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PROCEEDI NGS

JUDCGE MCKENNA:  Back on the record.

Pursuant to agreenent of the parties, we wll
break on M. Carnes's testinony and we wil |
tel ephonically contact M. Foster for his testinony in
t hi s proceeding.

Proceed.

MR WHEELER  Thank you, Your Honor.
Enf or cenent Counsel calls Edward Foster.

(Attorney advisor calls Edward Foster via
conference call.)

MR FCSTER Hello. This is Edward Foster.

M5. MACCLI NTOCK:  Good norning, M. Foster.
W are calling fromthe matter of Integrity Advance.
|"mgoing to turn you over to M. Weeler.

THE WTNESS. (kay.

JUDGE MKENNA: Al right. Do the parties
recogni ze the voice of the individual on the phone?

MR CARNES. Yes.

MR SACHS. M. Foster, just so that you're
aware. This is Gerry Sachs, your attorney. I1'min
t he room

THE WTNESS: Ckay. Thank you.

JUDGE MKENNA:  Coul d you pl ease stand, raise
your right hand.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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THE WTNESS: |' mdoi ng so.
EDWARD FOSTER
A w tness produced on call of Enforcenent
Counsel , having first been duly sworn, was exam ned

and testified as foll ows:

JUDGE MKENNA: Al right. Please be seated.

M. Weeler.
MR WHEELER  Thank you, Your Honor. ood
norning, M. Foster. Can you hear ne?
THE WTNESS. Yes, | can.
D RECT EXAM NATI ON
BY MR WHEELER
Q Al right. M. Foster, do you recall having
your deposition taken in this matter?
A Yes, | do.
Q And do you renenber that you sat in the
conference room and answered questi ons?
A Yes, | do.
Q And | asked you sone questions and ny
col | eague, Ms. Wi nberg, asked you some questions?
A Yes, | do recall that when | last net you --

bot h of you, yes, | do.

-5

Q And you were represented by Al lyson Baker that

day?

A Yes, that's correct.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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Q And you were under oath at that tine?

A Yes, | was.

Q And you understood that being under oath neant
that you had to be truthful, correct?

A That's correct.

Q And you were truthful that day in your
answer s?

A Yes, | was.

Q M. Foster are you famliar with a conpany
called Integrity Advance?

A Yes, | am

Q What is Integrity Advance?

A Integrity Advance is a Delaware limted
liability conpany that had offices in Del aware and was
owned by a parent conpany called Hayfield | nvest nent
Part ners.

Q Dd you work for Integrity Advance?

A So what | would -- to clarify that, Integrity
Advance had no enpl oyees; however, there were
I ndi vidual s that worked for the parent conpany Hayfield
| nvestment Partners that performnmed duties and jobs when
necessary for the benefit of Integrity Advance.

Q Dd you performa job and duties to benefit
Integrity Advance?

A Yes, | did.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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And how | ong did you do that?

Since inception of Integrity Advance.

Wien was the inception of Integrity Advance?
| actually do not recall.

Wuld it have been in 2008?

> O >» O > O

That sounds correct or in the ballpark for
sure.

Q So how long did you perform services for
Integrity Advance?

A So since inception through well actually even
after the sale in Decenber of 2012, so in a w nd down
capacity, sonetine into 2013.

Q What was the business of Integrity Advance?

A Integrity's prinmary busi ness was to nake
short-terml oans, short-termhigh dollar -- I'"msorry.
| apol ogi ze. Short-termlow dollar |oans to consuners
predom nantly through the Internet.

Q Who hired you to provide services for
Integrity Advance?

A The president and CEQ, Janes Car nes.

Q What did M. Carnes tell you about Integrity
Advance before you were hired to performservices for
t he conpany?

A So | want to remnd everybody that ny, both

prior to ny actual, and again, | was never hired by

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 173 Filed 09/26/2016 Page 8 of 196 |]1-8

Integrity Advance, | was hired by Hayfield Investnent
Partners and its conpany that served as the nanager of
Hayfield called WI | owbrook Partners, ny predom nant
roles were general counsel. Therefore our discussions
about both ny hiring as general counsel and di scussions
around what you just asked that involve attorney/client
privilege, | cannot speak to.

Q Wien you started providing services to
Integrity Advance, did you have a job title?

A For Integrity Advance | served as the
executive vice president, general counsel, | believe
secretary and assistant treasurer as well.

Q What were your duties in that position?

A Predomnantly to provide | egal counsel to
Integrity Advance.

Q D d you al so have business functions in
addition to your legal functions?

A Specifically for Integrity Advance those were
not spelled out so to speak, but all of us fromtine to
time helped out with matters that required attention
fromtinme to tine whether they were HR or
admni strative or something, but it was not what |
would call an official job duty of the general counsel.

Q Coul d you estimate how nuch of your tine was

spent on |legal matters and how nuch was spent on

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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busi ness natters?

A Vell, tinme period woul d be sonewhat rel evant,
but at notine -- | mean the vast, vast majority 90
percent woul d have been spent on | egal natters.

Q In your position as executive vice president
did you receive a salary?

A | never received any conpensation from
Integrity Advance.

Q D d you receive a salary in connection with
the services you were providing to Hayfiel d?

A Again, not fromHayfield |Investnent Partners.
Both Ji m Carnes and nyself were enpl oyed by WI I owbr ook
Part ners.

Q D d you receive a salary fromWI | owor ook
Part ners?

A Yes, | did.

Q Who set that salary?

A The president, M. Carnes.

Q When you were executive vice president of
Integrity Advance who did you report to?

A In that capacity | would have reported to the
president of Integrity Advance.

Q And that's M. Carnes?

A That's correct, yes.

Q When you were executive vice president, how

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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often did you talk to M. Carnes?

A So | think to clarify and nake sure everybody
Is on the sane page, it's inportant to recogni ze that
both tinme periods and then that the office in Kansas
Gty was the office of WII owbrook Partners and
Hayfi el d I nvestnent Partners, the parent conpany that
owned and operated about 20 different subsidiaries
including Integrity Advance.

So | need really sone nore specificity when
you say that because ny job for Hayfield | nvestnent
Partners and WI | owbrook was to report to M. Carnes,
no matter what the natter was about.

Q How often did you talk to M. Carnes about
Integrity Advance busi ness when you were executive vice
pr esi dent ?

A That woul d have varied dependi ng on the year.
Qobviously, early on during setup and fornation that
woul d have been nore often, daily | woul d say when
M. Carnes was in the office.

As tinme went by and near the end, like
everybody else in the office, in Kansas Gty, the tine
spent on Integrity Advance matters becane a very snal |
percentage of tine spent on things.

Q So if you could specify the tine period. You

said as tinme went on people spent less tine on

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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Integrity Advance. W en would that tine period be that
peopl e woul d be spending less tine on Integrity
Advance?

A So obviously 2008, formation year, woul d have
been the nost tinme by anybody, and every year that went
by it would have waned. Certainly by 2010, '11, '12,
13 the tinme spent on Integrity Advance nmatters from
the Kansas Gty office would have been a mnority,
probably a snmall mnority of people's tine?

Q You nentioned that there was an office in
Kansas Gty?

A Yes, the Kansas Gty netro area, correct.

Is that the office where you worked?
Yes, it was.
Dd you work there on a daily basis?

QG her than travel, yes.

O >» O > O

Dd M. Carnes work out of that office on a
dai ly basis?

A That was his main and only office, but
M. Carnes did travel and had other matters outside the
office as well. So again depending on the tine period
M. Carnes spent a lot of tinme out of the office.

Q At sone point you were pronoted; is that
correct?

A | did receive a pronotion for Hayfield

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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| nvest nent Part ners.

Q And what was that pronotion?

A | added the title of chief operating officer
to ny roles and responsibilities.

Q Wen did that happen?

A |'msorry, Hayfield Investnent Partners and to
answer your other question that happened | believe in
June of 2010.

Q Wren't you also the chief operating officer
of Integrity Advance?

A | don't -- ny recollectionis Integrity
Advance never el ected any officers other than the ones
| al ready spoke to.

Q D d you continue receiving a salary in your
position as chief operating officer?

A From Hayfiel d I nvestnent Partners? Yes.

Q Was it a higher salary?

A | recall | did receive a raise, | believe.

Q Who deci ded on the anount of your raise?

A M. Carnes.

Q And | assune in your new role you continued to
report to M. Carnes?

A That's correct.

Q DdIntegrity Advance have sonething called a

dashboar d?

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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A W& used dashboards for many of our busi nesses,
and | recall that Integrity Advance had a dashboard for
Its operations, yes.

Q Coul d you explain what that is?

A It would have been a web page that could be
refreshed to update it fromtine to tine, that woul d
di spl ay the nunber of applications that the Integrity
Advance technol ogy systemor platformwould be
reviewi ng or receiving and then foll ow t hose through
t he process and show how nmany were | ooked at, how nany
were scored and then purchased, how nmany were then
e-signed, how many were converted to | oans and
ultimately how many | oans were nmade on any given tine
peri od.

Q D d you have access to this dashboard systen?

A Yes, | did.

Q Dd M. Carnes have access to the dashboard
syst en?

M5. BAKER (bjection. Calls for specul ation.
BY MR WHEELER

Q As far as you know?

JUDGE MKENNA: | will allowit, if he knows.
Answer the question if you know
THE WTNESS: | woul d be shocked if M. Carnes

di d not have access to it.

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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BY MR WHEELER
Q D d you and M. Carnes ever discuss the
information that was contained in the dashboard systen?

M5. BAKER (bjection to the extent it calls
for privileged comunicati ons.

MR WHEELER |'mnot asking for contents,
Your Honor, just did they discuss it.

JUDGE MCKENNA:  Yes. To the extent --
sust ai ned.

THE WTNESS: | think | can answer that there
woul d have been tinmes we discussed the contents of the
dashboar d.

BY MR WHEELER
Q How of t en?

M5. BAKER  Sane obj ecti on/ war ni ng.

JUDGE MCKENNA: Al right. You have a
conti nui ng obj ecti on.

M. Foster, you still renmenber how to be an
attorney, correct?

THE WTNESS: Yes, | do, Your Honor.

JUDGE MCKENNA: Al right. Excellent.

M5. BAKER And M. Foster this is Alyson
Baker on behal f of Integrity Advance.

THE WTNESS. Yes, Ms. Baker, thank you. And

| do understand and appreciate ny obligation to

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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continue to honor the attorney/client privilege in any
matters that woul d be covered by that, not to disclose
those in any capacity. | think | can confortably
answer that that was not a regular or daily discussion
between -- in our office.

BY MR WHEELER

Q Coul d you estimate how often?

A You' re specifically asking between M. Carnes
and nysel f? Wekly.

Q M. Foster, during your time providing
services to Integrity Advance, did you becone famli ar
with the company's | oan product?

A Yes, | did.

Q DdIntegrity Advance charge a fee for its

A Yes, it did.

Q Wiat was the anount of that fee?

A M/ recollection is that for first tine
custoners the fee was $30 per $100 borrowed. And for
returning custoners that were classified as VIP because
t hey had successfully paid back the | oan, they received
a discounted rate. | believe it a 20 percent discount.
So $24 per $100.

Q D d those fee rates change over tine?

A | don't believe so, 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 173 Filed 09/26/2016 Page 16 0of 196 || - 16

Q If a consuner took a loan with Integrity
Advance and didn't contact the conpany prior to their
next pay date, what woul d happen?

A So that calls for specul ati on because those
matters were handl ed specifically by the call centers
on a day-to-day basis. If you want ne to discuss the
content of the contract and what their options are, |
m ght be able to speak to that.

Q What were the consuner's options under the
contract ?

M5. BAKER | want to just object to this line
of questions to the extent it is calling for
speculation. | also want to object to the extent that
M. Foster is being asked to disclose nental
| npressions that he woul d have had as an attorney
representing a conpany and/or information he woul d
have received in connection with that representation.
That woul d all be protected fromdi scl osure by
privil ege.

MR WHEELER  The function of the contract is
not a privilege, Your Honor.

JUDGE McKENNA:  Your objection is overrul ed,
nunber one. And | have a question, M. Sachs.

So, who are you objecting -- who are you

representi ng now?

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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M5. BAKER Who am | representing?

' m objecting on behalf of the conpany because
the privilege that M. Foster has belongs to Integrity
Advance. |I'mtheir attorney. So ny objection to
questions is on behalf of Respondents and specifically
with respect to privilege, it's on behal f of the
conpany because the conpany is the entity that hol ds
the privilege, not M. Foster.

So to the extent he is being asked to discl ose
comuni cati ons that would waive that privilege or
| npede that privilege, it's ny responsibility as
counsel for the conpany to prevent that from
happeni ng.

To that's the capacity in which | am
objecting. | amnot M. Foster's attorney.

MR SACHS: And |'mrepresenting M. Foster.

If I could sit in-between the government and
respondent maybe | woul d do that.

JUDGE MKENNA:  That's all right. | just
wanted to find out who's on first. So now what | want
to dois, the question specifically related to the
terns of the contract. There is no inpressions. |It's
straight and so M. Foster, you understand what you
wer e asked?

THE WTNESS:. | believe |I'mbeing asked what

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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the contents of the contract that was avail abl e
publically to consuners provided as options to them
fromintegrity Advance.

Is that an accurate reflection of the
guesti on?

JUDGE McKENNA:  Yes.

MR WHEELER  Yes.

THE WTNESS: So yes, | believe | can answer
that without waiving attorney/client privilege because
that contract has been produced and it was publically
avai | abl e.

That contract had to conply with Del anare | aw,
whi ch provi ded nost of the details of what that
product could do, what it needed to offer the consuner
when operating under the |icense received fromthe
Del awar e banki ng departnent. And by | aw the custoner
could either at tine of first due date could pay the
loan in full, could nmake a partial paydown of
principal or could extend that |oan as well.

BY MR WHEELER

Q Under the terns of the contract, if the
consurer did not contact Integrity Advance in advance
of their next pay date after they took the | oan, what
woul d happen?

A M/ recollection of the terns of the contract

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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that the provisions for that if Integrity Advance did
not receive conmuni cations fromthe custoner that they
wanted to do anything but let it roll over, the |oan
woul d roll over.

Q And when you say roll over, what do you nean?

A Dependi ng on where in the cycle it was, that
woul d be to extend the |oan for an additional period, |
believe typically two weeks. And the custoner would
owe the finance charges that had accrued on that | oan
t hrough the due date.

How many roll overs could a consuner have on
their | oan?

M5. BAKER (bjection. Vague.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS: M recollectionis up to three
rollovers, with no principal pay down, any after that
would require, | believe, a mninmmof $50 of
princi pal pay down.

BY MR WHEELER

Q Who desi gned the | oan renewal and auto work
out process?

A As | stated before, the vast nmajority of that,
what the product |ooked |ike and how it functioned was
defined by Del anare | aw.

Q Did Delanare law require Integrity Advance to

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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roll over consuner |oans?

A | don't have the statutes in front of nme, ny
recol l ection though it was an option that had to be
offered to the custonmer.

Q Was it required to be a default option under
Del awar e | aw?

A | don't recall

Q Whose decision was it to inplenent the
rol |l over and wor kout process we have been di scussing?

A | don't knowthat it was anyone's deci sion.
That was the standard product that was offered in the
I ndustry by alnost all online Ienders is ny
under st andi ng.

Q DdIntegrity Advance ever consider using a
different renewal and work out process?

M5. BAKER (bjection to the extent it calls
for privileged comunications or disclosure of any
wor k product that M. Foster would have | earned of or
have been a participant in in connection with his role
as general counsel.

JUDGE MKENNA:  Dul y not ed.

THE WTNESS:. Could you repeat the question?
BY MR WHEELER

Q DdIntegrity Advance ever consider using a

different renewal and work out process?

SUBJECT TC PROTECTI VE ORDER | N 2015- CFPB- 0029
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M5. BAKER  Sane objection.

THE WTNESS: Yeah, | can't answer that
gquestion to the extent it involved comuni cations that
woul d have been legal in nature.

BY MR WHEELER

Q ' mnot asking about the specifics of the
comunications. |'masking did it ever happen? Ws it
ever consi dered?

M5. BAKER  Sane objection.

THE WTNESS: | don't recall.

JUDGE McKENNA:  The objection is overrul ed.
It's sustained as to the | egal issue.

Al right.

" mtroubl ed sonewhat, M. Foster, as to your
answer to the question. There would appear to ne to
be an answer that doesn't involve a violation of
attorney/client privilege; aml incorrect there?

THE WTNESS. No.

JUDGE MKENNA:  Wbul d you answer the question?

Keeping in mnd Ms. Baker's adnonition.

THE WTNESS: Sure. | cannot speak to any
di scussi ons that took place between nyself and
M. Carnes or anybody else within Integrity Advance
that involved nmatters about the product and any | egal

advi ce around that.

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 173  Filed 09/26/2016 Page 22 of 196 || - 22

BY MR WHEELER

Q So | guess that answer confused ne a little
bit. Are you saying you are not aware of any
di scussi ons about using a different |oan process; is
t hat your testinony?

M5. BAKER |'mjust going to | odge for the
record the same objection.

JUDGE MKENNA:  Dul y not ed.

Sane ruling.

THE WTNESS: | cannot answer nmatters that
woul d be protected by the attorney/client privileged
conmmuni cat i ons.

MR SACHS. By disclosing whether there did
occur any type of discussion based on a subject
matter, disclosing the subject nmatter of that
conversation woul d be protected by attorney/client
privil ege.

So while I think M. Foster wants to answer
your questions he is having troubl e because the
attorney/client privilege would protect the contents
of any conversation he may have had with his client
and to the extent he admts or deni es having
conver sations about somnething, a subject matter, that
woul d di scl ose the subject matter that was di scussed.

MR WHEELER | disagree with that, Your

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

I''mnot asking for the contents of the
di scussi on, who said what, what was discussed. |'m
just asking was that ever a topic of discussion.

MR SACHS. And again, Your Honor, | would
caution ny client, that disclosing the topic of a
conversation would by its nature disclose the contents
or potential contents of that conversation.

M5. BAKER And Your Honor, on behalf of the
conpany, our position would be that that information
Is protected fromdisclosure to the extent it's even
an issue.

In other words, to the extent he served as
general counsel and he said he had conversations that
had to do with options, he was wearing his | awer hat.
That woul d be information that he was providing to his
client or receiving fromhis client in connection with
his role as an attorney. That is protected from
di scl osure by attorney/client privilege.

JUDGE McKENNA:  He was al so GO0 and t he
guestion arises, you know, was this -- was this | egal
advice or was this executive advice?

And you can't hide behind the attorney/client
privilege and play hide and seek.

M5. BAKER  Your Honor, the question hasn't
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specified a tineline.

| think the testinony has established he
wasn't GO0 the entirety of the conpany's existence.
M. Weeler's question has no tine associated with it.
So if that's the capacity in which M. Foster is
answering the question as COO | think the foundation
needs to be laid for that |ine of questions.

JUDGE McKENNA: | agree.

MR WHEELER | believe M. Foster testified
that he had business responsibilities in addition to
| egal responsibilities throughout his tine at
Integrity Advance.

JUDGE MKENNA: | think that's correct. You
understand what we are getting at, M. Foster?

THE WTNESS. Yes, | do.

JUDCGE MCKENNA:  Proceed M. Weel er.

Reassert your question. Put a tinmeframe on
it, and put ajob title on it.

BY MR WHEELER
Q M. Foster, in 2008, when you were executive
vice president, were you a part of any discussions
about Integrity Advance using a different | oan process
t han the one we di scussed earlier?
M5. BAKER  Sane objection.
JUDCGE MCKENNA:  Dul y not ed.
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And the question woul d subsunme that you're not
asked to violate the attorney/client privilege, so we
are not tal king about that issue.

THE WTNESS: Under st ood.

At no tinme would | have ever discussed, to the
extent it would have ever happened, that | woul d have
ever discussed matters about the product or any of the
products that woul d not have involved a | egal
di scussion and therefore, are protected by the
attorney/client privilege.

JUDGE MKENNA:  Thank you. That puts a seal
on the envel ope.

BY MR WHEELER

Q M. Foster, did Integrity Advance ever try to
proj ect the nunber of loans it mght originate?

A | don't recall

Q Do you recall Integrity Advance ever trying to
proj ect how nmuch revenue it mght generate?

A | don't recall Integrity Advance ever
preparing projections on its performance.

Q So your testinony is Integrity Advance never
tried to plan out how much revenue it m ght generate or
how many | oans it mght originate?

A | believe there that were sone projections

prepared by Hayfield Investnent Partners that -- howit
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may financially performand that woul d have taken into
consideration Integrity Advance perfornance, that's
what | recall

Q Wre you involved in those Hayfield
pr oj ecti ons?

A | do not recall being involved in those
detail ed projections.

Q Do you recall review ng those projections?

JUDCGE MKENNA:  And that's as EVP.
THE WTNESS: Right. | do not recall
revi ew ng those as EVP.
BY MR WHEELER

Q W have talked a little bit about the | oan
agreenment, M. Foster, who wote Integrity Advance's
| oan agr eenent ?

A ['"'msorry. M pause is I'mtrying to nmake
sure that anything | amdi scussing about that -- trying
to determne what is protected by the attorney/client
privil ege.

| think what | safely can say is that no one
at the Hayfield group of conpanies, including nyself
or M. Carnes, were consunmer |awers or experts in
consurer law. So the strategy of the conpany was to
al ways have hi ghly conpensated, highly acknow edged

and reput abl e consuner | aw counsel, outside counsel,
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to provide the counsel and gui dance on those natters.

Q So is it your testinony that outside counsel
wote the | oan agreenent?

A | don't believe that would be violating the
attorney/client privilege to say that all agreenents
were witten by outside counsel.

Q D d you review the | oan agreenent that outside
counsel drafted?

M5. BAKER |'mjust going to caution you --

JUDGE MCKENNA: | understand. And the next
question is the one that wll be problematic for you
possi bl y.

M5. BAKER Can | just register for the record

JUDGE McKENNA:  Yes.

M5. BAKER -- ny concern?

| just want to caution you, M. Foster, to not
di scl ose comuni cations that would be a violation of
the -- or disclose the attorney/client privileged
communi cations, violation of any privil ege.

THE WTNESS. Yes, | acknow edge and recogni ze
t hat .

Any answering of that question about | oan
agreenents and | egal advice from outsi de counsel would

I nvol ve di scussions that would infringe upon the
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attorney/client privilege.
BY MR WHEELER

Q M. Foster, |'mnot asking about discussions.
' masking did you review the | oan agreenent that
out si de counsel drafted?

M5. BAKER And | would give the sane
adnonition to the extent it was done in his capacity
as general counsel. Wether or not he did sonething
woul d be a disclosure of privilege and work product.

MR WHEELER |'mjust asking did he review
it. Not did he do anything to it. Just did he review
it?

JUDGE MKENNA:  Did he reviewit as executive
vi ce president?

THE WTNESS:. | did not review any contracts
as executive vice president.

BY MR WHEELER
Q Dd you review it as general counsel?

M5. BAKER Sane objection and adnoniti on.

JUDGE MKENNA:  Dul y not ed.

THE WTNESS: That woul d be di scussi ons that
for ne to tal k about here would be violating the
attorney/client privilege.

BY MR WHEELER

Q Again, |'mnot asking about discussions. |
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was asking did you review it as general counsel?
M5. BAKER Sane adnonition and objection.
THE WTNESS: Again, | believe any di scussi ons
or testinony involving that subject natter woul d
violate the attorney/client privilege.
JUDGE MKENNA:  Can we nove on?
MR WHEELER  Yes, Your Honor.
BY MR WHEELER
Q M. Foster, to your know edge did M. Carnes
ever review the | oan agreenent ?
M5. BAKER Sane objection and adnonition to
the extent that --
JUDGE McKENNA:  Sust ai ned.
M5. BAKER  Thank you.
THE WTNESS. | cannot answer that question
wi thout violating the attorney/client privilege.
BY MR WHEELER
Q M. Foster, did Integrity Advance receive
consuner conpl ai nts?
A Yes, Integrity Advance did recei ve consuner
conpl ai nt s.
Q D d sonmeone at Integrity Advance have the
responsibility for nonitoring those conpl aints?
A Yes.

Q Wio was t hat ?
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A The first -- it was a nmulti-faceted, | would
say or multi-layer. Qbviously, fromthe call center
the initial people that took the phone call, the CSRs
had ability to receive and resol ve those conpl ai nts.

If they felt that they could not or needed escal ation,
It would escalate, it's ny understanding, to a nanager
in the call center.

And then beyond that ultimately to, | believe,
the person that was in charge of collections, what we
called collections and workouts. And then if it needed
further attention, it could not be resol ved beyond
that, it cane to the attention of the legal group in
Kansas G ty.

JUDGE MCKENNA: Al right.

A And then ultimately ny responsibility because
the legal group reported to ne.

JUDGE MCKENNA:  For the record. CSR stands
for call center representative?

THE WTNESS. CQustoner service representative.
Thank you. | apol ogize for using that acronym
BY MR WHEELER

Q DdIntegrity Advance track these conplaints
in any sort of way?

A Yes.

Q How so?
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A | recall review ng a spread sheet that was
tracked by the call center as to the conplaint and the
st at us.

Q D d you ever discuss consumer conplaints with
M. Carnes?

M5. BAKER | would object to that question to
the extent it calls for the disclosure of privileged
comuni cations, and al so i ssue the sane adnoniti on.
M. Foster, it's Allyson Baker on behalf of the
conpany, Integrity Advance.

THE WTNESS: R ght. Yes and | agree that by
the tinme it would have reached ne, ny review of any of
those natters woul d have been in a |l egal nature and
any of ny discussions with M. Carnes woul d have been
| egal in nature, and commenting or providing testinony
on that would be a violation of the attorney/client
privil ege.

BY MR WHEELER

Q DdIntegrity Advance receive witten
conplaints in addition to conplaints | odged over the
phone?

A Yes.

Q How were those conplaints tracked?

A Sorry. Could you repeat that question. |
didn't catch the end of that. How were they --
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Q I'msorry. | was asking how were those
conplaints tracked, the witten conpl aints?

A | don't recall if they were tracked any
differently.

Q M. Foster, are you famliar with the term
renotely created check?

A Yes, | am

Q What is a renotely created check?

A So | amnot an expert inthis matter. M
famliarity is that it is a process permtted by the
federal banking systemthat any busi ness or person that
Is given the correct authority or proper authority can
create a, what is called a check draft or check
Instrument, and present it to the -- sorry, present it
for paynent to the individual's financial institution
for paynent.

Q DdIntegrity Advance use renotely created
checks?

A Yes.

Q Under what circunstances?

A The specifics were handl ed by the call center
on a day-to-day basis. | recall what the contract
terns said.

Q Earlier in your testinony you nentioned

Hayfield I nvestnent Partners, correct?
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A Yes, | did.

Q And would it be correct to say that Hayfield
was the parent conpany of Integrity Advance?

A Yes, that woul d be accurate.

Q VWre you one of the partners of Hayfiel d?

A | had an ownership in Hayfield |nvestnent
Part ners.

Q What was that ownershi p percentage?

A It varied throughout the tine period because
sone of ny incentive conpensation was additional equity
in the conpany, and | believe it would have started at
1 and a half percent and ended up at 3.3 percent or so.

Q M. Foster, did -- excuse ne, did Integrity
Advance generate profits?

A Yes, Integrity Advance at tines did generate
financial profits.

Q Wre those profits distributed to the parent
conpany Hayfi el d?

A | do recall profits being distributed from
Integrity Advance to the parent Hayfield |nvestnent
Part ners.

Q Coul d you explain that process?

A Could you clarify? | really don't -- |I'mnot
sure what you are asking with what process.

Q Vel |, you said profits were distributed to
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Hayfi el d, correct.

A Yes.

Q So who woul d nake that decision to distribute
profits?

A W to Hayfield I nvestnent Partners?

Q Yes.

A That woul d have been done by the | egal manager
of Integrity Advance.

Q Does that nean you?

A No.

Q Who was the | egal nmanager of Integrity
Advance?

A Hayfiel d | nvest ment Partners.

Q So who at Hayfield Investnent Partners woul d
decide to distribute profits fromlntegrity Advance to
Hayfi el d?

A The instructions woul d have had to have been
done by the president, but what went into the decision
on whether or not to have those profits distributed
fromintegrity Advance to Hayfield | nvestnent Partners
may have invol ved di scussions with other owners as
wel | .

Q Wien you refer to the president, you neant
Janes Carnes?

A Correct.
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Q Were you personal ly involved in discussions
about distributions of profits fromlntegrity Advance
to Hayfiel d?

A As a mnority owner, that woul d not have been
sonething that was part of any decision naking. |
woul d have been nade aware of it after the decision was
al ready nade.

Q Do you have know edge of the anounts of
Integrity Advance profits that were distributed to
Hayfi el d?

A | do not have knowl edge of exact anounts that
were distributed, no.

Q M. Foster, did any of the | awers

representing M. Carnes contact you in advance of your

t esti nony?
A Yes.
Q Who cont acted you?
A Al | yson Baker.
Q Wen did Ms. Baker contact you?
A W had a brief conversation |ast night.

Q Any other tines you talked to Ms. Baker in
advance of your testinony?

A Previ ous -- any previous discussions that
woul d have occurred before | ast night, would have been

in Ms. Baker's representation of the conpany and in ny
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rol e as general counsel for Integrity Advance.

Q " mnot asking for contents. |'mjust asking
did you have prior conversations with Ms. Baker aside
fromthe one you nentioned?

A Yes.

Q And when was that?

A Fromtine to tine since | was, you know,
continued to keep the role of general counsel of
Integrity Advance, | woul d have di scussions that were
updates on this matter fromtine to tine.

M5. BAKER And if | could just caution you,
this is Ms. Baker. To the extent, you know, you can
di scuss the fact of the conversation, but you cannot
di scl ose the nature of those contents or the topics of
discussion. And | say that in ny capacity as counsel
for Integrity Advance in this nmatter.

THE WTNESS: Thank you. | understand.

BY MR WHEELER

Q | want to go back a little bit. Earlier you
testified that over tine people spent |ess tine on
Integrity Advance nmatters; do you recall that
t esti nony?

A | do.

Q And | believe you testified that peopl e spent
the nost tinme on Integrity Advance in 2008. And it
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sort of waned after that; was that your testinony?

A Yes, that's -- yes.

Q | s that because after 2008 Integrity Advance's
| oan process was established?

A | would say that was due to a nunber of
things. That certainly, your question of that it was
est abl i shed and bei ng operated on a day-to-day basis
through the call center and its office in Del anare, but
in addition, Hayfield Investnment Partners | think as |
previously stated had over 20 subsidiaries and several
| i nes of business conpletely unrelated to Integrity
Advance that required the vast majority of people's
time in the Kansas Gty office to concentrate on.

Q Wuld it be fair to say that once Integrity
Advance was established you just needed to deal with
probl ens that arose?

A So can you specify, are you speaki ng about ne,
personally, the office or -- and tine period?

Q Let's start with you personally.

A Ckay. Wth respect to Integrity Advance, the,
as | think I previously said, testified, you know nore
than 90 plus percent of ny tinme in ny personal
i nvol venent with Integrity Advance woul d have been
|l egal in nature, that personally did not -- okay. So

now you' re asking, | apol ogi ze, about problens to 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 173  Filed 09/26/2016 Page 38 of 196 || - 38

extent legal nmatters or conplaints could be determ ned
as problens. The answer woul d be yes.

Q DdIntegrity Advance's | oan product change
over tine?

A | don't recall a significant change in the
pr oduct .

Q DdIntegrity Advance's | oan agreenent change
over tine?

A M/ recollectionis, in fact, I'msorry, it's
not ny recollection, | feel confident that the
conmpany' s outside counsel reviewed the agreenent of
Integrity Advance on a regular basis as did the
Del awar e Banki ng Comm ssion through its annual
| i censi ng process and the exans it received all
revi ewed the agreenent.

And to the extent that there was advice and
gui dance given that would require a change, | feel
confident that the conpany woul d have fol | owed t hat
advi ce and counsel fromthe outside.

Q So is it your recollection that the | oan
agr eenent changed?

A There woul d have been sonme changes in the | oan
agreenent over tinmne.

Q Wul d you cl assify those changes as

significant?
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A As to the |oan product itself, no.

Q Are you famliar with | oan agreenent tenplates
that Integrity Advance used?

A Can you define what you nean by a tenpl ate?

Q Essentially a | oan agreenent that wasn't
filled out. Sort of |ike the base application and | oan
agreenent but w thout a consuner's infornmation.
Sonething that could be filled in by a consuner.

A Yes, then | amfamliar and renenber that
tenpl ate, yes.

Q Do you remenber who approved the use of the
tenpl at e?

M5. BAKER | just want to caution M. Foster
to the extent that that question could be answered or
must be answered by disclosing the contents of a
comuni cati on that woul d have ot herw se been
privileged, please don't disclose that privileged
I nformati on.

MR WHEELER The fact that a | oan agreenent
tenpl ate was approved is not protected infornmation.

M5. BAKER That's ny adnonition and objection
to this question.

If it can be answered ot herw se.

THE WTNESS:. Yes. So | think I would say is

that you asked ne that | recall simlar or if not the
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exact question as to the |loan agreenent itself, and |
woul d say whatever | answered to that | oan agreenent
woul d apply to the tenpl ate.

And | don't recall what | answered to be
honest, even in the [ast few m nutes.

BY MR WHEELER
Q Vel |, what's your recollection right now about
who approved the | oan agreenent tenpl ate?

M5. BAKER Sane adnonition and objection.

MR SACHS. Your Honor, if it's easier, we
could have the court reporter read back M. Foster's
previous testinony with regards to the | oan agreenent.
Since he's stated -- -

JUDGE MKENNA: | don't think that will be
necessary based upon the answer that is going to be
f ort hcom ng.

Answer the question or don't.

THE WTNESS: Sorry, Your Honor. | apol ogi ze.
| can't renenber at this point what | -- with respect
to attorney/client privilege, what | answered about
that question on the | oan agreenent.

And ny testinony is that whatever testinony
gave earlier today with respect to the | oan agreenent,
woul d not have changed with respect to the tenplate

itsel f.
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JUDGE MCKENNA: M. Weel er, what do you want
to do? Do you want to read it back or do you want to
nove on?

MR WHEELER | would rather the wtness
answer the question now. | nean, he's still under
oath. He can testify now about who --

JUDGE MKENNA: Al right. That's fine. He
can testify now.

So, court reporter would you pl ease read back
his prior answer?

THE COURT REPORTER It's going to take ne a
mnute to find it.

JUDGE McKENNA: | under st and.

(Wiereupon, a brief recess was had.)

JUDGE MCKENNA:  Back on the record.

MR SACHS. M. Foster, are you on the phone?

THE WTNESS. Yes, | am

JUDGE MCKENNA: W are on the record.

Jeanni e, can you read back the answer.

(Wier eupon, the requested portion of the
testinony was read back by the reporter.)

BY MR WHEELER
Q M. Foster, Integrity Advance was a busi ness,
right?

A. Yes.
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And it had one product, right?
Yes. That's correct.
That was a consumer | oan?

Correct.

o >» O > O

And that consumrer |oan was forned by a | oan
agr eenent ?

A Correct.

Q And that | oan agreenment was based on a
tenplate, right?

A The -- so again our, you know, the vast
majority of custoners applied online. So to the extent
you referred to a tenplate as a bl ank application and
agreenent that was presented -- actually, let ne
rephrase that because it was the application that was
presented to the custoner to fill out. After an
application was approved, they are re-presented then
wi th docunents that included a now auto filled out
application of the information they had provi ded and
t hen agreenents that were based on the tenpl ate that
woul d have included all of the appropriate information
not only personal information that they gave, but then
the terns of their | oan.

Q M. Foster, someone had to approve that
tenplate, right?

A. Yes.
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Q Who approved the tenpl at e?

M5. BAKER |'mgoing to the give the sanme
obj ection and adnonition.

MR WHEELER  Your Honor, this is a business
decision. This conpany was a business. They had a
| oan product.

THE WTNESS. So.

MR WHEELER  And who approved the tenpl ate
for that | oan agreenent that's a busi ness deci sion.
It has nothing to do with anything |egal.

JUDGE MKENNA:  The objection is duly noted.

THE WTNESS: So any of ny involvenent in the
tenpl ate or agreenent itself would not have been in a
busi ness capacity it would a been in a | egal capacity
and protected by the attorney/client privilege.
BY MR WHEELER

Q M. Foster, who approved the | oan agreenent

tenplate? That's a business decision. [|'mnot asking
for any | egal advice you provided. |[|'m asking who
approved the | oan agreenent tenplate.

M5. BAKER | make the sane adnonition, just
for the record.

MR SACHS. |[|'Il object as well, Your Honor.

JUDCE MCKENNA:  What's the basi s?

MR SACHS. M client has answered the
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question at least twice now And asserted that he,
when he | ooked at any tenplate, it was exclusively in
an attorney role, not in a business --

MR WHEELER |'mnot asking him--

JUDGE MCKENNA:  That's enough. | figured it
out. Please answer the question, and that question
woul d be answered by an individual.

THE WTNESS: Could you repeat the question to
make sure | understand what you guys are requesting
nme?

BY MR WHEELER

Q Who approved the | oan agreenent tenpl ate that
Integrity Advance used?

A To the extent | have any know edge about who
approved it for use, would have been in ny capacity as
| egal counsel for the conpany and protected by the
attorney/client privilege.

Q That is the sane nonanswer, M. Foster.

Who approved the | oan agreenent tenpl ate?

M5. BAKER | -- just -- you've noted it?

JUDGE MKENNA:  Yes, nma' am

M. BAKER  Thank you.

THE WTNESS: | believe | already answered
t hat questi on.

MR WHEELER | don't think you did.
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JUDGE MKENNA: Al right. He's not going to
answer it, so let's nove on.

There is a thing called adverse inference.
BY MR WHEELER

Q M. Foster, alittle earlier we tal ked about
profits that Integrity Advance generated bei ng
distributed to Hayfield; do you recall that testinony?

A | do.

Q And you testified that Integrity Advance
profits were distributed to Hayfiel d?

A Yes, | did.

Q Wre there Integrity Advance profits that were
not distributed to Hayfiel d?

A Yes.

Q Coul d you descri be that?

A So | guess it cones down to a definition of
gross profit/net profit, I'mnot a financial person,
but Integrity Advance nade noney, and it had to pay its
vendors and third-party contractors sone of that noney
and | ead providers before it could be distributed to
Hayfi el d | nvest nent Partners.

Q So were there -- once Integrity Advance paid
vendors and contractors, were there additional profits
that were not distributed to Hayfiel d?

A No, not that |I'maware of.
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MR WHEELER No further questions, Your
Honor .
M5. BAKER (Good norning, M. Foster. |It's
Al | yson Baker.
THE WTNESS: (Good nor ni ng.
CROSS EXAM NATI ON
BY M. BAKER
Q M. Foster, you testified before in response
to questions that M. Weel er asked you about
rel ational anount of tinme that you spent on Integrity
Advance affairs in your capacity as both executive vice
president, COO and general counsel, and |'mwondering
I f you can give ne roughly, a rough percentage of tine
that you woul d have spent on Integrity Advance affairs
In 2008 in the capacity of also working for other
Hayfi el d conpani es?
A Yes. | understand the question.
So in all of ny personal capacities for
Hayfield I nvestnment Partners estimating that in 2008,
say 70 percent of tinme would have been spent on
Integrity Advance natters, |egal or otherw se, and that
woul d have di m ni shed as tine went by.
Q Sane question for 2009, a rough percentage?
A ( oser to 50 percent or |ess.

Q Sane question for 2010, a rough percentage?
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A M/ recollection is that by 2010 Integrity
Advance was runni ng i ndependently very well by the call
center and office in Delaware, and the tinme spent by
nysel f woul d have been, you know, sub 50 percent, 25/30
per cent .

Q Sane question for 2011, pl ease?

A Simlar. Maybe by then dropping even bel ow 25
percent .

Q Sane question for 20127

A By 2012 it woul d have been significantly |ess
than that even, 10 to 20 percent.

Q And | think you testified earlier, M. Foster,
that you continued to work with the business until its
formal wnd dowmn in 2013; is that right?

A Integrity Advance | continued to serve as
executive vice president, general counsel, secretary
and | believe assistant treasurer.

Q And in 2013 roughly what percentage of your
time was spent on specifically Integrity Advance's
busi ness?

A Less than five percent.

M5. BAKER  Thank you for your tine. No
further questions.

JUDGE MCKENNA:  Anything further on direct?

MR WHEELER  Not hing further, Your Honor.
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JUDGE MKENNA: Al right. Thank you,

M. Foster. You have a nice day.

I'1-48

THE WTNESS: Thank you very nmuch. You have a

ni ce day as well.

JUDCGE MCKENNA:  Now where were we?

(To M. Carnes) You're still under oath,
You understand that?

MR CARNES. | do.

JUDCGE MCKENNA: Al right.

Dl RECT EXAM NATI ON (conti nui ng.)

BY MR WHEELER

Q | still have a few additional questions,
M. Carnes.

DdIntegrity Advance charge a fee to
consuners who took | oans?

A Yes.

Q What was that fee?

A It was as M. Foster described, $30 per
hundred borrowed for new custoners. And $24 per
hundred borrowed for returning custoners.

Q D d that change over tine?

A No.

Q Wio deci ded on the fee amount?

A It was an industry standard. Everybody

charged the sane thing.
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Q But who nade the decision that Integrity
Advance woul d charge the industry standard?

A | think as a -- you know, | really don't
remenber who nmade the decision. | nmean, we were
formng the conpany, prior conpanies we had charged the
sane anount, and that was just used.

Q But you had authority over Integrity Advance,

right?
A | did have authority over Integrity Advance.
Q And you were the CEC?
A De facto CEO of Integrity Advance, yes.

Q Sois it fair to say that you at | east
approved the fee structure of Integrity Advance's
| oans?

A Approved bei ng, again, stanp of approval, no.
| didn't say, | approve this. But | knew that they
were being used and I could have changed it if | wanted
to.

Q So if a new consuner took a $100 | oan --

JUDGE McKENNA: A what? One hundred?
MR WHEELER Yes. A loan of $100.
BY MR WHEELER

Q And they called Integrity Advance and said

they wanted to pay off their loan prior to their next

pay date, how much woul d that consuner pay?
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A (Cne hundred and thirty dollars. You said a
new consuner, correct?
Q Correct.

And that represents the principal and a $30

fi nance charge?

A Yes, sSir.

Q Cne finance charge?

A Yes.

Q For that consuner, is $130 woul d have appeared
on their |oan agreenent?

A Yes.

Q I s that sonething you under st ood when you were
the CEO of Integrity Advance?

M5. BAKER (bjection. Vague.

JUDGE MCKENNA:  Overruled. | don't know how
you can call that vague.

THE WTNESS:. Are you saying, did | understand
that on the -- in the TILA box that it said, sum of
paynents was $130.

BY MR WHEELER
Q For a fictional consumer who had a $100 | oan,
a new consuner, Yyes.
THE COURT REPORTER |'msorry?
BY MR WHEELER

Q Yes. For a new consuner. The fictional
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consuner we're discussing, who had $100 | oan, do you
understand that their TILA disclosure would say $1307?
A Yes.
JUDCGE MCKENNA: M. Weel er?
MR WHEELER  Yes.
JUDGE MKENNA:  Coul d you string those words
together a little sl ower?
MR WHEELER I'll do ny best, Your Honor.
JUDGE MKENNA: | nean, only if you want to
have a record.
MR WHEELER  An actual record of this
pr oceedi ng?
JUDGE MCKENNA:  Yeah
MR WHEELER | wll try again.
BY MR WHEELER
Q Ve were tal king about a new consuner who t ook
a $100 | oan, that consumer, you testified would be --
receive a $30 finance charge, correct?
A Yes.
Q And that TILA disclosure that consuners woul d
recei ve woul d say $130, correct?
A Correct.
Q And you -- that's sonething you under st ood
when you were CEO of Integrity Advance?

A Correct.
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M5. BAKER | just have an objection to the

use of that understood, it's vague.

have said that before.
JUDGE MCKENNA: Al right. Duly noted.
Overrul ed.

®
3
HER BN B
‘ ‘ ||I |I ‘ﬁ
o
A
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MB. BAKER  Your Honor, to the extent we are
di scussing confidential proprietary information that
concerns an entity that is not party to this case, so
| would ask that the | ast question/answer and this
| i ne of questions be filed under seal in accordance
wi th what Your Honor did yesterday as to the Hayfield
Fi nanci al s.

JUDGE McKENNA: G ant ed.

M5. BAKER Thank you. And | don't know if
there's anyone in this courtroomwho is not from
either the Ofice of Enforcenent. | know the folks

fromour side. But | would ask that they be asked to
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| eave the room

JUDGE MKENNA:  Voir dire them

M5. BAKER | don't want to do that.

But | will trust that Ofice of Enforcenent
Counsel will identify anyone in the audi ence who is
not fromtheir office and ask themto | eave during
this line of questions out of respect for the fact
that it's now under seal.

JUDGE McKENNA: @G ant ed.

M5. BAKER  Thank you.

MR CONE  Your Honor, everyone in the room
Is -- thisis Gaig Cowe -- everyone in the roomis
either an attorney with the O fice of Enforcenent or
working with the attorneys for the Ofice of
Enforcenent on this natter.

M5. BAKER  Your Honor, yesterday there were
two individuals, | don't want to point them out, but
there were two individuals sitting here now who were
asked to | eave the room because they were not part of
the O fice of Enforcenent.

MR CONE That was Ms. Baker's
characterization of their role, which was incorrect.
They are, in fact, assisting the fice of Enforcenent
with this matter, and they are properly subject to

information that is under seal in this case. They
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shoul d not be excl uded.

M5. BAKER  Your Honor, that was not ny
characterization. | don't know who they are. So the
O fice of Enforcenent nade a decision to ask themto
| eave yesterday and that needs to be the case today as
wel | .

JUDGE McKENNA:  No, it doesn't need to be the
case today. Wiat we will dois we wll backup. And
we w |l have themindi cate who these people are, so
that we can nake a determ nati on on whet her they
shoul d be here or not.

And | think that what we want to do is start
out by maki ng an appear ance.

MR CONE Sure. | have nmade an appear ance
before in this matter. This in Oaig Cowi e, on behalf
of the Ofice of Enforcenent. W have M. Marlow, who
Is a paral egal working with the Ofice of Enforcenent.
Ms. Warrell, is an attorney with the Ofice of
Enf or cenent .

Zack Watkins, is a sunmmer intern with the
G fice of Enforcenent. These two people | believe are
sunmer associates at Ms. Baker's firm

M. Bloomand Ms. Kelly, thank you. |
apol ogi ze. Work in the bureau' s research and narkets

division and they are assisting us with this
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I nvestigation -- oh, I'msorry. Dd | get the

wong -- oh, the data team right. They are in our TI
departnent and they are assisting us with this

I nvestigation. And Ms. Buchko is also an attorney for
the Ofice of Enforcenent.

JUDGE McKENNA:  Just a second.

Al right. So before you speak on the issue,
M. Weeler, do you take the position that as Bureau
enpl oyees that they are bound by confidentiality?

MR WHEELER | do, Your Honor.

JUDGE MCKENNA: Al right. Is it your desire
that they remain in?

MR WHEELER  That woul d be ny desire, yes.

JUDGE MKENNA:  And what is the predicate for
t hat .

MR WHEELER The fact that they have been
assisting us with this matter.

JUDGE MKENNA:  And if they left is that going
to inhibit your ability to -- for themto perform
their job function?

MR WHEELER I n general, yes, | nean, frankly
| don't have a | ot of questions about Stevens. So |
think we've had a | ong argunent about al nbst not hing,
but -- so the answer to your question is: | think

themnot being in the roomfor questions about Stevens
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and distributions, probably doesn't hurt us. But in
general, yes, we would like to have themin the room
I n general .

M5. BAKER  Your Honor, if | could just nake a
note for the record. |I'ma little unclear as to who
the parties are in this matter. It is Enforcenent
Counsel or is it the Consumer Financial Protection
Bureau? Because if it's Enforcenent Counsel, then it
should only be folks who are affiliated with that
office. And M. Cowie, who I knowis a |awer in that
of fice, you know, has spoken on behalf of and
I ntroduced these different individuals.

If it's the whole CFPB, then |'mdefinitely
confused because this matter goes up to the director
of the CFPB, who by that definition would be an
enpl oyee and a party to this case.

So I"'muncertain as to howthe Ofice of
Enforcenent is defining who the party is in this case.
And that's the purpose of -- that's why I'mnot clear.
Ei t her everybody conmes in, and this process is
undefined or it's the case that Enforcenent Counsel is
the party to this matter, that's how t hey've defi ned
t hensel ves and everybody who is affiliated with the
G fice of Enforcenent, of course, is a party.

But it shouldn't be the case that the Bureau
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gets an expansive definition of who its interests are,
In connection with this proceeding. So that's what
I''mnot clear of, Your Honor.

JUDGE MKENNA: | understand what you are
sayi ng.

First of all, if you' re asserting that R chard
Cordray is a party to this proceeding, you are w ong.

M5. BAKER |'mnot, Your Honor. That's what
I"mtrying to understand.

JUDGE MKENNA: Al right. So that's point

one.
He is the decider.
MS. BAKER R ght.
JUDGE MKENNA: Al right. So we get that out
of the way.

Now under the APA, as |'msure you' re aware,
the parties to the proceeding are allowed to use
techni cal experts as long as they are not in the
deci si on- maki ng chai n.

M5. BAKER  Your Honor, that's ny
understanding as well. But ny questionis alittle
bit and it's really a question |'m asking of you
because | can't directly ask opposing counsel, but I'm
not clear as to who the parties are in this matter as

t he bureau understands it.
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' m happy to take their definition, but they
haven't used one consistently and that's ny concern.
And it's one that's rel evant because we're di scussing
-- or as M. Weeler just represented we are about to
di scuss confidential proprietary information
concerning parties that are not definitively parties
to this case.

And what |'mtrying to understand is --

JUDGE MCKENNA: | ndi vi dual s who are not
parties?

M5. BAKER Well, a private equity firmthat's
not a party to this case and Hayfield | nvestnent,
which is not a party to this case. And their
proprietary confidential financial information is
about to becone naybe potentially responsive to sone
questions and the Protective Oder in this case
contenpl ates coverage of the parties.

And all | want to understand is --

MR WHEELER  Just for the record, a party --

M5. BAKER -- who M. Weeler believes are
the parties?

MR WHEELER | have a copy of the Protective
O der. The party includes: The Bureau, officers,
directors, enployees, Bureau contractors, et cetera.

That's the way we defined it in the Protective Oder.
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M5. BAKER  Again, Your Honor, that doesn't
really explain to ne who the parties are to this case.

| mean, is it M. Weeler's position that
everybody enployed by the CFPB is a party to this
case?

MR WHEELER We're not asking for everyone at
the CFPB to cone and sit in the gallery.

JUDGE MCKENNA: Al right. | think that this
I's much to do about nothing. But I'mnot going to
have an i ssue where | don't need to have an issue.

M5. BAKER Thank you, Your Honor.

JUDGE MKENNA:  So woul d you pl ease | eave the

roon?

How i s that?

MR WHEELER  Coul d you read back the | ast
guestion and answer? | frankly forgot where we were.

(Wier eupon, the requested portion of the
testi nony was read back by the reporter.)
BY MR WHEELER
Q M. Carnes, when you speak of the private

equity fund, was that called Stevens?

A It was called Stevens Capital Partners.
MR WHEELER M. Jefferson, could we see, |
think it's Exhibit -- it's the Hayfield chart, it's 67.

THE WTNESS:. Sixty-seven you sai d?
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MR WHEELER  Si xty-seven or sixty-five. |
think it's 67. Yeah, thisis it.
BY MR WHEELER
Q So | just want to be clear in this Exhibit 67,
where i s Stevens represent ed?
A By SI Hayfield on the left top second box from

Q And your recollectionis that's an accurate
representation of Stevens' interest in Hayfield?

A At that tine.

Q Wiat woul d that tinme be?

A Like | said yesterday, | think this was

produced sonetine near the end of operations.

‘III‘O
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MR WHEELER No further questions, Your

JUDCGE MKENNA:  Thank you.

And are there going to be any exhibits that
are going to conme in that you are going to proffer
based of f of this w tness?

MR WHEELER No additional exhibits with this
W t ness, Your Honor.

JUDGE MKENNA: Al right. Thank you.

M5. BAKER  Your Honor, you mean in addition
to what was introduced yesterday?

JUDGE McKENNA:  Yeah.

M5. BAKER  (Kkay.

Good norning, M. Carnes.

MR CARNES.: Good norni ng.

CROSS EXAM NATI ON
BY M5. BAKER
Q M. Carnes, yesterday you testified at |ength
about the nature of the business interests that were

owned by the Hayfield conpanies; do you recall that
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t esti nony?

A Yes.

Q And | believe you also testified that you were
the CEO of those businesses; do you recall that
t esti nony?

A | recall that | said | was CEO of Hayfield,
whi ch by de facto woul d have been CEO of the child
conpani es.

Q If I could ask you, please, to go back to what
has been narked as Enforcenent Counsel Exhibit Nunber
67 in the binder over there. As you know, the tab 67,
if you flip to that tab you will get to this exhibit.

A Ckay.

Q Thank you. This docunent is a copy of the
Hayfi el d corporate structure, | believe it was admtted
into evidence. |Is this a true, a correct copy of

Hayfiel d' s corporate structure to the best of your
under st andi ng?

A It is.

Q To the best of your understandi ng, what
timefrane woul d this docunent reflect?

A Li ke | said yesterday, near the end of
operations of Hayfield.

Q Whi ch woul d be around what year --

A 2012.
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Q -- or years?

Havi ng said that, does this docunent nore or
less reflect all of the -- the fact that there were
nuner ous busi ness interests owned by Hayfield between
2008 and 2013 or '12?

A Yes.

Q So howis this docunent different than -- what
nmakes this docunent specific to 2012, if you will,
versus all of those other years?

A Vell, it would have | ooked different in two
ways. You know, if you produced this docunent when
Hayfi el d was forned, you woul d have different
percentages on the top of ownership and not all of the
boxes woul d exi st on the bottom

Q How many di fferent business interests are
below -- and let ne ask you this: The boxes bel ow t he
Hayfiel d I nvestnent Partners, big shaded gray box,
those reflect different business interests that
Hayfield had at the tine of, say, call it 2012; is that
fair to say?

A Yes.

Q Ckay. How many different business interests
woul d you count or can you count for us?

A Define a business interest.

Q Each of these little boxes. So if you wll
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there is a gray box and then there are little spokes.

A | count 14 boxes.

Q Fourt een boxes.

And each of those boxes, is it fair to say
represent a distinct business interest or conpany that
Hayfiel d I nvestnment Partners at one point or another
has had -- has been the unbrella business for?

A Yes.

Q Can you tell nme for 2008, and we established
for the record that you were involved with the
Integrity Advance business, you agree that we have
establ i shed that?

A W have established that.

Q Ckay. Can you tell nme for 2008 the per -- the
rel ative percentage of tinme that you spent on Integrity
Advance vis-a-vis these other 13 boxes?

A To the extent that ny tinme was spent on
Hayfield, it was spent in 2008 prinmarily on Integrity
Advance.

Q And primarily nmeans what? Wat is a rough
per cent age?

A Vell, Integrity Advance started |lending in
2008 and | believe in May, | think. And so there would
have been sone preparation up to May to start | endi ng

and then after May continue to lend. There were
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busi nesses al so during the wind down stage | eading up
to and after May, so call it two-thirds of ny tine
woul d have a been Integrity and one-third woul d have
been the wi nd down of what we were getting out of.

Q | see. So about 66 percent of the tine that
you spent on Hayfield business units or enterprises was

spent on Integrity Advance in 2008?

A Yes.
Q Ckay. Now before we continue, | want to ask
you this: You noted that -- or you suggested that you

spent tine on other business efforts other than
Hayfield; is that right?

A That's correct.

Q What -- if you could just give us some rough
al l ocation of tine between Hayfield business efforts
and ot her business efforts in the universe of tine that
you spent on professional endeavors in 2008.

A 2008, | probably spent 75 percent of ny tine
on Hayfield and 25 percent of ny tine on other things.

Q Now | want to ask you the sanme question for
2009 or the sane series of questions.

JUDGE McKENNA:  Just one second. Excuse ne.

M5. BAKER O course.

JUDGE MKENNA:  So woul d that be 75 percent
you said for Hayfield, and so that would be 75 percent
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of two-thirds?
THE WTNESS: It would be two-thirds of 75
percent woul d be 50 percent spent on Integrity.
JUDGE MKENNA:  There you go.
M5. BAKER  Thank you, Your Honor. That's a
great question.
BY M. BAKER
Q So 66 percent of 75 percent as you and Your
Honor just determned is 50 percent of your total
prof essional tinme was spent on Integrity Advance in
20087?
For 2008.
Sane question for --
Roughl y, agai n.
Roughl y.

o > O >

A This is rough estimate to the best of ny
ability.
Q For 2009 sane questions.

Wth respect to the Hayfield famly of
conpani es, what percentage of total tine did you spend
of the tinme you devoted to Hayfield business units on
Integrity Advance operations?

A Again, it waned over tine in 2000 -- it was
two-thirds in '08, '09 mght have been 50 percent, 10

was probably less than that and by 11 it was a very
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smal | percent age.

JUDGE MCKENNA:  And during all of those
periods of time, was the percentage of your tine on
Hayfield still at the 75 percent |evel?

THE WTNESS: It varied over tine dependi ng on
the needs of Hayfield and the needs of the other
busi nesses, they were up and down. Cenerally | would
say that | spent sonewhere between --

JUDGE McKENNA:  For 09?

THE WTNESS: Let's say '09 was probably 70
per cent mnaybe.

JUDGE MKENNA: ' 107

THE WTNESS. Sixty.

JUDCGE McKENNA: ' 117

THE WTNESS. Fifty.

JUDCGE McKENNA: ' 127

THE WTNESS: Eighty or ninety.

JUDCGE MCKENNA:  Who should | send the bill to?

M5. BAKER  Thank you, Your Honor. You were

following ny line of questions. That's where | was

goi ng.
BY M5. BAKER
Q | just want to nmake sure we do have a cl ear

record. The answers you just gave to Judge MKenna

concerned the anmount of percentage of tine total of all

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 173 Filed 09/26/2016 Page 69 of 196 || -69

of your professional endeavors that you spent just on
Hayfield, so --

A R ght.

Q -- is that right, M. Carnes?

A That's correct.

Q So 70 percent about in 2009, 60 percent in
2010, 50 percent of your tinme in 2011 and then 80 or 90
percent of your time in 20127

A That's correct.

Q And of that, let's go back and just make sure
we have a precise accounting of the tinme that you spent
on Integrity Advance specifically.

So for 2009 | believe you said that you spent
of the Hayfield total, 50 percent of that tine on
Integrity Advance; is that right?

A Yes.

Q And sane question for 2010 of the 60 percent
Hayfield total, so of the Hayfield total, what
percentage of time approximately did you spend on
Integrity Advance?

A ' mgoing to guess 25 percent.

Q So 25 percent of 60 percent of your total
busi ness endeavors?

A Yes.

Q Ckay. And sane question for 2011, what
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percentage of time roughly did you spend on Integrity
Advance of all of the Hayfield tine that you spent in
your professional endeavors?

A Probably 15 percent.

Q Fi fteen percent?

So 15 percent of 50 percent of your
pr of essi onal endeavors roughly was spent on Integrity
Advance busi ness operations in 2011?

A By then the conpany it was a well running unit
and didn't need a |lot of attention.

Q Sane question for 2012. What percentage of
time did you spend of the Hayfield business tine that
you spent in your professional endeavors, what
percentage of tinme did you spend in 2012 on Integrity
Advance busi ness operati ons?

A Smlar to '11.

Q So about 15 percent?

A Good guess.

Q And | think we have heard testinony and you
have been in the roomfor this testinony, the conpany
-- when did the conpany wi nd down?

A Hayfi el d closed the transaction with EZ Corp,
Decenber 20th of 2012, fromthat point on we were
contractually obligated to do certain things through

that sal e agreenent. One of which was to wi nd down
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Integrity, and we had until the end of June to
completely wind Integrity down. So we could no | onger
make loans. It was in nerely wind down node.

Q So the end of June of 20137

A '13, yes.

Q So I'mgoing to ask you sane questions that
|'ve asked you, just for 2013, as well. O the total
tinme that you spent on professional endeavors in 2013,
what percentage was allocated to Hayfield, roughly?

A At that point | was fully enpl oyed by EZ Corp,
and it was -- the assets that they purchased from
Hayfi el d had been transferred. So other than things
|i ke dealing with this matter, | had very little
I nvol venent at all in Hayfield other than overseeing
the wind down of the assets that were renaining.

Q So what would you estimate is the percentage?

A G ny total tine? Again, you take Hayfield
and mx. And now, you know we're saying ny total
busi ness tinme was probably spent on this naybe five or
ten percent.

Q O Hayfield?

A Yes. Wll -- yes. For the first half of '13,
and then post -- or in the second half of '13 the only
thing | had to do with Hayfield or Integrity Advance

was things relating to this matter.
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Q And then with respect to the tinme you would
have spent on Integrity Advance, of that five to ten
percent you spent on Hayfield, what percentage would
have been spent on Integrity Advance?

A At that point that was one of the assets that
wasn't purchased and so it was probably, you know, half
of -- half or nore of that -- roughly half.

Q So roughly half of five to ten percent?

A Yes.

Q Now you nenti oned before the EZ Corp
transaction, and we heard sone testinony at the end of
yesterday about that, did that transaction involve a
purchase of Integrity Advance assets?

A Again, it was very restrictive. It just -- it
just purchased the custoner list, in a subset of
st at es.

Q So if you had to, and I understand this is --
I masking you this questions based on your estinates,
understanding it happened a few years ago. |f you had
to kind of give a percentage of the total assets that
EZ Corp purchased from Hayfi el d, what percentage woul d
be allocated to Integrity Advance specifically?

A | don't think it would be fair to venture a
guess because | didn't put the value on it that they
di d.
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Q But they purchased a relatively small nunber
of assets?

A G what -- the big picture of what they
purchased was, it was a very snall piece of what they
got .

Q And "it" being Integrity Advance assets?

A Yes.

Q If |I could ask you please to go back to that
bi nder in front of you, and go back to tabs, please, to
what has been previously admtted and nar ked as
Enf or cenent Counsel Exhibit 65.

Do you see that?

A | do.

Q M. Carnes, | think you offered sone limted
testinony about this docunent yesterday, do you recall
that testinony?

A Vaguel y.

Q Cne of the things | believe you said yesterday
Is that all of the people on this org chart were able
to conme speak with you; is that right?

Meani ng everyone bel ow M. Foster, for
exanple, were able to cone into your office and talk to
you at a point in tine?

JUDGE McKENNA: G ve ne the exhi bit nunber

agai n, pl ease.
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M5. BAKER Sure. Absolutely, Your Honor,
it's Exhibit No. 65 in Enforcenent Counsel's binder.
And so if you go to tab 65, it's the docunent
| edi ately behind it.

JUDGE MKENNA:  Ri ght.

THE WTNESS:. | generally had an open-door
policy that allowed, you know, anybody that wanted to
pop in and say sonething, to do so.

In the case of this chart, George Davis would
have to hop on a plane to do it, but everybody el se
was in the sane office.

BY M. BAKER

Q And did any of the people on this chart and
|l et nme be specific, |I'mtalking about any nane in a
little box other than your nane, did any of these
people on this chart ever ask you or talk to you about
your understanding of the scripts that the call center
representatives used in connection with the | oans?

A No.

Q M. Carnes, did you ever review any of those
call center scripts that the call center
representatives used in connection with the | oans?

A No.

Q D d you ever revise any of those call center

scripts that the call center representatives used in
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connection wth the | oans?

MR WHEELER  (bj ection, Your Honor,

rel evance.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS: | did not revise any scripts.
BY M. BAKER

Q Dd you ever edit any call center scripts that
call center representative used in connection with the
| oans?

A No, | never saw them

Q M. Carnes, were you involved in drafting any
part of any | oan agreenent that a consuner used in
connection with aloan in this nmatter?

A No.

Q Wre you involved in revising any part of any
| oan agreenent that a consuner woul d have had in
connection with a loan nade by Integrity Advance?

A No.

Q Wre you ever involved in revising any
| anguage to any disclosure in that | oan agreenent?

A No.

Q D d you ever revise or edit any other |anguage
in the oan agreenent that was used in connection with
any |oan that was nade to a consuner by Integrity

Advance?

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 173 Filed 09/26/2016 Page 76 of 196 || -76

A No.

Q And you testified earlier, | believe, or you
heard testinony that there were versions of this |oan
agr eenent ?

A Yes.

Q D d you ever as to any version of any | oan
agreenent nake edits or revisions to the | anguage in
that | oan agreenent ?

A No.

Q D d you ever as to any version of any | oan
agreenent nake edits or revisions to any disclosure in
t he | oan agreenent ?

A No.

M5. BAKER Court's indul gence for a nonent,
pl ease.

JUDGE McKENNA:  Sure.
BY M. BAKER

Q M. Carnes, if | could ask you please to turn
to, in Enforcenent Counsel -- the binder in front of
you or nmaybe it's the other binder, what was previously

mar ked and entered i nto evidence as Exhi bit 18.
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M. Carnes, do you have an understandi ng of

()

how many Integrity Advance custoners cane to Integrity

Advance via its website?
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A Custoners, so you mean peopl e who obtained a
| oan?

Q Vell, who were initially introduced to the
conpany through a website as opposed to through | ead
generation, which we discussed yesterday?

A So in the beginning of the conpany in 2008,
there was a snall percentage of consuners that woul d
conme back to the website. By the tinme that 2012
happened, we had wel|l over half, nmaybe even two-thirds
of business we did were fromconsuners com ng back for
a second or Nth loan, fromafter paying off their first
| oan.

Q And |'msorry what percentage?

A By the tinme 2012 happened, | don't know the
percentage from'08, but it junped up in '09 and
continued to rise in 2012 or in 2012 | want to say, |I'm
going to ballpark it at about two-thirds of business we
did was to people who cane back after having a first
| oan.

Q And they m ght have cone back through the
websi te?

A They general ly al nost al ways cane back through
the website or called us.

Q But as to new customers, what's your sense of

percent ages for each of those years 2008, uniquely new
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custoners to the conpany?

A Comng to their website?

Q Yes, comng through the website?

A Again, it was snall in 2008, | couldn't --

Q If you know.

A | don't know the nunber exactly. | just know

It was a snall er percentage know ng that 2009 it was
significantly higher and by the tine we finished, it
was roughly, again, | don't renenber off -- exactly
what it was, but call it 60/65 percent of the consuners
that we lent to by 2012 were com ng back for a second
or nore | oan.

Q | think you testified yesterday that you had
an understanding that Integrity Advance had a | endi ng
| icense fromthe State of Del anare?

A That's correct.

Q Do you have any high | evel understandi ng of
what that entailed or what that neant?

A | have a high level, | know that in the
beginning to obtain a lending license there is a
| ending license application that gets filled out. |
know that | was asked to fill out sonme of that wth
regard to nyself. There were financials | think | had
to submt for nyself. There were -- it was a, you

know, application. So you had all kinds of blanks to
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fill in. Mst of the application and its conponents
were orchestrated by M. Foster in conjunction wth
out si de counsel is who wote the | oan agreenents t hat
were submtted to the State for their approval al ong
wth all of the application information as well.
That's ny understanding of it.

Q And that's to obtain the |icense?

A To obtain a lending |icense, yes.

Q Do you have an understandi ng as to whet her
that |icense was ever renewed?

A | do. It was renewed -- it was granted in
2008, | believe. And then renewed in '9, '10, '11 and
'12.

Q And do you have any understandi ng, and |
understand you are not a | awer, but do you have any
under st andi ng of what m ght have been involved in that
renewal process? Just at a high |evel.

MR WHEELER  (bjection, Your Honor. It calls
for specul ati on.

JUDGE MKENNA:  He will answer if he knows.

THE WTNESS:. So in a renewal process, again,
it was a -- the State sent a checklist out of
docunents that needed to be submtted. | think
yesterday | pointed out sone of the financial

statenments that were partial year, were submtted as
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part of that application or renewal process.

Any changes to -- originally you submtted a
busi ness pl an, they requested any changes to the
busi ness plan be submtted. Again, it was a few
blanks | had to fill out, but primarily orchestrated
by M. Foster and outsi de counsel.

| do know we received our approvals to
continue to |l end each year, and we posted the |icense
on our website, | believe.
BY M. BAKER

Q Yesterday, M. Carnes, we heard sone testinony
about | ead generation agreenents; do you recall that
t esti nony?

A | do.

Q Wiy were you involved with signing at | east
two of -- | think it was three | ead generation
agreenents that were executed wi th anot her business on
behal f of Integrity Advance?

A | was a CEQ, as a standard practice of
busi ness | woul d sign docunents fromtine to time.
They woul d be signed by other officers of the conpany.
| think there are exanples in here of Madsen signing
agreenments. M. Foster signed agreenents. The conpany
had nunmerous third party vendor arrangenents over the

years. And it mght have been signed because | m ght
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have had a relationship with the person on the ot her

side. It mght have been signed because | was the only
one in the office that day. It mght have been signed
-- | don't know. | mean, as a CEQ you sign

agr eenent s.

Q Was it also the case that M. Madsen signed
| ead generation agreenents?

A Absolutely. In fact, | would say he signed
predom nantly nost of them

Q Does | ead generation have anything to do with
t he consuner facing | oan agreenents that were executed
by custoners of Integrity Advance?

A No. Lead generation has to do with the
application that the consuner sees and then once the
consuner fills out the application, hits the submt
button, it would -- if we would approve the | oan on the
backsi de, we would then redirect the consuner's website
to our docunents. So in that case they would only see
our docunents.

Q So it had not hing what soever to do with | oan
agreenent s?

A Not hi ng what soever to do with | oan agreenents.

Q And is that the same for any disclosure that
woul d have been in a | oan agreenent as you under st and

what that is?
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A Yes, that would be the sane.

Q Dd the | ead generators that you entered into
a contract with ever revise or edit any of the | oan
agreenents to your know edge?

A No. It wasn't under their purview or control.

Q M. Carnes, do you have any under st andi ng,
think you testified briefly about this yesterday, any
under st andi ng of whether or not Integrity Advance used
what we have di scussed here and called RCC s or
renotely created checks?

A Ve did.

Q You did. And what's that understanding --
what's your under st andi ng based on?

A It was a business practice | know we enpl oyed.

Q Do you have an understanding as to how
frequently renotely created checks were used by
Integrity Advance and we can -- and by a tineline, |
nmean 2008 until 2012 when the conpany stopped naki ng
| oans?

A In relative terns, they were very sparsely
used.

Q And when you say, relative terns, can you
maybe attach a percentage to that of the total universe
of loans nade by the conpany during its existence?

A | would say it's well under one percent and
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was only used in the case where the consuner revoked
their authorization to ACH their checking account, and
t hrough nunerous calls and e-nails refused to contact
with us and to setup alternate paynent arrangenents,
whi ch we woul d take any kind of paynent arrangenent
that wasn't cash. And that would set off the string of
events that would set their account for an RCC to be
created and submtted. But again, very very few

I nstances conparing -- if you | ook at the nunber of
paynents that were nade overall, there were very very
fewthat got -- that went down that path.

Q Wre there other ways to nake a paynent on a
|l oan if ACH aut hori zati on had been revoked by a
cust oner ?

A Many ways, and in fact, if a consunmer woul d
just contact us to tell us they wanted to pay us, it
woul d stop the process of the RCC

Q And how do you know that, M. Carnes?

A Because | know that that's how it worked.

Q M. Carnes, can you tell us what your highest
| evel of education is?

A | have a bachel or degree in nathenmatics and
econom cs.

Q Fromwhat institution?

A Uni versity of Kansas.
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BY MR

Q

M5. BAKER No further questions, thank you.
JUDCGE MCKENNA:  Redi rect.
REDI RECT EXAM NATI ON
WHEELER

M. Carnes, did Integrity Advance loan in all

50 states?

A

Q

No.

Wiy not ?

M5. BAKER (hjection. Calls for specul ation.
THE WTNESS: W lent in the states --

JUDGE MCKENNA:  Overrul ed.

THE WTNESS: W lent in the states that our

attorneys told us that we should be Iending in.

M5. BAKER (bjection. My | just counsel

M. Carnes?

JUDCGE McKENNA:  Yes, you nmay.
M5. BAKER To the extent that any other

questions call for the disclosure of comunications,

what your attorneys told you, please don't disclose

t hat .

Thank you. And if the record could be

stricken as to that response.

JUDGE MKENNA: Do you have an answer t hat

excludes the attorney part of it?

THE WTNESS: No, |'msorry, Your Honor. |
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don't.

M5. BAKER (Ongoi ng adnonition, please be
m ndful of that, M. Carnes. Thank you.

THE WTNESS. | wll.

JUDGE MKENNA: Al right. You want to read
t hat back to ne?

(Wier eupon, the requested portion of the

testi nony was read back by the Court Reporter.)

M5. BAKER  Your Honor, it's -- | don't want
to -- we can just allow M. Weeler to continue his
exam | have just adnonished ny client to be m ndf ul

of the attorney/client privilege.
JUDGE MCKENNA: Do you wi t hdraw your notion?
M5. BAKER | can withdraw ny notion. That's
fine. Thank you, Your Honor.
JUDCGE MKENNA:  Thank you.
BY MR WHEELER
Q D d the nunber of states that Integrity
Advance | oaned i n decrease over tine?
M5. BAKER  Sane adnonition,
JUDGE MCKENNA:  You don't have to involve the
attorney to answer.
BY MR WHEELER
Q It's a factual question. D d the nunber of

states Integrity Advance | oaned i n decrease over

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 173 Filed 09/26/2016 Page 88 of 196 || - 88

tinme --
Yes.
Q -- over the course of its operations?
Do you remenber how nany states Integrity
Advance loaned in in 2012.
A | don't.
Q Was it nore or |ess than 257
A | don't recall
M5. BAKER  Your Honor, to the extent
M. Weeler is going to continue with this |ine of
guestions, I'mgoing to object on rel evance grounds.
It's not relevant to any of the nmatters that are
pertinent to the proceedi ngs here.
MR WHEELER |'m novi ng on anyway, Your
Honor .
JUDCGE MCKENNA: Al right.
BY MR WHEELER
Q M. Carnes, you' ve testified that you were the
at least de facto CEO of Integrity Advance?
A Yes.
Q And you were the president?
A You know, it's funny that title is on there.
| never called nyself president ever, | was always a
CEO and that docunent | think was produced at your

request, and they put that on there. But | was the CEO
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of the conpany.

Q And you were the CEO of Hayfiel d?

A Yes.

Q And all of the subsidiaries of Hayfiel d?

A Yes.

MR WHEELER Can we | ook at Exhibit 657
BY MR WHEELER

Q So | understand that you provided services to
other Hayfield entities aside fromlIntegrity Advance,
correct?

A V& have gone through those percentages, yes.

Q And | believe M. Foster testified that he
provi ded services to other Hayfield entities?

A Yes.

Q What about other -- the other peopl e here?
Dd Ms. Schaller provide services to other Hayfield
entities?

A Yes.

Q Coul d you estimate what percentage of her tine
was spent on Integrity Advance versus ot her Hayfield
conpani es?

A Again, | don't know. | don't know |'msure
It would vary over tine as well.

Q What about M. Pickett, did he spend tine on

ot her Hayfield enterprises?
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A Yes.

Q Wul d your answer be the sane for all of these
I ndi vi dual s?

A No.

Q Who did not provide services to other Hayfield
entities?

A Geor ge Davi s.

Q Anyone el se?

A No.

Q And | assune if | asked you for percentages on
how nmuch tinme these individuals spent on Hayfield
versus Integrity, you would not be able to help nme with
t hat ?

A It would vary over time and you woul d have to
ask them | couldn't specul ate.

JUDGE MCKENNA: | have a question. Regarding
St ephani e Schal | er.

THE WTNESS. Yes.

JUDCGE MCKENNA:  What is a VP of decision
sci ence?

THE WTNESS: It's a -- |ike head of
anal ytics.

JUDGE MKENNA:  And what is the job functions
t hat person was doi ng?

THE WTNESS:. Statistical analysis and
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nodel i ng.

BY MR WHEELER

Q
Hayfiel d

A

Q

A

Q
of 20087

A

Q
Hayfiel d

A
guessi ng.

Q

A

M. Carnes, how many peopl e worked for
i n 2008?

Begi nni ng or end?

At the begi nning of 20087

Zer o.

How many peopl e worked for Hayfield by the end

' mgoing to guess siX.
What about 2009, how many peopl e wor ked for
in 2009?

I'mgoing to tell you this is all going to be

You were the CEQ so...

Right. This is seven years ago and | --
JUDGE MKENNA: Wl I, just a second.

Al right. | don't want to get into this.

Pl ease be seated. Al right. To the best of

your recollection, understanding that there mght be a

significant standard deviation. kay?

THE WTNESS: Ckay. 2009 mght be 15.

BY MR WHEELER

Q
Hayfi el d?

What about for 2010, how nmany enpl oyees of
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A Twenty-fi ve.

Q What about for 20117

A Sonething simlar to that, sonewhere between
20 and 30 for the rest of the tine?

Q So you would say 20 to 30 or 20117

A "12. And ' 12.

Q And 20127

A It was stopped -- it was folded in Decenber of
2012.

Q M. Carnes, we tal ked yesterday about the | oan
agreenent and the | oan agreenent tenplate; do you
recall that?

A | do.

Q Who aut hori zed Integrity Advance to use the
| oan agreenent tenpl ate?

A | don't understand the question.

Q Integrity Advance had a | oan agreenent
tenpl ate, correct?

A Yes.

Q And they woul d use that tenplate to create
| oan agreenents; is that right?

A Yes.

Q Who aut hori zed the use of that | oan agreenent
tenpl at e?

JUDGE MKENNA:  Are you tal king about a
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regul atory entity?

MR WHEELER No. |'masking in a business
sense, who in the business authorized Integrity
Advance to use the | oan agreenent tenplate?

JUDCGE MKENNA:  Who within the conpany either
Hayfield or Integrity Advance?

MR WHEELER  Yes.

M5. BAKER Let ne just nake an adnonition to
the extent you can answer this question wthout
di scl osing any privil eged conmmuni cati ons.

THE WTNESS: By the nere fact of the business
process we used, and a | oan agreenent tenpl ate was
necessary. So it wasn't an approval or a decision to
use a tenplate, it was necessary. W had to.

BY MR WHEELER

Q Ri ght, but sonmeone had to approve that.
Soneone had to say, yes, we're going to use this
tenpl at e?

M5. BAKER  Sane adnonition,

BY MR WHEELER

Q | mean the tenplate didn't create itself and
get inplenented on its own.

JUDGE MKENNA: Wl |, just a second.

There was a question and an answer earlier

that in prior businesses that you were running that
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you had used a simlar or the sane tenplate for
|l ending; is that correct?

THE WTNESS:. There were different tenplates
and they were created by the outside counsel.

JUDCGE MCKENNA: At different tines?

THE WTNESS: At different tines.

JUDGE MKENNA: Al right. And so then when
It cane to the creation of Integrity Advance, was t hat
just a kind of a spillover affect as to the tenplate
t hat you were using?

M5. BAKER | just want to nake that
adnoni ti on.

JUDGE MCKENNA: | got cha.

M5. BAKER  Thank you.

THE WTNESS:. | can answer the question, but
I'mgoing to have to tal k about the -- how the
attorneys approached doing that. | don't know if

that's privileged or not.

JUDGE McKENNA:  No.  No, you can't.

THE WTNESS: Well, the only way | can answer
Is to tal k about how the attorneys did that.

JUDGE MCKENNA: Al right. So, what's your
position on that subject?

M5. BAKER  Your Honor, to the extent that ny

client can say, you know, the fact that a | awer
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| ooked at sonething isn't privileged. Wiat the | awer
m ght have told hi mabout the sonething the | awer
| ooked at is.

And to the extent that M. Carnes or anyone
el se sought counsel, the fact that he sought counsel
Is not privilege. The contents of the request for
counsel are. Does that --

JUDCGE MKENNA:  Wthin those paraneters, can
you enlighten us?

THE WTNESS: How about | say | will tell you
that with Integrity Advance specifically, we hired
out si de counsel to create and give us | oan docunents
that conforned with the Del anare and federal |aw
Once they gave us those docunents, we took them and
through our I T departnent, inplenented theminto our
| oan managenent systemto use to | end to consuners.

JUDGE MKENNA:  \Were your subordinates in
Hayfi el d overseei ng that process?

THE WTNESS. Yes.

JUDGE MKENNA:  And did that process ever cone
up to you through a briefing?

M5. BAKER Sane adnonition. To the extent
you can answer that question w thout disclosing the
contents of that briefing or the fact that you had a

briefing wth specific topic matters, you can answer
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t hat questi on.
THE WTNESS:. | believe we went through this
| i ne of questioning yesterday with M. Weeler, and it
went sonething to the effect of, you know, did you
approve the | oan docunents and | said, well, | didn't
expressly approve the | oan docunents.
| said that this is ny recollection of what |
said, | said that in the process of having a outside
attorney firmwite themand deliver themto us, |
knew t hat they would be put into the | oan nanagenent
system and that was not expressly approved. It was --
It happened and as a course of being CEO| knew it was
happening, and | didn't prevent it. But there would
be a tacit approval in that senses.
JUDGE MKENNA:  Thank you.
BY MR WHEELER
Q And | assune as CEO you woul d have had
authority to stop Integrity Advance fromusing --
JUDCGE MCKENNA:  Asked and answer ed.
BY MR WHEELER
Q D d you ever personally discuss the Integrity
Advance | oan agreenent w th your Del aware regul at or?
A No.
Q Are you aware of discussions that other people

at Integrity Advance had about the | oan agreenent with
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your Del aware regul at or?

A | wasn't prinmarily responsible for the audits
that they did on a regular basis, and so | wasn't privy
to all of those conversations.

Q How did Integrity Advance w t hdraw noney from
consuner's accounts?

A Cenerally via the autonmated cl eari ng house
systemof the federal reserve.

Q Any ot her ways?

A Thr ough RCC s.

Q Anyt hi ng el se?

A Vel |, consuners who revoked aut hori zati on,
sone would actually -- the ones who would talk to us or
we could get ahold of, sone of themwould send us a
physi cal check, a check they wote on their account, so
that woul d be a way, where they actually -- they
created their own check and sent it to us.

Sone of themwould pay, and this is in general
in collections not just revoked authorization, but
sonebody mght pay with a debit card or a credit card.
| don't knowif that counts in your -- sonebody m ght
pay with a PayPal account. Sonmebody mght pay with a
Western Union or a noney gramorder. W accepted all
forns of paynments besides cash that we could think of.

Q Ms. Baker asked you a little bit about
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renotely created checks; do you recall that?

A | do.

Q And | believe you testified that there were
efforts nade to call consuners after they revoked ACH

aut hori zati on?

Q Was there a policy on a certain nunber of
calls that woul d be nade?

A |"msure there was sone sort of systenatic way
the collection center would approach that. | couldn't
tell you exactly what it was. But | know at a very
hi gh |1 evel a nunber of calls and e-nails were sent.

The e-mails were mainly out of the system but |I'msure
that they were being called as well.

Q And | assune you don't have know edge of
whet her or not there was a policy on a particul ar
nunber of e-mails that m ght be generated?

M5. BAKER (bjection, relevance.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS: | don't know. | don't know
exactly how many e-nails were generat ed.
BY MR WHEELER

Q D d you personally nmake any calls to consuners
after they revoked ACH aut hori zati on?

A No.
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Q D d you personally send any e-nmails to
consuners after they revoked ACH aut hori zati on?
A No.
MR WHEELER  (One second, Your Honor.
JUDGE McKENNA:  Yes.
MR WHEELER  No further questions, Your

Honor .
JUDGE MKENNA:  Anything further, M. Baker?
M5. BAKER Yes, thank you.
RECROSS- EXAM NATI ON
BY M5. BAKER

Q M. Carnes, you just testified that consuners
could send Integrity Advance a physical check, pay with
a debit or credit card, pay with PayPal account, et
cetera?

A. Uh- huh

Q And were those paynents acceptabl e forns when
an ACH aut hori zati on was revoked?

A Yes.

M5. BAKER No further questions. Thank you.

JUDCGE MCKENNA:  Anything further within the
scope of the cross?

MR WHEELER  No, Your Honor.

JUDGE MCKENNA: Al right.

You are excused. Thank you, M. Carnes.
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G f the record.

(Wier eupon, a lunch recess was had from 11: 55
am to 12:49 p.m)

JUDCGE MCKENNA:  Back on the record.

M5. CHUM (Good afternoon, Your Honor.

JUDGE MKENNA:  H .

M5. CHUM Vivian Chum on behal f of
Enf or cenent Counsel .

How are you?

JUDCGE MKENNA:  Good, thank you.

| want to throwa little bit of a hook at you.
| would |ike, since the next couple of wtnesses, |
presune, are going to the -- at |east have sone effect
on the issue of recouprent/sanctions; is that correct?

M. CHUM Yes, Your Honor.

JUDGE MCKENNA: Vel 1, so what | would IiKke,
since I"'mnot a person who is famliar with this part
of the law for the CFPB, to have a short tutorial from
t he governnent and from Respondent's counsel .

So | don't know who is going to do that.

M5. CHUM Yes, Your Honor. | wll on behalf
of the governnent.

Just to give you a general overview of the
damages we are seeking in this nmatter --

JUDGE MKENNA: Wl |, first | want to know
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what authority you have and what can you request and
t hen what you are requesting.

M5. CHUM Your Honor, our authority for the
TI LA and EFTA cl ains, as you know, go back to the
authority that the FTC had under the FTC Act and as to
the clains under the CFPA and UDAAP cl ai ns t hose cone
fromTitle 10 of the Dodd-Frank Act.

JUDGE MCKENNA:  And t hey aut hori ze?

M5. CHUM And that, Your Honor -- Court's
I ndul gence. If you may allow ne to just sinply pull
up ny cheat-sheet on that because | did not anticipate
di scussi ng that.

JUDGE McKENNA:  Sure. Sure.

This is just |ike noot court.

Basically, when we | ook at the regs in the
statute, it wasn't at all clear as to how this was
going to play out as far as recoupnent, danages,
sanctions in the event that sone of the charges have
been found proven.

M5. CHUM Yes, Your Honor, | m sspoke
earlier. Nowthat | have this in front of ne and |'m
| ooking right at it. Qur relief under the CFPA as it
pertains to TILA and EFTA clains is under 12 USC 5565.

Qur relief under the CFPA as it pertains to
TILA and EFTA clains is derived from 12 USC section
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5565.

The Court has jurisdiction there to grant any
appropriate legal or equitable relief with respect to
a violation of federal consuner financial |aw
including a violation of a rule or order prescribed
under a federal consuner financial |aw

Because the FTC could obtain equitable relief
I ncl udi ng di sgorgenent and restitution under section
13(b) of the FTC Act prior to July 21st, 2011.

The Bureau could equally obtain such reli ef
and would find it proper under the CFPA and thus that
woul d have no retroactive effect on Respondents.

That is as to the TILA and EFTA cl ai ns.

More generally, our relief as to UDAAP cl ai ns
that's the deception and unfairness clains and CFPA
al so derive from12 U S C 5565.

And that, of course, for those clains we focus
on loans that originate on or after July 21st, 2011.
That is the transfer date.

JUDGE MKENNA:  Ri ght.

Al right. So now you are going to get into
the part that you were --

M5. CHUM  Yes.

JUDGE MKENNA: Al right. So if you could
just allow Ms. Baker to, if you would |ike, M. Baker.
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M5. BAKER | would, Your Honor.

JUDGE MKENNA: | don't want to force you to
do anyt hi ng.

M5. BAKER Thank you. M. Chum would it be
easier if | just speak fromhere? So you don't have
to nove your naterial s?

MB. CHUM Sure.

M5. BAKER  Your Honor, a few points. CQur
positionis that to the extent the CGFPB is -- that the
O fice of Enforcenent is entitled to any relief in
this matter as to TILA as to a finding concerning
TILA, the Truth in Lending Act, as to a finding
concerning the E ectronic Fund Transfer Act and as to
any findings concerning deception and/ or unfairness
under the CFP Acts prohibitions agai nst UDAAP, unfair,
decepti ve or abusive acts or practices the office of
-- and any civil noney penalties under 5565, which is
the provision of the Dodd-Frank Act that Ms. Chum has
cited, the CFPB can only seek that nonetary relief for
conduct that post dates July 21st, 2011 and here is
why.

The Federal Trade Comm ssion Act that the CFPB
appears to be relying on for the inporting of TILA and
EFTA danages, does not, in fact, apply here for two

reasons. First of all, it doesn't apply because
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section 13(b) of the Federal Trade Comm ssion Act only
enables the FTC to get nonetary relief in federal
district court. There is absolutely no nonetary
relief provided in the admnistrative |aw forum of the
Federal Trade Conm ssion Act.

So the way it works, is that the Federal Trade
Conm ssion brings a case in the admnistrative forum
as to liability, and if liability is found, the FTC
must then go to district court to get any nonetary
relief.

JUDGE MKENNA: Do they find nonetary relief
and then ask the district court to enforce it?

M5. BAKER No. Your Honor.

JUDGE MKENNA:  So you have a de novo?

M5. BAKER | don't knowif it's de novo as to
liability, but ny understanding is it's de novo as to
penalties. Maning that the question of danages,
nonetary relief, as it relates to any finding of the
Truth In Lending Act, the El ectronic Fund Transfer Act
or section 5 of the Federal Trade Conm ssion Act, of
course not relevant here, would only be allowed in
district court.

The FTC does not get upon nonetary relief in
its admnistrative forum So for the CFPB to be

relying on that is a problem
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Now nunber 2, even if that wasn't the case,
reliance on the Federal Trade Conmm ssion Act does not
I ndeed apply here and | et ne give you the anal yti cal
reasons. There are two anal ytical reasons why that's
t he case.

The first reason is the Doctrine of
Retroactivity. The Doctrine of Retroactivity is very
clear that to the extent you seek any kind of
liability or nonetary relief under a statute, you
cannot seek it for conduct that predates the date of
that statute.

Landgraf Doctrine is very specific. It
delineates two different kinds of conduct, conduct
that's purely admnistrative. So if a lawsuit was
purely admnistrative in the way it changed a rule, it
woul dn' t appl y.

But this is not admnistrative. This has to
do with findings of liability and findings of nonetary
relief. And Landgraf Doctrine, which is the doctrine
that governs the whole retroactivity anal ysis that
we've briefed a fair amount in this nmatter, governs
this, and it expressly precludes using or inporting
the Federal Trade Comm ssion Act into this matter for
pur poses of retroactively applying the Consuner

Fi nancial Protection Act's 1065 provision, to -- or 12
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US C 1056 to obtain nonetary relief in this matter.

Nunber 2, even if, the Federal Trade
Conm ssion Act, there wasn't a retroactivity argunent
as | said before, the way that the Federal Trade
Comm ssion Act applies to a TILA or EFTAclaim it's
back to the first argunent, is that you cannot get
nonetary relief in the admnistrative forum

So the only way the Bureau can get nonetary
relief inthis matter is for conduct that post-dates
the inplenmentation and effective date of its act. And
that's for TILA and EFTA

For unfairness and deception, | think we all
agree that the only relevant tinefrane that we are
| ooking at is July 21st, 2011 to the tine that the
conpany stopped doi ng busi ness. And, of course, our
position is that there is no liability and that the
conpany, neither Respondent, should be found |iable.

But |I'marguing, of course, in the alternative
to respond to Your Honor's request.

Now as for civil noney penalties, footnote ||
of the Enforcenent Counsel's pre-hearing statenent
al ready concedes that -- and the footnote is on page 8
of their pre-trial statenent -- it already concedes
that civil noney penalties should be cal culated from

the transfer date until the date that Respondent's
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unl awf ul acts ceased.

Now | want to rmake one nore point, Your Honor.
In the Enforcenment Counsel's Qoposition to our Mtion
for Summery D sposition in this matter, they nake
sonething very clear. They nmake it very clear that
the sol e basis through which they are seeki ng any
nonetary relief in this matter is through the
nmechani smof the CFP Act, 12 U . S.C 5565. So let ne
sumari ze again all of these different points.

The only way that they are getting nonetary
relief by their own acknow edgenent -- for the Court's
record that's page 29 of their opposition brief -- the
only way that they are getting any nonetary relief in
this matter is through the CFP Act, nunber one.

Nunber 2, the CFP Act does not enable themto inport
the FTC Act regine for TILA and EFTA to get damages
that predate July 21st. Two reasons: Retroactivity
Doctrine prohibits it and the Federal Trade Comm ssion
Act 13(b) doesn't allowthe FTC to get admnistrate
nonetary relief.

As to conduct -- as to UDAAP, unfair or
decepti ve, we have al ready agreed and acknow edged
that that only concerns conduct that postdates July
21st. And as to any civil noney penalty, footnote |1l

of their brief covers that.
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So that's our position in this matter, Your
Honor .

JUDCGE MKENNA:  Thank you, very mnuch.

M5. CHUM Your Honor, as you know, we
respectfully disagree and | believe this has been
briefed previously, and nuch of this ground has
al ready been cover ed.

JUDGE MKENNA: Wl 1, it never hurts to repeat

So that's fine.

You can start with your w tnesses.

M. CHUM Yes, Your Honor.

Enf or cenent Counsel calls M. Robert Hughes to
t he stand.

JUDCGE MKENNA:  Good afternoon, M. Hughes.

ROBERT HUGHES,

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

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

THE WTNESS:. It's Robert Jackson Hughes,
HUGHES

JUDGE MKENNA:  And | think we're going to

have a coupl e of problens with you. Nunber one, you
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are going to have to speak up.

THE WTNESS. Sure.

JUDGE MKENNA:  And you can talk closer to
that mc and we will see if that works.

THE WTNESS: Ckay. |Is this good?

JUDGE MKENNA:  No.

THE WTNESS: Ch sorry. Wich mc?

JUDGE MCKENNA: Al right. You are going to
speak - -

THE WTNESS: Try again.

JUDCGE MCKENNA:  That's better.

THE WTNESS: |Is that too | oud.

JUDGE MCKENNA: Al right. And so we will
proceed now.

THE WTNESS: Ckay. Thank you.

M5. FCQLEY: Your Honor, Danielle Foley, for
t he Respondents. Just one housekeeping nmatter. W
have Dr. X aoling Ang, who we have prepared to be a
rebuttal witness to M. Hughes's testinony. She is in
the courtroomtoday. W wanted to just advise of that
and see if there's any issue with her being here. W
wanted her to hear his testinony so that she can be
prepared to rebut it.

M5. CHUM Your Honor, the governnent woul d

request the rule on witness exclusion in this case.
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M5. BAKER That hasn't been invoked the
entirety of this trial. You have to invoke
sequestration at the begi nni ng.

M5. FOLEY: And in order for her to fairly
rebut his testinony, she has to hear today. He has
not been deposed. W only have a declaration and sone
summary exhibits.

JUDCGE MCKENNA: Al right.

M5. CHUM Your Honor, ny understanding is
that there have been no other witnesses in this
courtroomthat -- other than M. Carnes, who is a
party.

JUDGE MKENNA: Al right. And she just cane
I N now?

M5. FOLEY: Yes. She has just been in the
courtroom now.

JUDGE MCKENNA: Al right. So I'mgoing to do
it the slowway. So |I'mgoing to sequester the
wi tness, and then you can brief her as a predicate to
any questions that you have.

M. FOLEY: Al right. Thank you, Your Honor.

D RECT EXAM NATI ON
BY Ms. CHUWM
Q M. Hughes, woul d you please tell ne where do

you wor k?
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A Consuner Financial Protection Bureau.

Q What departnent do you work for in the Bureau?

A I"mwithin the data science group within
t echnol ogy and i nnovation, |'msorry.

Q You're a data scientist at the CFPB?

A Yes.

Q How | ong have you hel d that position?

A About a year and a half. About another year
and a half before that | was in the sane departnent as
a data architect.

Q What are your duties as a data scientist at
t he CFPB?

A Dat a anal ysi s.

Q What were your duties as a data architect?

A They were largely the sanme. There was a
little bit nmore of an informati on managenent conponent,
but generally it was a data anal ysis function that |
per f or med under bot h.

Q I ncluding the years that you have spent at the
CFPB, how many years in total of experience in data
anal ysi s do you have?

A Probably a little over 20.

Q Coul d you descri be that experience?

A Sure. Soit's -- that's been a consi stent

t heme throughout ny career. | had a consulting conpany
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for probably about ten years where |I perfornmed data
analysis as ny prinmary job. | did the sanme as a risk
anal yst for electricity options, in a job around 1998,
' 99.

And it's been a conponent of pretty nuch every
job | have had in ny professional career.

Q As a data scientist at the CFPB, have you
revi ewed data sets of consuner financial information?

A Yes.

Q How many data sets of such infornmation have
you revi ened?

A At least 50. It's difficult to get an exact
nunber on that.

Q And what kind of observations are you tasked
with nmaking in the course of your review of these data
sets of consuner financial information?

A It's pretty wide ranging, but generally
aggregate information, totals of consuner's spendi ng
patterns, generally we wll |ook at transaction |evel
and account |evel data to reach whatever concl usion
research narkets, enforcenent, whoever is |ooking for
it.

Q What tool s have you used to revi ew and nake
observations about data sets of consuner financial

I nformati on?
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A There have been quite a few, but | would say
ny primary day-to-day tools are R just the letter R
which is a statistical |anguage and SQ., S QL
structured query | anguage.

JUDGE MKENNA:  Ms. Chun?

M. CHUM Yes, Your Honor.

JUDGE MKENNA: Do you have ot her w tnesses,
technical witnesses in the courtroon?

M5. CHUM They are not w tnesses, Your Honor.

JUDGE MKENNA:  They are not going to be
W t nesses?

M5. CHUM They are not going to be
testifying, Your Honor.

M5. BAKER  Your Honor, | believe, though,
that we've heard before that they are affiliated with
M. Hughes and what he's doing, and I woul d ask that
they be sequestered as well to the extent that they
could be used to facilitate any rebuttal testinony
that he nmay be asked to provide.

JUDCGE MCKENNA:  They are not testifying.

M5. BAKER | understand, Your Honor. But
they could still be used in the capacity of him
testifying at later tine. W have heard a fair anount
of conversation earlier about how they are not part of

the O fice of Enforcenent. And if we're going to
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sequest er people, we should sequester people, all of
them except the parties in the case. | believe that's
what Ms. Chum actual | y asked for.

She didn't invoke sequestrati on because you
can't invoke that halfway through trial. | think what
she invoked was the statenent that to the extent there
are people in this roomwho are not parties to this
case, they should not be allowed in this room

M5. CHUM Your Honor, as you stated, these
data scientists are not going to be testifying, and a
plain reading of the rule on witnesses is that
wi tnesses who will be testifying should not be hearing
the testinony of other witnesses prior to their
testinony. And for that reason, we request that the
data scientists be permtted to renain, but
ultimately --

JUDGE MKENNA: Al right. 1'mgoing to
overrul e the objection.

MR HERNACKI: Your Honor, based on your
overruling of our objection, we ask that Ms. Ang, Dr.
Ang, our rebuttal witness to M. Hughes, we ask that
her assistant, who is not a witness in this case be
all oned to cone back in and observe in the sane
fashion as the CFPB's data scientists.

JUDGE McKENNA: Al right.
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MR HERNACKI: Thank you. Wth the Court's
i ndulgence | will go get him

JUDGE MCKENNA: Al right.

Wiy don't you bring your expert in too.

MR HERNACKI: Al right. Thank you, Your
Honor

JUDGE MCKENNA:  |'mgoing to reverse nyself.

M5. BAKER  Thank you, Your Honor.

M5. CHUM A point of clarification, Your
Honor. May | just to get a better understanding, in
reversing yourself, are you al so indicating that
M. Hughes and our data scientists may renmain in the
courtroomshould Ms. Ang be permtted to testify?

JUDGE McKENNA:  Yes.

M5. CHUM Thank you, Your Honor.

JUDGE MKENNA:  No objection to that?

M5. BAKER No, of course not.

JUDGE MKENNA:  Just wanted to get it on the
record.

(Wher eupon, Dr. Ang and her assistant returned
to the gallery.)

M5. CHUM Permssion to proceed, Your Honor.

JUDGE McKENNA:  Yes.
BY M. CHUWM

Q You were just discussing SQ, can you spel
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that again? Spell it for us.

A It's SQL for structured query | anguage.

Q What exactly is SQ?

A It's a very basic | anguage for data anal ysis
and organi zati on.

Q How | ong have you been using SQ to view data
set s?

A About 20 years.

Q And what are your reasons for using SQ?

A It was just a sinple straight forward tool for
dealing wth the data set that was provided. And it
provi des us reproduci bl e code.

Q M. Hughes, as a data scientists at the CFPB
were you assigned to review financial consunmer data in
this matter?

A Yes.

Q Wul d you pl ease describe the size of the
Integrity Advance data set?

M. FOLEY: (njection. Lack of foundation.
BY Ms. CHUWM

Q Wul d you pl ease describe -- did you review a
data set fromthe consunmer -- fromlintegrity Advance?
A Yes.

Q Wul d you just generally describe that data

set ?
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A It was approximately 5.3 mllion records of
transaction | evel data.

Q And are Exhibits 95 and 101 the data sets that
you relied on? | believe those are Excel sheets or
| arge access data that would not fit in that -- in
t hose fol ders there?

A Yes. The ones that are reviewed with those
nunbers earlier today, were the two data sets.

JUDCGE MCKENNA:  You need to speak up.

THE WTNESS: |'msorry.
JUDCGE MCKENNA:  That's all right.
BY M5, CHUM

Q D d you nake observations about those data

set s?
A Yes.
Q And what tools did you use to do so?
A Agai n, SQ..

Q D d you use any other materials in the review
of the consuner transaction data sets?
A | used a couple of reference nateri al s.
M. CHUM M. Jefferson, would you pull up
Exhi bit 807

BY M5. CHUM
Q I['mdirecting your attention to Exhibit 80 and
If you -- if it's easier for you, M. Hughes, that
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exhibit will be in those folders there.
What is this, M. Hughes?
M5. FOLEY: (bjection, |ack of foundation.
JUDGE McKENNA:  Overrul ed.

THE WTNESS:. That appears to be the data
dictionary that was provided at the outset. I'm
sorry. | wasn't speaking into the m crophone. That

appears to be the data dictionary that was provi ded by

Integrity Advance.

BY M5, CHUM

Q And is the previously admtted Exhibit 80 data

dictionary a fair and accurate representati on of what

you used?
A Yes.

Q M. Hughes,

' mnow directing your attention

to Exhibit 79. |If you would start on page 2.
M5. FOLEY: (bjection, Your Honor. This

docunent is not in evidence.

M5. CHUM Your Honor, we hope to lay a

foundati on and admt

this into evidence eventually,

but at this point we are not noving this into

evi dence.

M5, FOLEY:

|*mnot sure who they intend to

use to lay a foundation with this docunent. dearly

this wtness is not a person who created the docunent
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or has any i ndependent know edge of its creation.

M5. CHUM Your Honor, you have already
generally stated in a prior order that this docunent
appears to be, section 7.9 appears to be a reliable
docunent given that Respondent's own brief, | believe
a footnote, footnote Il on page 4 of their brief in
response to your questions pertaining to the subpoena
for the data sets associated with M. Hughes's
testinony included a reference to 7.09.

JUDGE McKENNA:  And we di scussed this docunent
earlier and it was up on the screen, the objection is
overrul ed.

BY Ms. CHUWM
Q M. Hughes, do you recogni ze this docunent?
A It's really snall.
Q You can look at it in your own -- Nunber 79 in

your bi nder.

A Ckay. |Is that page 3 on the screen?

Q Yes, |'mjust asking you to --

A Yes.

Q Do you recogni ze this docunent?

A Yes, | recogni ze that docunent.

Q What is this docurment, Exhibit 797

A The TranDot Com Sol uti ons Loan Managerment

Syst em oper ati ons manual .
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Q Dd you rely on Exhibits 79, the TranDot
manual section 7.9 in reviewi ng the data sets provi ded
by Integrity Advance by Respondents?

A Yes.

Q What was your basis for relying on section 7.9
of the TranDot nmanual Exhibit 79?

A It was provided to ne as a further data
dictionary for paynent types, paynent nodes and
statuses of individual transaction records.

JUDGE MKENNA: By whon?

THE WTNESS. | believe that was by our
litigation support team

JUDGE MCKENNA:  Provided that to you?

THE WTNESS:. Yes. It may have been ny
attorney's via the litigation support team but it was
given to ne as the nmanual for the systemfor the data
that | was revi ew ng.

JUDGE MCKENNA: Al right. Proceed.

M5. CHUM Your Honor, we request that Exhibit
79 be admtted into evidence.

M5. FOLEY: (bjection, Your Honor. Lack of
f oundat i on.

M5. CHUM Your Honor, as you previously
acknow edged, Respondents replied to Bureau's response

to the February 8th, 2016 order requiring the Bureau
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to submt additional information states in part that
section 7.9 of a Loan Managenent System operations
manual nmay serve as a data dictionary for interpreting
data in CFPB 003126, which is a portion of the data
set on which M. Hughes relied.

JUDGE MKENNA:  Ckay. So are you proposing to
proffer the whol e exhibit or does that just cover 7.9?

M. CHUM Just 7.9, Your Honor.

JUDCGE MKENNA:  And that's everything in this?

M5, CHUM Yes. That's just the -- 7.9
I ncl udes val ues and descri ptors anong whi ch M. Hughes
relied on.

M5. FOLEY: Ckay. Your Honor, just for point
of clarification so the record is clear, | believe the
excerpt of section 7.9 is Exhibit 81.

But we have been discussing the |arger Exhibit
79, which is the entire manual, which what |I'm
under st andi ng today M. Hughes has not testified that
he's relied upon anything other than section 7.09.

So I'mnot sure which exhibit Ms. Chumis
actually seeking to admt at this point.

M5. CHUM That may be ny error. Alowne to
j ust doubl e check, Your Honor.

Court's indul gence.

(Pause.)
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M5. CHUM Your Honor, that was ny error. |
woul d request that Exhibit 81, which is section 7.9 of
t he Loan Managenent System operations nanual, be noved
I nto evi dence.

M5. FOLEY: And our sane objections, Your
Honor. As this witness cannot lay the foundation for
the exhibit. He was not enpl oyed by TranDot Com or any
ot her conpany that is famliar with it.

JUDGE MKENNA:  1'mgoing to overrule the
objection and admt it.

(Wher eupon, Enforcenent Counsel's
Exhibit No. 81 admtted into evidence.)
BY Ms. CHUWM
Q M. Hughes, how did you in the course of
reviewing the Integrity Advance data sets, how did you
use the data dictionary, Exhibit 80 and Exhibit 81 the
TranDot nmanual section 7.97
A In the transaction |level data there were three
fields that referred to the type of transaction. Those
were: Paynent type, paynent node, and status flag. |
used those to interpret the type of paynent, refund, et
cetera that represented the underlying transaction.
Q When you say transaction | evel data, what do
you mean by transaction?

A Soit's event |level data. So a transacti on

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 173  Filed 09/26/2016 Page 123 of 196] | - 123

could be --

THE COURT REPORTER It's what?

THE WTNESS: |['msorry. Event |evel data.

JUDGE McKENNA:  Speak into the mc.

THE WTNESS. So as opposed to account |evel
data, which would be information specific to the
account. For instance, open date, close date, nane of
person associated with it. Transaction |evel data
woul d be information specific to the transaction or
event, such as a paynent, a refund, a charge.

BY Ms. CHUWM

Q And in this specific Integrity Advance data
what -- can you just broadly describe the different
types of transactions represented in the data?

A So sone exanpl es woul d be an ACH paynent, a
renewal record, a check, and those woul d be associ at ed
wi th anal ysi s.

Q So in nore concrete terns, can you explain
what information that data set would contain? Wat
could you gl ean about a loan fromthat data set?

A Transactions that had taken place agai nst that
|l oan. So, for instance, a renewal record would
i ndi cate that the | oan had been renewed, an ACH record
woul d i ndicate that a paynent had gone agai nst the | oan

via the ACH network. A check paynent would indicate a
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check paynent, et cetera.

JUDCGE MCKENNA: M. Hughes?

THE WTNESS. Yes?

JUDCGE MCKENNA:  Court reporter is having
trouble hearing you. And that mc can't be turned up
any nore because you get feedback. So it's not doing
its job.

THE WTNESS. (kay.

JUDGE MKENNA: Al right. So I'mgoing to
gi ve you two choices, either you have a 20 percent
I ncrease in decibel |evel or you stand.

THE WTNESS. (kay.

JUDGE MKENNA: | know you don't want to
st and.

THE WTNESS: | will go for the decibel |evel.

JUDCGE MCKENNA:  Thank you.

M5. CHUM Do you want to nove your mc back
t owar ds you?

THE WTNESS: Gkay. | thought it wasn't
really working at all.

JUDGE MKENNA: It aids sonewhat, but it's --

THE WTNESS:. |I'msorry, |'mgetting over a
cold, so...
BY Ms. CHUWM
Q I'mgoing to now direct your attention to
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what's been narked and previously admtted into
evi dence as Exhibit 97?

M. CHUM M. Jefferson, would you pull up

Exhibit 97?
BY Mb. CHUM

Q Wul d you take a nonent to review Exhibit 97,
M. Hughes?

(Pause.)

BY Mb. CHUM

Q Have you | ooked at all five pages of Exhibit
97, M. Hughes?

A Yes.

Q Have you seen this exhibit before?

A Yes.

Q Descri be for us what Exhibit 97 is.

M5. FOLEY: (bjection. Lack of foundation.

JUDGE McKENNA:  Overrul ed.

THE WTNESS:. This is a nunber of aggregate
conput ations that the data science team perfornmed on
the transaction | evel data provided.

JUDGE MKENNA:  Provi ded by Respondents?

THE WTNESS. Yes.

BY Mb. CHUM
Q D d you yourself or people under your

direction create these charts with the nunbers in these
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particul ar charts?

A Yes.

Q Is Exhibit 97 a fair and accurate
representation of the charts that summari ze nunbers
that you derived fromthe transaction | evel data
produced by Integrity Advance in response to
subpoena -- a subpoena for all consuner transaction
dat a?

A Yes, it is.

Q D recting your attention nowto page 1 of
Exhibit 97. M. Hughes, were you able to nake
observati ons about the nunber of |oans and consuners in
the Integrity Advance data bases?

A I|"msorry. Could you repeat that?

Q Wre you abl e to nake observations about the
nunber of |oans and consuners in the Integrity Advance
dat a bases?

A Yes, we were.

Q Is page 1 of Exhibit 97 a fair and accurate
summary of nunbers that you obtained fromthe Integrity
Advance data set that shows the nunber of | oans
originated by Integrity Advance and the nunber of
consuners serviced by Integrity Advance?

A Yes, it was -- yes, it is a fair and accurate

representation. |'msorry.
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Q How many |loans in total are represented in the
Integrity Advance consuner financial data?
M5. FOLEY: (bjection. Form
JUDGE MCKENNA:  Par don ne?
M5. FOLEY: (bjection, |ack of foundation.
It's also not representing what's on the docunent on
t he screen.
JUDGE MKENNA:  You want to rephrase or lay a
f oundat i on?
BY Ms. CHUWM
Q Drecting your attention to line 2 of the
first page of Exhibit 97, in title overview of
Integrity Advance | oans and consuners, what was the
total nunber of loans that Integrity Advance
ori gi nat ed?
A Three hundred, four thousand, two hundred
t went y- seven.
Q How many Integrity Advance | oans were
originated on or after July 21st, 20117
A Ei ghty-two thousand ni ne hundred and ei ghty.
Q How di d you know t hat ?
A VW | ooked at a unique identifier for those
| oans and this is the nunber of unique -- nunber of
distinct unique identifiers for those | oans.

Q D d you | ook at how nany Integrity Advance
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| oans had a first transaction date occurring on or
after August 13, 20117

A Yes, we did.

Q Wy did you ook at the oans with the first
transacti ons as opposed to originations that occurred
on or after August 13, 20117

M5. FOLEY: (bject to the question. There has
been no evidence that there's anything about
organi zations in the data set, which is a predicate to
t he question she just asked.

JUDCGE MCKENNA:  Rephr ase.
BY Ms. CHUWM

Q Focussi ng your attention on the transaction
data that you reviewed, you had earlier testified that
you did |ook at loans that had a first transaction date
that occurred on or after August 13, 2011.

A Correct.

Q Wiy did you do that?

A Because according to the nodel contract, the
first paynent could at the -- with the | ongest del ay
happen 23 days after origination. And the date you
just stated was 23 days followi ng July 21st, 2011.

Q So by |l ooking at the August 13th, first
transaction date, were you able to nake a conservative

estimate of |oans that originated on or after July
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21st, 20117

A Yes. And that was the 82,980. That would be
the m ni num nunber of |oans that were originated on or
after that date.

Q Now how nmany -- what -- M. Hughes, for all
Integrity Advance | oans that the conpany ori gi nat ed
wi th consuners, how nmany | oans were there for which
Integrity Advance obtai ned noney above a total of
paynent s?

M5. FOLEY: |'mgoing to object to the
gquestion, a total of paynents is vague and anbi guous
and undefi ned.

JUDGE MKENNA: Do you understand the
gquestion, M. Hughes?

THE WTNESS. Yes, | do.

JUDGE MCKENNA:  Overrul ed. Answer the
quest i on.

THE WTNESS: The nunber of total loans in
excess of that anmount was 209, 899.

JUDGE MCKENNA: | n excess of what anount ?

THE WTNESS:. The total of paynents.

JUDGE MCKENNA: Al right. Is that noney
above principal plus one finance fee?

THE WTNESS. Yes, it is.

BY Ms. CHUWM
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Q And M. Hughes, did you nmake a determ nati on
of the nunber of |oans for which Integrity Advance
obt ai ned noney above total of paynents for |oans that
originated on or after July 21st, 2011 using your sane
nmechani sm of determning the origination date of July
21st, 20117

A Yes, | did. That was 56,473 | oans.

Q And M. Hughes, in total how nmany consuners
did Integrity Advance originate | oans wth?

A (ne hundred and eighty thousand, three hundred
sevent y-ni ne,.

Q And how nany did Integrity Advance -- how nany
consuners did Integrity Advance originate | oans with on
or after July 21st, 2011 using the sane assunptions you
did regardi ng the August 13, 2011 transaction date?

A Fifty-four thousand one hundred and thirty.

Q M. Hughes, just asking you generally about
the Integrity Advance data sets, fromthose data sets
were you able to determne the first date on which
Integrity Advance processed a paynent transaction for a
| oan?

Yes.

Q Wiat was that first date?

M5. FOLEY: Do you nean in general ?

bj ection, it's vague.
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Do you nean in general, a specific tine or for
a specific | oan?

BY Ms. CHUWM

Q The first transaction that ever occurred in
the data set, what was that first date?

A In the data set provided?

|'d like to refer back to -- sorry. M
original declaration for that. | believe it was June
2008.

Q Do you have in your possession your first
declaration if you would like to take a look at it to
refresh your recollection and then --

MR FRECHETTE: Peter Frechette for the
Respondent s.

I'mnot sure if we've seen that binder that he
has with him | just want to nake sure that we know
what he is | ooking at.

JUDGE MKENNA:  Ms. Chum has the respondent
seen that?

M5. CHUM Yes. |It's sinply his declaration
whi ch he has -- which is admtted into evidence as --

M5. FOLEY: Your Honor, if | nmay, there are a
nunber of papers in the binder. | can see themfrom
here. | have not been shown a copy of the binder nor

had an opportunity to review the binder. [|'mnot sure
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what else is --

| would just say there is a binder that
M. Hughes brought with himup to the stand, | don't
know if there is anything nore than the declarati on.
He's taken sonething out of it. There are other
papers renai ning in the binder.

| don't have a representation of what's in
there. | know no work papers --

JUDCGE MCKENNA:  He's not | ooking at the
others. He is looking at his declaration, which is
admtted into evidence.

M5. FOLEY: That's fine. |If he's going to
refer to anything else, | would |ike to nake an
objection at this point that we've not seen what el se
he has up here.

JUDCGE MCKENNA: | understand. And you
understand the adnonitions directed to you?

THE WTNESS: Yes, Your Honor.

JUDGE MCKENNA: Al right.

What is the exhibit nunber?

M5. CHUM That is Exhibit 72, the declaration
of Robert J Hughes.

THE WTNESS:. Yes, I'msorry. | was off by a
nonth, May 2008 was the -- I'msorry. My 2008 was

the first transaction in that data set.
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BY Ms. CHUWM

Q And woul d you put that docunent back in your
folder and close the folder, please. And to the extent
that you refer to anything in the folder, if you could
just -- I will ask if you need your recollection
refreshed, and | will ask that you explain to ne what
it is that would refresh your recollection and we can
di scuss that.

A Yes.

Q And generally do you renenber the last nonth

and year for which Integrity Advance processed a

paynent transaction for the loan -- for a | oan?
A | would have to refer back. | believe it was
July 2013.
JUDGE MCKENNA: Al right. 1'mgoing to give

you permssion to utilize that docunent. Take it out.
d ose the binder.
THE WTNESS: Yes. July 9, 2013.
BY Ms. CHUWM
Q M. Hughes, is that the sane declaration that
you were | ooking at before?
A |"msorry. This is actually two separate
decl arati ons, both by ne.
Cne the date is May 10th, 2016 and the ot her
the date is May 25th, 2016.
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JUDGE McKENNA:  And are both of those admtted
I nto evi dence?

M5. CHUM No, Your Honor. Only the first
declaration fromwhich he testified to the May 2008 is
admtted into evidence. But to the extent that
M. Hughes can use anything to refresh his
recol lection, | believe that is appropriate. But, |
woul d ask - -

JUDCGE MCKENNA: Wl |, have opposi ng counsel
seen it?

M5. CHUMM Yes, it is a docunent that has been
filed with our prior briefs.

M5. FOLEY: It's not on their exhibit Iist,
Your Honor. W were aware he would be using it or
referring toit. No one sought to nove it into
evidence. If heis going touse it to refresh his
recollection, we would like to have a copy of it and

|'d also like to know if there are any notations on

it, | would |ike to have those publi shed.
JUDGE MKENNA:  Are there any notations on it?
THE WTNESS: | circled the date, May 25th,

2016, other than that, no.
JUDGE McKENNA: Al right.
So can you provide themw th a copy?

M5. CHUM Your Honor, it's already filed.
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JUDGE MCKENNA: | under st and.

M5. CHUM | can provide another copy to them
as needed.

JUDGE MKENNA: R ght now?

M5. CHUM Yes, please provide -- if you could
print out a copy of --

M5. FOLEY: W nmay be able to find it, Your
Honor. So they don't have to print out a copy. Tell
us the filing --

M5. BAKER Do you have a docket nunber?

M5. CHUM | don't know the docket nunber off
the top of ny head.

M5. FOLEY: Do you know what it was filed in
conjunction with? I'mjust trying to get to the
docunent as fast as possi bl e.

M. CHUM | believe it was filed in
connection with our Mdtion for Summary D sposition,
perhaps our reply to Respondent's Mdtion for Summary
D sposition or in connection to our own Mdtion for
Summary Disposition as an attachnent.

M5. CHUM And M. Hughes, as | stated, before
you | ook at anything, would you please tell nme what it
Is that -- what it is that woul d refresh your
recol | ection.

THE WTNESS: Yes.
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M5. CHUM Thank you.

JUDGE MKENNA: O f the record.

(Pause.)

JUDCGE MCKENNA:  Back on the record.
BY Ms. CHUWM

Q M. Hughes, turning your attention now to page
2 of Exhibit 97.

JUDGE MKENNA:  And for the record, you gave
Respondents a copy of the second decl aration?

M. CHUM Yes, Your Honor.

JUDGE MKENNA: Al right. Thank you.
BY Ms. CHUWM

Q M. Hughes, were you able to nake observations
fromthe Integrity Advance data sets about the |oan
paynents nade by consuners to Integrity Advance?

A Yes, | was.

Q Is page 2 of Exhibit 97 a fair and accurate
summary of nunbers you obtained fromthe Integrity
Advance data set that shows | oan paynents nade by
consuners to Integrity Advance?

A Yes.

Q How much di d consuners pay to Integrity
Advance in total for all of the 304,227 loans in the
data set?

JUDGE MKENNA:  Made up of what?
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BY Ms. CHUWM
Q M. Hughes, can you explain --

JUDCGE MCKENNA:  That woul d be princi pal,
finance fees and additional fees, correct?

M. CHUM Yes, Your Honor.

JUDCGE MCKENNA:  Thank you.

Can you answer the question?

THE WTNESS: Two hundred seventy-three
mllion, nine hundred twenty-six thousand four hundred
seven and 60 cents.

BY Ms. CHUWM

Q D d you also |l ook at a total paid above |oan
princi pal ?

A Yes, | did.

Q What is the total paid above | oan princi pal
made up of ?

A Fi nance fees and additional fees.

Q And what was that total that consuners paid
above | oan principal ?

A ne hundred eighty-one mllion, nine hundred
fifty-seven thousand ei ght hundred sixty seven and
ni nety-five cents.

Q And M. Hughes, earlier you testified to an
under st andi ng of total of paynents, what is your

under st andi ng of total of paynents?
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A The principal plus a single finance fee.

Q Dd you determne fromthe Integrity Advance
data set the total paid above the total of paynents by
consuners to Integrity Advance?

A Yes, | did.

Q Wiat was that total ?

A e hundred thirty-three mllion, four hundred
twenty-two thousand eight hundred thirty-ei ght and
ei ghty-three cents.

Q Now M. Hughes, did you determne of the total
paid to Integrity Advance by consuners how nuch above
the principal was paid by ACH?

JUDCGE MKENNA:  Are you referring to an
exhi bit, the next page or --

M5. CHUM No, Your Honor. |'mjust asking
the witness without an exhibit.

JUDCGE MCKENNA: Al right.

THE WTNESS: | believe we did.
BY M. CHUM

Q And what was that total ?

A | would need to | ook back to renenber that
exact nunber.

Q What is it that would refresh your
recol | ecti on?

A l'"'mnot sure. | could --
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JUDGE McKENNA:  Wiat do you need to ook at to
refresh your recollection?

THE WTNESS: |'mhoping that this will be in
one of the docunents we creat ed.

BY M5, CHUM

Q M. Hughes, do you recall you and your data
teamrecently determ ning how nuch above the princi pal
was paid by ACH of the total paid by Integrity
Advance -- paid to Integrity Advance by consuners?
Specifically isolating the total above principal paid
by ACH?

A Yes. |I'm-- | recall doing that. | don't see
It right in front of ne.

JUDCGE MCKENNA: Al right.

THE WTNESS: This second.

JUDGE MKENNA:  So. Here's what's going to
happen.

M. Hughes, you're going to | ook and see if
you can't find the docunent. |[|f you do, and you have
the nunber, then you will answer Ms. Chumis question
and you will give notice to Respondents as to what
docunent you are | ooking at.

And if they don't have it, then your counsel
wll provide it to them Al right?

THE WTNESS. Yes.
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JUDGE MKENNA:  So, proceed.
THE WTNESS: Ckay. Thank you.
BY M5, CHUM
Q And M. Hughes, just because | know t hat
you' re very much into your position, do you just
remenber generally that nunber?
JUDCGE MCKENNA: W' re not going generally.
M5. CHUM Ckay. Thank you.
BY M5, CHUM
Q Turning now to page 3 --
JUDCE MKENNA:  Just a second.
He's trying --
M. CHUM Ch, I'msorry. | thought this was.
M5. FOLEY: If it would be hel pful, should we
go off the record?
JUDGE MKENNA:  Sure. Wy don't we take a
10- m nut e break.
(Whereupon, a brief recess was had.)
JUDGE McKENNA:  Back on the record.
M. Hughes, don't runaway.
THE WTNESS: (Ckay.
JUDGE McKENNA:  Proceed.
BY M5, CHUM
Q M. Hughes, do you recall the questions that

-- the line of questioning that was pendi ng when we

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 173  Filed 09/26/2016 Page 141 of 196] | - 141

went off the record?

A | do.

Q So you had stated you did not recall the total
paid to Integrity Advance by consuners above the
principal that was paid by ACH is there anything that
woul d refresh your recollection?

A |"msure there would be. | don't see anything
in front of ne. | do have a percentage of paynents
that were nmade via ACH which could serve as a proxy for
t hat .

Q Ckay. Moving on.

Turning now to page 3 of Exhibit 97. Wuld
you turn with ne, M. Hughes, to that?

A Yes.

Q M. Hughes, were you able to nake observations
fromthe Integrity Advance data set about | oan paynents
nmade by consuners to Integrity Advance on | oans t hat
originated on or after July 21st, 20117

A Yes.

Q And to determ ne whether | oans originated on
or after July 21st, 2011, did you use the sane
nmet hodol ogy of | ooking at transactions that occurred on
August 13th, 2011 or later?

A Yes.

Q Is this page 3 of Exhibit 97 a fair and
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accurate summary of the nunbers that you obtained from

the Integrity Advance data set about that particul ar

matter?
A Yes.
Q Dd you determne a total paid, i.e.,

princi pal plus finance fees and additional fees paid by
consuners to Integrity Advance on | oans that origi nated
on or after July 21st, 20117

Yes, $80, 305, 622. 40.

Q And of that anount, how much of that total was
above total of paynents?

A Thirty-eight mllion, seven hundred
ni nety-five thousand, five hundred ei ghty-four and
twel ve cents.

Q M. Hughes, |'mnow directing your attention
to what's been nmarked and previously admtted as
Exhibit 100, would you turn to that, please,

M. Hughes?
M. Hughes, have you seen this exhibit before?
Yes.
Q Describe for me what is Exhibit 1007
M5. FQLEY: (njection. Lack of foundation.
JUDCGE MCKENNA:  She's trying to |lay one.
M5. FOLEY: She has not yet established that

he actually knows what's here.
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JUDCGE MCKENNA:  That's overrul ed.
THE WTNESS: This is a listing of
transactions on | oan nunber 54158546.
BY Ms. CHUWM

Q D d you yourself or people under your
direction create this chart and validate the nunbers in
this chart?

A Yes.

Q Is Exhibit 100 a fair and accurate
representation of a summary of information that you
were able to obtain about consumer 2129265 -- 92653 for
transactions associated w th | oan nunber 541585467

A Yes.

M. CHUM M. Jefferson, would you focus on
the first six lines of this docunent?

JUDCGE MCKENNA:  Excuse ne, who?

M. CHUM M. Tory Jefferson, our trial
director.

JUDCGE MCKENNA:  Ckay.
BY Ms. CHUWM

Q M. Hughes, in the first five transactions
listed here, for lines one through five, what did the
consuner pay on the $500 | oan?

A There are five separate paynents nade towards

finance charges of $150 doll ars each.
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Q So none of the first five paynents to
Integrity Advance on $500 | oan went towards the $500
princi pal ?

A No.

Q Was there any significance to the total that
had been paid on the | oan by February 15th, 20127

M5. FOLEY: (bjection, vague. Significance to
whon?

JUDGE MCKENNA:  Overrul ed.

THE WTNESS: That was the first date at which
the total anount paid to date exceeded the $500
princi pal and $150 original finance fee.

BY Ms. CHUWM

Q So the sumof that principal and one finance
fee on that $500 | oan was $6507?

A Yes.

Q And from February 15th, 2012 on the anounts
pai d exceeded the sumof the finance fee -- of one
finance fee and principal ?

A The cunul ative anounts pai d exceeded it, yes.

Q Now what happened in that sixth transaction
whi ch follows the February 15, 2012 transaction that
brought the total cost to $750 dol |l ars?

A I"msorry, could you restate that or just

repeat that | nean?
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Q M. Hughes, what did the consuner pay in the
sixth transaction to Integrity Advance?

A That woul d be $50 dollars toward princi pal and
$150 toward finance charge, bringing the total amount
paid up to $950 cumul ati vely.

Q M. Hughes, now directing your attention to
the Iines seven through nine, the bottomhalf of
Exhi bit 100, would you explain just generally the
transactions for |lines seven through nine?

A In line seven there was an attenpted ACH
transaction for $185 dollars. The NACHA return code
was RO7. And the explanation of that code is
aut hori zati on revoked by custoner. The total anount
pai d does not change because the transaction fail ed.

Q And what happened -- so, what day was that on?

A March 14t h, 2012.

Q And what happened on |ine eight, the next
transaction that's dated April 2nd, 20127

A There is an RCC transaction for $400 toward
princi pal and $120 toward fi nance charge, bringing the
total up to $1,470 of cumul ative paynents.

Q And what happened on that sanme day on Apri
2nd, 2012 as looking at |ine 9?

A There was an attenpted $210 w t hdrawal and the

return code via ACH was RO1 or insufficient funds.
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Q And directing your attention to what's been
mar ked as Exhibit 82 and previously admtted,
M. Hughes have you seen this docunent before?

A Yes.

Q What is this docunent?

A It says the operating rules and gui deli nes.
Conpl ete guide to the rul es governing the ACH net work.

M5. CHUM And M. Jefferson, would you turn
to page the next page, please?
BY Ms. CHUWM

Q M. Hughes, did you use NACHA return codes
table section 4.2 fromthe official NACHA manual in
reviewing the Integrity Advance data set?

A Yes, | did.

Q How di d you use this exhibit?

A | referenced the return codes to determ ne the
return codes that indicated that a consunmer did not
want further ACH wi t hdrawal s.

Q D d you focus on specific NACHA return codes
I n your review of the data?

A Yes, | did.

Q Wi ch return codes did you focus on?

A RO7, RO8 and R10 all appear to indicate
revocation by the custonmer of one form of another.

Q More specifically, what does RO7 indicate?
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RO7 is authorization revoked by custoner.
RO8?

Paynent st opped.

And R10?

o > O >

A Cust oner advi ses unaut hori zed, i nproper,
ineligible or part of an inconplete transaction.

Q Turning back to Exhibit 100 focusing on |ine
seven, given your reliance on the NACHA codes, is it
your testinony, M. Hughes, that after Integrity
Advance had used its ACH aut horization to w t hdraw $950
from consuner's account, the consumer revoked Integrity
Advance's ACH aut hori zati on?

A Yes.

Q And now focusing on |ines eight and ni ne of
t he docunent, M. Hughes, is it your testinony that
follow ng the consuner's w thdrawal of ACH
aut hori zation, Integrity Advance submtted two RCC s on
t he consumer's account? One for a total of $5207

A. On April 12th there's an RCC for $520. Four
hundred dol Il ars towards princi pal and $120 toward
fi nance char ge.

Q And is it your testinony that there was an
additional attenpt to wi thdraw $210 dol | ars by
Integrity Advance fromthe consuner's account?

A Yes, also on April 2nd, 2012.
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Q And did you rely on the NACHA return codes to
determne that the consuner then had insufficient funds
in his or her bank account?

A Yes.

Q D recting your attention back to Exhibit 97,
M. Hughes, |'mnow going to direct you to page 4 of
Exhi bit 97.

JUDCGE MCKENNA:  What is the exhibit nunber?
M5. CHUM Exhibit 97, Your Honor.
BY Ms. CHUWM

Q M. Hughes, were you able to nake observations
fromthe Integrity Advance data set about Integrity
Advance's use of RCC s on consuners who had revoked
Integrity Advance's ACH aut horization or stopped
Integrity Advance's ACH wi t hdrawal s?

A Yes, Integrity Advance provi ded a second data
set which listed all transactions that were RCC s.

Q Is that second data set Exhibit 95? | believe
that's an Excel sheet.

A Yes.

Q Have you seen this chart before?

A Yes.

Q D d you personally or direct others to create
this chart?

M5. FOLEY: (bjection, conpound.
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JUDGE MCKENNA:  Overrul ed.
THE WTNESS. Yes.
BY Ms. CHUWM

Q I's page four of Exhibit 97 a fair and accurate
summary of the nunbers you obtained fromthe Integrity
Advance data sets about Integrity Advance's use of
RCC s on consurers who had revoked Integrity Advance's
ACH aut hori zation or stopped ACH w t hdrawal s?

A Yes.

Q M. Hughes, were you able to determne from
Integrity Advance's data set instances where Integrity
Advance attenpted to withdraw funds by RCC froma
consuner's account after -- strike that.

M. Hughes, for all RCCs in the Integrity
Advance data set, how nmany RCC s were used?

A Three thousand five hundred forty-five.

Q And how nany | oans does that represent?

A Two t housand twenty-four.

Q And what was the nunber of RCC s used to
obtain funds from consuners who had already paid the
total of paynents?

A (Cne thousand ei ght hundred and twenty-si X.

Q And how many -- what is the nunber of RCC s
followed by attenpts by Integrity Advance --

M. Hughes, what was the nunber of RCC s that were
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followed by attenpts by Integrity Advance to wi t hdraw
addi ti onal noney from consumner's bank accounts that | ed
to insufficient funds?

A Fi ve hundred and el even.

Q And did you look at RCC s that occurred in the
Integrity Advance data set on or after July 21st, 20117

A Yes.

Q How many RCC s were used after consuners had
revoked Integrity Advance's ACH aut horization or
stopped Integrity Advance's ACH wi thdrawal s on or after
July 21st, 20117

A I|"msorry. Could you repeat that?

Q How many RCC s were used on or after July
21st, 2011 on consuners who had revoked Integrity
Advance's ACH aut hori zation or stopped Integrity
Advance's ACH wi t hdr awal s?

A |"msorry. Could you repeat that one nore
tinme?

JUDGE MKENNA: Wi ch bl ock are you tal king
about ?
BY Ms. CHUWM

Q Drecting your attention to the first |ine of
col um two.

M. Hughes, what was the nunber of RCC s used

on or after July 21st, 2011 on consuners who had
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revoked Integrity Advance's ACH authorization or
stopped Integrity Advance's ACH wi t hdrawal s?

A (Cne thousand, two hundred seventy-one.

Q And how nany | oans does that represent?

A Fi ve hundred ei ghty-seven.

Q And how many RCC s were used on or after July
21st, 2011 to obtain funds from consuners who had
already paid the total of paynents and who had revoked
| A's ACH aut hori zation or stopped Integrity Advance's
ACH wi t hdr awnal s?

A Si x hundred and two.

Q And how nmany RCC s were followed by attenpts
by Integrity Advance to w thdrawal additional noney
from consuner's bank accounts with insufficient funds
on or after July 21st, 2011, where the consuners had
revoked or stopped ACH?

A (Cne hundred seventy-one.

Q So, intotal, M. Hughes, how rmuch did
Integrity Advance obtain by RCC after a consuner had
ei ther revoked ACH aut horization or put a stop on
ACH s?

A Ei ght hundred thirty-ni ne thousand, eight
hundred seventy-nine dollars and fifty cents.

Q Turni ng your attention now to page four of

Exhibit 97 -- or page five.
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M. Hughes, have you seen this chart before?
Yes.

Q D d you yourself create this chart or was this
chart created under your direction?

A Yes.

Q Wre you able to nake observations from
Integrity Advance's data set about RCC s used by
Integrity Advance on or after July 21st, 2011 to
w t hdraw funds from consuners who had revoked or
st opped ACH wi t hdr awal s?

A Yes.

Q Is this chart, page five of Exhibit 97 a fair
and accurate sumary of those nunbers?

A Yes, it is.

Q What was the total anount obtained by RCC by
Integrity Advance on or after July 21st, 2011 to
wi t hdraw funds from consuners who had revoked Integrity
Advance's ACH aut hori zation or stopped Integrity
Advance's ACH wi t hdr awnal s?

A Two hundred sixty-five thousand four hundred
fifty-two dollars and fifty cents.

Q And of that anmount, what was the total anount
obtai ned by RCC after the consuner had already paid the
total of paynents?

A (Cne hundred fifteen thousand, twenty-four
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dollars and fifty cents.

JUDGE MKENNA:  Wiat do you nean total of
paynent s?

THE WTNESS. Total of paynents as descri bed
on page one of the sane exhibit, which is principal
plus a single finance fee.

BY Ms. CHUWM

Q M. Hughes, going forward, when | ask you
about total of paynents, will the neaning of total of
paynents remai n the sane?

A Yes.

Q Thank you.

M. Hughes, |'mnow going to direct your
attention to a denonstrative, which Enforcenent Counsel
w shes to nmark as Exhibit 102.

M5. FOLEY: W haven't seen this, Your Honor.
V¢ don't have a copy.

I'd like to see it before it gets narked.

JUDCGE MCKENNA: | think you woul d.

M5. FQLEY: Thank you.

JUDCE MCKENNA:  When was this prepared?

M5. CHUM Your Honor, this was prepared
yesterday in response to --

M5. FOLEY: Do you have a copy?

JUDGE MKENNA: O f the record.
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(Pause.)

JUDGE MCKENNA:  Back on the record.

Have t he Respondents had a chance to | ook at
t hi s docunent ?

M5. FOLEY: W have, Your Honor, and we obj ect
toits introduction today. W are in Enforcenent
Counsel 's case in chief. Exhibits were due and
exchanged weeks ago. | believe it was July 6. It is
today, right now as his testinony is going on, we were
given this docunent for the first tinme where
Enf or cenent Counsel purports to have a w tness who
per f or med nunerous brand new cal cul ati ons, we have not
been provi ded the source code or the underlying
cal cul ations that support these cal cul ati ons.

VW object that it is unduly prejudicial to
allowit in at this tinme wthout giving us any
opportunity to reviewit or the materials underlying
It and bei ng expected to cross-examne the wi tness on
short noti ce.

JUDGE MKENNA:  Those are all good points.

Are these nunbers predicated on nunbers from
exhibits that are already in the record?

THE WTNESS: Yes, these are all based on the
two data sets fromlintegrity Advance. | don't recall

the nunbers off the top of ny head. | think 95 and --
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M5. CHUM The data sets exhibits are 95 and
101, Your Honor.

JUDCGE MCKENNA: Al right.

M5. CHUM And Your Honor --

JUDGE MCKENNA:  So are you noving this at this
tinme?

M5. CHUM Not at this tine, Your Honor.

Your Honor, we are using this as a
denonstrative at this tine.

JUDGE McKENNA:  Just narked for purposes of
i dentification.

M5. CHUM Yes, it's marked for purposes of
i dentification.

JUDGE MKENNA: Al right. So before we go
any further on this, if it's proffered, then | wll
give -- I'mgoing to admt it. I1'mgoing to give
Respondents five days to tell ne how they want to
proceed. |If you have a rebuttal exhibit, you can use
that. |f you want to recall this witness to
cross-exam ne himafter you have had an opportunity to
reviewit, | will look favorably on it and | also wll
| ook favorably on any suggested avenues that you m ght
wish to take. Al right?

M5. FCQLEY: Thank you, Your Honor.

M5. CHUM And Your Honor, if | may, just to
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kind of, as you had said before, prine the punp to
explain to you why we were running these nunbers
yest erday based on the data sets, it is ny

under standi ng that we were put on notice yesterday
that you were interested in one-tine custoners of
Integrity Advance as well as first tine |oans.

So we wanted to provide you with the nunbers
that you had indicated to M. Weeler that you were
interested in and we were not aware of that until
yest er day.

JUDCGE MCKENNA: Wl |, that's very good. Thank
you. I'minterested in a lot of these nunbers and so
we will see how this works out.

Proceed.

(Wher eupon, Enforcenent Counsel's
Exhibit No. 102 nmarked for identification.)
BY Ms. CHUWM

Q M. Hughes, have you seen Exhibit 102 before?
A Yes.

Q Wiat is it?

A It's a table of accounts of custoners and

anounts paid | ooked at two different ways. One for
| oans ori gi nated t hroughout the data set, and the other
for loans originated July 21st, 2011 or |ater.

Q D d you yourself or people under your
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direction create this chart?

A Yes.

Q And what is a first-tinme | oan?

JUDGE MKENNA: Al right. Just a second.
And this is predicated on Exhibits 97 --
BY Ms. CHUWM

Q M. Hughes, did the values you derived from
this in this chart base -- are these val ues based on
exhibits -- the data sets provided by Integrity Advance
Exhibit 95 and 1017

A Yes.

Q M. Hughes, woul d you explain what a
first-tine loan is.

A I f an individual custoner took out multiple
| oans, the first-tine |oan would be the first |oan that
t hat custoner took out.

Q Wuld a first-tinme |oan al so i nclude | oans
fromcustoners -- first-tinme | oans of custoners who did
not take out nultiple | oans?

A Yes, it would be the first | oan any custoner
t ook out whether or not there were nultiple |oans.

Q Wiat is a one-tine | oan?

A That refers to a | oan taken out by a custoner
who took out no other |oans.

Q Is Exhibit 102 a fair and accurate summary of
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nunbers that you observed fromthe transaction data
produced by Integrity Advance concerning first-tine and
one-tinme | oans?

A Yes.

Q M. Hughes, focusing on | oans that originated
bet ween May 2008 and July 2013, how nmany one-tine
custoners were there with Integrity Advance?

A (Cne hundred twenty-two thousand, five hundred
ei ghty-one.

Q And you recall your definition of total of
paynents, what was the nunber of first-tine | oans that
paid nore than the total of paynents?

A (ne hundred si xteen thousand ei ght hundred and
ni net een.

Q What was the nunber of one-tine | oans that
paid nore than the total of paynents?

A Si xty-ei ght thousand seven hundred and
twenty-five.

Q How much noney was paid to Integrity Advance
by consuners above the total of paynments via first-tine
| oans?

A Sixty-nine mllion, six hundred twenty-eight
t housand si x hundred ei ghty and one cent.

Q And how nuch was paid to Integrity Advance by

custoners above the total of paynments via one-tine
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| oans?
A Thirty-nine mllion nine hundred ei ghteen
t housand seven hundred si xteen and seventy-ei ght cents.
Q And how nuch was paid to Integrity Advance by
consuners above the principal via -- strike that.
First, what were the noni es above princi pal
that you | ooked at when you -- for noney paid to | A by
consuners above the principal via first-tinme | oans?
THE COURT REPCRTER  |I'msorry. | couldn't
hear it.
BY Ms. CHUWM
Q M. Hughes, did you | ook at the noney paid to
Integrity Advance by consumers above the principal via
first-tine | oans?
Yes.

And what were those nonies categorized as?

> o >

Fi nance charges and f ees.

Q What was the total noney paid to Integrity
Advance by consuners above the principal via first-tine
| oans?

A N nety-nine mllion, one hundred sixty-one
t housand, two hundred twel ve and 89 cents.

Q And sane question for one-tine | oans?

A Sixty-three mllion, five hundred and

fifty-three thousand, two hundred sixty-six and
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twenty-three cents.

Q And what was the noney paid to Integrity
Advance by consuners, the principal plus the finance
charges and additional fees via first-tine | oans?

A e hundred forty-three mllion, one hundred
ei ghty four thousand eight hundred fifty-ni ne and
ei ghty-two cents.

Q Sane question for one-tine | oans?

A Eighty-six mllion, one hundred forty-one
t housand, seven hundred seventy-three and twenty cents.

Q M. Hughes, did you | ook at | oans that
originated on or after July 21st, 2011 for this
particular set of first-tine and one-tine |oans for all
first-tine and one-tine | oans?

Yes.

Q And in determning that the | oans origi nated
on or after July 21st, 2011 did you nake the sane
assunptions you nade previously such that you | ooked
only at first transactions that occurred on or after
August 13th, 20117

A Yes.

Q For the |oans that originated on or after July
21st, 2011 how many one-tinme custoners were there?

A Twent y- ei ght thousand and one.

Q Wiat was the nunber of first-tine | oans that
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paid nore than the total of paynents?

A Twenty thousand four hundred and
sevent y-ei ght.

Q And what was the nunber of one-tine |oans that
paid nore than total of paynents?

A Fourteen thousand si x hundred ni nety-two.

Q What was the noney paid to Integrity Advance
by consuners above the total of paynments via first-tine
| oans?

A Twelve mllion, two hundred fifty thousand
five hundred forty-four and twenty-ei ght cents.

Q What was the noney paid to Integrity Advance
by consuners above the total of paynments via one-tine
| oans?

A Eight mllion, nine hundred ninety-nine
t housand ni ne hundred sixty-four and forty-five cents.

Q And you're testifying to | oans that origi nated
on or after July 21st, 20117

A Yes.

Q And still remaining and testifying about | oans
originated on or after July 21st, 2011, what was the
noney paid to Integrity Advance by consumers above the
principal via first-tine | oans?

A Ei ghteen mllion, two hundred twenty-one

t housand five hundred ei ghty-eight dollars and
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ni nety-seven cents.

Q And the sane question for one-tine | oans.

A Fourteen mllion, two hundred seventeen
t housand, one hundred fifty-five dollars and
ni nety-five cents.

Q What was the noney paid to Integrity Advance
by consuners via first-tine |oans, the total noney,
principal, plus finance charge and additional fees?

A Twenty-six mllion, three hundred seventeen
t housand, three hundred eighty-five dollars and
ni nety-ni ne cents.

Q The sane question for one-tine | oans?

A N neteen mllion, four hundred fifty-eight
t housand, nine hundred sixty-six dollars and one cent.

M5. CHUM Your Honor, at this tine
Enf or cenent Counsel woul d request that the exhibit
mar ked as 102 for good cause shown pursuant to rule
215(c) be admtted into evi dence.
JUDGE MKENNA:  (bj ection duly noted and
overruled. So admtted.
And Respondents will have five days to notify
nme how they wi sh to proceed to rebut.
(Wier eupon, Enforcenent Counsel's
Exhibit No. 102 admtted i nto evidence.)
M5. CHUM Thank you, Your Honor.

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 173 Filed 09/26/2016 Page 163 of 196] | - 163

No further questions.

JUDGE MKENNA:  Just one nonent.

Al right. Does that conclude your direct?

M5. CHUM Yes, that concl udes Enforcenent
Counsel 's direct. Thank you, Your Honor.

JUDCGE MCKENNA:  Thank you.

Cr oss- exam nati on?

M5. FCQLEY: Your Honor, in light of brand new
Exhi bit 102 and the new cal cul ati ons here, we woul d
request a recess to conduct his cross-examnation
tonorrow, so that we can have the rest of the
afternoon, perhaps we can do | think they have one
nore witness, M. Baressi, in lieu of doing the
Cross-exam nation, which would give us tonight to
consi der how we woul d |i ke to proceed.

JUDGE MKENNA:  Any obj ections?

MR WHEELER  No objection, Your Honor.

JUDGE MCKENNA: Al right. That sounds |ike a
reasonabl e request.

M5. FCQLEY: Thank you, Your Honor.

JUDGE MKENNA:  You can step down. | don't
want you to feel unconfortable.

THE WTNESS: Thanks.

M5. FOLEY: |I'mnot sure if it's necessary,

Your Honor, but just maybe an adnonition to the
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witness that he's still under oath.

He is still in the courtroom

JUDGE MKENNA:  Did he | eave?

M5. FOLEY: Oh, no, he's still in the
courtroom

JUDGE MKENNA: Do you understand that?

THE WTNESS. Yes.

JUDGE MCKENNA: Al right.

M5. CHUM Your Honor, the government calls --
Enf or cenent Counsel calls Joseph Baressi.

JUDGE MKENNA:  Spell the | ast nane.

M. CHUM B ARESSI.

JUDGE MKENNA: B as in boy?

M5. CHUM  Yes.

JUDGE McKENNA:  Go ahead.

M. CHUM | believe that --

JUDGE MKENNA: B --

M5, CHUM B, as in boy, ARESSI.

JUDCGE MCKENNA:  Thank you.

M. Hughes, you will remain under oath
t oni ght .

THE WTNESS: Yes, Your Honor.

JUDGE MKENNA: O f the record.

(Pause.)

JUDGE MCKENNA: Al right. Back on the
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record.
JOSEPH BARESS
A w tness produced on call of Enforcenent
Counsel , having first been duly sworn, was exam ned
and testified as foll ows:
JUDCGE MKENNA: Pl ease be seated. State your
full name and spell it for the record.
THE WTNESS: Joseph Phillip Baressi, III,
J-OSEP-HP-HI-L-L-1-PBARESSI.
JUDCGE MCKENNA:  Thank you.
Proceed.
BY Ms. CHUWM
Q M. Baressi, you work in the Consuner
Fi nancial Protection Bureau's regul ations office?
A Correct.
Q How | ong have you worked at the CFPB?
A.  Just over three years.
Q What are your responsibilities in the
regul ati ons of fice?
A | work primarily on witing rules,
regul ations, | also respond to certain inquiries that
we get fromthe public.
Q Before joining the CFPB' s regul ati ons offi ce,
were you with the federal reserve board as a financial

servi ces project |eader?
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A | was. | was with the federal reserve board
as a financial services project |eader for about 12
years.

Q What are your responsibilities -- what were
your responsibilities as a financial services project
| eader at the federal reserve board?

A | was also there responsible for witing
certain rules and regulations, particularly there with
respect to check clearing processes and | was al so part
of a teamresponsi ble for overseei ng the paynent
processi ng operations of the reserve banks, the federal
reserve banks.

Q What degrees do you hold, M. Baressi?

A | have an econom cs degree fromHarvard and a
| aw degree from Geor get own.

Q M. Baressi, do you have first-hand know edge
and experience with renotely created checks?

A Yes, | do. | worked on formul ating
regul ations and policy wth respect to those checks and
| was al so involved with those checks through the check
clearing operations of the federal reserve banks.

M5. BAKER  Your Honor, if | could just ask is
the witness being qualified to be an expert in this
matter? And if so, | would object to his being

proffered as an expert given that expert depositions
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and expert discovery in this nmatter closed a nunber of
nont hs ago.

JUDGE MCKENNA: Al right. Do you wish to
voir dire?

M5. BAKER Well, Your Honor, |'mjust asking
or ny query is to whether or not he's being offered
for expert testinmony. |I'mnot clear as to the scope
of his proffered testinmony. And Ms. Chum appears to
be qualifying himand |I'mnot sure what she's
qualifying himfor if he's not an expert. |It's not
that | doubt his qualifications.

JUDGE MCKENNA: Al right. Let's find out.

M5. CHUM Your Honor, if | may?

JUDGE McKENNA:  Yes, you nay.

M5, CHUM M. Baressi is not being offered as
an expert. He will be offering general know edge
testi nony on what RCC s are and how t hey work, not
opinion testinony. And he will not opine about the
specifics of Integrity Advance's use of RCC s.

The way RCC s function as a product has not
been an issue in this case, but in keeping wth Your
Honor's request on July 1st, 2016 in the order
granting in part and denying in part the Bureau's
Motion for Summary D sposition, Enforcenent Counsel

seeks to suppl ement the record with sone additional
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information to assist Your Honor in naking a
determnation as it pertains to ROC s and better
under st andi ng RCC s.

M5. BAKER Thank you. That's helpful to the
extent that his testinony is relegated to the scope
that Ms. Chumjust described, | have no objection to
it. To the extent it goes beyond that and exceeds
that and he becones proffered as an expert either by
del i berat eness or inadvertentness, | wll object on
t hose grounds.

JUDCGE MCKENNA:  You will et nme know?

M5. BAKER Yes, Your Honor, | wll let you

know.

Thank you.

JUDCGE MKENNA:  Thank you.
BY M. CHUM

Q And M. Baressi, you were speaking briefly
about your -- the basis of your know edge and
experience. Again, tell ne what was the basis of your
knowl edge and experience at the Federal Reserve as it
pertains to renotely created checks?

A Vell, the first time that renotely created
checks becane a policy nmatter, we received -- we were
receiving inquiries, you know, fromthe public and al so

from Congress, actually, about renotely created checks
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and the risks associated with them

Q What tine was that? Wat tine period was
t hat ?

A | would say that was around 2004/ 2005.

Q And what was the period of tine that you were
at the Federal Reserve?

A From 2000 until| 2013.

Q Sois it fair to say from 2004/ 2005 t hrough
2013 you were -- you had experience with renotely
creat ed checks?

A Yes.

Q D d you continue to have experience wth
renotely created checks while at the regulations office
of the CFPB?

A Sonewhat, yes.

Q Can you expand on that?

A Sure. The rule nmakings |I'mworking on right
now are not directly related to renotely created checks
so | do sonetines get involved in RCC matters, but not
regul arly.

Q And M. Baressi, could you explain what are
renotely created checks?

A In essence, a renotely created check, comonly
known as a denmand draft, is a check that is not signed

by the consuner. Instead it is a check that is created
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by t he payee.

Q Are renotely created checks also referred to
as RCC s or check drafts as well as demand drafts?

A Yes.

Q I n your experience, how wel | understood are
RCC s by consurmers?

A | don't think consuners understand them |
t hi nk consuners just are hoping to get goods and
services or hopefully understand that they are getting
goods or services or a loan, but | don't think
consumers understand renotely created checks.

Q And what is it specifically that consuners
struggl e to understand about renotely created checks?

M5. BAKER (hjection. This calls for
specul ation. He hasn't proffered any testinony that
woul d suggest he knows what consuners think or that
he' s undertaken a consumer survey. He is being asked
to specul at e.
JUDGE McKENNA:  Sust ai ned.

BY Ms. CHUWM

Q Do you have a basis for know edge about
consuner understanding for RCC s?

A Yes. | would say, yes, | do.

Q What is the basis of that know edge?

A Facts that | cane to | earn while thinking
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about policies and regulations to regul ate renotely
created checks at the Federal Reserve.

Q And where did those facts cone fron?

A Fromtypically fromthe Federal Reserve Banks
and things they were seeing happening in the check
cl eari ng networKk.

Q And what were -- what was the Federal Reserve
Bank seei ng happening at the check -- with the check
cl eari ng network?

M5. BAKER (hjection. Foundation and vague.

JUDGE MCKENNA:  Overrul ed.

THE WTNESS. The Federal Reserve was seeing
significant rates of unauthorized returns and frequent
returns of renotely created checks.

JUDGE MKENNA:  Wiat do you nean unaut hori zed
returns?

THE WTNESS: Consuners, the consuners on
whomi s accounts the RCC s were drawn were asserting
that the paynents were not authorized and the RCC s
wer e bounci ng back and forth, forward clearing, return
clearing in the check networKk.

BY Ms. CHUWM
Q M. Baressi, could you wal k us through step by
step how an RCC is authorized, created and cashed?

A Sure. In the course of a phone conversation
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or onthe Internet, like at a website, a consuner wll
provide his routing nunber and account nunber. The
payee uses that routing nunber and account nunber to
create a denmand draft, to create a renotely created
check.

Q So by providing just a routing nunber and
account nunber, does that payee get authorization to
create renotely created checks on behal f of the
consuner ?

A Not necessarily.

It's not clear what the payee is getting in
terns of authorization fromthe consuner. | guess |
woul d say no, routing nunber and account nunber do not
constitute authorization fromthe consuner.

Q So how does a payee get authorization to
create the renotely created checks?

M5. BAKER (njection. 1s he being asked for
a legal conclusion? Authorizationis a legal termand
| think the way we've used it in the context of this
matter and certainly Ms. Chumis explanation for his
testinony suggests that that's what this is. So |
would like a clarification. It seens like it's
calling for |egal testinony.

JUDGE MKENNA: R ght. Is it what you are

requesti ng?
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M5. CHUM No, Your Honor, I'mjust asking for
nuts and bolts description of |ike what actually goes
on between a consuner and a payee and the bank.

JUDGE MKENNA:  Wbul d you envision that there
woul d be a separate docunent where the custoner would
grant the payee authority to transmt an RCC?

THE WTNESS:. Short answer is yes. Wat |
woul d envision is a separate docunent where the
consurner aut horizes the payee to initiate debits
pul | i ng noney out of the consuner's account.

(Cel | phone ringing.)

THE WTNESS:. Sorry about that.

JUDGE MKENNA: | will have to confiscate
t hat .

BY Ms. CHUWM

Q And once that authorization is received, can a
payee continue to obtain RCC s froma consuner?

A The short answer is yes. |If there is an
aut horization, like | was trying to describe just
previ ously, a docunment or a web page where the consurmer
says | authorize you, payee, to take noney out of ny
account. Once that has happened, the consuner cannot
control RCC s taking noney out of his or her account.

Q So who is it that actually creates the RCC?

A The payee.
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Q I s the consuner involved after that
authorization in the creation of the RCC s?

A No.

Q Wio det erm nes how nuch to take out via RCC?

A The payee.

Q And is the consuner directly involved in that
deci si on?

A No.

Q Wio instructs the consuner's bank to nake the
paynment to the payee?

A That is actually a relatively invol ved
process. The payee, as with a typical check, | nean
you can think of it as a typical check, but the payee
deposits the RCC into the check clearing system i.e.,
t he Federal Reserve Banks, the Federal Reserve Banks
deliver the check fromthe payee's bank to the
consuner's bank.

And this is happening, in general, in high
vol unmes and hi gh frequency on that kind of thing and
the consuner's bank sinply responds to the high vol une
nunber of instructions, i.e., renotely created checks,
that are received fromthe Federal Reserve Banks.

Q And are consuners directly involved in that
process?

A They are not invol ved, no.
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Q So does a consuner have to sign an RCC t he way
that a consumer woul d sign a check?

A No, the consuner does not sign an RCC

Q And | think you testified that a consuner does
not have to authorize an RCC each tine that one is used
to withdraw noney fromthe consuner's account?

A Correct.

Q So why is the payee able to create an RCC
w t hout the consuner's invol venent?

JUDGE MKENNA:  That's stating sonething that

s not in evidence because the consuner as he
testified to, nade an authorization for RCC s and
subsequent to that, the consunmer has no invol venent.

That's your testinony?

THE WTNESS: Well, | would like to clarify a
bi t.

JUDCGE MKENNA: o right ahead.

THE WTNESS: Consuners are, what | would in
general -- a consuner is hopefully authorizing debits

to his or her account. You know, the payee is going
to be taking noney out of the consuner's account. The
consumer is authorizing that.

| do not think a typical, reasonabl e consuner
I's authorizing renotely created check usage to

acconplish that. They are expecting it to be an
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el ectroni ¢ paynent.
BY Ms. CHUWM

Q So does an RCC | ook |i ke a check?

A Except for the fact that there is no signature
where you woul d typically expect to see a person's
si gnat ure.

Q How does a consuner know that an RCC is being
used on then?

M5. BAKER (hjection. Calls for specul ation.

JUDGE MCKENNA: | will allowit.

THE WTNESS: Typically, a consunmer woul d not
know that an RCC is being used until the consuner
reviews his or her periodic statement and sees it.

BY M. CHUWM
Q Howis an RCC identifiable in a periodic

st at enent ?
A. It would be one of the transactions |isted on
the periodic statenent. It would typically be |isted

In the check sort of section of the periodic statenent,
but it would have a random nunber. You know, instead
of goi ng through checks 100, 101, 102 in your
checkbook, this will be check 5,004 comng out of
nowher e.

Q And in that statenent, it wouldn't actually

say RCC or denand draft?
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A It would not.

Q It would just be a random nunber?

A Yes. The nmain identification of it would be a
nunber, a random nunber.

Q How are RCC s di sputed by consuners?

A The consuner reviews his or her periodic
statenment, sees a debit on there that the consuner
doesn't believe that he or she authorized, consuner
calls his or her bank and asserts that there was an
unaut hori zed paynent pulling noney out of the
consuner' s account.

Q I n your know edge and experience is disputing
an RCC nore difficult or easier for a consuner than
di sputing a check?

A It's typically nore difficult than disputing
an ACH debit or a card transaction or sonething |ike
t hat .

Q O a check?

A O a regul ar check, yes.

Q Howis it nore difficult than disputing an
ACH a credit card, debit card or a check?

M5. BAKER  (bjection, foundation.
JUDGE MCKENNA: | will allowit.
THE WTNESS: Wth a check, the consuner --

which is sort of the nost direct conmparison -- with a
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check the consuner, in theory, signs the check and
there is a series of checks comng out of the
consuner's checkbook.

And so, the consuner can do sonething |like
say, look, that is not ny signature on that check. |
did not wite that check. Wth an RCC, the sort of by
definition the consunmer cannot do that, cannot nake
clear that the consuner did not authorize that check
because there is no signature on that check.

BY Ms. CHUWM

Q Rel yi ng on your know edge and experience, are
you aware of conpanies relying on RCC s once a consuner
has put a stop on ACHs or w thdrawn ACH

aut hori zation --

A Yeah.

Q -- by a payee?

A Yes.

Q I n what instances have conpanies relied on

RCC s once a consuner puts a stop on ACH s?

M5. BAKER (hjection. Calls for specul ation.

JUDGE MCKENNA: | will allowit.

THE WTNESS: The ACH network has two central
operators, the reserve banks and an operat or naned
EPN, who nmonitor the ACH network for red-flag type
activity. Like a significantly high nunber of
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unaut hori zed return rates.

So in the ACH network, it is difficult for
payees to continue debiting a consuner's account after
t he consuner has said that the debits are
unaut hori zed. The check network through which
renotely created checks travel, does not have those
two operators nonitoring the network.

So when payees are concerned about setting off
al arm bel | s because of too high unauthorized return
rates, they will -- if they are bad intentioned, they
mght shift to using the check network to abate
detection in the ACH network.

Q Are there any other significant differences
between RCC s and ACH s?
A I n ny opinion, yes.

M5. BAKER (bjection. H s opinion. Again,
nean, this was subject to ny initial adnonition, this
witness isn't being proffered for his opinion.

JUDGE MCKENNA:  Correct. Al right. Do you
have personal know edge?

THE WTNESS:. | would say | have direct
pr of essi onal know edge, yes.

JUDGE MCKENNA: Al right. Answer the
guestion. Not your opinion.

M5. BAKER  Your Honor, that's pretty much
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what an expert w tness does. Wich is they inpose
their professional know edge on a set of facts or
hypot heti cal s that have been presented to them

JUDGE MKENNA:  And | aynen do al so.

M5. BAKER And is he being offered as a | ay
opi ni on w t ness?

JUDGE MKENNA:  He hasn't been qualified as an
expert, so there's one or the other.

M5. BAKER So. | -- okay. Well, | guess |
woul d ask that this Court request that the CFPB
clarify precisely what he's being offered for in |ight
of this line of questions.

JUDGE MKENNA:  They indicated that already,
that it's his know edge and he is not being offered as
an expert.

M5. BAKER Thank you, Your Honor.

THE WTNESS: I n the ACH network when an
unaut hori zed debit is returned it always goes back to
Its point of origination, which nakes tracking of
unaut hori zed returns in the ACH network nore feasible.

In the check network, when a check is
returned, it does not always go back to the bank into
which it was deposited.

So for exanple, an RCC deposited i nto bank A

I f returned as unaut horized mght go back to bank B
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That can nmake tracking the unaut horized return
rates of unauthorized RCC s very difficult.

JUDGE MCKENNA:  How woul d it go to bank B?

THE WTNESS. The payee --

JUDGE MKENNA: | f the account is in bank A,
right?

THE WTNESS. The payee's account is in bank
A And then the payee would typically al so have an
account at bank B.

JUDGE MKENNA:  So you are tal king about not
taking the noney out of the account, it's what happens
regardi ng t he payee.

THE WTNESS: R ght and so bank A the payee's
-- first bank, bank Aisn't aware that that RCC got
returned because it went back to bank B instead of
bank A.

JUDGE MKENNA: RCC s are legal, correct?

THE WTNESS: Yes, in nost circunstances.

BY Ms. CHUWM
Q Are there certain risks in your know edge and
experience to consuners associ ated with RCC s?

M5. BAKER (hjection. Calls for specul ation,
asking himhis opinion. And I'mgoing to object to
t hi s ongoi ng exam as rel evance.

JUDGE MKENNA:  Sust ai ned.
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M5. BAKER  Thank you.

BY Ms. CHUWM
Q Are RCC s harder to stop than ACH s?

JUDGE MKENNA:  You just asked that questi on,
didn't you?

M5. CHUM Are there fewer protections
associated wth RCC s than ACH s?

M5. BAKER  Sane objection, specul ation and
vague.

JUDGE MCKENNA:  To the extent he knows, | wll
all ow himto answer.

THE WTNESS: | would answer that question,
yes, federal |aw provides --

M5. BAKER (hjection. He is offering |egal
t esti nony.

JUDGE McKENNA:  He can cite what the lawis
wi thout giving a | egal opinion.

MB. BAKER  Your Honor, | agree except it
sounded |i ke he was giving a | egal opinion.

JUDCGE MCKENNA: Al right.

Don't give a | egal opinion.

THE WTNESS: Well, federal |aw provides
protections for electronic paynents that are not
appl i cabl e to checks.

M5. BAKER (bjection. That's a |egal
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opinion, and | would ask that that testinony be
stricken fromthe record.
JUDGE MKENNA:  1'mgoing to deny your request
and overrul e your objection.
BY Ms. CHUWM
Q M. Baressi, in your know edge and experi ence,
have RCC s been banned in specific circunstances?
A The FTC has banned RCC s in tel enarketing.
JUDGE MKENNA:  But they haven't been banned
regardi ng short-termloans; is that correct?
THE WTNESS. Correct.
BY Ms. CHUWM
Q What are the public policy inplications
halting the use of RCC s on consuners after those
consuners have overpaid a payee and al ready stopped
t hat payee fromw t hdrawi ng noney fromtheir accounts
by ACH?
JUDGE McKENNA:  Sust ai ned.
M5. BAKER Thank you, Your Honor.
M5. CHUM That concl udes Enforcenent
Counsel 's direct, Your Honor.
JUDGE MKENNA:  Thank you. C oss-exam nati on.
CROSS- EXAM NATI ON
BY M. BAKER
Q Good afternoon, M. Baressi. Am| pronouncing
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your |ast name correctly?

A Bar essi .

Q Baressi, thank you. Sorry about that.

M. Baressi, you have testified that you
wor ked at the Federal Reserve Board for 13 years?

A Twel ve years and sone nunber of nonths, yes.

Q VYW wll call it 13.

A Ckay.

Q And when you worked at the Federal Reserve
Board you were in the rule naking office?

A | was in the division of reserve bank
operations and paynent systens. It wasn't naned the
rul e maki ng of fice.

JUDGE MKENNA:  Was that OGC?
THE WTNESS: No, it was not the OCC either.
That's the | egal division.
JUDGE MKENNA:  Right. But you're a | awer.
THE WTNESS. Yes.
BY M. BAKER

Q You didn't work in the feds supervision
division, did you?

A | did not.

Q You' ve never supervised or been involved in a
field examnation as a supervi sor -- as an exam ner of

a payday conpany?
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A | have never exam ned a payday conpany.

Q And you, | think, testified just now that you
currently work in the rule nmaking office at the
Consuner Financial Protection Bureau; is that right?

A The O fice of Regul ations, yes.

Q Yes. I'mbeing colloquial incalling it the
rul e-nmaki ng of fice for purposes of this, but I do know
it's called the Ofice of Regul ations.

A Ckay.

Q But thank you. | appreciate the
clarification.

A Sur e.

Q You don't work in the consumer response unit
there, do you?

A | do not.

Q So you don't have any first-hand know edge of
consumer conplaints that could cone into the CFPB
concerning ROC's. And by first-hand know edge | nean
I nvol venent with responding to the way the consuner
response unit responds?

A | do not believe | have ever actively
participated in responding to a consuner conpl ai nt
about an RCC at the CFPB.

Q And have you with the Fed?

A. Yes.
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Q And in what capacity? Ws a there a consuner
response unit at the Federal Reserve Board that you
wor ked with?

A No, the Federal Reserve did not have a
consuner response unit. | would say the public affairs
of fice.

Q But the Federal Reserve doesn't have a unit
that has a consuner conpl aint intake operation akin to
that at the CFPB?

A Correct.

JUDGE MKENNA:  So how did you get invol ved at
t he Board?

THE WTNESS: Consuners woul d call the Federal
Reserve, like the nmain nunber, and say pl ease hel p.
And then Federal Reserve staff would ultimtely get
ahol d of ne.
BY M5. BAKER

Q And the consuners who call ed and said, please
hel p, they didn't call you directly?

A Correct.

Q And did you, when you responded to a consuner
conmplaint in that instance, did you go back and
subpoena bank records to ascertain the way the bank had
processed t he paynent ?

A No.
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Q Wiy not ?

A Vel |, the way you phrased your questi on,
subpoenai ng records was not typically necessary.

Q And why is that?

A Rel evant docunments were usual ly avail abl e
wi t hout a subpoena.

Q What ki nd of rel evant docunents woul d you,

M. Baressi, have | ooked at in connection with
respondi ng to consuner who called up and said, quote,
"pl ease hel p?"

A A periodic statenent showi ng the debit, an
I mage. You know, |ike when you | og onto your bank,
like Wlls Fargo or Gti and you can click and you pul |
up the check inmage. A consurmer would e-mail an inmage
of arenotely created check and say | never authorized
this thing.

Q And did you also | ook at any of the NACHA
codes that were associated with that transaction?

A | did ook at return reason codes, yes,
because these are RCC s they did not go through the ACH
network and so did not have NACHA codes.

Q And did you ever, when you were asked to help
with consuners, did you ever go back to the nerchant
who had initiated the renotely created check and ask

t hat nmerchant for background information as to how or
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why that RCC was initiated?

A | don't believe | did actually.

Q Have you ever done that?

A No.

Q Now renotely created checks, | think you
testified in response to Judge McKenna's question that
they are legal right now?

A Yes, correct.

Q And do you have an understandi ng as to whet her
are not renotely created checks were | egal in 20087

A | do.

Q And were they?

A Yes.

Q And sane question for 2009, do you have that
under st andi ng?

A Yes.

Q And were they |egal ?

A Yes.

Q Sane question for 2010, do you have an
understanding as to whether or not RCC s were illegal ?

A Yes.

Q And were they |egal ?

A Yes.

Q Sane question for 2011, do you knowif RCC s

were | egal ?
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A Yes.

Q And were they in fact |egal?

A Yes.

Q Ckay. 2012 sane question, |I'mjust going to
short it -- shortcut it, were RCC s |egal ?

A RCC s were | egal, yes.

Q Wre legal. Lawful?

A Yes, in 2012.

Q And they were lawful in 2013 as well?

A Yes.

Q And do know if there are conmerci al
enterprises that use renotely created checks in
commercial -- in the commercial context as opposed to
t he consumer context?

A You nean the payor is a commercial entity?

Q Yes?

A A busi ness?

['mnot as famliar with that.

Q So sitting here today you don't knowif that's
a common practice or not?

A | would say correct. | do not knowif that's
a conmon practi ce.

Q Do you know if RCC s for exanple are used in
the context of, for exanple, mutual funds that want to

debit an account for purposes of paynent?
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A Whose account ?

Q Vell, I"'masking if you know if mutual funds
at times use renotely created checks to establish a
nmechani smt hrough whi ch paynent m ght be nade into the
fund by say an investor?

MR CHUM (bjection, rel evance.

['mnot sure howthis --

JUDGE MCKENNA: | will allowit.

THE WTNESS: | amnot famliar with that, no.
BY M. BAKER

Q And do you know if |arge banks, for exanple,
use renotely created checks fromtinme to tinme?

A | would -- | guess the short answer is no.
But we mght be conflating different things that |
woul d not | abel a renotely created checks.

Q Vell, et ne ask you this: |Is it possible
that there are bill paynent systens that are in use
t hrough, say, a personal banki ng account that are
mai ntai ned or housed at a | arge bank and we can
stipulate large bank is a 1025 institution.

Is it -- do you have an understanding as to
whet her or not those banks fromtinme to tine would use
a nmechanismof renotely created check to ensure a
consuner nade a paynent to an entity, call it a

utility?
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A Yes, | do, in fact, now that | know of what
you are tal king about. Those are not renotely created
checks.

Q And what are those?

A Those are checks that the consuner instructs
the consuner's bank to create and typically mail to the
payee.

Q Does the consuner sign those checks?

A No.

Q So howis that different than what you' ve
descri bed?

A The consuner's bank is in charge of creating
t hat check.

Q The consuner's bank is in charge of creating
the check. So the distinction is whether or not the
consurer's bank is in charge of creating that check as
opposed to anot her nerchant ?

A As opposed to the payee's bank. That is a
di stinction, yes.

Q What are some ot her distinctions?

A Who is benefiting fromthe check. Wth a
renotely created check the sane party that is
benefitting fromthe check, creates the check.

Q And I"'mnot sure | followin ternms of who's

benefitting fromthe check; what do you nean?
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A Who gets the noney fromthe check. The payee
gets the noney fromthe check and creates the renotely
creat ed check.

Q So | want to make sure | understand. |[|s your
testinony that renotely created checks are specifically
defined as checks that are renotely created by the
enterprise that is paying itself; is that your
t esti nony?

A That is an existing definition of renotely
created checks, yes.

Q Ckay. Nowin this matter, | think you
testified that you didn't do anything particular to the
conpany at issue here, Integrity Advance; is that
right?

A Correct.

M5. BAKER (Ckay. No further questions.
JUDCGE MCKENNA:  Thank you.
REDI RECT EXAM NATI ON
BY M5, CHUM
Q M. Baressi, you just testified that RCC s
were legal from2008 to | believe you said 2013, yes?
JUDGE MKENNA:  And that they are | egal today.
BY M5, CHUM
Q And that they are | egal today.
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M5. BAKER  Thank you
JUDGE MKENNA:  You' re wel cone.
The objection to the question is sustained.

The objection to the line of cross -- direct

exam nation i s sustai ned.

And so you can nove onto your next subject.

M5. CHUM | have no further questions, Your

JUDGE MCKENNA: Al right.

M5. BAKER Nothing further, thank you

THE WTNESS: |' m done?

JUDCGE MCKENNA:  Yes, sir.

MR WHEELER  Your Honor, Enforcenent Counsel

woul d request that we recess for the day given that

Respondents asked for tinme to consider Enforcenent

Exhibit 102 and then we can conclude -- they can
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conduct their cross-examnation of M. Hughes. W can
redirect. And that should be our |ast wtness. Your
Honor .

JUDCGE MCKENNA: Al right.

G f the record.

(The proceedi ngs adjourned at 3:20 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 20, 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 I1-1
through 11-196 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.

Jeannie A Mlio, RPR
Cficial Court Reporter
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