.

JUDCGE MCKENNA: Al right. So now parties can
say, do you want M. Foster's attorney to | eave?

M5. BAKER | don't care if M. Foster's
attorney stays here, but it is proprietary
I nformati on.

JUDGE MKENNA:  No, |'mnean --

M5. BAKER  Yeah.

JUDGE MCKENNA:  -- but, yeah, I'mgoing to |et
-- you can | ook, and both sides, can start saying
well, who has to | eave, | nean, | don't know these
peopl e.

M5. BAKER Neither do I, Your Honor.

JUDGE MCKENNA: Al right.

M5. BAKER | only know the two individuals
sitting there and | know the -- | know Ms. Morris. |
don't know anybody else, and M. Kelly. So, | don't
know who else is in the courtroomwho nmaybe shoul d not
be here.

JUDGE MCKENNA: Al right. Covernnent

attorneys will stay, right? O do you want
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M. Weeler -- off of the record.

(Brief recess.)

JUDGE MKENNA:  So everyone that is in the
courtroomnow, both parties are agreeable that they
can stay; is that correct?

M5. BAKER | have no reason to think that
Enf or cenent Counsel's msrepresenting who all of these
individuals are. The only two that | know are not the
part of the CFPB are the two summer associates sitting
inthe front and M. Sachs. But if they tell ne
everyone else is a CFPB affiliated attorney, then I
have no problemw th themstaying. | would argue
though, if they are not part of Enforcenent Counsel,
then they are not party to this case. They shoul d not
be in the room

JUDCGE MCKENNA: Al right. Any --

M5. BAKER So anyone el se fromthe CFPB who
Is not part of the Enforcenent Ofice shoul d be asked
to | eave the room

MR WHEELER So we do have two data
scientists here, Your Honor. | nean, | would submt
that they are a part of the Bureau. Al so we have had
to share information with themto hel p devel op our
case, so |l don't think there is a reason to bar them

fromthe courtroom but obviously --
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JUDGE MKENNA:  Are they dealing with these
| ssues?

MR WHEELER No. They are not dealing with
t hese i ssues, Your Honor.

JUDGE MKENNA:  Res ipsa loquitur, right.

MR WHEELER What's that?

JUDGE MCKENNA:  Res ipsa loquitur, all right.

MR WHEELER  Sorry.

M5. BAKER Yes, thank you.

MR WHEELER | think they are having the tine
of their life, Your Honor. Everyone else here from
CFPB is part of Enforcenment Counsel.

JUDGE MKENNA: Al right. And the interns
have al | signed nondi scl osure agreenents that are
going to hear this?

M5. BAKER Yes, Your Honor, | believe that
they are subject to attorney/client privilege and work
product and everything el se that goes al ong w th being
part of the various teans. | don't want to speak for
CFPB s intern, but | can speak for our sunmer
associ at es.

UNKNOMW MALE VO CE: W are all in agreenent.

M5. BAKER Yes, thank you.

JUDGE MKENNA: Al right. Proceed.

BY MR WHEELER
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Q Al right. Thank you, Your Honor. So, let's
| ook at Enforcenent Counsel Exhibit 55, and you can put
that up since we have now cl eared the courtroom And
this should al so be under seal, Your Honor, it contains
PlI.

That's the one we just |ooked at, right?
" msorry, yeah, you are right, 45, excuse ne.

Forty-five?

o > O >

Forty-five, yes. Do you have it, Your Honor?
JUDGE McKENNA: | do.
BY MR WHEELER

|IIII||I|I||»
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M5. BAKER  Thank you.

JUDGE MCKENNA: Al right?

MR WHEELER Let's |look at Exhibit 91.

THE WTNESS: N nety-one?

MR WHEELER N nety-one, yes.

JUDGE MKENNA: | f anyone has needs, wants to
take a break at any tine they may do so.

MR WHEELER This will be a fine tine to take

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 162 of 253 | - 162

a break, Your Honor

JUDCGE MCKENNA:  What did you say?

MR WHEELER This would be a fine tinme to
take a break with your perm ssion, Your Honor.

JUDGE MCKENNA:  Sure, yeah, right. How | ong
do you want ?

M5. BAKER |'ll defer to M. Carnes, since he
Is the witness on the stand.

THE WTNESS: | don't care.

JUDGE MKENNA:  Ckay. One mnute.

Al right. Of the record. W wll take a
ten-mnut e break.

(A ten mnute recess was taken.)

JUDGE MCKENNA:  Back on the record.

Ms. Baker?

M5. BAKER  Yes.

JUDGE MKENNA:  Coul d you pl ease read 10. 303
(d)(4) into the record.

M5. BAKER Yes, sir, Your Honor. Wat is it
I'mreading? |'msorry.

JUDGE MKENNA:  You are reading that reg,
(d) 4.

M5. BAKER (D)4, oh, (reads) “As Respondents
are in the best position to determne the nature of

docunents generated” --
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COURT REPORTER  Ma' am - -

JUDGE MCKENNA:  Ah, yeah, sl ow down.

M5. BAKER -- “By such Respondent and which
cone fromtheir ow files, the burden of proof is on
t he Respondents to introduce evidence to rebut a
presunption that such docunents are authentic, and
kept in the regular course of business.”

Un okay. Wat I'm | guess I'mnot clear as
to why | was --

JUDGE McKENNA:  Just thought that m ght have
sone rel evance as to what we are doing here. Wy
don't you grab the binder and then we will --

M5. BAKER  Your Honor, nay | just nake a
statenent --

JUDGE McKENNA:  Yes.

M5. BAKER -- in response to that?

JUDGE MCKENNA:  Sur e.

M5. BAKER | think that with respect to
docunents that have been produced in this -- in the
I nvestigation phase, that is a very fair statenent.
However, that doesn't nean that sonmething that isn't
signed is per se authentic.

And I, | think we did nake that representation
and | would also note that --

JUDGE MKENNA:  Yes, you did.
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M5. BAKER -- this is an investigation that
started three and a half years ago, and, when the
Bureau recei ved docunents that were not signed and
authenticated, it could have asked us for copies that
were. And of course, | wasn't counsel at the tine,
but | would argue that if they are intending to
I ntroduce sonething in an evidentiary record that sone
of that burden is on them as they are the plaintiffs

in this matter noving forward.

So, | do respect the rule and | understand the
rul e.

JUDGE MKENNA:  They are the conpl ai nant.

M5. BAKER They are the conpl ai nant, Your
Honor, that's right. But they have -- | think we

agree they have the burden of naking their case. W
don't have the burden of rebutting their case until
they have nmade a prina facie case in the first

I nst ance.

And | would argue that that has to do, in part,
wth the way evidence gets admtted into the record.
So | understand the rule, but | al so understand that
I f you are going to introduce evidence into the
record, evidence that you have had in your possession,
custody or control for alnost four years, it mght be

I ncunbent upon themas well as us to nmake sure there
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M5. BAKER Thank you, Your Honor.

JUDCGE MCKENNA: M. Weel er?

MR WHEELER  Yes, thank you, Your Honor.
BY MR WHEELER
Q M. Carnes, | wanted to go back, just very
qui ckly, to sonething we covered before the break. You
recall we were tal king about your sal ary?
A Yes.
Q | wanted to point your attention to Exhibit
68, which is your investigational hearing transcript
agai n.
A Ckay.
Q Ad --
JUDGE MKENNA:  Just a second, six-eight?
MR WHEELER  Si x-eight, yes, Your Honor, and
page 96.

JUDCGE MCKENNA: S x-ei ght, page what ?
MR WHEELER N nety-six, Your Honor.

THE WTNESS: (Ckay.
JUDGE MCKENNA: N nety-si X --

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 166 of 253 | - 166

THE WTNESS: | think it is --

JUDGE McKENNA: -- and that woul d be the one
at the top of the page or --

MR WHEELER At the bottom of ninety-six,
Your Honor.

JUDCGE MCKENNA: Al right.

MR WHEELER And I'mjust going to read a
short portion.

JUDCGE MCKENNA:  Ckay.

MR WHEELER If you are ready.

JUDGE MKENNA:  Ready.

MR WHEELER Ckay. So starting on line
twenty-two. (Reads).

“Question: And what was your salary in 2010
fromWI | owbr ook?

Answer: | can't recall. | think it was two
hundred and fifty thousand dollars.”

JUDGE MKENNA: If you are going to read it
you need to read it exactly.

MR WHEELER |I'msorry. | apol ogi ze.

M5. BAKER  Your Honor, I'ma little unclear
as to what this line of questions is. This docunent
has been admtted into evidence. Wat is the purpose
of this line of questions as it relates to M. Carnes's

t esti nony?
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JUDGE MCKENNA: | under st and.

MR WHEELER | amjust seeking to refresh his
recol |l ection about his salary. He testified to it
during the investigational hearing.

JUDGE MCKENNA: Al right.

M5. BAKER  Your Honor, | thought he al ready
testified that he wasn't disputing what was in this
docunent .

JUDGE MCKENNA: Wl |, let's nove on.

BY MR WHEELER

Q Rght. | nean -- M. Carnes, is it your
recol l ection that your salary was two hundred fifty
t housand dol | ars?

A Like | said before in this courtroomand |ike
this docunent said, | can't recall exactly. | think it
was two hundred fifty thousand dollars. It's a very
accurate representation.

JUDGE MCKENNA:  That was kind of an asked and
answer ed situation.

BY MR WHEELER

Q Do you recall that your sal ary changed over

A | don't believe it did.
c I
e
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M5. BAKER  Your Honor, nay | address
sonething, relating to the rule (d)4 that you asked ne
to read before? That rul e presupposes that docunents
that were produced in response to a query nmade during
an investigation are presunptively accurate. And |
think that that is a fair presunption given the
context of this nmatter.

What | don't know is what answer -- what
gquestion was asked that elicited the production of
t hese docunents. And it may be that what was produced
was never represented or intended to be represented as
an actual tax return filed wth the I RS

And I"'mstill not clear as to whether or not
this docunent is authentic and | maintain that sane
objection as to the prior one. And | understand the
(d)4 rule. But what | don't have is the context for
t he docunent production itself.

JUDGE MKENNA: Al right. Duly noted and you
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have the opportunity to submt the original. The
signed copy that was submtted to the IRS.
M5. BAKER (kay. Well, thank you, Your
Honor. And when we do that, as | think we noted, we
would Iike to request that all testinony about an
unaut henti cat ed docunent be stricken fromthe record.
Ve will renew that request at the tine that we nake
t hat subm ssi on.
JUDGE MCKENNA:  Thank you.
M5. BAKER Thank you, Your Honor.
JUDGE MCKENNA:  Thank you.
MR WHEELER  Your Honor, | ask that
Enf or cenent Counsel Exhibit 91 be admtted into
evi dence.
JUDGE MKENNA:  Sane nul tipl e objections?
M5. BAKER Yes, Your Honor, objection. Thank
you.
JUDGE MKENNA: Al right. So admtted.
(H P 2012 Tax Return was admtted
into evidence as Enforcenent Counsel
Exhibit No. 91.)
MR WHEELER So we need to turn to page
fifty-two, sorry.
JUDGE MKENNA:  Fifty-two of 917
MR WHEELER  Yes, page fifty-two of Exhibit
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91.

M5. BAKER M. Weeler -- or nay | address
M. Weeler?

JUDGE MCKENNA:  Yes.

M5. BAKER Could you, for the record, state
speci fically what Bates nunber you are tal ki ng about
because it's not clear.

MR WHEELER  There shoul d be page, page
nunber .

M5. BAKER Were are the page -- oh.

JUDGE MKENNA: At the bottom of the page.

THE WTNESS: Are you tal king about the one
t hat says, EC EX-091-052, is that correct?

MR WHEELER Yeah, | don't --

M5. BAKER The copy that we have, which is
t he docunent disk that was provided to us doesn't have
that. And that is okay. | just need to know what
page we are on.

MR WHEELER  Yeah.

M5. BAKER  Thank you.

JUDGE MCKENNA:  That is good.

MR WHEELER Do you have it now or do you
need ne to --

M5. BAKER Can you please just tell us.

MR WHEELER Yeah. Fifty-two. | lost track
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of what -- the nunbers. Page fifty-two, Exhibit 91.
JUDCE MKENNA: O f the record.
(Brief recess.)
JUDCE McKENNA:  Back on the record.
MR WHEELER  So the page is | NTEG 000402.
M5. BAKER  Thank you.
BY MR WHEELER

Q M. Carnes, you are on the correct page now?

A. Yes, | am
e I,
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H
- 00000000000000__]
- 0000000000000

Q Let's take a |l ook at Exhibit 87. M. Carnes,
' m showi ng you what's been nmarked as Enforcenent
Counsel Exhibit 87. Do you recogni ze this docunent?

A Appears to be an e-mail chain that | was on

Q So inthe mddle of the first page, | believe,

your nane appears, do you believe that's -- that refers
to you?
A Yes.

Q The e-nail address that is there, is that an
e-nmai|l address that you used in February of 20117

A Yes.

Q Do you have any doubt -- do you have any
reason to doubt that that e-mail exchange occurred?

A No.

MR WHEELER  Your Honor, | ask that
Enf or cenent Counsel Exhibit 87 be admtted into
evi dence.

M5. BAKER (bjection, Your Honor. It's an
e-nmai | exchange that appears to have occurred before
July 21, 2011. And its relevance is questionabl e.

JUDGE MKENNA:  Ckay. Res gestae and the

rel evance will be determ ned when | render ny deci sion.
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So objection is overruled. E ghty-seven is admtted
I nto evi dence.
(Enforcenent Counsel Exhibit No. 87
was admtted into evidence.)
BY MR WHEELER

Q M. Carnes, do you renenber this e-nail?

A No.

Q There seens to be a discussion in the e-nail
about a -- well, the subject is “re:fraud,” that you
had witten about. Do you renenber what this is about?

A | vaguely recall what it was about. | think
It was about sone -- one or nore enpl oyees of d earvox
| nper sonati ng consuners and stealing funds, that is
what | believe it is about.

Q Can you explain what you were instructing
M. Foster to do with this e-nmail you sent on Friday
February 25th, 20117

A So what we had found out that had happened
because sone consuners called in, was that an enpl oyee
of O earvox had taken the approved | oan application
fromw thin the | oan system and changed t he account
nunber to send the noney -- the person wanted the | oan,
t he consuner wanted the | oan. So the enpl oyee changed
t he account nunber to send the noney to thensel ves.

VWent back in the next day and changed t he account
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nunber back to what the consuner had given us so that
t he paynents woul d then be debited out of consuner's
account wi thout ever receiving a | oan.

And you can see here | said, we take care of
t he custoners who have not had -- who have paynent
debits to their account, but never seen a |loan. Refund
any fees and bank charges they had. W need to search
the ACH credit files for two weeks before and after, so
forth. And they -- we alerted the police that cane and
| believe arrested the of fendi ng enpl oyee.
That is ny recollection of that.

Q Let's ook at Exhibit 88. M. Carnes, I'm
showi ng you what has been nmarked as Enforcenent Counsel
Exhibit 88, do you recognize it?

A It's an e-mail fromeight years ago. Yeah,
see it's fromne. |I'min the stream

Q Do you have any reason to doubt that this
e-nmai | exchange occurred?

A | don't.

Q And that is your e-nail address that appears?

A It is.

MR WHEELER  Your Honor, | ask that

Enf or cenent Counsel Exhibit 88 be noved into evidence.
M5. BAKER (bjection, relevance, Your Honor.
It is dated Novenber of 2008. It's not clear
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it concerns Integrity Advance, and it is as to conduct
that predates July 21st. Thank you.

JUDGE MKENNA:  Thank you. (bjection
overruled. E ghty-eight is hereby admtted into
evi dence.

(E-mail was admtted into evidence as
Enf or cenent Counsel Exhibit No. 88.)
BY MR WHEELER
Q M. Carnes, in the mddle of the first page of
this exhibit you see where you sent an e-mail, and it
reads that, “clearly call backs on day two and three
are the problem” do you see that?
A | do.
Q Do you know what you neant by that?
A Only fromreading the rest of the e-nai
st ream

JUDGE MCKENNA:  Par don ne?

THE WTNESS: Only fromreading the rest of
the e-mail streamthat it appears fromreading this
that the call logs that were sent to Tim-- he
apparently noticed a probl emsonehow, sent it to ne to
look at. And it's -- and | nust have | ooked at it and
sai d sonet hi ng about the call backs, they are not
happeni ng |i ke they should on days two and t hree.

And | forward that on, obviously to the top of
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the e-mail.

COURT REPORTER  To what ?

THE WTNESS:. To the people on the top of the
e-mail, Herb C and Matt Kirk.

JUDCGE MCKENNA:  So, what is the context of
cal | backs on day two and three?

THE WTNESS: So the contract that we had with
the call center would say okay -- they -- when a | ead
cones in, we purchase the | ead, they are supposed to
get tothat lead within “X’ mnutes to try to get
ahold of the consuner. And then if they can't, then
It goes into a callback procedure. So they want to
try to get theman hour |ater, nmaybe four hours |ater.

And then there are several calls that woul d be
nmade on day two, the day after we got the application
and then day three is when we give uponinit if we
haven't gotten ahold of themby -- and there m ght
only be one call on day three.

By day three if they hadn't gotten, if they
don't answer, if they have not got ahold of them we
nove on fromthe application.

BY MR WHEELER
Q Let's nmove to Exhibit 42. M. Carnes, |'m
showi ng you what has been nmarked as Enforcenent Counsel

Exhi bit 42; do you recogni ze this docunent?
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| think you showed it to ne in ny deposition.
What is this docunent?

QO M. Winberg mght have.

l"msorry?

QO M. Winberg mght have. Sonebody showed

> O »>» O >

it tonme in ny deposition, that was the only tine |'ve
seen this.

Q What is this docunent?

A It appears to be an incone statenent for
Integrity Advance from January to Septenber of 2010.

Q And is there a bal ance sheet on the second
page as wel | ?

A There is.

Q DdIntegrity Advance custonarily generate
| ncone st at enment s?

A Yes.

Q DdIntegrity Advance custonmarily generate
bal ance sheets?

A Yes.

Q Wul d docunents |ike these be kept in the
normal course of business?

A Yes.

MR WHEELER  Your Honor, | ask that Exhibit

42, excuse ne, Enforcenment Exhibit 42 be admtted into

evi dence.
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M5. BAKER  (bj ecti on.

JUDGE MKENNA:  Basi s?

M5. BAKER Relevance. It predates July 21,
2011. And in the corner, top of the docunent it says
unaudi ted. Wich neans it not necessarily a final
statenment of the conmpany's incone for even these
limted anounts of tine.

JUDGE McKENNA:  Ckay.

M5. BAKER And it's also the other foundation
element is it hasn't been established as to who created
this docunent, so I'mnot sure the witness --

MR WHEELER  Your Honor, the w tness was CEO
of the conpany. He has testified that docunents |ike
this were kept in the normal course of business. This
was sonet hing that was al so produced by Respondents.

JUDGE MKENNA: It was produced by Respondents
pursuant to your investigation?

MR WHEELER That is correct, Your Honor.
That is correct.

JUDGE MKENNA: Al right. And so that is
where you got it?

MR WHEELER  That is correct.

JUDGE MCKENNA: Al right. ojection is
overrul ed.

(P& was admtted into evidence as
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Enf or cenent Counsel Exhibit No. 42.)

M5. BAKER  Your Honor, if | could, just --

JUDCGE MKENNA:  On the sane basis which |
ruled on the | ast one.

M5. BAKER If -- Your Honor, if | could nake
a standing objection to this idea that because
Respondent s have produced docunents they are sonehow
per se authentic. The (d)4 rule doesn't provide for
that, what the (d)4 rule says, as | understand it, is
that if a docunment is produced in response a specific
query, it is presunptively authentic and responsive to
that query. Not that the docunent is used in the
ordinary course of business that it is authentic, that
It was created by the witness testifying about it being
it. It's an unaudited version of sonething is that |
don't know what it is, it could be a draft.

And, to admt it into evidence w thout that
requisite foundation is quite prejudicial to our case.

JUDGE MKENNA:  Ckay. That is your position
and if you are right, then you have a very easy path
toreversal. | disagree with you. |'molder than
you. So nmaybe |'mso old that, you know, | don't know
what |'mtal king about. But in any event, that is ny
ruling, and we will proceed.

BY MR WHEELER
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1 Q Let's nove to Exhibit 43.

2 A Is that going to be seal ed by the way?
3 JUDCGE MCKENNA:  What did you say?

4 THE WTNESS: | asked that -- are these

5 seal ed?

6 MR WHEELER  No.

7 THE WTNESS:. Can they be?

8 M5. BAKER V¢ can nove to have them seal ed.
9 | think the courtroomis still cleared so that is a

10 request we wll make, Your Honor.

11 MR WHEELER | don't see any reason to seal
12 t hese docunents, Your Honor. This doesn't fall under
13 the Protective Oder. Integrity Advance is out of
14 busi ness. So |I'muncl ear what their other incone or
15 bal ance sheets -- howis that being in the public

16 record sonehow danagi ng?

17 M5. BAKER It says subject to protective

18 order in the docunent that was produced for the

19 exhi bit.

20 MR WHEELER | think we put that -- |'mnot
21 sure we did it, but I think that is on everything.
22 But that doesn't nean that the docunent is actually
23 covered by the Protective Oder. | think. |If that
24 di stinction nakes sense.

25 JUDGE MKENNA: Wat is the basis for the --
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to put it under the Protective Oder? | nmean it's not
PlI.

M5. BAKER Well, Your Honor, initially, going
back a ways, when we negotiated the Protective Oder
we agreed that we would -- I"msorry. M voice is --
initially when we negotiated the Protective Oder,

Your Honor, we agreed, we bei ng Respondent's counsel,
that we would revisit this question of whether or not
financial information was subject to the Protective
O der and bei ng under seal.

And we have requested that -- we have repeated
that position a nunber of tines in filings wth the
Court as well as in conversations wth Enforcenent
Counsel . And frankly, this is financial information
t he disclosure of which serves no purpose. The public
di scl osure of which serves no obvi ous purpose. There
I's no prejudice to anybody by having this [imted set
of docunents nai ntai ned under seal.

And it is confidential proprietary
information. It's confidential financial information
and it is not necessarily information that was readily
accessible to everybody at the tine it was rendered.

MR WHEELER  Your Honor, ny recollection is
we had an agreenent that we woul d di scuss furthering

the Protective Oder.
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JUDGE MKENNA:  That is what she said.

MR WHEELER  Yeah, | nean we -- we never
agreed we would treat information like this as
protected. | believe in your Oder, there was a

deadl i ne by which we were supposed to work out this

Issue. | don't believe Respondents counsel ever got
in touch with us. It was, she was the one with the
interest in protecting this information. | don't

bel i eve she contacted us, so the Protective Oder
doesn't cover this information.
JUDGE MKENNA: Yeah, that note relevant to

anyt hi ng you are di scussi ng here?

MR WHEELER Well, it was relevant to what
Ms. Baker said. | still don't think, | nean these
proceedi ngs are presunptively public. | don't think

there i s any good reason to seal these docunents.
Like | said earlier, the conpany is out of business.
This is -- thereisn't PIl in there |like you pointed
out .

JUDGE MKENNA: M. Carnes?

THE WTNESS. Yes.

JUDGE MKENNA: I n deference to you, and with
counsel's permssion, | would |like to know why you
would i ke to have this exhibit for Integrity Advance

be put under seal.
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Is that all right, counsel ?

M5. BAKER Thank you, Your Honor.

THE WTNESS: | would just say that any
financial information that | provided woul d be
private. | don't think it's -- and | nean, | could
say, if it is sonething Iike would be sonething that I
-- okay ny tax returns, these are P&L'Ss.

JUDGE MKENNA:  Ckay. But they are separate
fromyour tax returns.

THE WTNESS: Even the P&L's -- because there
are -- right, these are P& statenents of the conpany
why woul d that need to be public?

JUDGE MKENNA: Wl |, yeah, no, the -- | think
it's the inverse. Wy would it need to be private?

THE WTNESS:. | would think it's -- like ny
attorney said, confidential information that | woul d
|i ke to keep confident -- confidential.

JUDGE MKENNA: Al right. Any other basis?

THE WTNESS: No. Confidential.

JUDGE MKENNA: Al right. 1'm-- yeah?

M5. BAKER | just wanted to correct the
record, M. Weeler msstated sonething. | did, in
fact, get in touch with himabout expanding the
Protective Order. The way that our record noved it

didn't conformto the original schedule, so admttedly
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| maybe got in touch with himthree weeks later than |
was supposed to, for which | apol ogi ze.

But | did get in touch with himand I did seek
to expand the Protective Oder and | was nmet with we
are not going to do that. And that, | believe was
al so brought to Your Honor's attention in subsequent
filing. So it's not accurate to say this is the first

time we brought this issue up, it's not the second or

third either.
JUDGE MKENNA: Wl 1, | can attest that you've
been busy.

M5. BAKER Thank you, Your Honor.

JUDGE MCKENNA:  Ckay. Well, at this point |'m
not going to put it under seal. However, I'mgoing to
take it under advisenent and |'mgoing to nmake a
decision as to what | want to do with it, and that
wll showup in ny Dand Q

M5. BAKER Thank you, Your Honor.

JUDCGE MCKENNA:  kay. And | am m ndf ul of

your request. | just don't know whether it's
appropriate that I do so. |If we were tal ki ng about
your tax returns or sonething, it wouldn't be a
question. So, | want to think on it.

THE WTNESS: | would only add that there are

things |ike, you know, these kinds of docunents woul d
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be used to create a tax return.

So in essence all of this is out there, a tax
attorney could al nost recreate the tax return if you
really had all of this infornmation.

JUDGE MCKENNA:  You woul d have to have a | ot
of information.

THE WTNESS: Right. | also don't know what
road we are goi ng down here and how nuch of this stuff
Is going to be put out there and unseal ed.

JUDGE MCKENNA: Al right. Duly noted.
Forty-two has been admtted into evidence not under
seal at this tine.

MR WHEELER  Thank you, Your Honor.

BY MR WHEELER

Q Let's look at Exhibit 43. M. Carnes, |I'm
showi ng you what's been nmarked as Enforcenent Exhi bit
43. Do you recogni ze this docunent ?
As much as | recogni zed the ot her ones, yes.
What is this docunent?

Huh?

o > O >

What is this docunent?
A Appears to be an incone statenent for
Integrity Advance from January to Cctober of 2011.
Q Is there a bal ance sheet as wel | ?

A There is, in the back.
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Q And you have testified that Integrity Advance
typically generated i ncone statenents?

A Yes, | have.

Q Ckay. And you have testified that Integrity
Advance typi cally generated bal ance sheets?

A Yes, | have.

Q And you have testified that docunents |ike
this were kept in the normal course of business?

A Yes, they were.

MR WHEELER  Your Honor, | ask that
Enf or cenent Counsel Exhibit 43 be admtted into
evi dence.

JUDCGE MCKENNA:  Sane obj ecti on?

M5. BAKER Rel evance, but Your Honor, | just
want to renew our request that this be filed under seal
as wel | .

JUDGE MKENNA: R ght. That is included in
all of that.

M5. BAKER Thank you, Your Honor.

JUDGE MKENNA: Al right. Exhibit 43 is
admtted into evidence and a determnation wll be nade
as to whether it will be under seal.

(P& was admtted into evidence as
Enf or cenent Counsel Exhibit No. 43.)
BY MR WHEELER
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Q Let's turn to Exhibit 44.

M. Carnes, |'mshowi ng you what has been
mar ked Enforcenent Counsel Exhibit 44. Do you
recogni ze this docunent?

A As nmuch as | recogni ze the ot her ones.

JUDGE MKENNA: Al right. One way you can
handle this is, are your answers the sane for Exhibit
43?7 WII all your answers be the sanme?

THE WTNESS. Yes.

JUDGE MCKENNA: Al right. Anything el se on
t hat ?

MR WHEELER | ask that Enforcenent Counsel
Exhibit 44 be admtted into evidence, Your Honor.

JUDGE MKENNA:  Subj ect to the sane, objection
and request for under seal?

M5. BAKER And one nore objection, also --

t he sane objection as before, authenticity, and
foundation. So, foundation, authenticity, relevance,
and, of course Your Honor, we renew our notion.

JUDGE MCKENNA: Al right. Any other
guestions regardi ng those objections?

MR WHEELER  No, Your Honor.

JUDGE MKENNA:  That need to be illum nated?

MR WHEELER Not from ne, Your Honor.

JUDGE MCKENNA: Al right. That's fine.
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MR WHEELER Did you admt Exhibit 44?

JUDGE MKENNA:  No, | didn't.

MR WHEELER Ckay.

JUDGE MCKENNA:  But |'mgoing to.

MR WHEELER  Appreciate that.

JUDGE MKENNA:  Forty-four is hereby admtted
into evidence and | will nake a determnation as to
whether it's under seal or not. Your objectionis
duly not ed.

(P& was admtted i nto evidence as
Enf or cenent Counsel Exhibit No. 44.)
M5. BAKER Thank you, Your Honor.
JUDCGE MCKENNA:  You' re very wel cone.
BY MR WHEELER
Q Turn to Exhibit 15, Enforcement Counsel
Exhi bit 15.
A e-five?

Q Enf orcement Counsel Exhibit 15, one-five.
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]

- 000000

1]
(Enforcenment Counsel Exhibit
No. 16 was admtted i nto evidence.)

MR WHEELER Let's go to Exhibit 17.

JUDGE McKENNA:  Let's take a ten-m nute break,
and | nmean ten mnutes, not fifteen/twenty.

MR WHEELER  Understood, Your Honor. Thank
you.

(A ten-mnute recess was taken.)

JUDGE MCKENNA:  Back on the record.

M5. BAKER  Your Honor, if | may nake a
suggestion. To the extent M. Weeler is intending to
go through and introduce Exhibits 18, 19, 20, 21, et
cetera, and they are all Hayfield Investnent Partners
consol i dated i ncone statenents that is the next part
of his proffering.

W will stipulate that he can do so, subject to
our objections, subject to the notion that they be
filed under seal. Wthout requiring that he go
t hrough that piece by piece by piece as to each
exhibit. Now having said that, | don't know if that
Is what he is intending to do, but it appears to be.

MR WHEELER That is what I'mintending to
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do, Your Honor. |'mhappy to nove them or attenpt to
nove theminto evidence, you know, in a group if that
woul d pl ease Your Honor.

JUDGE MKENNA: Al right. So --

THE WTNESS:. Please real quick, tell me which
ones for the group?

MR WHEELER So, we did 16, | believe, before
t he break.

JUDGE MCKENNA:  Ri ght.

MR WHEELER So it's 17 through 40.

M5. BAKER And if | may note for the record,
that they are distinct, different types of financial
statenents, that is right.

MR WHEELER | believe 17 through 40 shoul d
all be incone statenents, but they are for separate,
you know, they go through the nonths.

COURT REPORTER  There is what?

MR WHEELER  They go through, nonth by nonth,
sorry.

JUDCGE MCKENNA: (o by nont h.

M5. BAKER Weéll, 39 and 40 are different, but
they are consolidated i ncone statenents, but they are
not nonthly.

MR WHEELER  You are correct.

M5. BAKER  Yes.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 200 of 253 | - 200

MR WHEELER  You are right.

M5. BAKER W will agree not that they are
not obj ectionable and that should be admtted into
evidence, but we will agree that he doesn't have to go
t hrough and do what he has been doing with each of the
docunents in the interest of tine.

But our position remains that they shoul d not
be admtted into evidence, they are neither rel evant,
there is no foundation, they are not clearly authentic
and it is not clear, as | said before, how they
connect to the purpose of M. Carnes' testinony here.

JUDGE MKENNA: @ eat.

M5. BAKER And al so request that they be

filed under seal.
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Al right. So | want to thank you for
speedi ng things up and now | want to sl ow t hem down.
Ms. Baker raised the legitimte question just now and
sol want to -- | want to know how t he Hayfield incone
statenents and consol i dated statenents, how they
relate to -- | assune that there is an issue of
recoupnent and there is an issue of penalties.

MR WHEELER  Yes, Your Honor.

JUDGE MKENNA:  But is it -- are you
attenpting to say that because the Hayfield i ncone
statenment for January 2011 -- how are you tying that
into Integrity Advance and to M. Carnes, | know there
Is an exhibit that just over fifty percent --

MR WHEELER  Your Honor, | believe --

JUDCGE MCKENNA:  -- he had control.

MR WHEELER Right. | nean, | think that is
-- there are sort of two separate issues there. But
these exhibits, M. Carnes has testified that
Integrity Advance had generated profits, those profits
were passed through to Hayfield. He has also
testified that Hayfield generated -- Integrity Advance
generated the najority of Hayfield s profits. So in
the interest of nmaking a nore conplete record for

damages purposes, Your Honor, we thought those

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172 Filed 09/26/2016 Page 202 of 253 | - 202

exhibits were worth having in the record.

JUDGE MKENNA: R ght. But how am!| going to
use t hen®

MR WHEELER Well, that would be -- wll
depend on how Your Honor deci des on danages.

JUDGE MKENNA: Al right. Wll, let's just
say if you have a consolidated incone statenent from
Hayfi el d, how does that transition over to the
r ecoupnent ?

MR WHEELER  Your Honor, | believe that given
the testinony that at least the nmajority, if not the
vast majority, of that incone would have been
generated by Integrity Advance.

JUDGE MKENNA:  Yeah, but you have to render
the subjective to nuneric. | nean, you can't say that
out of the net inconme of one mllion twenty thousand,
five, seven, nine, that the nagjority of that cane from
Integrity Advance and therefore | want the
recoupnent/fines, assumng there is culpability, |
want the majority of this brought back.

Vell, what is a majority.

MR WHEELER | can't say, specifically, Your
Honor .

JUDGE MKENNA:  Are you goi ng to?

MR WHEELER | don't believe we have that,
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you know, exact information. | nean, like | said,
It's just an effort on our part just to make the
record as full as possible. Like | said, we believe
that nost of this incone was Integrity Advance i ncone,
but | can't tell you exactly to the dollar anount, you
know, how nmuch was fromliIntegrity Advance and how rmuch
was from ot her sources.

JUDCGE MCKENNA:  So how am | going to wite the
order that the majority of the incone fromHayfield is
goi ng to be recouped?

MR WHEELER | nean, Your Honor, | think our
damages theory is actually a little different. |
nean, we are going to get into this, but --

JUDGE MKENNA: | hope so, yeah. That's why
I'"m--

MR WHEELER But not with M. Carnes, but --

JUDGE MKENNA:  You know, when you get to be
ny age you renenber how you prine the punp? kay.
VWll, that's what |'mdoing. And so that's not going
to cut it.

MR WHEELER | understand, Your Honor.

JUDCGE MCKENNA:  So Ms. Baker is absolutely
correct that there has to be nunerics invol ved here,
and a chain. And so, and a failure to do so w ||

cause a probl em

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172 Filed 09/26/2016 Page 204 of 253 | - 204

MR WHEELER | understand, Your Honor.

JUDCGE MCKENNA: Al right.

MR WHEELER W plan to --

JUDGE MKENNA: | take it that you don't,
disagree with ny postulation of how |'mgoing to nmake
a determnation, assumng culpability as to how you
get to recoupnent and how you get to a fine?

MR WHEELER  Yes, Your Honor, | nean, we are
going to be tal king about nunbers tonmorrow. As | said
I n ny opening we have had a data scientists | ook at
t he nunbers from Respondents that just relates to
Integrity Advance paynents data. And it woul d provide
nunbers that | think -- | know we are going to argue
support the basis of the damages we are seeking in
this matter.

JUDGE MCKENNA: Al right. And you're m ndf ul
I f your scientist cones in and says that on the --
that there were two hundred and fifty thousand dollars
in fees generated fromchecks that were created --

MR WHEELER  Um hmm

JUDGE MCKENNA:  -- then, he is going to
br eakdown what portion of that amount involved a
violation. Watever you are tal king about, | nean
this is not going to be a gl obal assessment that

everything that was taken in is recoupable. You got
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t hat word.

COURT REPORTER  Yes.

JUDGE MKENNA:  Good.

MR WHEELER | nean, so we -- | nean,
obviously, we will talk about this nore.

JUDGE MKENNA: | hope so. Wll, I'mgoing to
get you goi ng.

MR WHEELER | nean, as to renotely created
checks, Your Honor, it is our position, Your Honor,
that everything that was taken via renotely created
checks was unfair and shoul d be recouped.

As to TILA and deception, | nean, | understand
your point. And | don't believe our position is that
every single dollar should be recouped for those
vi ol ati ons.

JUDCGE MKENNA:  (kay. And so you know t hat
you are going to have to tie in Hayfield, Integrity
Advance, and assumng that M. Carnes is involved, how
that flows, how those three entities flow, right,

M. Carnes?

THE WTNESS. Yes.

JUDCGE MCKENNA:  Thank you.

MR WHEELER  So ny understandi ng of the
paynents data Respondents provided is that it just

represents Integrity Advance paynents data. So |
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don't think we will have the sane i ssue of m xing
Integrity Advance paynments wi th other Hayfiel d conpany
paynent s.

JUDCGE MKENNA:  Ckay. So what is the
rel evance of the Hayfield information?

MR WHEELER  Again, Your Honor, | was just
trying to create a fuller record. Cbviously, we don't
know what danmages theory you woul d adopt, so we were
just trying to, you know, provide you with infornation
you need.

JUDGE MKENNA:  WII | have one by the
norning. Ckay. Al right. You can go back to work
NOW.

MR WHEELER Ckay. | didn't realize | had
st opped.

So | guess between all of that | |lost track of
17 through 40, what --

JUDGE MKENNA: Al right. So --

M5. BAKER | believe that it, Your Honor, if
| may address the Court, | believe it was Exhibit 17
through 38 that were noted as single nonth
consol i dated i ncone statenents. To which we said we
note our objections, relevance, authenticity,
foundati on, we nove to keep themunder seal, but we

were also in the interest of tinme trying to precl ude,
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prevent M. Weeler fromhaving to go through that
process each tine.

JUDCE McKENNA:  Seriatim

M5. BAKER Yeah, exactly. | do not know if
that is the sane for Exhibits 39 and 40.
JUDGE MCKENNA: Al right. Well, let's just

go up through 38. So --
MR WHEELER | nean, ny questions woul d be
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MR WHEELER  Thank you, Your Honor.
BY MR WHEELER
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Q M. Carnes, you have testified that you were
the CEO of Integrity Advance, right?

A Like | said, | was the CEO of Hayfield, and by
virtue of being the CEO of Hayfield, | was the de facto
CEO of Integrity Advance.

Q Sois it fair to say you were in charge of
Integrity Advance?

A As any CEOis in charge, yes.

Q Is it fair to say you had ultinate say over
pol i ci es and procedures?

A Yes.

Q You renenber before we |ooked at the Integrity
Advance organi zational chart? |It's Exhibit 65.

A Yes.

Q Do you recall that?

A Yes.

Q And you testified that this group of
I ndi vidual s worked in an office together in the Kansas
Gty area?

A Again, with the exception of George Davis,

t hat woul d be correct.

Q And you testified that you worked in that
office too, right?

A | did.

Q And you were there every day?
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A To the extent | wasn't on vacation or doing
sonet hing el se, trade show or et cetera, | was there.

Q And as we |look at this exhibit and you see
that Edward Foster is between you and sone of the other
enpl oyees; do you see that?

A | do.

Q Wre you accessible to the enpl oyees under
Edwar d Foster ?

A Defi ne accessi bl e.

M5. BAKER  (bj ection, vague.

BY MR WHEELER

Q If M. -- let's say Ms. Schaller, if she
wanted to cone talk to you, was she allowed to do that?

A Yes.

Q Did she do that?

A Fromtine to tine possibly.

Q What about M. Madsen, did you neet with him
one on one?

A M. Madsen's testinony this norning was
correct on how nuch we woul d neet.

Q So that is yes, you did neet with hin®

A Yes, very short neetings, you know, very short
conversations, a mnute or |less on an infrequent, you
know, random basi s.

Q So | guess ny question is, did, this suggests
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a chain of command and, did people have to foll ow that
chain of command or it sounds that |ike they could cone
talk to you directly if they had issues; is that a fair
st at ement ?

M5. BAKER (bjection, foundation, |eading the
W t ness.

JUDGE MKENNA:  Sustained. Wile you are
recapi tul ati ng what you want to put together, | have a
coupl e of questi ons.

COURT' S EXAM NATI ON
BY JUDGE MCKENNA:

Q So you indicated that as to the VP of |egal
affairs, that M. Foster hired hin®

A Yes, that's correct.

Q Al right. Wuld that be subject to your
approval since he is hiring a vice president?

A Yeah, M. Foster cane to ne and said, hey, |
think we have a great candidate for a | awyer, and | had
pronoted M. Foster so he was, his responsibilities --
we needed sonebody to take over what he used to do.

And he knew M. Pickett from sonmewhere, |I'm
not sure where and he said, | have a great candi date.
Do you mnd if | hire hinP And | said, he is going to
work for you, you do what you want to do. Hre him

Q Al right. And so what about the conptroller,
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and the director of |IT operations?

A The conptroller, Mary Anne Reece was hired by
Andrew Peck. Again with -- | had gave t hem perm ssi on
that we needed to fill that spot because we need a
conmptroller to produce all of those financial
statenments, et cetera.

And so he found her sonehow. |'mnot sure,
but there nmay have been a recruiter. | don't know.
M. Rondeau was, again, at a conpany that
Edward Foster and | worked at in 2000 -- well, | was
there in 2000 and 2001 for a short period of tine. And
so we both had know edge of M. Rondeau, and M. Foster
suggested that we hire himand | agreed.

Q Al right. How conme M. Andoni an was not
under the vice president of technol ogy or conversely
t hat Mark Rondeau was not under the director of IT?

A As far as Rondeau, why he was on this org
chart where he is at, | don't -- | can't tell you the
answer to that, | don't know He's -- | think he
probably did nore, specifically, for Hassan than he did
for Bruce.

As you renenber Bruce's testinony this norning.
Bruce has very, very little to do with Integrity
Advance. Hassan was the prinmary |IT person for that

conmpany. And that is why there was not really a reason
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for Bruce to report to Hassan. Hassan al so had a thick
| anguage barrier, in terns of his accent and he --
Bruce didn't understand himvery well.

JUDGE MKENNA: Al right. Thank you. You
ready?

MR WHEELER  Yes.

JUDGE MCKENNA: Al right.

DI RECT EXAM NATI ON (cont .)

BY MR WHEELER

Q M. Carnes, were all of the people who
appeared on this exhibit allowed to cone talk to you?

A Yes.

Q This shows M. Foster as executive vice
presi dent, chief operating officer, and general
counsel, right?

A Correct.

Q Wiat did he do in that rol e?

A The role was those three things. Executive
vi ce president was sonebody who, the role of that was
to be a signer on an accounts, you could sign
docunents, could use, you know he was a nunber two
person in the conpany.

General counsel, | think speaks for itself what
he did, you know he did -- he was this charge all of

the legal affairs of the conpany, made sure all the
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contracts got read by hinself or M. Pickett,
interfacing with our counsel outside counsel. Those
sorts of things.

And then when he was pronoted as chi ef
operating officer I gave himthe responsibility of
having all of those people report to him And he was,
as part of his job had neetings with each group.

And there were nore people in the org chart
than this org chart shows, but at any rate, he was to
neet with each group and tal k about what they were
doing, | think on a weekly basis and if there were
| ssues they would be brought to ny attention.

Q How often did you talk to M. Foster?

A Dai |l y.

Q Dd you talk to himdaily about Integrity
Advance busi ness?

A No.

Q How of ten woul d you say you tal ked about
Integrity Advance busi ness?

A, Wenever it needed to be tal ked about.

JUDGE MCKENNA:  Non-r esponsi ve.

THE WTNESS: How often did | talk to hinP
BY MR WHEELER

Q About Integrity Advance busi ness.

A Li ke tines per week?
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Q Yes.

A It varied greatly over tine fromone tine per
week or zero tines per week, to nmaybe ten tines per
week and |'mguessing | wasn't keeping track.

Q Is it fair to say you and M. Foster spoke
regul arly about Integrity Advance busi ness?

M5. BAKER (bjection foundation.

JUDGE McKENNA:  Sustained. | think that he
gave you the best estimate of how nmuch he tal ked with
M. Foster about Integrity Advance. And | think it's
really difficult because at different points in tine
dependi ng upon problens, would it be fair to say that
I f there Was a problem that you and M. Foster were
tal king about it.

THE WTNESS: If it was a significant problem
absolutely. If it was a problemthat M. Foster could
handl e on his own, and | and | didn't need to be
brought into the |loop that is what he was there to do.

JUDGE McKENNA:  Go ahead.

BY MR WHEELER

Q You just tal ked about so if sonething was a
signi ficant enough probl emyou woul d be brought into
the | oop, can you can you give us any flavor for what a
signi ficant enough probl em m ght be?

M5. BAKER  (bjection vague.
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JUDGE MKENNA:  |'mgoing to allowit.

THE WTNESS: M. Madsen or M. Andonian this
norni ng gave you a great exanple of something | m ght
be brought in the | oop, or our data base becomne very
sl ow for sone reasons and was causing us problens in
approvi ng consuners, that is sonething that I woul d be
brought into the database so | woul d be aware, because
that woul d a reaching effects throughout the rest of
t he busi ness.

BY MR WHEELER

Q DdIntegrity Advance have a website?

A Yes.

Q Wre sone |loans originated directly on
Integrity Advance's website?

A | need you to explain what you are trying to
-- yeah, | don't understand what you are trying to ask.

Q Coul d a consumner go to Integrity Advance's
website, directly and obtain a payday | oan?

A They could go to Integrity Advance's website
and apply for a payday | oan.

JUDGE MCKENNA:  And not go through a | ead?

THE WTNESS. Yes.

BY MR WHEELER
Q D d you approve the contents of Integrity

Advance' s website?
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A | don't -- you -- did | approve the contents?
Yeah, | nean | guess | was ultinmately responsibl e bei ng
the CEQ but | don't know that | ever even read the
contents of each, init -- each actual link. Like our
privacy policy, for instance, was given us to us by
out si de counsel and that is not sonething that | woul d
go through and read. | assune they figured out what
t hey should be -- we shoul d be sayi ng.

Q So, do you renenber approving the contents of
the website?

M5. BAKER (bjection asked and answer ed.

JUDGE MCKENNA:  No, it wasn't.

THE WTNESS: | did approve the contents of
the website. | nean, |, you knowto the -- at a high
| evel .

BY MR WHEELER

Q M. Carnes, are you famliar with the term
rol l over in the payday | oan context?

A | am

Q What is a rollover?

A It is what you would call a renewal. A
renewal is sonmething that is part of the Del anare
statute where a consuner woul d extend the due date of
their loan, and pay interest or interest -- a

conbi nation of interest and principal.
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Q When a consuner took a loan with Integrity
Advance and didn't call Integrity Advance before their
next pay date, it's true that their [oan would be
roll ed over, renewed correct?

M5. BAKER  (bjection | eading.

JUDGE MCKENNA: | will allowit.

THE WTNESS. Restate the question, please.
BY MR WHEELER

Q When a consuner took a loan with Integrity
Advance and did not call the conpany before their next
payday, was their loan rolled over or renewed?

A They coul d have call ed, they could have
e-nmailed, they could have -- and it could be on their
financial paynents, so there are -- in sone ways it
woul dn't be and sone ways it woul d be.

Q So let's assume the consuner takes their | oan,
they haven't nade a single paynent yet their -- if they
didn't nake a call to Integrity Advance their | oan
woul d be woul d renewed by Integrity Advance, isn't that
right?

M5. BAKER (hjection, |eading the wtness.

JUDGE MCKENNA:  This is not M. Weeler's
client. And M. Carnes is perfectly capabl e of
answering questions that, that are posed to himby

governnent counsel. So, on these types of questions,
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I'mgoing to allowit. So you want to repeat it?

THE WTNESS:. Could you read it back, please?

Thank you.

COURT REPORTER  Wien the consuner took a | oan
wth Integrity Advance and didn't call Integrity
Advance before their next pay date, it's true that
their loan would be rolled over, renewed, correct?

Ch, I"'msorry, you answered.

JUDGE MCKENNA: Wl |, part of it.

COURT REPCRTER  (kay - -

JUDGE MCKENNA:  Assum ng that the custoner did
not hi ng, what woul d happen?

THE WTNESS: Assumng they didn't call or
e-nmail, and it was their first paynment, as M. Weel er
poi nted out, they would be renewed. And they woul d
pay, if it was first paynent they would pay an
I nterest paynent and their | oan woul d be extended.

To their next payday which was either two
weeks or if they were paid sem-nonthly it would be to
their next sem-nonthly pay date.

JUDGE MKENNA:  And if they did nothing on the
next one, the next payday, would the sane happen?

THE WTNESS. Yes.

JUDGE MCKENNA:  And how many tinmes woul d t hat

go on before you would go to workout ?
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THE WTNESS: Pursuant to Delaware |law it goes
five tinmes, if there is a regular paynent, four
paynents, and then it goes to workout after that.

JUDGE MCKENNA:  Proceed.

BY MR WHEELER
Q M. Carnes, this process of renewal and auto
wor k- out you just described, is this sonething you
under st ood when you were the CEO of Integrity Advance?
A | don't understand.

JUDCGE MCKENNA:  Wre you famliar with this
process?

THE WTNESS. Sure, it was our product.

BY MR WHEELER
Q Who desi gned t he product?
A The State of Del awnare.
Q You are saying the State of Del anare desi gned

t he payday | oan product ?

A | am
Q So | understand, | understand that your
testinony that is the pay -- that Delaware allowed this

pay date | oan product?

A It was one hundred percent conformng to their
exact statute.

Q Right. But Delaware didn't make you form

Integrity Advance?
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A No.

Q And they didn't tell you, you had to give a
payday | oan exactly like this?

A If we wanted to lend in their State we had to
give a loan substantially simlar to, to that the | oan
we gave. There was, maybe, sone flexibility in the
terns but very little.

Q What flexibility was there?

A ["mnot a lawer. | wouldn't be confident
comrenting on that.

Q Is it your testinony that the State of
Del anare required you to rollover, required Integrity
Advance to rol |l over consuner | oans?

A | don't know that they required it.

Q So who at Integrity Advance deci ded that
Integrity Advance's |oan product would rollover if a
consuner didn't call?

A Again it was part of the process of working
wth the State of Del anare, and our consuner |ending
license within that State as to how the product was
creat ed.

Q But you had ultinmate authority over this
product, right?

A | had ultinmate authority over the conpany and

maki ng sure that it conplied with the Del anare | aw |
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had.

Q And Del aware wasn't requiring you to nake the
| oans roll over?

A | don't know what they required.

Q Do you know what percentage of Integrity
Advance' s | oans experienced renewal s or roll overs?

A Can you be a little nore specific?

Q | don't know, | nmean do you know t he
per cent age?

A Li ke, that experienced one rollover.

Q Experi ences, yes, even one rollover.

A Ohe or nore?

Q Onhe or nore, yes, sorry.

A | think that the best estimate which you woul d
also find in ny testinony prior, would be about ninety
per cent .

Q So your testinony today is that roughly ninety
percent of Integrity Advance | oans experienced at | east
one rollover?

A That is ny understandi ng.

JUDGE MKENNA: Do you have a different
figure?

MR WHEELER  No, Your Honor.
BY MR WHEELER

Q I s that sonething you under st ood when you were
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the CEO of Integrity Advance?

M5. BAKER  (bjection, foundation, and vague
specul ati on.

JUDGE MCKENNA: Al right. Your objection is
duly noted. W are going to rephrase. And so, go
ahead and rephrase and | ay your foundati on.

BY MR WHEELER

Q You have just testified that here today you
understand that ninety percent of Integrity Advance's
| oans experienced at | east one renewal, correct?

A | said it was ny belief that approximately
ni nety percent did.

Q S0 --

A | didn't testify that exactly ninety did, no.
So | just want to be clear.

Q Do you think it's significantly different than
ni nety percent?

A Again, it's a guess and | think that is what
Is right.

Q So, ny question is, did you have that sane
under st andi ng when you were CEO of Integrity Advance?
That sonewhere in the nei ghborhood of ninety percent of
Integrity Advance | oans were -- experienced at | east
one renewal ?

M5. BAKER Sane objection, foundation,
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specul ati on, vague.

JUDGE MCKENNA:  Overrul ed.

M5. BAKER \Well, what tine are we tal king
about ?

MR WHEELER At any tine when he was chi ef
executive officer or president and running Integrity
Advance.

JUDGE MCKENNA: Al right. So, if you are
tal king about tine, then you can subdivide it by year.
QO you can say, that it didn't nmaterially change in all
of those years.

THE WTNESS:. It wasn't sonething that was on
the radar of -- or ny radar to think about, to -- the
nunber you are aski ng.

BY MR WHEELER
Q But did you have an understanding that nost
consurer | oans were going to experience a renewal ?

M5. BAKER Asked and answer ed.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS:. | did, | just told you that
ninety percent likely did experience a rollover.

JUDGE MKENNA:  You know that now, but did you
know that then? And then neans at any tine during the
time that Integrity Advance was in business, and if

there is a tine period where you didn't know that, you
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can so delineate.

THE WTNESS: At the tine Integrity Advance
integrity was in business | don't recall seeing that
nunber anywhere.

BY MR WHEELER

Q More generally, |eaving aside the ninety
percent nunber, did you have an understanding that the
majority of Integrity Advance's | oans woul d experience
at | east one rollover or renewal ?

A Yes.

JUDGE MCKENNA: Al right. 1Is that now or
t hen?

THE WTNESS: That is now and then. The ot her
one is now, the ninety percent is sonething that cane
tolight, | think, through this process. Because |
don't know that | really thought about it back then.
BY MR WHEELER

Q So | guess just so we are clear, when you were
running Integrity Advance you didn't have a ninety
per cent nunber in your head?

A No.

Q But you had an understanding that the majority
of Integrity Advance | oans woul d experience at | east
one renewal or rollover?

A. Yes.
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Q M. Carnes, did you ever review Integrity
Advance' s | oan agreenent ?

A Defi ne revi ew.

Q Have you ever seen an Integrity Advance | oan
agr eenent ?
| have seen one.
I n what context?

Preparing for this trial.

o > O >

D d you ever see an Integrity Advance | oan
agreemrent in 2008 when Integrity Advance was bei ng
formed and started | oani ng?

A Dd I ever see one?

Q Yes, did you see one?

A Possi bl y.

Q D d you ever see a tenplate for an Integrity
Advance | oan agreenent back in 2008?

A That is what -- that woul d have been all that
| woul d have seen, if | had saw sonething. | woul dn't
have actually seen a | oan agreenent.

Q Do you know who woul d have created an
Integrity Advance | oan tenpl ate?

A Qur outside counsel company, in association --
working with M. Foster.

Q Wio was t hat ?

A Who was our outside counsel ?
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Q Yes.

A A worman naned d audi a Cal | oway, and a wonan
nanmed Christina Gegorian, GREGORI-AN |
believe, who are now at Kattan Law Firm | don't
believe | know where the -- or | can't renenber the
name of the law firmthey were at then

Q And it was your testinony that they -- they
wote the | oan agreenent tenpl ate?

A Yes.

Q D d you ever talk to themabout the | oan
agreenent tenpl ate?

A | did not.

Q And you testified that you believe you
reviewed the | oan agreenent tenplate? Ws that your
t esti nony?

M5. BAKER (bjection, it msstates prior
testi nony, Your Honor.

JUDGE MKENNA: Does it msstate your

t esti nony?
THE WTNESS: Explain -- | don't understand
that -- what you are saying. | nay have fli pped

through a | oan agreenent, your concept of review |'m
not sure what it neans. |'mnot |awer, | nmay have
| ooked through a tenplate that's -- that would be the

extent of ny know edge of a | oan agreenent.
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JUDGE MCKENNA:  So to that point.

M5. BAKER That was ny point. Thank you,
Your Honor.

JUDGE MCKENNA: Al right.

BY MR WHEELER

Q As CEO did you have to approve the | oan
agreenent tenpl ate?

A Again as CEO you are ultimately approving
everything and I -- that is sonething that | have had
and have no know edge about, and relied on outside
counsel, as well as M. Foster to take care of that.

Q But is it your testinony that you had to
approve the | oan agreenent tenpl ate?

M5. BAKER (bjection, asked and answered.

JUDGE McKENNA: Wl |, msstated too, m sstated
his testinony.

M5. BAKER Yes, Your Honor, it msstates his
testinony as well. Thank you.

JUDGE MCKENNA:  All right. So you -- you got
to just backup a little bit all right. So, M. Carnes
testified that he was the CEO and as the CEO he is
responsi ble for everything. And that he reviewed the
tenplate at the tine that it was being prepared. |Is
that correct, M. Carnes?

THE WTNESS: | probably didn't do -- when it
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was being prepared it was nore, you know. And | don't
even recall flipping through it, but | could have
flipped throughout at sone point after it had been
prepared that it was going to be put into action.

Bet ween attorneys doing -- preparing it and between it
goi ng into action.

JUDGE MKENNA:  And did M. Foster explain to
you what the process was going to be?

M5. BAKER  Your Honor, if | could just --

JUDGE MKENNA:  You can object if you want.

M5. BAKER -- interject. To the extent that
calls for the disclosure of privileged communications
that ny client mght have had with M. Foster who was
advising himin himinis in context as wearing his
general counsel hat | will instruct ny client not
wai ve that privilege at this tinme, thank you.

JUDGE MCKENNA:  Ckay.

M5. BAKER And let ne just nmake sure ny
client understands. To the extent he can answer that
question, w thout disclosing information that you
woul d have received or either because you asked for it
or because it was given to you, in the context of
M. Foster giving you |l egal counsel, if you answer,
that question you will potentially you coul d

potentially waive privilege.
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MR WHEELER  Your Honor, to the extent that
M. Carnes is relying on advice of counsel defense and
sayi ng that counsel advised himof his |oan agreenent
he can't assert that and then clai mattorney/client
privilege. | know he has, it's his counsel. But |
think the case lawis pretty clear, Your Honor, that
an advi ce of counsel defense waves privil ege.

So, if that's his testinony that he relied on
M. Foster then those communi cations aren't
privileged, or the privilege doesn't apply here.

M5. BAKER  Your Honor, | don't think that has
been his testinony | think his testinony has not been
| relied on counsel his testinony has been that is
what | hired | awers to do, not that they told ne to
do sonet hing that, as understand defense of counsel
reliance on counsel defense it's | did sonething
because ny |lawers told ne it was okay to do.

That's not what M. Carnes has testified to
here at all if M. Carnes wote a | oan agreenent and
said ny lawers told ne it was okay to wite this | oan
agreenent that would be a reliance on counsel defense.
That is analytically distinct for fromwhat M. Carnes
testified to, he has not waived privilege nor has he
even put that at issue here.

JUDGE MCKENNA: Al right. So at the tine
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that at the tine that the tenpl ate was bei ng prepared
what position did positions did M. Foster hol d?

THE WTNESS: That woul d have been in 2008,
and he woul d have been executive vice president and
general counsel .

JUDCGE MCKENNA:  (kay. And without going into
the specifics of advice that he mght have given you,
since he was the executive vice president in addition
to being general counsel, would he have explained to
you the context of that tenplate?

THE WTNESS: | don't recall himexplaining
the content of the tenplate to ne.

JUDCGE MKENNA: I n 20077

THE WTNESS: O eight.

JUDGE MKENNA: Al right. Go ahead.

BY MR WHEELER

Q M. Carnes, could M. Foster have -- we were
are tal king about | oan agreenent tenplate and a | oan
agreenent tenplate that Integrity Advance used to
generate | oan agreenents, could M. Foster have
approved the use of a | oan agreenent tenpl ate w t hout
your approval ?

A Again, it was -- we hired an outsi de counsel
to come up with the |loan agreenent. W trusted that

that was the best thing to do and we used it. | don't
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know, you know there was no stanp, | wasn't stanping ny
approval on it. | just assuned that they knew what
t hey were doing.
Q Was it true --
A As did M. Foster. M. Foster is not an
attorney that is a regulatory attorney either.
Q But isn't it true that they had your approval
to inplenent this | oan agreenent ?
M5. BAKER (bjection, asked and answered.
JUDGE MCKENNA: | will allowit.
THE WTNESS. D d they have ny approval to use
the | oan agreenent? Yes.
BY MR WHEELER
Q And do you recall specific conversations that
you had with people at Integrity Advance about the | oan
agr eenent ?
A No.
Q You have testified that Integrity Advance only
had one product, right?
A Yes.
Q And that was a consurer | oan?
A Yes.
Q And that consumer |oan was inplenented by a
| oan agr eenent ?

A. Yes.
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Q And you testified that Integrity Advance nade

noney?
A Yes.
Q And had profits?
A Yes.
Q And you were the CEC?
A Yes.
Q But you're saying you never had conversations

about the | oan agreenent?
JUDGE MKENNA:  He didn't say he never had

them He said he doesn't recall any.
BY MR WHEELER

Q Is that true, sir, you don't recall?

A | don't recall having conversations about the
| oan agreenent itself.

Q Wre there any conplaints that you received
about Integrity Advance's |oan product?

A Conpl aints never rose to ny level, so | don't
know.

Q So you were unaware personally of any
conpl ai nts?

A | wasn't aware of conplaints.

Q M. Carnes, you are aware that the Consuner
Fi nancial Protection Bureau sent a civil investigative

demand to Integrity Advance?
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A Yes.

Q And you're aware that D, if I can shorten
it, contained a |ist of questions or interrogatories?

A Yes.

Q D d you participate in Integrity Advance's
response to those interrogatories?

A | did not wite them | read through them
Actually there was several, | believe.

M5. BAKER |If | can just caution you to the
extent that you woul d be disclosing conversations or
communi cati ons you m ght have had with counsel who
prepared those for you. Please do not disclose those
communi cations. |If you can answer M. Weeler's
question w thout doing that, please do so.

THE WTNESS: | believe there were several
Interrogatories that we submtted, the first one |
don't think I even read or |ooked at very closely, and
t he subsequent one or two, however nmany there were, |
did | ook at.

BY MR WHEELER
Q Let's |l ook at Exhibit 70.

MR WHEELER  Are you ready, Your Honor?

JUDGE MKENNA:  Uh- hubh.

MR WHEELER Ckay. M apol ogi es.

BY MR WHEELER
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Q M. Carnes, |'mshow ng you what has been
mar ked as Enforcenent Counsel Exhibit 70. Do you
recogni ze this docunent ?

A | do.

Q Wiat is it?

A It appears to be sonething to you and
Ms. Winberg about the response.

Q Is this a docurment you reviewed before it was
produced to the Bureau?

A | can't renenber.

Q Take a second to look at it, if that helps.

A | think this may have been the one that |
didn't see before it went to the bureau. |Is this the
first one?

Q | believe it's the second one. | think there
was one on Cctober 25th also that was the first one if
t hat hel ps.

A It doesn't.

Q M. Carnes, are you famliar with renotely
creat ed checks?

A | am

Q What is a renotely created check?

A Check that is created renotely.

Q DdIntegrity Advance create renotely created

checks?
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> O >

Q

They di d.
For what purpose?
Col | ecti ng consuner debt.

How did Integrity Advance create renotely

creat ed checks?

A

Ch a -- our software had a package, or a

nodule within it that printed it.

Q D d you ever print one personally?

A No.

Q D d you ever see them printed?

A Yes.

Q How of t en?

A | can't renenber exactly, but probably weekly,
they were printed. | didn't see themweekly, but they

were probably printed weekly.

Q

And you said it what as software package that

allowed you to print themso | assune that was | ocated

in the office in the Kansas Gty area?

A

Q

of fice?

O > O

It was i n the cloud.

But the printer was in the Kansas Gty area

Yes.
M. Carnes, does Hayfield still exist?
Yes.

I n what capacity?
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M5. BAKER (bjection asked and answer ed.
JUDGE McKENNA: | will allowit.
THE WTNESS: | n wi nd down node.

BY MR WHEELER

Q At sone point, were |arge portions of Hayfield
sol d?

A Yes.

Q And coul d you describe that?

A In 2012, Decenber, the conpany -- publicly
traded conpany called EZ Corp bought certain assets of
Hayfi el d.

Q Wi ch assets did they buy?

A The laundry list?

Q As best you can renenber.

A It's a public, publicly avail abl e docunent |
woul dn't want to go guess and try to tell you
everyt hing they bought, because | woul d | eave things
out .

Q DdIntegrity -- excuse ne, did EZ Corp buy
Integrity Advance?

A No.

Q Didit buy any piece of Integrity Advance or
anyt hing owned by Integrity Advance?

A A small custonmer list of a subset of Integrity

Advance st at es.
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Q You said Integrity Advance states?

A O state, a custoner list of sone states that
Integrity Advance lent to.

Q Do you know how nany consuner names are on

those |ists?

A | don't.

Q You said it was small though?

A Yes.

Q Do you have sense of what -- you when you said
snmal |, do you have any sense of what you neant by that?

A It was a limted nunber of states and it was
consuners that were VIP consuners with Integrity. It

was just a list of them

Q As part of the sale, did EZ Corp purchase
Hayfi el d' s conputer servers?

A | believe so, |'mnot positive, but | believe
So.

Q Wul d those servers that you think EZ Corp
pur chased have housed Integrity Advance's operations?

A No.

Q What servers did Integrity Advance use?

A They were servers in a different |ocation.

Q D d you receive any conpensation as a result
of Hayfield being sold to EZ Cor p?

M5. BAKER (bjection, relevance.
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JUDGE McKENNA: | will allowit.
THE WTNESS: | did.
BY MR WHEELER

Q And what was that conpensation you received?

A It was paid out over tine, and it was
approximately -- you nean what part that | received?
Q Yes?

A Approximately twenty-five mllion dollars.

M5. BAKER  Your Honor, if | could nove that
portion to be placed under seal. | don't believe that
that is part of the publicly avail abl e docunent t hat
concerns this transaction. So just that |ast question
and answer. And, if -- | don't believe it does concern
this transaction and obviously if it ultimately does,
we W ill wthdraw that notion.

JUDCGE MCKENNA: Wi ch transacti on?

M5. BAKER The EZ Corp transaction that
M. Carnes and M. Weel er are discussing.

JUDGE MKENNA:  So, if it falls under the
protective order?

M5. BAKER  Your Honor, the order, the

agreenent that nmanifests that deal, as M. Carnes just

testified, is available online. It's a public
docunent. It was part of a publicly traded
transaction. | don't believe the testinony that he
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just provided is publicly available information. So |
believe it is confidential and proprietary. | would
request that that portion of it, this question -- the
| ast question and | ast answer be filed under seal al ong
with the other docunents that we have agreed be noved
into the record under seal. Thank you.

JUDGE McKENNA:  Wiat is your position?

MR WHEELER  No objection, Your Honor.

JUDGE MCKENNA:  Before | rule on that, does --
Is the -- this sale agreenent between EZ Corp and
Integrity Advance, or Hayfield -- it's with Hayfiel d?

THE WTNESS. Yes.

JUDGE MCKENNA: Al right. And so, that is
a publicly avail abl e docunent that lists the total
anount paid by EZ Corp for Hayfield w thout subdivision

down to your |evel?

THE WTNESS: | can't remenber how low it
subdivides it. | knowthat it was -- it has the whol e
big picture deal in there. | don't knowthat I-- it's

an SEC docunent and they are very fine printed and |
have, again, skimred through it. But | can't renenber
if it tells the granular |level or not.

JUDGE MKENNA: M. Baker, you need to | ook
that over and see whether that is contained in there or

not and discuss it with M. Weeler.
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And | will reserve ruling on whether to place
that under seal. And | want to know why it's inportant
that that question and answer be placed under seal, you
can answer it or M. Carnes can answer it.

M5. BAKER Well, assumng that that is not
publicly available, we will confirmthat this evening,
Your Honor, and be prepared to answer your question
tonorrow. And confer with M. Weeler as well. But
assumng it's not publicly available infornmation and |
do not think it is, but | want to confirmthat. It's
M. Carnes personal financials that are not public.
H s personal financial information is not publicly
avai l able information. Nor should it be.

Nor is there any reason conpelling public
interest to nake it publicly available. There is no
establishing liability as to him And even if Your
Honor ultimately found that, there is no connection
bet ween Hayfield and Integrity Advance in a way t hat
woul d justify disclosing that information into the
publ i c.

And it's quite proprietary and confidenti al
for all of the reasons that none of us would want our
bank accounts or financial statenents out there in the
public for the reasons that tax returns are not per se

publicly avail able docunments. It would be the sane
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Issue as M. Carnes' answer to M. Weeler's |ast
quest i on.

JUDGE MCKENNA: Al right. Now you have a
context and texture.

MR WHEELER  Yeah.

JUDGE MCKENNA:  So, what do you say now?

MR WHEELER | nean, Your Honor, | nean, |
don't agree this is his personal financial
information. | nean, the fact that he received a
certain anount of noney, sone nunber of years ago,

nean, that doesn't |et ne know how nuch noney he has

right now | nean, he could have spent it all. He
coul d have, you know, invested it and nade billions of
dol | ars.

| don't think the fact that he received a
certain anmount of noney a long tine ago really gives
us an insight into his personal financial information.
Also, M. Carnes is also a party to this case.

JUDGE MCKENNA: Vel |, what | would like to
know i s what the basic terns of the sal e agreenent
are, total amount of noney and the breakdown of who
recei ved what.

M5. BAKER  Yes, Your Honor.

JUDGE MCKENNA:  And whether that follows the

organi zati onal and ownership chart that we | ooked at
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earlier.

M5. BAKER  Your Honor, are you asking us to
provide that information to the Court? O are you
asking M. Weeler to provide that since he is the one
who -- this is his question of this witness and he
apparently thinks this is relevant to their case, so
' mnot sure whether --

JUDCGE MKENNA: Wl |, he didn't ask that
question. | did.

M5. BAKER | under st and.

JUDGE MKENNA:  And so if you just hunor ne
just alittle bit, | don't want a lot of infornation.
| just want sone information fromyou. Since you have
ki nd of cabi ned what you want to be discl osed, and |
want to know how, how that affects the overall
transacti on.

M5. BAKER  Your Honor, if I, | just want a
point of clarification just to nake sure we provide
Your Honor with --

JUDCGE MCKENNA:  So that woul d be Exhibit 50.

M5. BAKER  Your Honor.

MR WHEELER |I'mnot -- I'mnot sure that is
the whol e agreenent. |, when | checked it in advance
of trial, it -- | nean, we are happy to bring a copy

of the full agreenent tonorrow.
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M5. BAKER  Your Honor, ny understanding is
that is a nere fraction of the agreenent. It was very
| ar ge.

MR WHEELER Yeah, it's pretty | ong.

THE WTNESS: It's a phone book.

MR WHEELER  Yeah.

M5. BAKER Um --

MR WHEELER  And that was sort of our
m st ake, Your Honor. | thought we had the full
exhibit. But what is in the exhibit book is a portion
of it.

JUDCGE MCKENNA: Wl 1, | still want to know --
| want a breakdown. And then going back to ny
adnonition to you, M. Weeler, | want to know how al |
of this, these pieces fit together, if at all.

Because you are going to be assum ng that
culpability is found as to M. Carnes, which |'mnot
anywhere near nmaking such a finding at this stage. |
want to know how much and who, and does it track that
ownership chart as to the distribution.

Do you know that, do you know t he answer to
t hat ?

THE WTNESS:. | can answer, | think, what you
are trying to get. So and it's nostly discl osed

publicly. | don't think sonme of the details are
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di sclosed publicly. Um-- so the --

JUDGE McKENNA:  Wait a second, | want to nake
sure -- | don't want you sayi ng sonething that your
counsel doesn't Iike.

M5. BAKER Thank you, Your Honor, to the
extent M. Carnes is answering the question that isn't
publicly avail able informati on about a transaction, |
woul d just ask that question and answer be filed under
seal. But certainly, Your Honor is permtted to ask.
| nmean, we don't have an objection to the question per
se just that it be naintained under seal, thank you.

JUDGE MCKENNA: Al right. Sane ruling that
I'mgoing to look into it and nake a determ nation.

M5. BAKER  Thank you.

JUDGE MKENNA:  So just go ahead.

THE WTNESS: So the transaction was over a
t hree-year period, paid out over a three-year period
and it was, there were in the beginning a | ot of
expenses in the deal such as attorney's were very
expensive. W had an investnent bank that facilitated
t he deal which was expensive, expensive like mllions
of dollars.

V¢ had sone enpl oyees that had phant om st ock
that got noney. And after all of that was paid, there

was a conplicated breakdown w th our investnent bank

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 246 of 253 | - 246

partner that had a basis, that got nmade up first.
Actually as | think about it, |I should restate ny -- |
didn't get about twenty-five mllion, | got twenty --
sonet hing | ess, oh, sonmewhere between twenty and
twenty-three mllion, nmaybe, closer to twenty.

But at any rate, they -- you paid all of this
stuff, and then once all of the preferences were nade
up, then it went exactly to the percentages that were
on the chart 65, or whatever he showed. | got 50. 8,
whatever it was, and SI Hayfield got 41 sonething, and
EZ -- you know, the other two interests got their
share, being M. Foster and M. Bunting.

COURT REPORTER  And M. Wo?

THE WTNESS. Bunting, BUNT-1-NG

M5. BAKER  Your Honor, if | could just note
an objection to the line of questions -- not that Your
Honor is asking -- but that has precipitated this
whol e conversation, relevance. This is a case about
Integrity Advance. M. Carnes testified that al nost
no assets fromthat conpany were sold in connection
wth this transaction. It renmains unclear as to how
any aspect of that transaction is at issue in this
matter and shoul d be brought into evidence in this
matter.

JUDCGE MCKENNA:  Ckay. You mght be right.
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And that will be reflected if | so find in the
decision. So, I"'mjust -- just getting the whole
picture painted. And then we will see where we go.
M5. BAKER Well, |I'mnaking these for the
record, of course, Your Honor.
JUDGE MCKENNA: | under st and.
M5. BAKER  Thank you.
THE WTNESS: D d that answer your question?
JUDGE McKENNA:  Yes.
BY MR WHEELER
Q M. Carnes, you have testified that EZ Corp

bought sone part of Integrity Advance's custoner |ist?

A Yes.

Q But did not buy the conpany, itself?
A No.

Q Do you know why that was?

A They --

M5. BAKER (nhjection, calls for specul ation.

JUDGE MCKENNA:  You can answer if you know.

THE WTNESS:. They structured the whol e thing
as an asset deal, not a conpany deal and I'mnot, |'m
not a lawer so | don't know the rationale for doing
that. But the asset deal was particularly -- there
was interest in certain assets, Hayfield assets is

what they bought.
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BY MR WHEELER
Q Can we take a |l ook at Exhibit 67 one nore

timte. So | just want to clear sonething up, because

|"mnot sure it's clear fromprior testinmony. W have

tal ked about WI | owbrook Marketing, which appears on
this chart, right?
A Correct.
Q And then there was also an entity called
W | owbr ook Partners?
Yes.
And that doesn't appear here, right?
No.

> O >

Q And what was the purpose of WI I owor ook
Part ners?

A WI | owbrook Partners was created to be the
managenent conpany of Hayfield Partners, |nvestnent
Part ners.

Q And did you own WI | owbrook Partners?

A M. Foster and | owned it.

Q What were the respective percentages?

A | can't recall exactly, but sonething al ong
the lines of one was 98 and a half and 1 and a hal f.

Q So you owned roughly 98 and a hal f?

A | believe so.

Q Dd Hayfield pay any sort of fee to
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W | owbr ook Partners?

M5. BAKER (nhjection, relevance. This is
pretty far afield.

MR WHEELER  Just trying to clear up the
record on various entities, Your Honor. | mean, he was
the CEO of Hayfi el d.

JUDGE MCKENNA: | will allowit.

M5. BAKER If | can just nmake a record.

JUDGE McKENNA:  Sure.

M5. BAKER There is only one conpany that is
a Respondent in this nmatter, Integrity Advance. And to
this day and we are now five o' clock at night, so it's
eight hours. M. Weeler has not yet nade the
connection between Hayfield, WIIlowdrook, and Integrity
Advance such as to justify this ongoing |Iine of
questions. So | just want to nake that record, thank
you.

JUDGE MKENNA:  Thank you. Seven hours | ess
| unch.

M5. BAKER  Fair enough.

MR WHEELER  Ckay. Thank you, Your Honor.

BY MR WHEELER
Q Do you remenber the question?
A Ah, the question was sonethi ng about

W1 | owbr ook Partners being the nmanager of Hayfi el d.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

2015-CFPB-0029 Document 172  Filed 09/26/2016 Page 250 of 253 | - 250

Q

Yes, and did Hayfield -- did WI I owbr ook

Partners receive any sort of fee for managi ng Hayfi el d?

A

Q
A

Yes.
Coul d you descri be that?

It was a fee that cane out to pay M. Foster's

salary, ny salary, rent in the office, internet

service, et cetera, office supplies, what have you,

ki nd of expenses.

JUDGE MCKENNA:  How nuch nore do you have?
MR WHEELER |'m al nost done, Your Honor. |

know we are --

JUDCGE MCKENNA: | know you are.

MR WHEELER Wat's that?

JUDGE MCKENNA: | said, | know you are.

MR WHEELER | see we are past 5:00. Just a

coupl e nore.

BY MR
Q

A

Q

WHEELER
You al so nenti oned WI I owbr ook Managenent ?
Yes.

And just could you remnd us what WI | owbr ook

Managenent di d?

A

Whol |y owned by WI I owbrook Partners and that

was the conpany fromwhich M. Foster and | got paid

our sal aries out of.

Q

So did you own WI | owbr ook Managenent as wel | ?
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A Agai n, WII| owbrook Managenent was whol |y owned
by WI Il oworook Partners, so | effectively owed 98 and
a half percent.

Q You testified earlier that the percentage of
Hayfield that WI | owbrook owns did fluctuate sonme over
tinme?

A Yes.

Q Do you renenber what the hi ghest percentage
was, the highest percentage of Hayfield that
W | owbr ook owned during Hayfield s existence?

A | don't recall exactly what it was, but it
was, you know, call it three or four. Sonewhere
bet ween three and four percentage points higher that
what is represented on this chart.

Q What about the | owest anount, do you recal
t hat ?

A It is, the owest anount is represented in the
chart.

Q And that is 50.38 percent?

A Yes.

MR WHEELER  Take a qui ck break, Your Honor,
just to confer, but | think | am al nost done.

JUDGE MCKENNA: Al right. Well, | think we
can stop. You can have redirect after the cross, so we

wll just call it an evening.
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Ve will start at 9:30.
G f the record.
(The proceedi ngs adjourned at 5:20 p.m)
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REPORTER S CERTI FI CATE.

|, Jeannie A MIlio, Registered Professional
Reporter, an Oficial Court Reporter for the United
States Coast Quard, do hereby certify that |
st enographi cal ly recorded the proceedi ngs i n Consuner
Fi nancial Protection Bureau versus Integrity Advance,
LLC and Janes R Carnes, File No. 2015- CFPB-0029, held
on July 19, 2016, at 9:30 a.m (ET), at the FERC
Building, 888 First St., N E , Wshington, DC before
t he Honorabl e Parlen L. MKenna.

| further certify that the page nunbers |-1
t hrough 1-253 constitute an official transcript of the
proceedi ngs as transcribed by nme fromny stenographic
notes to the within typewitten nmatter in a conplete
and accurate nanner.

In witness whereof, | have affixed ny signature

this 1st day of Septenber, 2016.

J
Jeannie A Mlio, RPR
Cficial Court Reporter
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