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APPLICATION (Integrity Advance, LLC) FORM#l Loan #: 30609072 

IMPORTANT INFORMATION ABOUT PROCEDURES FOR OPENING A NEW ACCOUNT: To help the govcminent fight the 
funding of terrorism and money laundering aaivities, Federal law requires all financial institutions to obtain, verify, aod record 
infonnation that idcotifies each person who opc:D$ an account. What this meaas for yoa: When you open an account, we ("we" or "vs" 
n:fers to "Integrity Advall(c, U.C") wil1 ask for your name, addrc6s, date of birth, and other information that will allow us to identify you. We 
may also ask to see your driver's license 01' oCbet" identifying document. 

NOflCE: WE ARE REQUIRED BYLAW WADQfTPRQCEQURES TO REQUf$AND RErAININ OUR RECQRDSINFQRMATIQN 
NECB$84RY TO VERIFY YQUR IDENTITY 

EMPLOYMENT INFORMATION 

fr)!l)e of Acccmot Olr&kine L 
BANK INFORMATION 

0 

By typing your neme and clicking "l Agree" below, you are electronically signing this Application. By electronically sigaing and 
l!Ubmltting thl11 Arrlication, you certify that all oft'he information provided ahove i11 true, complete and eom:ct and provided to us for the 
purpose of induclng us to mak.e the loan for Miicb you an~ ipplY.ing 110d you acknowled~ receiving a fully completed ~'OJJY of Ibis 
Applieaticm and accompanying documents. This Application will be deemed incomplete and will oot be processed by us wllc.u agreed by 
you befow. By electronically signing below you also agree that we may obtain and use information about yo11 from third parties, 
111Cluding consumer reports, to evaluate your application aod to .review your account for as long as you owe any amount to us. 

Sfgnnre: (X) ___ _ =·---------- - -· Date: __ ___ 3(24/2009 

COVERED BORROWER IQENJIFICAJI0:'1 STATEMENT: 

Federal law provides important prot&c:tiem to active duty members of the Armed Forces and their d~e!ldents. T• ensure that 
these protections are provided to eligible applicants, we require you to select and electrenicaJly sign ii.Wk of the following 
!datementll as applicable: 

PLEASE SELECT ONE Of THE FQUQJf/NQSTATEMENTS; 
I A..'\f • regul•r or reserve member of dae Army, N•vy, Marine Corps, Air Foree, or Coast Guard, 1ervlng on active duty under a 
call or order that does not specify a period af 10 day• or fewer, or such immher serving on Active Natloml Guard dldy. 

I AM a depellclent of a DJetnber ol lhe AmJed ll'ora:s •n acti,.-e duty as described above, becan,e I ... lbe 111ember's spouH, the 111ember'1 diUd under die age 
ol efgllltetl year, old, or I am RD ladivldual for wll- tlle member prG,1ded more tilan onc-llalf of my financial support for 1IIO da)ll lmm.ediately preeedlng 
todll)·'5 date. 

I AN NOT• rt1111/Ju or ffflert't! NtatJIN!r of dtit ,lrai,, !V•i,, Marine Corpr, Air Force, or COIDII Guan/, ambl6 ttn aawe '""' 1111du • ca/f ,,,-on/rtlnd aes "°' 
flllfflh•poltttlo/ J(}dqs or fn..w (ora ~ofadt •.,uiber). 

Signature: (X)--~------

WARNING: It JSJMPOR'rANTTO FILL OUT THIS FORM ACCURATELY. KNOWL~CLY MAn~G A FALSESTATEMENTON ACllEDIT 
APPLICATIO!'I JS A CRJME. 
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LOAN AGREEMENT 

isbursement Date: 3t,i~Qg9 . , 
ayinent Date: 4/10/2009 

Integrity Advance, LLC) 
00 Creek View Road 

ite 102 

ewark, DE 197ll 

oan #: 30609072 

FORM #2 Loan #: 
30609072 

In this Loau Agreement (hereinafter, the "Loan Agreement") the words "you", "your" and "I" mean the botrowe1· who bas electronically 
signed it. The words "we", "us" and "our" mean Integrity Advance, LLC (''Lender"), a licensed lender of payday loans regulated by the 
Delaware State Bank Commissioner. 

FEDERAL TRUTH IN LENDING DISCLOSURES 

ANNUAL PERCENTAGE FINANCE CKARGE Amount Financed Tehll of Payments 
RATE 

The dollar amount the credit The amount or credit pr~vlded The amount you will have paid 
The cost of your credius a wiU cost you. to you or on your behalr. after you have made an 

yearly rate. payments as scheduled. 
"tld ··u101.. S150.00 ssoo.oo 41'£.r!III an. . 

our Payment Schedule will be: One (1) payment ofS650,00 due on 4/10'2009 ("Payment Due Date"). 
·ecurity: You are giving a security interest in the ECHECK.IACH Authorization. 
repayrnent: If you pay off early, you will be entitled to a refund of the unearned portion of the finance charge. 

Itemization of Amount Financed: Amount given to you directly: $S00.00 . Amount paid on Loan#: 30609072 with us: $650.00, 

PAYMENT OPTIONS: You ~elect your payment option at least three (3) business days prior to your Payment Due Date bv 
C(l~ing u~ at (ROO) 505-6073. At that time, you may choose: • 

(a) Pnyrnent jn full; You may pay fhe Total of Payments shown above, plus any accrued fees. to satisfy your loan in full. When you 
contact us and choose this option, we will debit Your Bank Account (defined below) forthe Total of Payments plus any accrued fees, in 
accordance with the ACH Authorization below; OR 

(b) Renewal: You may renew your loan (that is, extend the Payment Due Date of your loon until your next Pay DatcA.') by authorizing 
us to debit Your Bank Accomlt for the amount of the Finance Charge, plus any accrued fees. If you choose this option, your new 
Payment Due Date will be your next Pay Date1

, and the rest of the terms of the Loan Agreement will continue to apply. 

AUTO-RENEWAL: Jfyou fail 10 conta,1 us to confirm your Payment Option at least three (3) business days prior to any Payment Due 
Date, or otherwise fail to pay the loan in n1II on any Pay Date, Lender may automatically renew your loan as described under (b) above, 
and debit Your Bank Account on the faymcnt Due Date or thereafter for the Finance Charge and any accrued fees. Your new Payment 
Due Date will be your next Pay Date , and the rest of the terms of the Loan Agreement wilt continue to apply. You must contact us at 
least three (3) business days prior to your new Payment Due Date to confirm your payment option for the Renewal. If you fail to contact 
us, or otherwise fail to pay the loan in full on your new Payment Due Date, we may automatically renew the loan until your next Pay 
Datc.1 After your initial Joan payment, you may obtain up to four (4) Renewals. All terms of the Loan Agreement continue to apply to 
Renewals. All Renewals an: subject to Lender's ~proval. Under Delaware law, if you qualify, wc may allow you to enter into up to four 
(4) Renewal5, also known as a "refinancing" or a 'rollov.er". TI1e full outstanding balance $hall be due upou completion of the cerm of all 
Renewals, unless you .qualify for Auto-Workout, as described below. 

AUTO-WORKOUT. Unless you contact us to conftrm your option for Payment in. Full prior to your Fourth Renewal Payment Due 
Date, your 1011n will automatically be placed into a Workout Payment Plan. Under the W orkont Payment Plan, Your Bank Account will 
automatically be debited on your Pay Date1 for accrued finance charges plus a principal payment of $50.00, until all amounts owed 
hereunder are paid in full. This does not limit any of Lender's other rights under the terms of the Loan Agreement. All Workout 
Payment Plans arc subject to Lender's approval 

DISBURSEMENT: In order to complete yourtnmsaction with us, you must.electronically iign the Loan Agreement by clicking the "J 
Agree" button at the end of the Loan Agreement, as well as all other "I Agree" buttons that appear within the Loan Agreement and related 
dQ\..'Uments that appear below. We will then approve or deny your application and the Loan Agreement. If the Loan Agreement is 
approved, we will use commercially reasonable efforts to effect a credit cntiy by depositing the proceeds from the Loan A~cmcnt into 
16e bank account listed below ill the ECheck/ ACH Authorization ("Your Bank Account") on the Disbursement Date. Unavoidable del11ys 
as a result of bank holidays, the processing schedule of your individual bank, the untimely receipt of pay stubs, if such P8).' stubs are 
required, inadvertent procei;sing crmrs, "act~ <lfGod", and/or "act~ of terror" may extend .the time for the deposit. You w,11 have the 

2 

CONFIDENTIAL INTEG009222 

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 3 of 811



CFPB042568

option of rescinding the loa11 and this Loan ~eement in accordance with the "RESCISSION" provision listed below, which dcscnl>es, 
among other things, the time and manner within which notice ofrescission must be given to be eftective. Failure to give such notice as 
and when set out in the "RESCISSION'" provision will be deemed to constitute acceptance by you of the delayed disbun;ement date. 

YOUR PROMISE TO PAY: You promise to pay us the Total of Payments according to1he terms of our disclosures set forth below on 
the Payment Due Date and all other amoun11 owed to us under the Loan Agreement. You grant us a secmity interest in your 
Eeheck/ACH Authori.7.ation in the amount of the Total of Payment5 (the "ECheck/ACH ") which we may negotiate on the Payment Due 
Date or thereafter. All payments will be applied first to interest and fees and then to princ,at. Both the amount of intmst charged and 
rate thereof are set fonh respectively in the Finance Chaf'¥e and Annual Percen1age Rate dtselosures in the Loan Agreement. Pursuant to 
the ECheck/ ACH Aulhorizatioo, you have din:ctcd us lo mitiate one or mo.re ECheck/ ACH debit entries to Your Bank Account for the 
amounts owed to us under the Loan Agreement on tbc Payment Due Date or thereafter and for certain fees that may be a~scd in the 
event of dishonor when presentment is made to your baok on your EChcck/ ACH Authorization. 

CONSENT TO ELECTROSIC COMMUNICATIONS : The following tcnn~ and coodition~ govern electronic communications in 
connection with the Loan Agreement and the tramaction evidenced hereby (the "Consent"). By electronically signing the Loan 
Agreement by clicking the "I AGREE" button and entering your nante belo"'.., you arc confinning that you have agreed to the terms and 
conditions of the Consent and that you have downloaded or printed a copy ot this Consent fur your records. You agree that: 

A· Any disclosure. notice, record or other type of infonnation that is provided to you in connection with your transaction 
with us. including but not limited to, the Loan Agreement, this Consent, the Truth in Lending disclosures set fonh above, change-in-tenn 
notices, fee and transaction information. statements. delayed disbursement letters. notices of ad-.-crsc action, state mandated brochures and 
disclosures, and transaction information (i€a:Communicationsaf' ), may be sent to you electronically by posting the infonnatian at our 
web site, www.JAdvanc.Cash.com, or by sending it to you by e-mail. 

A· We win not be obligated to provide any Communication to you in paper funn unl~'I you specifically request m; to do 
so. 

A· You moy obtain a copy of any Communication by contacting us at 300 Creek View Road, Suite 102, Newark, DE 
19711, or by calling us at (800) SOS-6073. You also can withdraw your consent to ongoing electronic communications in the same 
manner, and ask that they be sent to you in paper or non-electronic form. Jf you choose to receive Communications in paper or 
oon-eJec:tronic fonn, we may elect to terminate the Loan Agreement and demand payment of the amount then due by the date of your 
withdrawal of consent: or by the expiration of any minimum term mandated by law, whichever is later. 

A· You agree to pro\'ide us with your current e-mail address for notices at the address or phone number indicated above. If 
your e-mail address changes, you must send us a notice of the new address by writing to us or S(,,"Jlding us an e-mail, using secw-e 

. mes.,;aging, at least five (5) days before the change. 

A· ID order to receive electronic communications in coonection with this tnmsaction, you will need a working connection IX> 
the Internet. Your browser must support the Secure Sockets Loyer (SSL) protocol. SSL provides a secure channel to sond ond n:ceivc 
data over the Internet. Microsoft Internet Explorer 6 and above supports this feature. You will also need either a printer connected to 
your computer to print disclosures/notices or sufficient hard drive space available to save the infonnation ( e.g., I megabyte or more). 
You must have your own Internet service provider. 

A· You hereby provide us with your ex~ consent to receive SM$ messages from us. 

A· We may amend (add to, delete or change) the terms of this ,-onscnt to electronic communication by providing you ~i1h 
advance notice. 

By entering your name and today's date and clicking d1e "I Agree" button below, you are electronically signinJ this document and 
confinning that: (I) your system meets the ~men1s set forth above; (2) you agree to receive Communications electronically; and (3) 
you are able to access and print or store information presented at this website. 

SECURrI'Y. Pursuant to Comment 2(a)(2S) ot'thc Federal Reserve Board Official Staft'Commentary to Regulation. Z 22.6.2, we have 
disclosed to you that our interest in the HCH~CK/ ACH Authorization Agreement is a security interest for Truth-in-Lending purposes 
only, because federal and Delaware 111.w do not clearly address whether our interest in the ECHECK/ACH Authorization Agreement is a 
"security interest" 

RESCISSION: You may rescind future paymcat obligations under the Loan Agreement, without cost or finance charges, no later than 
5:00 p.m. Eastern time of the next business day immediately following the Disbursement Date ("Rescission Deadline"). To ~d future 
payment obligations on this loan, you must inform m ia writing, by or before the Rescission Deadline, either by email to 
info@iadvancecash.com or by fax to (800)-581-8148, that you want to cancel the future payment obligations on this lom and that you 
authorize us to effect a debit entty to YolB' Bank Account for the principal amount of1he Loan Agreement In the event that we timely 
receive your written notice of rescission on or befure the Rescission Deadline but before the loan proceeds have been credited to Your 
Bank Account, we will not effo:t a debit entry to Your Bank Account and both ows and your obligations under the Loan Agreement will 
be rescinded. In the event that we timely receive your written notice of rescissiOR oo or before the Rescissiot1 Deadline but after the loan 
proceeds have been credited to Your Barde Account, wc will effect a debit to Your Bank Account for the principal amount of the Loan 
Agn:ement. Tf we receive payment of the principal amount via the debit, ours and your obligation!\ under the Loan Agreement will he 
rescinded. Ifwe do not receive payment of the principal amount via the debit, then the Loan AHfCement will remain in full force and 
cffcct 

SPECIAL NOTICE: 
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(1) THIS LOAN IS DESIGNED AS A SHORT-TERM CASH FLOW SOLUTION AND NOT DESIGNED AS A SOLUTION 
FOR LONGER TED1 FINANCIAL PROBLEMS. 

(2) ADDITIONAL FEES MAY ACCRUE IF THE LOAN IS REFINANCED OR "ROLLED OVER". 

(3) CREDIT COUNSELING SERVICES ARE AVAILABLE TO CONSUMERS WHO ARE EXPERJENCING FINANCIAL 
PROBLEMS. 

BY ENTERING YOUR NAME AND TODAY'S DATE AND CLICKING THE "I AGREE" BUTTON BELOW, YOU ARE 
ELECTRONlCALLY SIGNING THE LOAN AGREEMENT AND AGREEING TO ALL THE TERMS OF THE LOAN 
AGREEMENT. YOU ALSO ACKNOWLEDGE RECEIPT OF A FULLY COMPLETED C.."OPY OF THE LOAN 
AGREEMENTANDTHESCDEDULEOFCHARGESANDFEESBELOW. 

A PAYDAY LOAN IS NOT INTENDED TO MEET LONG- TERM FINANCIAL NEEDS 

. SCHEDULE OF CHARGES AND FEES 

According to the Commissionerifl'Ms Regulation 2203, Section 1.0, Notificatioo, every licensee shall furnish to every applicant a copy of 
the Itemized Schedule of Charges and Fees at the time when such application is made. As per the aforementioned Commissioneri€"'Ms 
Regulation 2203, Section 1.0, Notification, please review the itemized schedule of charges and fees below to better understand the charges 
and fees associated with your loan. 

The APR, or Annual Percentage Rate, is the term for the effective interest rate that the b01TOwer will pay on a Joan to the lender in a 
standardized way. This is to show the total cost of credit to the coosumcr, expressed as an aunual percentage of the amount of credit lent 
to the honower. While APR is intended to malcc it easier to compare lenders and loan options, it can i;eem complicated to those that arc 
not aware of its implications. 

There is no account set up fee and, when scheduled paymeo1ll arc made, there are no additional fees outside 1he principal amount 
borrowed and the interest that accumulates on the amount borrowed. When comparing interest rates among companies, please 11ote that 
some companies may charge set up fees, application fees, or other such charges while we do not charge for these services. 

OTHEBEEES 
NSF FEE:$25.00 

l:'.lt l::l,!STOMJ;;B f E:i~ 

LOAN AMOUNT 
DAYS APR $100.00 $150.00 $200.00 $250.DO $300.00 $350.00 $400.GO ~-00 1500.00 $550.00 $800.00 

23 380.87% $24.00 $36.00 $48.00 $60.00 $72.00 $84.00 $96.00 .00 120.00 $132.00 $144.00 
22 398.18% $24.00 ffl·OO $48.00 $60.00 1,n.00 $84.00 $96.00 s108.oo 1120.00 r32.00 $144.00 
21 417.14% $24.00 .00 $48.00 $60.00 2.00 $84.00 $96.00 $108.00 120.00 132.00 $144.00 
20 438.00% $24.00 $36.00 $48.00 $60.00 $72.00 $84.00 $96.00 $108.00 $120.00 132.00 $144.00 
19 411.05% $24.00 $36.00 $48.00 = .00 $72.00 $84.00 $96.00 $108.00 $120.00 $132.00 $144.00 
11 416.67% $24.00 $36.00 m·oo .00 lt2.oo $84.00 $96.00 $108.00 $120.00 1132.00 $144.00 
17 515.29% $24.00 $36.00 .00 $60.00 2.00 $84.00 $96.00 s108.oo $120.00 132.00 $144.00 
16 547.50% $24.00 $36.00 $48.00 seo.oo ~2.00 $84.00 $96.00 $108.00 $120.00 $132.00 $144.00 
15 5114.00% $24.00 $36.00 ffl·OO $60.00 2.00 $84.00 $96.00 1108.00 $120.00 $132.00 $144.00 
14 625.71% $24.00 $36.00 .00 = -00 $72.00 $84.00 J:·oo 108.00 $120.00 $132.00 $144.00 
13 673.85% $24.00 $36.00 $48.00 .00 $72.00 $84.00 .00 $108.00 $120.00 $132.00 $144.00 
12 730.00% $24.00 $36.00 $48.00 $60.00 $72.00 $84.00 $96.00 $108.00 $120.00 $132.00 $144.00 
11 196.36% $24.00 ffl.oo $48.00 $60.00 m: $84.00 c:,oo $108.00 $120.00 $132.00 $144.00 
10 176.00% $24.00 .00 

=·00 
$60.00 m.oo .OD $108.00 $120.00 $132.00 1144.00 

8 973.33% $24.00 .oo .00 ~.00 $72.00 .00 f96.00 $108.00 $120.00 f132.00 144.00 
8 1095.00% $24.00 $36.00 $48.00 .00 $72.00 .00 96.00 $108.00 $120.00 132.00 $144.00 

STAl!flMBl2 LOA~ FEES (ti&~ ~l!SIOME;BS At!ll2 l!lmi-l]l !::~IQMERS} 

LOAN AMOUNT 
DAYS APR $100.00 $150.00 $200.00 $250.00 $300.00 $350.00 $400.00 $450.00 

23 476.09% $30.00 $45.00 $60.00 $75.00 $90.00 $105.00 $120.00 $135.00 
22 497.73% $30.00 $45.00 $60.00 $75.00 $90.00 $105.00 $120.00 $135.00 
21 521.43% $30.00 $45.00 f60.00 $75.00 $90.00 $105.00 $120.00 1135.00 
20 547.50% $30.00 $45.00 60.00 $76.00 $90.00 $105,00 1120.00 135.00 
19 576.32% $30.00 $45.00 =.00 $75.00 $90.00 $106.00 120.00 $135.00 
18 608.33% $30.00 $45.00 .00 $75.00 $90.00 $105.00 120.00 $135.00 
17 644.12% $30.00 $45.00 $60.00 $75.00 $90.00 $105.00 $120:()0 $135.00 
16 884.38% $30.00 $45.00 $60.00 $75.00 190.00 $105.00 $120.00 1135.00 
15 730.00o~ $30.00 $45.00 $60.00 $75.00 90.00 $105.00 $120.00 135.00 
14 782.14% $30.00 $45.00 $60.00 $75.00 $90.00 $105.00 $120.00 $135.00 
13 842.31% $30.00 J:5.00 $60.00 $75.00 $90.00 $105.00 $120.00 $135.00 
12 912.50% $30.00 5.00 $60.00 $75.00 $90.00 $105.00 $120.00 $135.00 
11 995.45% $30.00 $45.00 $60.00 $75.00 $90.00 $105.00 $120.00 $135.00 
10 1095.00% $30.00 $45.00 100.00 $75.00 190.00 $105.00 1120.00 $135.00 
9 1216.67% $30.00 $45.00 60.00 $75.00 90.00 $105.00 120.00 $135.00 
8 1368.75% $30.00 $45.00 $60.00 $75.00 $90.00 $105.00 $120.00 $135.00 

4 

$650 
$156 
$156 
$156 
$156 
$156 
$156 
$166 
$156 
$166 
$156 
$156 
$156 
$166 
$156 
$156 
$156 
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Printed Name: 

Siguture: (X),___ ____ Date: 3/1A/2009 
The term "Pay Dute" rcfcn. co· the next time following the Payment Due Date, that you receive regular wages or &alary from your employer. 
Because RenC'WBls are for at least fourtcco (1'4) days, if you arc paid weekly, your loan will not be Renewed uotil the next Pay Date that is 
at least fourteco days after the prior Payment Due Date. 

RIGHT TO CANCEL: YOU MAY CANCEL TIDS LOAN WITHOUT COST OR FURTHER OBLIGATION TO US. IF YOU 
DO SO DY THE END OF BUSINESS ON THE BUSINESS DAY AFTER 3124/2009. To cancel, yuu mity call us at (880) 505-6073 
to alert us of your intention to cancel. Alternatively, you may a print this p11ge, complete the infonnation in this box, sign and fax ittous 
at (800)-581-8148. If you follow these procedures tiut there are insufficient funds available in Your Bank Account to enable us to reverse 
the transfer of loan proceeds at the time we effect an ACH debit ently of Your Bank Account, your cancell11tion will not be effective and 
you will be M)Uired to pay the loan and our charges on the scheduled maturity date. 

Slpature: Date: 
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ACH AUTHORIZATION (Integrity Advance, LLC) FORM #2b 
READ VERY CAREFULLY BEFORE INITIALING OR SIGNING 

Loan #: 30609072 

ACH AUTHORIZATION :You hereby voluntarily authorize us, and our successors and assign&, to initiate an automatic credit and debit entry 

YOUR BANK ACCOUNT INFO: 

- - -
Namt:: Bank.Name: 

Address: Transit ABA Number: 

City, State Zip: Checking Account Number: 

IPhone: 

. 

I 
I 

~mount: ~650.00 

I 

I 
Payment Due Date: ~/10/2009 

I 

This ACH Authorization is a part of and relates to the Loan Agreement dated 3/24/2009 (the "Loan Agreement"). The words " 
you", "your~ and ''I'' mean the borrower who has electronically signed it. The words ''we", "us" and "our" mean Integrity Advance, LLC 
(" Lender"), a licensed lender of payday loans regulated by the Delaware State Bank Commissioner. You hereby voluntarily authorize us, 
and our i;uccessors and assigns, to initiate automatic credit and debit entries to Yow· Bank Account in accordance with the Loau 
Agreement. You agree that we will initiate a credit entry to Your Bank Account for the Amount Financed on or about the Disbursement 
Date. 
You also authorize us to initiate an ACH debit entry to Your Bank Acc01mt: 

(a) for the Total of Payments plus any accrued fees oo the Payment Due Date, or on any subsequent Renewal Payment Due Date, if you 
contact us at least three (3) business days prior to such date and select Payment Option (a) in the Loan Agreement (Pay in full); 

(b) for the Finance Charge plus any accnicd fees -0n the Payment Due Date, or on any subsequent Renewal Pa.yment Due Date, if you 
contact us at least three (3) business days prior to such date and select Payment Option (b) in the Loan Agreement (RENEWAL), or if you 
fail to contact us to conf111J1 your payment option; 

(c) for the accrued finance charges and fees, plus $50.00 on each Pay Date1 after the fourth (4u1
) Renewal Payment Due Date, until all 

amounts owed under the Loan Agreement ore paid in full; and 

(d) for any seemed Rcn1rned Payment chRrges, subject to the Loan Agreement. 

You agree that we may re-initiate a debit entry for the same amount if the ACH debit entry is dishonored or payment is returned fot any 
reason. The ACH Authorizations set forth in the Loan Agreement are to remain in full force and effect for this transaction until your 
indebtedness to us for the Total of Payments, plus any other charges or fees incurred and described in the Loan Agreement, is fully 
satisfied. You may only revoke the above authorizations by contacting us directly. If you revoke your authorization, yo11 agree to provide 
us with another form of payment acceptable to us and you authorize us to prepare and submit one or more checks drawn on Your Bank 
Account so long as amounts are owed to us undt:r the Loan Agreement. 
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If a payment is returned unpaid, you authori7.e us tO make a one-time electronic fund transfer from Your Bank Account to collect a fee of 
$25. You voluntarily authorize us, and our soccesso, and assigns, to initiate a debit entry to Yollr Bank Account for payment of this fee. 
You fur1hcr authorize us to initiate debit entries as necessary to recoup the outstanding loan balance whenever an ACH transaction is 
rctumcd to us for any reason. You undcmand and agree that this ACH authorization is provided for your convenience, and that you have 
authorized repayment of your loan by ACH debits voluntarily. You agree d1at you may repay your indebtedness through o1her means, 
including by providing timely payment via cashiers cheek or money order directed to: Integrity Advance, 300 Creek View Road, Suite 102, 
Newark, DE 1971 1. 

You authori7.c us to va-ifv all of the information that you have provided, including past and/or current information. You agree that the 
ACH Aothori:;,.ation herefn is for repayment of a single payment loan, or for single payment offmance chnrges for Renewols, and that these 
entries shall not recur at substantially regular intervals. If there is any missing or moneous information in or with your loan applic11tion 
regarding your bank, bank routing and transit number, or account number, then you authorize us to verify and correct such infonnation. 

If your payment is returned to us by your financial im,titution due to insufficient funds or a closed account, you agree that we may recover 
court costs and rcaso11ablc attorney's foes illCUIJ'cd by us. 

Signature: (X) _________ _ Datt: ____ .3.,..n .. 4..,n .. o,..09..-..... __ _ 

la addition, you also agree to the followiua: 

I. I understand that you are licensed in the State of Delaware and operate your business within the State of Delaware. I undentand that I 
could have traveled to Delaware to apply fur a loaat at your office io Delaware but I have chosen to apply for this loan via the intemet, 
telephone and/or fax for my own convenience. 

2. I understand that no bin~~g contract between myself !!11d you will be formed until my application is received by you in Delaware and is 
approved by your uodenvntmg department, also located m Delaware. 

3. J understand that if my application is approved funds wiU be transferred to me from our bank account in Delaware and the contn,c;t will 
not be completely performed until I have repaid the loan in full, along \\ith any fees, and my payment is received by you in Delaware or is 
deposited clectrorucally into 011r bank Account in Delaware. 

X _Initial here only if you have read, 81!ff to, and undentand the statements, policies and procedures Usted above. 
4.T 111,;,muwledge that I have received and read th~ Iptegrity Adyapce Priyacy Pgljw, 

5. 1 uruler!ttand that J may malce choicci. reiarding the way that the Integrity Advance family of cumpanic~ us~ and i;hare5 my infonnation. 
I iwknowlcdge the following notice n:pdang those (;oofot:11; 

• 

• 

• 

• 
• 

• 

The Integrity Advance family of companies is providing this notice . 

Federal law gives you the right to lim1t some but not all marketing from the Integrity Advance Companies. Federal law also 
requires us to give you this notice to tell you about your choice to limit marketing fi'om the Integrity Advance Companies . 

You may limit dte Integrity AdYBllCe affiliated companies, from marketing their produe,'tS or services to you based on your 
pmonal information that they ieceive fium other Integrity Advance companie:,. Thill infonnation includes your income, your 
account history. and your credit history, report, or score . 

Your choice to limit marketing offers from the Integrity Advance companies will apply until you tell us to change yom choice . 

If you have already made a choice to limit marketing offers from the Integrity Advan~ companies, you do not need to act ognin . 

To limit our sharing of information with Third Parties and Affiliated Companies, and/or to limit marketing offers from Affiliateq 
Companies, contact u~; 

• Electronically, by clicking submitting our onljne opt::out form 

• By Mail or Fax: By printing uut and completing the Majl or Fax QJ)t:out fonn and sending du: form to; 300 Creek Vitw 
Road, Suite 102, Ncwadc, DE 19711 orviaFWl to 302-861-1717. 

1 certify that 1 have received, read and und~tMd this notice regarding my Or,t-out choi~. 
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X _ Initial here only if you have read, agree to, and understand the statements, policies and procedures listed abOve. 

6. I understand that the Loan Agreement and any subsequent agreements between myself and you arc subject to Delaware law, that I agree 
to be bound by such law, and acknowledge that, in the event of a bona fide dispute between myself and you, that Delaware law shall 
exclusively apply to such disputes, regardless of where any proceedings arc held. · 

7. I un(kn;tand that submitting false infonnation to indut.-e you to grant me a loan, i.e., ll falst: social s~urity oumbt:r, false identification, 
altered bank stlltcments, etc., constitutes fraud and may subject me to criminal penalties. I further acknowledge that you have disclosed 
your policy that you will repol1 such instances of fraud to the appropriate few enforcement agencies. 

8. I understand ifI prefer to pay all or part of the loan amount, rather than accept the refinancing, I can ca U you at (800) S05-6073 at least 
three (3) business days before my payment is due. 

9. I understand and accept if I default on my loan and I do not cooperate with you on repaying my debt, including the ori~inal loan amount 
and all fees tl1at may apply, you may submit my name to a collection agency and report the incident to a consumer reportmg agency 
database, such as Teletrack and/or CL Verify, which may negatively impact my ability to write checks and to receive loans or advances 
from other companies. 

10. I understand and accept ifmy account is turned over to a third party collection agency and they are unable to collect the amount owed 
you, the collection agency will then pursue every action granted to them under the law, including but not limited to wage gumishment. 

X_ _ Initial here only If you have read, agree to, and understand the statements, policies and procedares listed above. 
W The tcnn "Pay Date" refers to the next time following the Payment Due Date, that you receive regular wages or salary from your 
employer. Because Renewals are for at least fourteen (14) days, if you are paid weekly, your loan will not be Renewed until the next Pay 
Date that is at least fourteen days after the prior Payment Due Date. · 

ARBITRATION PROVISION FORM#3 

(Integrity Advance. LLC) Loan #: 30609072 

Borrower's Name: Date: 3/24/2009 

Borrower: PLEASE READ AND COMPLETE Tiffi FOLLOWING: 
OEFAULl", GOVERNING LAW, ASSIGNMENT AND EXECUTION. You will be in default if you do not pay us the amounts you 
owe 11s under the Loan Agreement. The Application, Loan Agreement, and ACH Authorization, will be governed by the laws of the State 
of DeJaware. This Arbitration Provision is governed by the Federal Arbitration Act, 9 U.S.C. Sections 1-16 ("FAA"). We may assign or 
transfer the Loan Agreement or any of our rights hereunder. If the Loan Agreement is consummated, then you agree that the electronically 
signed Loan Agreement., .ACH Authorization, and Arbitration Provision we receive from you will be considered the original executed Loan 
Agreement, ACH Authoriz.atioo, and Arbitration Provision. respectively, which arc binding and enforceable as to both parties. 
WAIVER OF JURY TRIAL AND ARBITRATION PROVISION. Arbitration is a process in whfoh persons with a dispute: (a) waive 
their rights to file a lawsuit and proceed in court and to have a jury trial to resolve their disputes; and (b) agree, instead, to submit their 
disputes to a neutral third person (an ''arl:Jitmtor" ) for a decision. Each party to the dispute has an opportunity to present some evidence to 
the arbitrator. Pre-llrbitratt0n discovery may be !united, Arbitration proccedi11~ arc pJ"ivatc and less formal than court trials. TI1e arbitrator 
will issue a final and binding decision resolving the dispute, which may be enforced as a court judgment. A court rarely overtums an 
arbitrator's decision. We have a policy of arbitrating all dispu~ with customers which cannot be resolved in a small claims tribu11a~ 
including the scope and validity ofthts Arl)itra1ion Provision and any right you may have to panicipate in au alleged class action. 

THEREFORE, YOU ACl<NOWLEDGE AND AGREE AS FOLLOWS: 
1. for purposes of this Waiver of Jury Trial and Arbitration Provision, the words "dis_,Pute" and "disputes" are given the broadest possible 
meaning and include, without limitation (a) all claims, disputes, or controversies arismg from or relating directly or indirectly to the 
signing of this Arbitration Provision, the validity and scope of this Atbitration Provision and any claim or attempt to set aside this 
Albitration Provision; (b) all fe(.lt:ral or state law claims, disputts or controven;ies, arising from or n:lating dm11y or indirectly to the Loan 
Agreement, the information you gave us before entering into the Loan A;reement, including the customer infomiation application. and/or 
any past agreement or agreements between you and us; ( c) oU counterclauns, cross-claims and third-party claims; ( d) all common law 
claims, based upon contract, tort, fraud, or other intentional torts; (e) all claims based upon a violation of any state or federal constitution, 
statute or regulation; (f) all claims asserted by us agairu.1 you, including claims for money damages to collect any sum we claim you owe 
us; (g) all claims asserted by you individually against us and/or any of our emploY~>es, ,gents. directors. offJCers, sl1archolders, governors, 
managers, members, parent company or affiliated entities (hereinafter collectively referred to as "related third parties").. including claims 
for money damages and/or equitable or injunctive relief; (b) all claims asserted on your behalf by another person; (i) all claims asserted by 
you as a private attorney general, as a representative and member of a class of persons, or in any other representative capacity, against us 
aud/or related third parties (hereinafter referred to as "Representative Claims''); and/or (.i) all claims arising from or relating directly or 
indirectly to the disclosure by us or related third panies of any non-public personal information about you. 
2. You acknowlooge and agri:e th.It by entcrin~ into this Arbitration Provision: 
(a) YOU ARE GIVING UP YOUR RIGHT TO HA VE A TRIAL BY JURY TO RESOLVE ANY DISPUTE ALLEGED AGAINST 
US OR RELATED THIRD PARTIES; 
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(b) YOU ARE GMNG UP YOUR RIGHT TO HA VE A COURT, OTHER THAN A SMALL CLAIMS TRIBlNAL. RESOLVE 
ANY DISPUTE ALLEGED AGAINST US OR REL\ TED THIRD PARTIES; and 
(c) YOU ARE GIVING UP YOUR RIGHT TO SERVE AS A REPRESENTATIVE, AS A PRIVATE A TT0R."'IEY GENERAL, 
OR IN A.W0THERREPRESENTATIVE CAPACITY,AND/0R T0PARTIOPATEASA MEMBER OF A CLASS OF 
CLAIMANTS, IN ANY LAWSUIT FJLED AGAINST US AND/OR RELATED THIRD PARTIES. 
3. Except as provided in Paragraph 6 below, all disputes including any Representative Claims against us and/or related third parties shall be 
m;olved by binding arbitration only on an individual basis with you. THEREFORE, THE ARDTTRATOR SHALL NOT CONDUCT 
CLASS ARBJTRATION; TIIA TIS, THE ARBITRATOR SHALL NOT ALLOW YOU TO SERVE AS A REPRESENTATIVE, 
AS A PR.IV ATE ATTORNEY GENERAL, OR IN ANY OTHER REPRESENTATIVE CAPACITY FOR OTHERS IN mE 
ARBITRATIOS. 
4. Any party lo a dispute, including related third parties, may send the other party written notice by certified mail return receipt requested 
of their intent to arbitrate and setting forth the subject or the dispute along \\-ith the relief requested, even if a lawsuit has been filed. 
R~less of who demands arbitration, you shall have the right to select anr of the following arbitration organizations to administer the 
arbrtratioo: the American Arbitration Ai;sociation (1-800-778-7879) http:/,www.adr.org or JAMS (l-800-352-5267) 
http://wwwJamsadr.com. The parties may also agree to select en arbitrator who resides within _your federal jud_icial district who is an 
attorney, retired judge, or arbitrator re~istered and in good standing with an arbitration association, and arbitr4te in accordance with such 
arbitratorif11'1s rules. The party receivmg notice of arbitration will respond in writing by certified mail retuni receipt requested within 
twenty (20) days. If you demand arbitration, you must inform us in your demand of the arbitration organization you have selected or 
whether you desire to select a local arbitrator. If related third parties or we demand arbitration, you must notify us within twenty (20) days 
in writing by certified mail return receipt requested of your decision to select an arbitration organi7,ation. If you fail to notify us, then we 
have the right tu scle<:t un arbitration organimtion. The parties to such dispute will be governed by the JUies and procedures of such 
arbitration organization applicable to coDSUmer disputes, to the extent those rules and procedures do not contradict the express tenns of this 
Arbitntion Provision, including the limitations on the arbitraror below. You may obtaan a copy of the nlles and procedures by contacting 
the arbitration organization listed above. 
5. Regardless of who demands arbitration. at your request we will advance your portion oft~ arbitration exremses, including the ftling. 
administrative, hearing and arbitrator's fees ("Arbitration FccsR). Throughout the arbitration, each party shal bear his or her own attorneys' 
fees and expenses, such as witness and expert wmaess fees. The arbitrator shall apply applicable substantive law consistent wi1h the FAA, 
and applicable statutes of limitation, and shall honor claims of privilege recognized at raw. The arbitration hearing will be conducted in the 
county of your residence. The arbitrator may decide., with or without a hearing, any motion that is substantially similar to a motion to 
dismiss for fiiilurc to stab.: a claim or a mution fur 11umnusry judgment. In (..Vnducting die arbitn1tion proceeding, the arbilnltor shall not 
apply any federal or state rules of civil procedure or evidence. If allowed by statute or applicable law, the arbitrator may award statutory 
damages and/or reasonable attorneys' fees and expenses. If the arbitrator renders a decision or an award in your favor resolving the dispute, 
then you will not be responsible for reimbursing us for your portion of the Arbitration Fees, and we will reimburse you for any Arbitration 
Fees you have previously paid. If the arbitrata-does not render a decision or an award in your favor resolving the dispute, then the 
arbitrator shall require you to reimburse us for the .Amitration Fe.es we have advan~ not to exceed the amount which would have been 
assessed as court costs if the dispute had been resolved by a state court with jurisdiction. less any Arbitration Fees you have previously 
paid. At the timely request of any party, the arbitrator shall pro"idc a written explanation for the award. The arbitrator's award may be tiled 
with any court havini jurisdiction. 
6. All parties, in<:h1ding related third parties, shall retain the .right to seek adjudication in II small claims tribunal in the county of your 
residence for disputes within the scope of such tribunal'sjuriwiction. Any dispute. which cannot be adjudicated within the jurisdiction of a 
!imaU chtims lribunal, shall ht: rewlve<l by binding arbitration. Any 11pp:1:1l of a judgmc:nt fium a small claims lribunal 11h11ll bt: l'elSUlvtxJ by 
binding arbitration. 
7. This Mitrution Provision is made pursuant to a transaction involving interstate commerce and shall be governed by the FAA. lf a final 
noo- appealablc judgment of a court having jurisdiction over this transaction finm, for any reason, that the FAA docs not apply to this 
transaction, then our agreement to arbitrate shall be governed by the arbitration law of the State of Delaware. 
8. This Arbitration Provision is binding upon and benefits you, your respective heirs. successors and assigns. This Arbitration Provision is 
binding upon and benefits us, our successors and assigns, and related third parties. This Arbitration Provision continues in full force and 
effect, cvm if your obligations have been paid or discharged through bankruptcy. This Arbitration Provision survives any cancellation, 
termination, amendment, expinition or performance of any tr,msaction between you and us and continues in full force and effect unless you 
and we otherwise agree in '"'liting. If any of this Arbitration Provision is held invalid, the remainder shall remain in effect. 

9. OPT-OUT PROCESS. You may choose to opt out of the Arbitration Provision. but~ by following the process set-forth below. If 
you do not wish to be subject to this Arbitration Provision, then you must notify us in writing within sbtty (60) calendar days of the date of 
this Arbitration Provision at the fotlowiDB address: Integrity Advance, 300 Creek View Road, Suite 102, Newark, DE 19711. Your written. 
notice mmt include your name, address, account number or social sect1rity number, the date of this Arbitration Provision, and a statement 
that you wish to opt out of this Arb.itration Provision. If you cboose to opt out, tht:n your choice will apply only to the Applicatioo, Loan 
Agreement, ACH Authorization, and Arbitnition ProviStons submitted by you in dris transuction. 
By enterug your naine and clicking the "I Agree" button belDw, you are electronlcaUy signing and agreeing to all the term, ot' the 
Lean ~reement, the Arbitration Provision, and the ACH Authorization (i€c2tbe Loan Documentsil€ ) and providing or 
confirmmgyonr electronic signature on all of the Loan DDcuments, and you are expressly consenthlg to receive SMS messages 
from us. V ou agree that your electronic wiguture has the full force and effect of your physical ,ignature and that it hinds you to 
the Loan Dacuments in the same manner a physical signature would do so. By eJectrenically signing below, y()U also acknowledge 
that all of the Loan Documents were filled in before you did so and you have read, understand, and agree to all of the terms of the 
Lean Documents, including the provision entitled "WAIVER OF JURY IWAL AND ARBIJRAJJON PROVISION" and the 
Prlwey Ppljc:y and Covered Borrower Identification Statement. You agree that your right to file suit against us for any claim or 
dispute regarding the Loan Documents or your relationship with us is limited by the W AlVER OF JURY TRIAL AND 
ARBITRATION PROVISION. You also agree that all information you provided hi as prior to or during the completioa of the 
Loan Documents is complete and accurate. You represent that J'OU are not a debtor under any proceeding in bankruptcy and have 
ne in tendon to flle a petition for relief under any chapter of the United States Bankruptcy Code. 

PrlatedName 
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Signature: (X) __ Date: ____ 3, ... 12._.4_.12..,00...,9 __ _ 

Electronic Signature Information 
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1 

2 

3 

CONSUME:R FINANCIAL l?RO'l'.ECT I ON BUREAU 

4 In the mal ter o : 

5 INTEGRITY ADVANCE , ) 

6 a corpora ion . ) 

7 --------- --------------------) 

8 

9 Tuesday, June 17 1 2014 

10 

11 Venable , LLP 

12 575 7 h S reet , Northwest 

13 Washington, D.C. 

1 4 

l 5 CONFIDENTl.A.L COMMERCI AL INFORMATION 

16 

17 

18 The abo-ve-enti tled matter came on for 

19 i nves igational hearing, pursuant to notice , at 9 : 31 

20 a . m . 

2 1 

22 

23 

24 

25 
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Integrity Advance 

1 APPEARANCES : 

2 

Carnes 
2 

6/17/2014 

3 ON BEHALF OF THE CONSUMl'!:R FINANCIAL PROTECTION BUREAU : 

4 ALUSH8Y I J . WHEELER, ESQ. 

5 WENDY J . WEINBERG , ESQ. 

6 Consumer Finance Protection Bureau 

7 1700 G Street , Northwest 

8 

9 

10 

11 

Washington , D.C. 20006-4702 

202-43.':i - 7786 Fax : 202-435-7722 

Emai_ : alusheyi.wheeler@cfpb . gov 

12 QN BEHALF OP INTEGRITY ADVANCE AND 'l'HE WITNESS: 

13 ALLYSON B. BAKER, ESQ . 

14 Venable , LLP 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

575 Seventh Strccl , No~ th west 

Washington , D. C. .20004 

202- 344- 4708 ~ax : 202-344-8300 

Email: Abaker@Venable .com 
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3 

Carnes 
Integrity Advance 

1 

6/17/ 2014 

P R O C E E D I N G S 

2 

3 Whereupon--

4 JAMES CARNES 

5 a witness , ca led for exam·nation , having bee n firs 

6 duly sworn , was examined and tesLif ed as follows.: 

7 EXAMINATIO 

8 BY MR. WHEELER : 

9 Q. Good mo rning . 

10 A . Goo morning . 

11 Q. My name is Alusheyi Wheele, and Im an a torney 

12 with the Cons mer Financial Protec ion Bureau . Today , 

13 along wi h my colleague Wendy Weinberg , we'll be 

14 conduct·ng n investigational he ng . As you a o ney 

15 has probably xplained to you , an ·nvestigational 

16 hearin g is s' milar to a deposit ion in that I ' ll ask 

1 7 questions , a nd you ' l l p rov i d e ans wers under t h e oaLh 

18 that you jus took a second ago. 

19 There are a couple of di fercnces between th's 

20 process ad a deposition . One , gene ally the on~y 

21 objections allowed are to privileg and to protect you 

22 Const·tu ·onal r'ghts generally , so you have o answer 

23 a l most every ques t ion we ask you . 

24 Because he hearing i s being transcribed by the 

25 court repor e , chere are a coupl of sort of ground 
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Carnes 
Integrity Advance 6/17/2014 

1 what t heir -- do a budget for them, for instance, which 

2 i s kind of almost what you ' re saying , What ' s your 

3 mortgage payment , what ' s your car payment , what ' s your 

4 rent and whatever payments , and how much money are you 

5 bringing in , how much can you afford to borrow . 

6 We weren ' t a financial counselor . We were just 

7 trying to make an online payday loan . We were only 

8 trying to make a decision in seconds , not half an hour . 

9 Q. What was Integrity Advance's typica l fee ? 

10 A. We only -- at the end we were tal king about 

11 experimenting with different fees , but for the majority 

12 of the company ' s life, it was $30 per hundred for a new 

13 customer , and $24 for a hundred for a returning 

14 customer. 

15 Q . For a returning customer to receive that l o wer 

16 rate, would Lhey ha ve had t o pay it off their prior 

17 loan? 

18 A. Yes . 

19 Q . Who selected those fee amounts? 

20 A. I don't even know . I don ' t know . I ' m sure I 

21 was part of it . We discussed it . We discussed how much 

22 to offer customers , and as a group we came up with that 

23 it's a 20 percent discount , which was easy to market a nd 

24 adver t i se . 

25 Q. Did Integrity Advance ever loan to customers who 
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Carnes 
6/1 7/2014 Integri ty Advance 

1 

2 

MS. Bl\KER. Is this part of a larger document? 

MS . WEINBERG: Yes , i t is~ 

3 MS . BAKER : So his is an excerpl o f a larger 

4 documen t? 

5 

6 

MS. WEINBERG: Yes. 

MS . BAKER: Okay. 

7 (Whereupem, E hibit Numbe.r 22 was marked for 

8 identificalion_) 

9 

10 

THE WITNESS ; Okay. 

BY MS . WEINB·RG: 

ll Q. So I assume that some imes 

12 MS. BAKER~ Have you had a chance to look 

1 3 t h cough thal? 

14 

15 

THE WITNESS : Yes . 

BY MS . WEINDE G; 

16 Q. Can you explain wha this document ignifies 

17 about lead gene:re . ors and what h.appens wi t h 1eads? 

18 A. Well, tt doesn't siqnify any hing about lead 

1 · generato . 

20 Q. iivhat appens on In tegrity Advance 's side with 

21 l eads . 

22 A- Le t 1 s finish he story. The consumer gels lhe 

23 loan d ocument, the application and the loan document in 

24 front of them on their browser . They have -- there's 

25 eigh spots on that loan document for them -o sign , and 
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Cornes 
Integrity Advance 6/17/2014 

1 we want o make eight spots because we reall y wan them 

2 to understand he product they 1 re getting b ecause a lot 

3 of our come · Lion have one signa ure, and we have 

4 eigh . Their eyes are stopping every time Lhey have o 

5 stop at he document so they're least glancing at the 

6 terms, because o herwise if you have one , they scroll to 

7 the bot om and sign jt , and lo s of people -- we make 

8 t hem scroll . We make them scroll · hough it , sign eight 

9 t imes. Th n they hi t s u bmi . Our systems t ime and da e 

10 stamp --

11 Q . Can I alk to you there for one second? Le 1 s 

12 look at an ac ual loan because I think it might be 

13 helpful . 

14 A. Yes . 

15 Q. Under -ob Jl , and this ia agc:1.in it will be 

16 one docum n , but it ' s -- I guess 23 . I t's an 

17 application and loan agreemen for Chadidra Barnes . 

18 A.. 0.27472? 

19 Q. 027472 th t goes through 478? 

20 MS. BAKER : And this is Exhibit 23 , so it ' s 

21 INTEGRITY027472 to INTEGRITY027479. Is that the cor ec 

22 Ba t es numbers or this documen? 

23 (Whereupon , Exhibit Number 23 was ma rked or 

2 4 ident ification . ) 

25 MS. WEINBERG : Yes . 
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Carnes 
Integrity Advance 6/17/2014 

l o whatever happened , happened , but every consumer thaL 

2 got a loah was called and talked to so we underslood 

3 what Lbe produce was and what they were gelling . We 

4 explained how the procedure worked , how the ay down and 

5 payoff procedure worked , how the components of tne loans 

6 worked. We asked , Do you have any questions , and hen 

7 we. 1;,muld hang up, but this i s all looking al pending 

8 applica ion . 

9 Q. Can you speci fically --

10 MS. BAKER: Before you ask another quesLion 1 can 

11 we tak-e a f i ve-rttinute break? I don ' t want to have a 

J2 questi on pending when we lake a break. 

13 

14 

15 

MS. WEINBERG : Yeah, go ahead. 

(Whereupon, a br"ef recess was taken.} 

BY MS . W8INDERG: 

16 Q_ I lh i ~k at the break we were aboul t o t alk bout 

17 Exhibit 22; is that right , which is Lhe. document that 

18 lalks about fol l owing up on leads so y o u were abou to 

19 expla i n that. 

20 A. Explain what, document 227 

21 

22 

MS. WEINBERG: Yes. 

MS, BAKER: Again you ' ve had a chance to look a 

23 this ctocwnenl? 

24 THE WITNESS: Yes. So the documenl bas i cally 

25 describes how you pull up a pending application and wha~ 
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Carnes 
!nte9riiy Advance 6/ 17/ 20 74 

1 you do for a first pass, a second pass and so fo th . 

2 BY MS. WEINBERG: 

3 Q. What is a first pass? What does that mean? 

4 A. The first pass would be the f irst time you try 

5 to call t he applicant which hopeful l y is within ten 

6 minutes of the application being submitted if it's 

7 during working hours . 

8 Q. Is this only for applications that were not 

9 filled out correctly? 

10 A. No, this is f or people you want to give loans 

11 to . 

12 Q . So everyone who applied? 

13 A. Eve yone who applied got a call and talked to . 

14 Q. And would this only apply to people who had 

15 ~ppl ' ed for a loan or would it alao be people who lead 

16 generators had sent you information about b u t who had 

17 not actually filled out the appl i cation? 

18 A. I don't understand . 

19 Q. So there must be -- were there some people where 

20 the lead generator said Jane Doe , same woman , is a good 

21 prospect but you never get a completed application by 

22 Jane Do,e? 

23 A. They onl y send complete a pplicat ions. 

24 Q . Okay. And is the application that they filled 

25 out would that be an Integrity Advance application or 

For The Record, Inc. 
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Carnes 
Integrity Advance 6/17/2014 

1 signatures? 

2 A. Yes . 

3 Q. Did Integrity automatically send out copies of 

4 the loan ag reement to the c ustomers ? 

5 A. Yes. They wo uld Email a copy of the PDF to the 

6 customer along with a welcome page . One of the things 

7 we gave to you in the material that was provided in 

8 terms of customer comrnunicatlon was a welcome page t hat 

9 explained the terms of the loan and had t he loan 

10 agreemen t attached . 

11 MS. WEINBERG : Just off the record for just one 

12 minute . 

13 (Discussion off t he record.) 

1 4 BY MS . WEINBERG : 

15 Q . So I would li ke to talk a litLle ~lL tt~re about 

16 ACHs . Could you describe -- first of all , what was the 

17 process for setting up the payment due date , just the 

18 date? 

19 A. So the consumer woul d fi l l out their 

20 application , and they would give us their -- it came to 

21 us in a variety of ways from the lead provider . It 

22 would either have specific dates , and our system would 

23 re verse engineer what t hey were or they would actually 

2 4 have , I get paid on semi mon thly payments on the 1st and 

25 the 15th or biweekly o n Fridays or whatever it was. 

For The Record, Inc. 
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Cornes 
Integrity Advance 6/1 7/2014 

1 Q . 'fha they at-c.empted to call. Inl:.egrity to pay off 

2 their loa n in advance of Lhe automatic rollover and had 

3 d i fficult l y dolng so . 

4 A . No . 

5 Q. You ' e not aware of these? 

6 A . I ' m aware that Lhere a r e comp aints out t here 

t aL people said Lhat , but there again , there are -- one 

8 common complal nt that people - - that con sumers would 

9 have to try to get out of paying what 1:.h ey owed or 

10 payi ng less was to say , T did ' t understand was being 

11 -- t hat t hese payments weren ' t going towards principal 

12 a nd tha they were oing toward l n terest only . 

13 Those were people wh o we.re trying to say hat we 

1 4 mi sled them somehow 1 which we didn ' t . We went every 

15 mi.le Lu y~ L Ll1 em ta u n dero tand 1:-h e a g 1:eement i::ha t hey 

1 6 had i n front of t h em and hey signed, from signing eig_ L 

1 '/ places I t h e welcome l etter, t he ca] ls , the payment 

18 reminder Emalls that wou l d go out becween pay dales that 

19 woul d alert t h em that a paymen was coming 1 what to do 

20 to payoff or pay down your l oan , all those t hlngs Lo 

2 1 make s 1,n:e Lhe consume:i: understood it. 

12 So the common complaint was Lhey would call and 

23 say, Well , I didn ' t un ders l and it. They had t h eir head 

24 b u ried in the sand and not listen t o anything we gave 

25 them or t alked to t:h em on che p hone . We a nswered t h e 
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CONGRATIJLATIONS 

Dear CUSTOMER_FIRST_NAME, 

CONGRATULATIONS! Your loan for LOAN_AMOUNT has been approved. This email confirms your loan has been processed. It 
will be sent to your bank tonight and the funds will be available to you within 1 to 2 business days. Your first due date will be 
LOAN_DUE_DATE. 

Remember you have 3 options of paying the loan back: 

1) YOU CAN LET THE LOAN AUTOMATICALLY RENEW. All renewals are on your pay dates. After the first initial payment, the 
next 4 renewals will only require payment of the finance charge. Starting with the 5th renewal, in addition to the finance charge, 
we will also take out $50 of principal. This will continue until the loan is repaid in full, unless of course you select either option 2 
or 3 below. NOTE: PLEASE REMEMBER, YOU CAN SELECT OPTIONS 2 OR 3 AT ANYTIME DURING YOUR LOAN 
REPAYMENT PROCESS 

2) PAY THE LOAN DOWN IN PART. If you want to increase your payment so you pay the loan back faster, you may do so in any 
amount ($50 increments required) which will bring down the principal of your loan. Just call us 3 business days in advance of 
your pay date so we can make the change. 

3) PAY THE LOAN IN FULL. Once again, just call us 3 business days in advance so we may make the change on your account. 
If you pay your loan off before your next pay date, you only pay the finance charge for the days the loan remains unpaid. 

Thank You and Have a Great Day! 

Integrity Advance 
Gust Svc: (800) 505-6073 
Fax: (800) 581-8148 

www.iadvancecash.com 

Monday - Thursday 8am-8pm, ET 
Friday 8am - 6pm, ET 
Saturday 9am- 5pm, ET 

file:///CI/Users/cpickettlDesktop/Exernplars/CONGRATIJLATIONS¾20Letter.htrnl[3/14/2013 1:33:15 PM] 
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YOUR LOAN IS DUE ON [4] 

Dear [OJ, 

Your loan from Integrity Advance, LLC is due on [4]. 
Payment as of today is as follows: 

• Finance Amount [3] 
See option 1 below to determine if any additional principle will be applied. 

Thank you for being a Integrity Advance customer. You have 3 convenient options for 
paying your loan back. 

1. YOU CAN LET THE LOAN AUTOMATICALLY RENEW. All renewals are on your 
pay dates. After the initial payment, the next 4 renewals will only require payment of 
the finance charge. Starting with the 5th renewal, in addition to the finance charge, 
we will also take out $50 of principle This will continue until the loan is repaid in full, 
unless of course you select either option 2 or 3 below. NOTE: PLEASE 
REMEMBER, YOU CAN SELECT OPTIONS 2 OR 3 AT ANYTIME DURING YOUR 
LOAN REPAYMENT PROCESS 

2. PAY THE LOAN DOWN IN PART. If you want to increase your payment so you pay 
the loan back faster, you may do so in any amount ($50 increments required), 
which will bring down the principal of your loan. Just call us 2 business days in 
advance of your pay date so we can make the change. 

3. PAY THE LOAN IN FULL. Once again, just call us 2 business days in advance so 
we may make the change on your account. If you pay your loan off before your next 
pay date, you only pay the finance charge for the days the loan remains unpaid. 

Based on the option you have chosen, please make sure the money is available in the 
bank account listed in your application on [4] to avoid incurring any additional fees. 

If you have any questions or need any further assistance, we are here to help. Do not 
hesitate to contact us by email at info@iadvancecash.com or by calling 800-505-6073 

Sincerely, 

Customer Service j EXHIBIT 

1 3o I "7-,l-/Y-

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 CFPB036410 

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 26 of 811



EXHIBIT 5

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 27 of 811



1 CONSUMER FINANCIAL PROTECT I ON BUREAU 

2 

3 In the matte r of : 

4 Jntegrity Advance , 

5 a corporation . 

6 

7 CONFIDENTIAL COMMERCIAL INFORMATI ON AND 

8 PROTECTED FROM DISCLOSURE UNDER EXEMPTION 4 OF 

9 THE FREEDOM OF INFORMATION ACT 

10 

11 Tuesday , June 24 , 2014 

12 

13 

1-1 

15 

16 

17 

Consumer Financial Protection Bureau 

17 50 Pennsylvania Avenue , N. W. 

Washington , D. C. 

18 The investigational hearing testimony of 

19 EDWARD NICHOLAS FOSTER commenced , pursuant to 

20 notice , at 9 : 31 a . m. 

21 

22 

23 

24 

25 
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Integrity Advance 

l 

2 

Foster 

A P P E A R A N C E S 

3 ON BEHALF OF THE CONSUMER FINANCIAL PRO'rECTION 

4 BUREAU : 

5 ALUSHEYI WHEELER, ATTORNEY AT LAW 

6 WENDY WEINBERG , ATTORN EY AT LAW 

7 1700 G Street , N. W. 

8 Washington , D. C. 2055 2 

9 202 . 435 . 7000 

10 

11 ON BEHALF OF THE WITNESS : 

12 ALLYSON BAKER , ATTORNEY AT LAW 

13 VENABLE LLP 

14 575 7th Stree t , N . W. 

15 Washington , D. C. 20004 

16 202 . 344 . 4000 

17 

18 

1 9 

20 

21 

22 

23 

2 4 

25 

For The Record 1 Inc. 
(301) 870-8025 - www.ftrinc.net - (800) 92 1-5555 

2 
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Integrity Advance 

1 

2 

Foster 

C O N T E N T S 

3 EDWARD NICllOLAS FOSTER 

4 BY MR . WHEELER 

5 BY MS . WEINBERG 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

For The Record, Inc. 

EXAMINATION 

5 

93 

(301) 870-8025 - www.ftrinc.net - (800) 921-5555 

3 

6/24/2014 
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5 

Foster 
Integrity Advance 

1 

6/24/ 2014 

2 Whereupon--

3 

4 

P R O C 8 S D I N G S 

EDWARD NICHOLAS FOSTER 

5 a witness , called for examination , having been 

6 first duly sworn , was examin ed and testified as 

7 follows : 

8 EXAM I NATION BY COUNSEL FOR CFPB 

9 BY MR . WHEELER : 

10 

11 

1 2 

Q. 

A. 

Q. 

Good morning . 

Good morning . 

My name is Alusheyi Whee l er and 

1 3 I ' m an attorney with the Consumer Financial 

14 Protection Bureau . Today I , along with my 

15 colleague , Wendy Weinberg , wil l be conducting an 

16 investigational hearing. And as you r counsel 

17 probably explained to you , that will consist 0£ 

18 J and Wendy asking you questions you providing 

19 questions under oath . The process is similar to 

20 a deposition if you ' ve ever had your deposition 

21 taken . 

22 A couple of ground rules we should 

23 start off with . As you can see , the hearing is 

24 being transcribed by a court reporter . So we 

25 have to make every effort not to speak over each 

For The Record, Inc. 
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Foster 
Integrity Advance 6/24/2014 

1 Let ' s say the application signature was missing . 

2 What would happen? 

3 A. Again, a b it open ended on a 

4 number of things , but certainly without all 

5 signatures showing up as being completed there 

6 can be no provisional approval or final approval 

7 of an application . 

8 Q. Would your statement also apply to 

9 the ACH authorization signature? 

10 A . There would be no provisional or 

11 initial approval of the application without 

12 additional contact with the cus tomer , certainly 

13 on that matter . 

14 Q. So woul d there be any way for a 

15 consumer to apply for a loan through Integrity 

16 Advance without signing an ACH authorization? 

17 

18 

19 

A. 

Q . 

A. 

Yes . 

How so? 

As a follow up -- part of the 

20 process with one or more of these being 

21 incomplete , there would be phone cal l s made by a 

22 customer service representative to the applicant 

23 discussing many matters , one of which would h ave 

24 been t h e signatures , specificall y on the ACH 

25 authorization there would be a question as to 

For The Record, Inc. 
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Foster 
Integrity Advance 6/24/2014 

1 are you -- you know , are you going to sign that , 

2 do you want to sign that , why have you not 

3 signed that , or any of these . 

4 Q. So if our hypothetical consumer 

5 said I don ' t want to sign the ACH authorization 

6 form , what would have happened? 

7 A. My understanding of the process 

8 would have been that if that individual met 

9 every other underwriting criteria and 

10 thresholds, et cetera , including all the other 

11 signatures, and could arrange for a different 

12 form of payment t hey could have been approved 

13 for a loan . 

14 Q. What forms of payment did 

15 Integrity Advance accept? 

16 A. My recollection is Integrity 

17 Advance accepted checks , money orders , credit 

18 cards , debit cards . Those are the main ones . 

19 Q. Do you know what percentage of 

20 consumers would have paid in one of those other 

21 methods and not ACH? 

22 

23 

A. 

Q. 

24 5 percent? 

25 

I do not know that percentage. 

Would it have been more than 

MS . BAKER : Caution you not to 
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SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-
0029

Transcript of Manoj Hastak. Ph.D.

Date: March 11, 2016

Case: Integrity Advance, LLC and James R. Carnes, In the matter of

Planet Depos
Phone: 888-433-3767

Fax: 888-503-3767
Email: transcripts@planetdepos.com
Internet: <www.planetdepos.com>

Worldwide Court Reporting | Interpretation | Trial Services

LA ET DE OS 
We make it >>happen .. 
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1

1                UNITED STATES OF AMERICA               

2                       Before the                      

3          CONSUMER FINANCIAL PROTECTION BUREAU         

4                                                       

5 - - - - - - - - - - - - - - -x                        

6 ADMINISTRATIVE PROCEEDING    :                        

7 File No. 2015-CFPB-0029      :                        

8 In the matter of:            :                        

9 INTEGRITY ADVANCE, LLC and   :                        

10 JAMES R. CARNES.             :                        

11 - - - - - - - - - - - - - - -x                        

12           Deposition of MANOJ HASTAK, PH.D.           

13                    Washington, D.C.                   

14                 Friday, March 11, 2016                

15                       9:45 a.m.                       

16                                                       

17    SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029                           

18                                                       

19                                                       

20 Job No.: 106250                                        

21 Pages: 1 - 289                                         

22 Reported by:  Karen Young                             
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Deposition of Manoj Hastak. Ph.D.

Conducted on March 11, 2016 

PLANET DEPOS | 888.433.3767 | WWW.PLANETDEPOS.COM

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

2

1       Deposition of MANOJ HASTAK, PH.D., held at the  

2 offices of:                                           

3           VENABLE LLP                                 

4           575 Seventh Street, Northwest               

5           Washington, D.C. 20004                      

6           (20) 344-4000                               

7                                                       

8                                                       

9                                                       

10                                                       

11            Pursuant to Notice, before Karen Young,    

12 Notary Public of the District of Columbia.            

13                                                       

14                                                       

15

16

17

18

19

20

21

22
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Deposition of Manoj Hastak. Ph.D.

Conducted on March 11, 2016 

PLANET DEPOS | 888.433.3767 | WWW.PLANETDEPOS.COM

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

3

1                 A P P E A R A N C E S                 

2      ON BEHALF OF THE CONSUMER                        

3         FINANCIAL PROTECTION BOARD:                   

4           WENDY J. WEINBERG, ESQUIRE                  

5           VIVIAN W. CHUM, ESQUIRE                     

6           ALUSHEYI J. WHEELER, ESQUIRE                

7           CONSUMER FINANCIAL PROTECTION BUREAU        

8           1700 G Street, Northwest                    

9           Washington, D.C. 20006-4702                 

10           (202) 435-7688                              

11                                                       

12                                                       

13

14

15

16

17

18

19

20

21

22
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Deposition of Manoj Hastak. Ph.D.

Conducted on March 11, 2016 

PLANET DEPOS | 888.433.3767 | WWW.PLANETDEPOS.COM

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

4

1      ON BEHALF OF INTEGRITY ADVANCE, LLC and          

2         JAMES R. CARNES:                              

3           ALLYSON B. BAKER, ESQUIRE                   

4           PETER FRECHETTE, ESQUIRE                    

5           VENABLE LLP                                 

6           575 Seventh Street, Northwest               

7           Washington, D.C. 20004                      

8           (202) 344-4000                              

9                                                       

10           HILLARY S. PROFITA, ESQUIRE                 

11           VENABLE LLP                                 

12           Rockefeller Center                          

13           1270 Avenue of the Americas                 

14           New York, New York 10020                    

15           (212) 307-5500                              

16

17

18

19

20

21

22
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Deposition of Manoj Hastak. Ph.D.

Conducted on March 11, 2016 

PLANET DEPOS | 888.433.3767 | WWW.PLANETDEPOS.COM

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

6

1                 P R O C E E D I N G S                 

2                  MANOJ HASTAK, PH.D.,                 

3    having been duly sworn, was examined as follows:   

4                        -  -  -                        

5   EXAMINATION BY COUNSEL FOR INTEGRITY ADVANCE, LLC   

6                  and JAMES R. CARNES.                 

7           BY MS. BAKER:                               

8      Q    Good morning, Dr. Hastak.  Am I pronouncing 

9 your last name correctly?                             

10      A    Very close, thank you.                      

11      Q    Would you want to correct me so I pronounce 

12 it --                                                 

13      A    It's Hastak.                                

14      Q    Hastak.                                     

15      A    Yes.                                        

16      Q    Thank you, Dr. Hastak.  Can you please      

17 spell your full name for the record before we begin?  

18      A    M-A-N-O-J.  That's the first name,          

19 H-A-S-T-A-K.  That's the last name.                   

20      Q    Thank you.  My name is Allyson Baker.  I'm  

21 an attorney representing respondents in this matter,  

22 and I'll be taking your deposition today in this      

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 40 of 811



Deposition of Manoj Hastak. Ph.D.

Conducted on March 11, 2016 

PLANET DEPOS | 888.433.3767 | WWW.PLANETDEPOS.COM

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

139

1 interpret this as meaning that the terms and          

2 conditions that have been set forth in the loan       

3 agreement will apply, and one of the terms that's     

4 stated in the loan agreement is the cost in the TIL   

5 box, so that's something that consumers could take as 

6 possibly applying.                                    

7      Q    I want to make sure I understand, but it's  

8 -- it's your testimony that you didn't rely on an     

9 understanding that customers had in writing this      

10 sentence.                                             

11      A    No, I have -- certainly didn't talk to any  

12 customers, and I didn't rely on the complaints        

13 either.  The complaints simply validated the          

14 possibility that people may have made this inference. 

15      Q    Why did you not rely on the complaints?     

16      A    Well, the complaints are not                

17 representatives of the customers of Integrity         

18 Advance, and so they're just a small sampling of      

19 individuals who had a problem with Integrity Advance, 

20 so I don't take that as -- I don't take that as       

21 representative in any way of what a -- what a typical 

22 consumer, if you will, might -- might take.           
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1 loan was renewed.                                     

2      A    No, I don't know that.                      

3      Q    And so if there were instances where        

4 customers did not pay additional fees, would it be    

5 correct to then use the phrase "will accrue"?         

6      A    If it was the case that for some customers, 

7 there were no additional fees or costs, then "will    

8 accrue" would be wrong.  "May accrue" would be --     

9 would be correct.                                     

10      Q    You said earlier that in your -- your       

11 understanding of customer complaints was that they    

12 were not representative of Integrity Advance          

13 customers.  Do you recall that testimony?             

14      A    Yes.                                        

15      Q    Why do you believe that to be the case?     

16      A    Because there is a very small fraction of   

17 customers who complain, and so while complaints       

18 provide useful information, you can't generalize from 

19 the complaints to the entire customer base.  Customer 

20 -- complainers are not a random sample, if you will,  

21 of all the customers of any company.                  

22      Q    What's the basis for that statement that    
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STATE OF DELAWARE 

OFFICE OF THE STATE BANK COMMISSION.ER 
555 E. LDDCKERMAN STREET, SUITE 210 

WEB~ BANKING.DELAWARE.GOV 
DOVER, □ C:LAW"RE: 19901 

TELEPHONE: (302) 739-4235 

FAX: (302) 739-2356 

CONFIDENTIAL 

Mr. Ed ward Faster 

EVP, General Counsel 
Integrity Advance, LLC 
300 Creekview Road 

Suite 102 

Newark, DE 19711 

Dear Mr. Foster: 

December 28, 2010 

Your application for renewal of your Licensed Lender License has been received by this 
office. 

After reviev.i of said application, I am happy to inform you that Integrity Advance, LLC 
has been granted renewal for licensure under Chapter 22, Title 5, Del.C. 

Enclosed you will find Licensed License Number(s) 010197 for the term January L 
2011 through December 31, 2011 . 

In accordance with 2206, Title 5, Del.C., please post the license(s) in a prominent place 
at the address which appears on the license. 

Should you have any questions, or problems, please feel free to contact the Licensing 
Division aUhe numbei listed above. 

EQ.\{iclh 

En col sures( s) 

Sincerely, 

01/4 
E. Quinn Miller 

Investigative Supervisor 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 
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STATE OF DELAWARE 

OFFICE OF" THE STATE: BANK COMMISSIONER 
555 E. LO OCKERMAN STREET, SUITE 2 1 0 

Wr;:e~ SANKING-DEl...AVVARE:TGov 
DOVER, DELAWARE 19901 

Ttcc..EP'-IONE, (302) 739-4235 

FAx: (302) 739-2356 

CONFIDENTIAL 

License No. 010197 
Renewal 

Chapter 22 Licensed Lender License 

To all persons whom these presents may concern: 

Whereas: 

~ Advance, LLC has made application to The State Bank Commissioner of this state in 
the manner and form prescribed for a licensee to engage in a lending business, and has 
complied with the statutory requirements necessary for the issuance of this license as set forth 
in Section 2206, 5 Dcl.C .. Chapter 22. 

Now, therefore know Ye: that this license is granted to the said: 

Integrity Advance, LLC 
300 Creekview Road 

Suite 102 
Newark, DE 19711 

To transact business in this state until December 3 l, 2011, subject to the provisions of the laws of Delaware. 

bsut:d under my hand and seal, this day, Decembe1· 28, 2010, in Co,.er, D"b.-.a,e. 

State Bank Commissioner 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 

INTEG000193 

CFPB000651 

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 45 of 811



EXHIBIT 8 

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 46 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-1

UNITED STATES OF AMERICA

Before the

CONSUMER FINANCIAL PROTECTION BUREAU

_______________________________________________________

In the Matter of :

: Administrative Proceeding

INTEGRITY ADVANCE, LLC : File No. 2015-CFPB-0029

and JAMES R. CARNES, :

Respondent. :

_______________________________________________________

REPORTER'S OFFICIAL TRANSCRIPT OF PROCEEDINGS
HEARING (Volume I of III)

Washington, D.C.
Tuesday, July 19, 2016

BEFORE:

HONORABLE PARLEN L. McKENNA, ADMINISTRATIVE LAW JUDGE
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I-2

APPEARANCES:

For the Agency:
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P R O C E E D I N G S

JUDGE McKENNA: Come to order.

Call the case in the matter of Integrity

Advance, LLC and James R. Carnes, this proceeding is

before the Consumer Financial Protection Bureau.

My name is Parlen L. McKenna and I'm the judge

assigned to hear and decide this case. I will take

appearances starting with the government.

MR. WHEELER: Alusheyi Wheeler on behalf of

Enforcement Counsel, Your Honor.

MS. CHUM: Good morning, Your Honor. Vivian

Chum on behalf of Enforcement Counsel.

MS. WEINBERG: Wendy Weinberg on behalf

Enforcement Counsel.

JUDGE MCKENNA: For the Respondents.

MS. BAKER: Allyson Baker on behalf of the

Respondents. Good morning, Your Honor.

JUDGE McKENNA: Good morning.

MR. HERNACKI: Good morning, Your Honor.

Andrew Hernacki on behalf of Respondents.

JUDGE McKENNA: Spell it.

MR. HERNACKI: H-E-R-N-A-C-K-I.

JUDGE MCKENNA: Thank you.

MS. FOLEY: Good morning, Your Honor.

Danielle Foley, F-O-L-E-Y on behalf of Respondents.
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MS. PROFITA: Good morning, Your Honor.

Hillary Profita on behalf of Respondents,

P-R-O-F-I-T-A.

MR. FRECHETTE: Good morning. Peter Frechette

on behalf of Respondents, F-R-E-C-H-E-T-T-E.

JUDGE McKENNA: F-R-E?

MR. FRECHETTE: C-H-E-T-T-E.

JUDGE MCKENNA: Great.

Prior to going on the record, the parties and

myself discussed the issue of how are we going to

resolve Mr. Foster, Mr. Edward Foster, to facilitate

his testimony. And Enforcement Counsel indicated that

they wish to do him telephonically. Mr. Foster's

attorney is present here. And would you like to make

an appearance?

MR. SACHS: Gerald Sachs on behalf of

Mr. Foster, limited appearance just for that purpose.

JUDGE McKENNA: All right. S-A-C-H-S?

MR. SACHS: Exactly, Your Honor.

JUDGE McKENNA: Did you get that?

COURT REPORTER: Yes.

JUDGE MCKENNA: So Respondent's counsel had

no objection to that approach. What is the issue

regarding the deposition?

MR. WHEELER: The issue, Your Honor?
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JUDGE McKENNA: Yeah, what are you doing with

the deposition, Mr. Foster's deposition?

MR. WHEELER: I believe it was admitted into

evidence.

JUDGE McKENNA: Okay.

MS. BAKER: Your Honor, if I may address that,

Allyson Baker, our position is that we will stipulate

that his deposition would come into evidence provided

he not have to testify, but to have him testify and

also have his deposition in evidence seems cumulative.

JUDGE McKENNA: All right. Duly noted.

All right. Since the deposition is already

admitted, then the question would be are you

indicating at this point that you want to object --

re-assert your objection to Mr. Foster testifying?

MS. BAKER: Well, I didn't originally --

JUDGE McKENNA: One or the other.

MS. BAKER: -- proffer an objection, but I

will proffer an objection now because frankly, to

admit in its entirety the transcript of an

investigational hearing usually is done in court only

when a witness is not available to testify. It is not

an admission of a party opponent, and so it seems

unnecessary and cumulative, to have both an

investigational hearing transcript admitted and also
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to have testimony from a witness. It's actually

hearsay unless that witness is unavailable to testify.

So that's our position and as I have said

before we will stipulate that the entire deposition

comes into evidence in the event Mr. Foster cannot

testify, but if he is going to be testifying, then to

admit his transcript into evidence as well is just

mere hearsay.

JUDGE McKENNA: Well --

MS. BAKER: The entirety of it, Your Honor.

JUDGE McKENNA: Right. But hearsay is

admissible in these proceedings, number one. Number

two, that when Mr. Foster is called, did you give this

deposition, is this a true and correct copy of what

you testified to during the investigational --

investigation, and if he says yes, then he can adopt

it.

So I'm going to deny the objection. And I

would invite you to reassert if things start to go

awry from your perspective.

MS. BAKER: Thank you, Your Honor.

Your Honor, may I ask for a point of

clarification? Is it the Court's position that

hearsay no matter comes in? Or is it the Court's

position that hearsay is not in and of itself a factor
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in excluding a piece of evidence if it is otherwise

probative in the Court's decision making?

I read the rules to not have hearsay be in and of

itself a per se gatekeeper prohibiting the admission

of evidence, but I don't believe that hearsay -- just

because something is hearsay doesn't mean it comes in

automatically. And that's my question here, I mean,

I'm a little bit unclear about how that rule --

JUDGE MCKENNA: All right.

MS. BAKER: -- is playing itself out in this

instance.

JUDGE McKENNA: And I'm sure that you know how

squishy that subject is. So what -- the position that

I normally take is that I allow hearsay in except in

the most egregious cases of three times removed

hearsay. And then the question really is what is the

reliability of what is being asserted. And that is a

gauge, but that gauge is usually employed on the back

end not the front end.

All of this goes to weight, and so that's -- I

hope that answers your question.

MS. BAKER: Thank you, Your Honor, it does.

JUDGE McKENNA: All right. Anything further

before we have opening statements?

MR. WHEELER: Not on behalf of Enforcement
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Counsel, Your Honor.

MS. BAKER: No, thank you.

JUDGE McKENNA: All right. Thank you.

MR. WHEELER: I'm not sure this is on, do you

need this on?

COURT REPORTER: That would be my preference.

MR. WHEELER: I don't know if I -- anyone

knows where the --

(Brief discussion regarding microphone.)

MR. WHEELER: I'll just do my best to project.

OPENING STATEMENT BY MR. WHEELER:

MR. WHEELER: Good morning, again, Your Honor.

My name is Alusheyi Wheeler on behalf of

Enforcement Counsel. As you know, Your Honor,

Integrity Advance was an online payday lender that

provided loans to consumers. The consumer took those

loans they received --

JUDGE McKENNA: Louder.

MR. WHEELER: Louder? Okay. When consumers

took those loans, they received a disclosure, a Truth

in Lending Act Disclosure. That disclosure suggested

that the consumer had taken a single payment loan.

The APR, the finance charge, and the total of payments

were all calculated in that disclosure assuming the

loan would be repaid in a single payment.
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But, as you know, Your Honor, unless the

consumer called Integrity Advance in advance of their

next payday, the loan would be rolled over repeatedly

by Integrity Advance. Depending on the size of the

loan, that could result in the consumer paying

hundreds or even thousands more than what was in the

disclosure.

Now Your Honor has already ruled that this

disclosure violated the Truth in Lending Act, and was

deceptive. The question here is whether Respondent

Carnes in his role as CEO of Integrity Advance engaged

in this deceptive practice along with the company.

Your Honor, recently the Ninth Circuit in CFPB

v Gordon held that an individual can be held liable

under the CFPA if, and I quote, “One, he participated

directly in the deceptive acts or had authority to

control them. And two, he had knowledge of the

misrepresentations, was recklessly indifferent to the

truth or falsity of the misrepresentations or was

aware of the high probability of fraud along with an

intentional avoidance of the truth."

Your Honor, we will present evidence here in

this trial, that Respondent Carnes meets the standard.

He was an active and involved CEO who knew about

Integrity Advance's practices.
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Your Honor, you are going to hear from

individuals who used to work for Integrity Advance and

you are going to hear from Mr. Carnes himself. And

that testimony and the accompanying exhibits will show

that Mr. Carnes founded Integrity Advance, was the

CEO, as CEO was the ultimate corporate decision maker,

he effectively owned the company. He hired people to

help run the company. He was in the office every day,

had regular meetings about Integrity Advance business.

He signed contracts and agreements on behalf of

Integrity Advance, and he approved the contents of

Integrity Advance's website.

In addition, Your Honor, the evidence will

show that Mr. Carnes knew how Integrity Advance's

loans worked. He knew that the contract called for

automatic rollovers. He knew that the contract

disclosed a single payment loan, and he knew that most

consumers would pay more than what had been disclosed.

Your Honor, Integrity Advance was not a large

company. The organizational chart that Respondents

produced to us contains eleven people. This was a

small group of people all working in the same office.

Mr. Carnes was there every day running this operation

actively. Your Honor, Mr. Carnes is legally

responsible for Integrity Advance's deceptive loan
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agreement.

I want to turn now to remotely created checks.

As you are aware, Your Honor, Enforcement Counsel has

asserted that Respondents unfairly used remotely

created checks to debit consumer accounts. And I

might refer to remotely created checks as RCC's. I

want to begin with a little background on this topic,

though, Your Honor.

Most of us are familiar with standard checks.

You open up a bank account. Your bank sends you a

checkbook in the mail. When you want to pay someone,

you write out the check. You put in an amount. You

sign it, and you hand it over to a company or a

person. That company or person takes the check to

their bank and cashes or deposits it.

Your Honor, you are going to hear testimony

from Joseph Baressi who works at the Bureau, has been

working on remotely created checks for years. And he

is going to talk about how remotely created checks are

actually very different. Remotely created checks

don't come out of a consumer's bank account, and they

aren't signed by the consumer.

In fact, with just a consumer's bank account

number and their bank routing number, a company can

print a remotely created check out of thin air and
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take that check to their bank, just like any other

check, and use it to deposit into their account, use

that to draw out of the consumer's account. The

consumer is not part of the transaction whatsoever.

And a company can do this repeatedly, Your Honor,

without the consumer knowing.

Now this is something that many consumers

don't realize is even possible. But despite that, I

want to show you how Respondents sought authorization

for this.

Can we please see Exhibit 63, and let's go to

page 9.

So Your Honor, this is one the templates that

Integrity Advance used for their loan agreements.

Are we on page nine?

MR. JEFFERSON: Um-hmm.

MR. WHEELER: All right. Can you highlight

the language?

So this is the language that Respondents used.

And it reads: “You authorized us to prepare and submit

one or more checks drawn on your bank account so long

as amounts are owed to us under the loan agreement.”

That's it, Your Honor. It doesn't mention remotely

created checks. It doesn't use any of the other terms

associated with this product like demand draft or
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check draft. It doesn't say anything about the

consumer will not have to see the check, will not have

to sign the check, will not have to provide

authorization for this check.

And, of course, Your Honor, as we just saw,

this is one clause, in one sentence, on page nine of a

fifteen page agreement. Clearly, Your Honor, there is

no effort here by Respondents to really inform

consumers what they were authorizing with this

language.

I think it's also important, Your Honor, to

understand when Respondents used remotely created

checks.

Integrity Advance conducted most of its

business using the ACH network, which is how most

electronic money transactions are accomplished, and

that's not in dispute. They would push loan funds to

consumers using ACH and then withdraw payments from

consumer accounts using ACH. But when consumers

wanted to block this, when consumers affirmatively

went to their bank and said, please stop Integrity

Advance from withdrawing money from my account, that's

when Integrity Advance used these remotely created

checks.

Your Honor, a practice is legally unfair when
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it causes or is likely to cause substantial injury to

consumers. The injury is not reasonably avoidable,

and the injury is not outweighed by countervailing

benefits to consumers or to competition. Your Honor,

the evidence here will clearly support an unfairness

finding. The evidence will show that consumers

endured substantial injury by having these RCC's drawn

against their accounts.

You are going to hear testimony from a Bureau

data scientist about -- they are going to walk you

through a specific example of how Respondents used

these RCC's on a consumer after that consumer had

blocked the ACH authorization at their bank. The data

will also show that Respondents used RCC's over one

thousand times to withdraw over $250,000 from consumer

accounts. This injury that consumers suffered was not

reasonably avoidable. As we just saw, the

authorization is opaque and hidden deep in a loan

agreement.

Finally, Your Honor, there is no plausible

argument that this practice benefitted consumers or

benefited competition. When consumers are trying to

block access to their account, having money drawn out

anyway, clearly doesn't help them.

Finally, Your Honor, Enforcement Counsel is
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requesting broad relief in this matter, including

disgorgement, restitution, damages and equitable

relief. As I mentioned, we are going to hear from a

Bureau data scientist who has summarized the payment

level data the Respondents produced in this matter.

He is going to testify about the number of loans

Integrity Advance originated and the amounts paid by

consumers, and that shows that thousands of consumers

paid millions and millions of dollars above and beyond

what was disclosed in their loan agreements. Finally,

he is also going to testify about the exact amounts of

-- that Respondents took using remotely created

checks.

In closing, Your Honor, I think it's important

to remember that Integrity Advance originated over

three hundred thousand loans during the time it was in

operation. Each of those loan agreements, each of

those three hundred thousand loan agreements had a

TILA violation. Each one of those three hundred

thousand loan agreements was deceptive, it didn't

reflect the actual cost of the loan that those

consumers had taken.

JUDGE McKENNA: What happens if one of their

customers paid off their loan, called them up three

days before and paid it off, is that a TILA violation?
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MR. WHEELER: Yes, Your Honor. At -- when the

loan agreement was given to consumers, given that they

were -- those consumers were receiving a multi-payment

loan and, but had a single payment loan disclosed,

that was still a TILA violation, and, I believe, that

is what you held in your order.

JUDGE McKENNA: Yeah, all right. Well, I'm

going to want to dig into some of this, especially the

issue of recoupment, and penalties. Because I don't

think it's fair to Respondents if this matter,

recoupment or the penalty is to be handled in globo.

So we'll see where we go from there. Just want to

make sure that everything is laid out properly.

MR. WHEELER: I understand, Your Honor.

JUDGE McKENNA: Okay.

MR. WHEELER: Thank you. I have nothing

further.

OPENING STATEMENT BY MS. BAKER:

MS. BAKER: Good morning, Allyson Baker for

Respondents. Can you hear me okay? Thank you.

So, Your Honor, the CFPB's Office of

Enforcement has the burden in this matter. And that

is critical to remember. They have the burden, first,

of making a prima facie case, and then they,

ultimately have the burden of showing by a
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preponderance of the evidence three things:

Mr. Carnes is liable for deceptive conduct; the

company and Mr. Carnes are liable for unfairness

relating from or concerning the use of remotely

created checks; and that their damages calculation is

complete, adequate, and conforms to the law.

Your Honor is not going to see evidence of any

of those things today and this week that enable the

Bureau to meet its burden.

Here is what the evidence will not show. The

evidence will not show that Mr. Carnes was liable for

any of the deceptive conduct relating to the TILA

disclosures or any other disclosure in the loan

agreement. Your Honor will hear testimony that

Mr. Carnes never drafted an agreement, never wrote an

agreement, never edited an agreement, never revised an

agreement. He never wrote a loan disclosure. He

never revised a loan disclosure. He never edited a

loan disclosure. He never had any input into what was

in a loan disclosure. You will hear evidence about

that.

You will also hear evidence that Mr. Carnes

never wrote a script that a call center representative

used to describe the loan. He never revised a script.

He never even reviewed a script. He never edited a
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script. He never had any input into those scripts.

You will hear evidence about that.

The Bureau has acknowledged in its pre-trial

statement, indeed, the very standard that this Court

must deploy in rendering a decision as to whether or

not Mr. Carnes is liable for deception. Specifically,

on page five of its pre-trial statement it says the

following: “Respondent Carnes was fully aware of how

Integrity Advance's loan product operated, and that

that loan product did not align with the company's

loan agreement disclosures."

That is patently incorrect.

That second part, evidence will show

Mr. Carnes had no knowledge, whatsoever, of what was

in the loan agreement disclosures and how they,

whether they did or did not align with the way the

loan operated.

And in the absence of that evidence, the

Bureau cannot meet its prima facie case, let alone its

final burden of showing that Mr. Carnes is liable for

deceptive conduct in this matter. And the Bureau by

its own statements here on page five has acknowledged

that that is the standard at issue in this matter as

to Mr. Carnes and deception.

The evidence will also show that Integrity
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Advance was licensed with the State of Delaware. It

obtained a lending license in 2008. That license was

renewed in '09, in 2010, in 2011, in 2012, and indeed

it was renewed for purposes of continuing to lend into

2013, although as Your Honor knows the company stopped

making loans in December of 2012, and shuttered in

June of 2013.

What the evidence will show, and you will hear

a little later this week from Ms. Quinn Miller, who is

the chief investigator for the Delaware Banking

Commission's nonbank compliance program, what you will

hear Ms. Miller talk about is the licensing regime in

that state. And that state had a licensing regime and

still does for small dollar short-term lenders or

payday lenders.

Among other things, that licensing regime

requires that the State examine for compliance with

the consumer finance laws the actual loan agreements

that were used with consumers, concerning the very

loans at issue in this case.

And you will hear that by virtue of the fact

that the company was consistently re-licensed every

year, it was found to be in per se compliance with

those laws. Because the statute itself says that if

you are not in compliance with those laws, your
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license does not get renewed.

You will also hear Mr. Carnes testify that he

understood that his company had a Delaware lending

license. And that that in and of itself was renewed

each year and that that fact also meant that the

company was in compliance with the law in the state

where it was licensed.

Now what else you will hear or perhaps won't

hear is about remotely created checks. Remotely

created checks are legal. They were legal in 2008.

They were legal in 2009. They were legal in 2010.

They were legal in 2011. They were legal in 2012.

And they were legal in 2013. They are not illegal.

And you will hear evidence that suggests that

they were not illegal and they are still not illegal.

Now the Bureau wants to put on, before this Court,

evidence about a telemarketing sales rule which was

recently passed last year and I have a few thoughts on

that which Your Honor will hear about as well from

their witness.

First of all, the telemarketing sales rule

would never have applied to this company. And second

of all, the telemarketing sales rule change happened

last year, not six years ago when this company was in

operation.
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Now the evidence will also show the following:

The evidence will show that the company did not engage

in any unfair conduct as to the use of RCC's. It will

show that there was no cognizable consumer harm, let

alone substantial consumer injury, which is the legal

standard that has be an applied when looking at the

unfairness doctrine. In fact, what Your Honor will

learn is that fewer than one percent of the consumers

who had Integrity Advance loans ever had a remotely

created check created.

And Your Honor will see the numbers that

support that. The Court will also see that RCC's were

a so-called payment choice of last resort. And what

we mean by that is, specifically, remotely created

checks were used only in instances when a consumer

could not be reached, had reneged on the

authorization, and was essentially deciding not to

repay the loan that had been made to him or her. And

it was a very small number of instances when remotely

created checks were used. And Your Honor will see

that and hear that as well.

Now finally, it's very important that we

discuss with a great amount of granularity, the issue

of damages in this matter. And Your Honor, what the

CFPB is proposing is that they put on the stand an
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information technology specialist to discuss with

granularity the issue of damages in this matter.

Your Honor, they have not proffered a damages

expert. They have not proffered an economist. They

have not proffered anybody who is equipped to talk

with any specificity about how consumers could have

been harmed, were they harmed, and what those numbers

actually mean.

What the evidence will show is as follows:

Mr. Hughes's calculation does not account for

instances of actual potential consumer harm. He does

not properly account for monetary relief, and he does

not properly delineate instances when consumers chose

to repeat -- repeatedly renew their loans and take out

first, second, third, fourth loans. So the concept of

deception can't apply to a consumer who decided to

take out a second loan, a third loan, a fourth loan.

And to a consumer who had renewed that loan repeatedly

the first time, the second time, the third time, the

fourth time, et cetera, his numbers do not granularly

describe that.

And so what the Bureau has proposed is a very

large number that doesn't actually conform to what the

law of restitution requires. The law of restitution

is very clear. You have to show consumer injury. It

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 69 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-24

has to be causally linked to the alleged conduct, and

you cannot unjustly enrich consumers.

And all of the evidence that we have seen so

far, and that we will see this week from the CFPB

fails to establish in accordance with the law of

restitution what the rightful amount of damages in

this matter should be.

Now what the evidence also will not show is

how this calculation should happen from July 21st,

2011 forward. But it's curious because in the CFPB's

pre-trial statement in this matter, footnote II, they

acknowledge that, in fact, calculations of damages can

only occur for conduct that post-dates July 21st,

2011.

And their footnote, specifically, says “Civil

money penalties should be calculated from the transfer

date until the date Respondent's unlawful practice

ceased”. And the reason that footnote is a very

important point here is because the Bureau has

acknowledged that to the extent they are seeking any

kind of monetary relief under the Consumer Financial

Protection Act, which is the only mechanism through

which they are seeking monetary relief, they can only

do so for conduct that postdates July 21, 2011.

And here is why. Before the CFPA the -- TILA

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 70 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-25

did not provide for anything other than statutory

damages, which they have not sought in this matter.

Before the CFPA, the Electronic Fund Transfer Act did

not provide for statutory -- anything but statutory

damages, which they have not sought in this matter.

Before the CFPA, there was no deception under which

they could proceed. Before the CFPA there was no

basis for alleging unfairness under which they could

proceed. And before the CFPA there was no basis for

obtaining civil money penalties.

The overwhelming majority of conduct alleged

in this matter occurred before the CFPA. Your Honor

cannot consider as a matter of law any conduct that

predates July 21st, 2011 in determining any kind of

monetary relief in this matter and footnote II on page

eight of their Pre-trial Statement spells that out.

So to sum, the evidence will not show that

Mr. Carnes was liable for any deceptive conduct in

this matter. The evidence will not show that

Mr. Carnes and the company were liable for any unfair

conduct as to the creation and use of remotely created

checks. And the evidence will show that the Bureau's

proposed monetary relief in this matter does not

conform to the laws of restitution or to the Consumer

Financial Protection Act. Thank you.
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JUDGE McKENNA: Um-hmm. Mr. Wheeler, pursuant

to the allowance that I gave, you have five minutes,

and then you will have five minutes. If you choose to

take it.

MR. WHEELER: That's okay, Your Honor. We

will proceed.

JUDGE McKENNA: All right. So that's it.

All right. Proceed.

MS. WEINBERG: Your Honor, Wendy Weinberg,

Enforcement Counsel. I'd like to call Mr. Madsen.

Can I get him from the adjoining room?

JUDGE McKENNA: Yes.

(Witness takes the stand.)

JUDGE McKENNA: Please stand. Raise your

right hand.

TIMOTHY ALLEN MADSEN,

A witness produced on call of the Enforcement

Counsel, having first been duly sworn, was examined

and testified as follows:

THE WITNESS: I do.

JUDGE McKENNA: Please be seated. State your

full name for the record.

THE WITNESS: Timothy Allen Madsen.

JUDGE MCKENNA: All right. Proceed.

MS. WEINBERG: Good morning, Mr. Madsen.
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COURT REPORTER: If the witness could spell

his name, please.

JUDGE MCKENNA: M-A-D-S-E-N.

DIRECT EXAMINATION

BY MS. WEINBERG:

Q. Good morning, Your Honor. Good morning

Mr. Madsen. First, are you here voluntarily or are you

here pursuant to a subpoena?

A. Subpoena.

Q. Did you ever work for Integrity Advance?

A. I worked for the company that operated

Integrity Advance.

Q. Okay. And what company was that?

A. HIP Financial.

Q. What does that stand for?

COURT REPORTER: I'm sorry, I can't hear.

JUDGE MCKENNA: Ms. Weinberg, you are going to

have to really up your game.

MS. WEINBERG: Okay. Then I'm going to grab

my water.

COURT REPORTER: Did the witness say, TIP

Financial? Just repeat your answer, please.

JUDGE McKENNA: So now -- that is not -- that

microphone is not working.

THE WITNESS: I'll speak up then.
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JUDGE MCKENNA: That's good.

THE WITNESS: Hayfield Investment Partners.

BY MS. WEINBERG:

Q. When did you start your employment with

Hayfield Investment Partners?

A. August of 2008.

Q. And what was the position that you held?

A. Vice president of marketing.

Q. Can you describe your duties there as they

related to Integrity Advance?

A. I was in charge of managing the relationships

and the purchase of leads for Integrity Advance

portfolio.

Q. What do you mean by leads?

A. Consumer who were applying online to receive a

payday loan.

Q. So what were your job duties in terms of --

JUDGE McKENNA: Well, just you are going to

have to come up an octave level significantly higher.

THE WITNESS: Okay.

BY MS. WEINBERG:

Q. Can you be more specific about your job

duties?

A. I dealt with all of the lead providers that we

had relationships with, I managed the purchase of the
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leads and set up the campaigns that distinguish what

types of consumer we were able to work with.

And then I managed the leads internally inside

of Integrity Advance with our call center and making

sure that they performed well.

Q. And how long were you in that position?

A. Was it -- four years, five years almost.

Q. Why did you leave?

A. I just -- change in business directions, we

were purchased by EZ Corp and there was a change in

needs for head count, so we had a mutual agreement to

separate.

Q. So then, is it fair to say you left when

Integrity Advance stopped doing business under that

name?

MS. BAKER: Objection, foundation.

JUDGE McKENNA: Sustained.

BY MS. WEINBERG:

Q. Was Integrity Advance still in business when

you left the company?

A. No.

Q. Where were the offices that you worked from?

A. Westwood, Kansas.

Q. And who else worked from that office?

A. Mr. Carnes, Ed Foster all of our IT team, all
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of our analytics teams, finance.

Q. Was there any management for Integrity Advance

that worked out of a different location?

A. Not to my knowledge, no.

Q. Who hired you for your position?

A. Mr. Carnes and Mr. Foster.

Q. And do you know who made the final decision as

to your employment?

A. I couldn't speculate.

Q. Were you hired directly from the company or

through a headhunter?

A. Headhunter.

Q. And do you know who was communicating with the

-- with that headhunter?

A. I don't recall.

Q. How often were you in the office?

A. Every day.

Q. How often was Mr. Carnes in the office?

A. The same, I mean barring vacations or business

travel.

Q. And what sort of hours was Mr. Carnes in the

office?

A. General business hours, you know, everybody

was there generally from 8:30 in the morning until 5:30

in the evening.
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Q. Was Mr. Carnes in the office longer hours or

shorter hours than most of the other employees?

A. I think it depended on the needs of the

business and we all had hours that would fluctuate

based on what was needed at the time.

Q. Did you talk directly to Mr. Carnes about

Integrity Advance's business?

A. I did.

Q. What types of things did you talk to

Mr. Carnes about?

A. Ah generally we discussed the behavior of the

lead purchase systems that we had in place, how well

they were performing, our different partners, and any

adjustments that we need to make sure that it backed

out for us what it needed to from a business

perspective.

Q. What type of adjustments are you talking

about?

A. If we were needing volume, would we pay more

for a lead to compete with our -- with other people who

were trying to purchase leads. Did we need to make

adjustments to underwriting in order to purchase more

leads, and volume or performance on the back end.

Q. And who was making decisions about the payment

per lead?
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A. Generally I had input on lead purchases within

parameters, and then any time we decided to make a

large change, Jim and I would discuss that.

Q. And who set the parameters?

A. Jim and I.

JUDGE MCKENNA: And Jim, you mean

Mr. Carnes?

THE WITNESS: Mr. Carnes, yes.

BY MS. WEINBERG:

Q. And when there was a change to the amount that

you would pay for a lead beyond the parameters that you

set, who would make that change --

A. Ultimately.

Q. -- decision?

A. Ultimately Mr. Carnes would give the approval

to change outside of our normal parameters.

Q. And you also mentioned changes in

underwriting. If there were changes -- could you

describe what you mean by changes in underwriting?

A. So in our campaign we would have various

structures on what we were willing to, you know, what

the rules were around the campaign, around the type of

consumer that we were able to purchase.

And whenever we would run into issues with

poor performance from the default or conversion
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standpoint, or potentially where the, where we needed

to make an adjustment to open up what we were willing

to look at so that we could purchase more leads from a

volume need, we would make adjustments to the scores on

particular campaigns.

Q. And scores meaning credit scores of the

consumers?

A. A related type of scoring, yes.

Q. Okay.

COURT REPORTER: I'm sorry?

THE WITNESS: A related type of scoring.

BY MS. WEINBERG:

Q. And who would make decisions about those sorts

of changes on the scoring?

A. It depended on how severe we were making the

change. If it was a couple points and it was within

some, some of the parameters that we felt comfortable

with, I would make that.

If it was something that was going to depart

from what we had been doing as a historical business

direction, then I would consult with Mr. Carnes.

Q. Finally, you also discussed -- you also

mentioned relationships with lead vendors, lead -- the

leads, I'm sorry?

A. Lead providers.
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Q. Lead providers.

A. Yes.

Q. And could you discuss what Mr. Carnes' role

was in your relationships with the lead providers?

A. Ah yeah --

MS. BAKER: Objection, foundation.

JUDGE McKENNA: Can you rephrase?

BY MS. WEINBERG:

Q. Did Mr. Carnes have a role in your

relationship with the lead providers?

A. General role. He was introduced or had

knowledge of several of them because of his previous

relationships. Outside of that it was on an

introductory basis by myself, you know, letting

Mr. Carnes meet those folks or those folks meet

Mr. Carnes.

Q. And then who made the ultimate decision if you

were switching lead providers?

A. I handled the lead providers.

Q. Did Mr. Carnes set the parameters for

obtaining a new lead provider?

A. What do you mean parameters? Help me out.

Q. Did he say, we don't want to pay more than

this, or we are looking for those sort of performance

standards?
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A. So as it related to what we paid providers,

yeah, we would have a top end that was approved, and

Jim and I would work together on that and determine

what that might be. Ultimately, Jim would make that

call. As far as who we worked with, you know, Jim

trusted me to make that decision.

JUDGE McKENNA: Who did you report to?

THE WITNESS: I think on the organizational

chart I ended up working for Mr. Foster, Edward Foster.

I interacted with Mr. Carnes daily.

JUDGE McKENNA: Who did your performance

evaluations?

THE WITNESS: I think the one that I had, that

I can recall was with Mr. Foster.

JUDGE McKENNA: Proceed.

MS. WEINBERG: Oh, I'm sorry. Okay.

BY MS. WEINBERG:

Q. Thank you, Your Honor. That's exactly where I

was going. So you said you talked to Mr. Carnes daily,

did you have to make appointments to speak to

Mr. Carnes?

A. Not as a general rule, it was, I'd knock on

his door and ask if he had a couple of minutes.

Q. And so, is it your testimony that these

conversations with him would take place in his office?
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A. Yeah, I mean we'd have conversations in his

office or mine.

Q. And these conversations were the daily

conversations that you were referring to earlier?

MS. BAKER: Objection, foundation.

JUDGE McKENNA: Overruled.

THE WITNESS: You know, again, we were a small

business so, you know, operating a small business we

would converse as needed, so, if I caught him walking

by my office and I had a question, or I needed to walk

into his I was able to do that, and vice versa. If he

had a question, he would have no problem walking by my

office and asking a question.

BY MS. WEINBERG:

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

A. Generally daily, yeah.

Q. Did you think -- is it your testimony that you

spoke to Mr. Carnes more or Mr. Foster more?

A. I never kept track of how often I was speaking

with either.

Q. And what type of things did you talk to

Mr. Foster about?

A. Similar items, generally with Mr. Foster I

probably would have more legal conversations with him,

as he was our general counsel for the majority of the
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time that I was employed there.

Q. And who did you talk to about administrative

items like your salary and your benefits?

A. It didn't really come up very often.

Q. Okay. How would you characterize the

difference in the types of items that you talked to

Mr. Carnes about as opposed to Mr. Foster?

A. Well, again I think with Mr. Foster it was

more focused around legal, where we were at, needs

around agreements, or adjustments to language that may

need to be put out on some of our websites or

communications with consumers. With Mr. Carnes we

discussed more around the lead purchases, you know,

what was happening volume-wise and performance of

those.

Q. I would like to show you Exhibit 65, the

organizational chart for Integrity Advance. It's

pretty small -- there we go, that's better, can you see

that?

A. Yes.

Q. If not, there's books --

A. No, I'm fine.

Q. -- that are next to you that might make it...

A. No, I'm fine.

Q. So your testimony previously was that you
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spoke to Mr. Carnes on a daily basis. So, is it fair

to say that, although you technically reported to

Mr. Foster, you actually also worked directly with

Mr. Carnes?

MS. BAKER: Objection, foundation and

mischaracterizes witness's prior testimony.

JUDGE McKENNA: Overruled.

THE WITNESS: Could you repeat the question,

please?

BY MS. WEINBERG:

Q. Would it be fair to say that while this is a

technically accurate chart, it does not reflect your

daily interactions?

JUDGE McKENNA: Well, first of all, you have

to ask him if this is an accurate chart.

MS. WEINBERG: Thank you, Your Honor.

BY MS. WEINBERG:

Q. Mr. Madsen, is this a technically accurate

chart of the reporting structure of Integrity Advance?

A. At one time, yes.

Q. And what time was that?

A. After about the first year or two after I had

started there, I don't remember exactly when Mr. Foster

became COO.

But when I left the company or when the
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company was sold, that is the structure that was in

place.

Q. And what was the structure before Mr. Foster

started working --

A. Edward was EVP and general counsel and then I

reported to Jim directly. We were, four of us in the

office at the time.

Q. And at that time --

JUDGE McKENNA: Jim?

THE WITNESS: Mr. Carnes, I'm sorry.

BY MS. WEINBERG:

Q. And at that time did everybody, the four of

you, report directly to Mr. Carnes?

A. I can only speak from my own reporting

structure.

Q. After Mr. Foster started employment, is it

fair to say that while this chart is technically

accurate, you also worked directly with Mr. Carnes?

A. Yes, that's fair.

Q. Okay. Do you know if other management

employees also passed formal -- bypassed the formal

chain of command to speak directly with Mr. Carnes?

MS. BAKER: Objection, foundation.

JUDGE McKENNA: Overruled.

THE WITNESS: I want to clarify, I wouldn't
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consider anything bypassing any formal chain of

command. A small company, we interacted with

everybody as needed to support the business.

BY MS. WEINBERG:

Q. Do you know if any of the other management

employees spoke directly with Mr. Carnes about

Integrity Advance business?

A. Well, anecdotally I saw Mr. Carnes speak with

all employees at various times, I can't speak to the

nature of their conversations.

Q. And were those conversations in Mr. Carnes'

office?

A. Yes I, I mean not all conversations were held

in Mr. Carnes' office, but I saw Mr. Carnes speak with

people in their offices, in his office, in the hallway,

in the break room. It was a small company, we

interacted.

Q. And where was your office in relation to

Mr. Carnes' office?

A. Next to his, adjacent.

Q. Okay.

JUDGE McKENNA: Where was Mr. Foster's office?

THE WITNESS: His was adjacent, but down the

hallway. There was a -- there was kind of a wall

in-between the two offices.
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JUDGE McKENNA: They wanted to keep the lawyer

away from the rest of the people?

THE WITNESS: Most people try to do that.

MS. WEINBERG: Brave of you to make a lawyer

joke in a room full of lawyers.

BY MS. WEINBERG:

Q. Did Integrity Advance handle its customer

service function directly through the office in which

you worked?

MS. BAKER: Objection, foundation.

JUDGE McKENNA: State it again.

BY MS. WEINBERG:

Q. Did Integrity Advance handle its customer

service function, meaning were consumers talked to

directly, and were the applications processed directly

through the office in which you worked?

MS. BAKER: Same objection, Your Honor.

JUDGE McKENNA: All right. Overruled. Answer

it if you know the answer to it.

THE WITNESS: Can you clarify when you say

consumer support? It's very broad.

BY MS. WEINBERG:

Q. Did Integrity Advance use a call center?

A. Yes.

Q. To speak directly with its customers?
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A. Yes.

Q. And where was that call center?

A. We had one call center there in Overland Park,

Kansas that we used for quite some time. And then,

eventually it was transitioned to a call center in

Delaware, I believe it was.

Q. And when did that happen?

A. I don't recall the exact year.

Q. And what, what activities did the call center

undertake for Integrity Advance?

A. Generally they spoke with our consumers as

they, they work the leads that came into the system

that we utilized. They would reach out to the

consumer, they would try to help them with the process

of completing their, their loan.

COURT REPORTER: I'm sorry, I didn't hear the

end of that.

THE WITNESS: They would work with the

consumers over the phone to help them complete their

loan.

JUDGE McKENNA: All right. Now the call

center, were they outgoing calls from the call center

to the lead, or were customers calling into the call

center, or both?

THE WITNESS: Both.
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JUDGE McKENNA: And any -- one way or the

other was utilized more?

THE WITNESS: It was slanted probably more to

outbound.

JUDGE McKENNA: Out from the call center?

THE WITNESS: From the call center to the

consumer.

JUDGE McKENNA: All right.

BY MS. WEINBERG:

Q. Do you know who arranged to hire the call

centers?

A. That was a decision that was made, I would

assume, by Mr. Carnes.

Q. Okay. Did Integrity Advance monitor the

performance of the call centers?

A. Generally, yes.

Q. And how did they do that?

A. We had reporting that we had access to, that

we could see the performance of the leads that we were

purchasing in real-time.

We would look at reports over a period of time

to determine different metrics and KPI's, and then, I

would interact with the call center throughout the day

to make sure that we were staffed properly and they

weren't running into any kind of issues with the
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quality of the leads that we were purchasing.

Q. You said that you would look at the leads, the

metrics, and did you say CPI's?

A. KPI's, key performance indicators.

Q. KPI?

A. Key performance indicators.

Q. Key performance indicators. Okay. Thank you.

And how were you able to see that information?

A. We had a, we had a report that we had access

to and we had a dashboard that we eventually developed

to be able to see it in real-time.

Q. And was that on a TranDot platform?

A. I utilized the TranDot report quite often,

yes.

Q. And was that where you saw the dashboard?

A. The dashboard was an internal system that we

had related to some different systems that we built,

internally developed?

Q. And what could you see in the dashboard?

MS. BAKER: Your Honor, I'm going to object to

this line of questions on relevance grounds. I'm not

sure how this is related to any of the remaining

matters in this matter for Your Honor's disposition.

JUDGE MCKENNA: And the answer is?

MS. WEINBERG: I believe Mr. Madsen's
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testimony will show that Mr. Carnes was monitoring the

daily performance of the call centers through the

TranDot system.

JUDGE McKENNA: And that is an irrelevant

issue?

MS. BAKER: I believe it is not relevant, Your

Honor.

JUDGE McKENNA: All right. Overruled.

MS. WEINBERG: Court reporter, could you read

back the last question that I asked prior to the break?

COURT REPORTER: And what could you see in the

dashboard?

A. We could see the number of leads that we had

been presented, the number of leads that we had

accepted or declined. So from there we could see a

purchase rate, as well as we could see then the number

of leads that were converting into loans to determine

what the conversion rate of those leads were into loans

and consumers.

BY MS. WEINBERG:

Q. Is there anything else that you could see in

the dashboard?

A. No, I think that covers the dashboard itself.

Q. Could you see the default rates on the loans

through the dashboard?

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 91 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-46

A. I don't believe being able to see that on the

dashboard, we could see that through the TranDot

system.

Q. Okay. And what else could you see in the

TranDot system?

A. I mean a number of things: We could see the

number of consumers that were signing their loan

documents; we could see the number of consumers who

were defaulting; and we could see, obviously, some of

the same information that I described earlier, the

conversion rates, and volume of leads coming in; we

could see returning customers, the number of returning

customers coming back to us and taking out new loans.

Q. And do you know how the call centers came to

use the TranDot system?

A. I was -- well, can you clarify that question?

Q. Was the TranDot system provided by the call

centers, or was it provided by Integrity Advance to the

call centers?

A. It was provided by Integrity Advance.

Q. Did they have any choice in using the TranDot

system?

A. No.

Q. So you've mentioned two different monitoring

systems, the TranDot system and the dashboard, do you
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know if Mr. Carnes ever reviewed the performance

through the TranDot system?

A. I can't speak to exactly where he reviewed

performance, but we had discussions on performance. We

were looking at it closely, the two of us.

Q. And what type of performance?

JUDGE McKENNA: Just a second -- so the answer

would be yes?

THE WITNESS: Generally, I would assume that

yes, he was looking at that the same as I was.

JUDGE McKENNA: Proceed.

BY MS. WEINBERG:

Q. And what specific topics about performance did

you discuss with Mr. Carnes?

A. Lead volume conversion rates, long-term

performance of any particular sources that we had.

Q. Sources meaning the lead generators?

A. Lead providers.

Q. Okay. Did you also discuss default rates with

him?

A. Yeah, we had that discussion.

Q. And how often did you have these conversations

with him about conversion rates?

A. I can't speak to just conversion rates. It

was as needed, as the business required us to review
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performance, if there was a metric that was out of line

and we were, you know, depending on the ability to

assess the reason myself or in the cases where Jim may

have notice it and he was asking for some

clarification. So, it may not have been daily, but it

was, you know, something that we had on a relatively

regular basis, conversation.

Q. Can you be more specific about regular basis?

A. I would be speculating on anything specific to

conversions. It was something that I looked at daily.

And, you know, in the -- as problems came up I would

have conversations, so it could be, depending on the

situation it may have been something that we had

several times a day, or it may have been something that

we only talked about once a week.

Q. Okay. And did you specifically talk about the

results that you were seeing -- that you could see in

the dashboard when you had these conversations with

Mr. Carnes about conversions?

A. That would have been part of the conversation.

Q. And in those conversations, would you be

reporting results from the dashboard or would

Mr. Carnes be bringing those results to you?

A. Both conversations would have been had at

various times. I couldn't give you a percentage as to
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one or the other.

Q. And other than conversations about

conversions, did you have any other conversations with

him about the performance of the loans or the

performance of the call centers?

A. Generally we would have performance

conversations. Ah, you know, depending on the

circumstance, the loans may have been the topic or, you

know, the call center performance didn't come up very

often, it was a pretty well oiled machine and it

handled itself quite well.

Q. And what would you talk about, about the

loans?

A. If we were seeing an increase in first payment

defaults, or long-term default rates. We may have to

suggest looking at underwriting a little bit

differently, if we were not seeing the volume of leads

that were -- that we were needing to meet our goals

that we had set, then we may have to discuss various

ways to purchase more leads. Whether it was to change

what we were going to pay or open up underwriting,

change some campaign structures or various

conversations.

Q. And how often would you have conversations

with him on that general topic?
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MS. BAKER: Objection, vague.

JUDGE McKENNA: Overruled?

THE WITNESS: You know, we -- the general

topic, I mean that would, you know, I couldn't put a

time on it. I couldn't put a number of conversations

because, again it was, you know, as the needs of

business dictated.

BY MS. WEINBERG:

Q. Would you say it was daily?

A. If we were to have a conversation about the

business during the day, it would have been around one

of those general topics.

JUDGE McKENNA: What -- give me the general

topics.

THE WITNESS: Conversion rates, performance,

first payment defaults.

JUDGE McKENNA: Call center performance?

THE WITNESS: Call center, like I said,

performance didn't come up very often.

JUDGE McKENNA: Well, you said you were

talking performance, what does that mean?

THE WITNESS: Generally my conversations would

have been around the performance of the leads that we

were purchasing.

JUDGE McKENNA: Okay. So you wanted to make
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sure that you were getting a good bang for your buck?

THE WITNESS: That is fair statement, yes.

BY MS. WEINBERG:

Q. Who was the primary decision maker at

Integrity Advance?

A. I would say, ultimately, any large decision

would have been made by Mr. Carnes.

Q. And what is your basis for saying that he was

the primary decision maker?

A. I can only speak from my own interactions, but

if I had a decision that needed to be made that was

outside of the traditional way that we handle a lead

provider, or a payout, or things related to that, I

would consult with Mr. Carnes and we would -- and he

would give the direction that he would want to take.

Q. Were you involved in any meetings that did not

involve your particular marketing area?

A. I don't recall being in any meetings that

didn't have some relation to what I was doing.

Q. All right.

A. Or I was in meetings where we would have

several people from different functionalities (sic) in

the company, we'd get together and discuss an issue.

And if it was something that I may be impacted by, I

was included in that meeting so I could give my
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feedback if it was needed.

Q. Did Mr. Carnes' role as primary decision maker

change over the period of time in which you worked for

Integrity Advance?

A. I can only speak to the -- you know, from the

perspective of what I was interacting with, and

generally we had the same conversations for the entire

time I was there.

Q. Could you describe Mr. Carnes' style as a

manager?

A. You know, I think, you know, I have always

considered Jim to be a good boss. He was, he was easy

to work with, easy to communicate with. I always felt

him to be fair, and you know, was never opposed to

helping out if you had a concern or if there was an

issue that you weren't able to solve.

You know, generally he'd, he operated a small

internet company, as president or CEO the same way as I

would expect from any other president or CEO, he was

involved when he needed to be, and he gave you room to

work when you needed it from that perspective as well.

Q. Have you had any contact with Mr. Carnes or

his counsel in the last year?

A. I spoke with his counsel last week, and I have

spoke with Mr. Carnes, off and on for the last several
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years.

Q. Have you spoken to Mr. Carnes about your

testimony today?

A. No.

Q. Did you speak with Mr. Carnes' counsel about

your testimony today?

A. We spoke last week related to this, yes.

Q. And how long was this discussion?

A. Maybe thirty minutes.

Q. And what did they discuss with you?

A. Just generally asked me about my role with the

company.

Q. And did they give you advice on your testimony

today?

A. None.

MS. WEINBERG: No further questions -- excuse

me --

BY MS. WEINBERG:

Q. Mr. Madsen, you said at the beginning the

office had only four people, can you tell me who those

people were?

A. When I first started working there, it was

Mr. Carnes, Mr. Foster, a gentleman by the same name of

Hassan Shahin.

JUDGE McKENNA: Spell it.
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THE WITNESS: Hassan Shahin was his name.

JUDGE McKENNA: And?

THE WITNESS: H -- I'm sorry --

JUDGE McKENNA: Spell it.

THE WITNESS: I'm sorry, I will try,

H-A-S-S-A-N S-H-A-H-I-N.

JUDGE McKENNA: Thank you.

THE WITNESS: And then there was an office

receptionist and I don't recall her name, I feel bad

about that.

BY MS. WEINBERG:

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

beginning?

A. Yes.

Q. Okay.

A. He was our EVP and general counsel.

Q. And for what period of time was it only the

four?

A. We added a head of finance -- (cough) excuse

me -- a head of finance in October or November of 2008.

And then, from that point on we added, what you saw on

the board there, and a few others that may have come

and gone during that period.

Q. At what time period -- do you need to see the

org chart again -- what period of time would all of

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 100 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-55

those people that were on the org chart, that Exhibit

65 that you saw before, have been employed?

A. I would have to take a look at it again. I

can't recall everybody they had.

Q. Could you put up 65, please?

A. Okay. From, from left Stephanie Schaller

would have came on probably in middle to the end of

2009 if I recall. Chris Pickett around, either that

same time, or maybe the spring of 2010. George Davis

was already employed in Delaware when I came on.

Mr. Peck came on in that October timeframe I

mentioned earlier, 2008. Hassan was already on when I

was hired and then Bruce came on, I want to think 2010,

or early 2011. I don't recall the times.

Q. Okay. I would also like to show you Exhibit

79, and if it's easier for you it's in the book as

well. But have you ever seen the -- this document from

Management System Operations Manual for TranDot?

A. I don't recall that, specifically. Depending

upon what is inside of it, I may have seen pieces of it

related to reporting or things of that nature.

Q. And can you scroll through the document? Can

you go to 7.9 specifically?

MS. BAKER: Your Honor, this has not been

admitted into evidence yet. Is she asking the witness
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questions about it before it's even been admitted,

other than the mere foundation laying questions?

JUDGE McKENNA: Right.

MS. WEINBERG: I'm hoping to move it into

evidence after he examines it and can tell me whether

he has seen it before or not.

JUDGE McKENNA: All right. So the answer is

yes, and they will move it.

MS. BAKER: Okay.

JUDGE McKENNA: And then you will have the

opportunity to object.

MS. BAKER: Thank you, Your Honor.

JUDGE McKENNA: Please identify the --

THE WITNESS: This is section 7.9 of the

TranDot manual.

BY MS. WEINBERG:

Q. Have you ever seen this before?

A. No, I have not.

Q. Okay. What sections of the manual -- you said

you may have seen some sections of it -- which

sections?

A. You know, the only thing that I could think of

that I would have seen, it would more than likely have

been an excerpt of it, would have been a posting specs

that I gave to our lead providers. I don't recall
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seeing that, that file or that document.

Q. And could you, I think that I'm going to ask

you to look at the hard copy of 79, Exhibit 79, it

might be easier for you to -- which binder am I looking

at here?

Well, actually, it is binder two.

MS. BAKER: Your Honor, I'm going to -- Your

Honor, I'm going to object to this whole line of

questions. He just testified he has never seen this

document before. It's about a four hundred page

document and he just said he has never seen it, and

Ms. Weinberg is continuing to ask him questions about

it.

JUDGE McKENNA: Well, I thought that he said

that he had seen a portion or portions of it.

MS. BAKER: I thought he said he had never

seen this document before, Your Honor.

JUDGE McKENNA: All right.

THE WITNESS: I'll clarify. I don't recall

seeing that document, based on the page at the

beginning that said the TranDot -- whatever that was.

Just being able to deduce what would be inside

something like that, I may have seen an excerpt of it

that was made up in the specs that we gave to our

third party publisher so that they could present leads
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to us. And that is a pure assumption at that point.

I'm making an educated guess.

JUDGE MCKENNA: All right.

MS. BAKER: Your Honor, he can't even

authenticate this document, let alone attest to its

contents. I would object to this entire line of

questions and ask that we move on, thank you.

MS. WEINBERG: Your Honor, he needs to at

least look at it before he can attest whether or not

he has seen it before.

JUDGE McKENNA: Well, I understand. The

objection is overruled. It is going to go to weight,

and we will just proceed and see how this goes.

BY MS. WEINBERG:

Q. Okay. Could you just flip through Exhibit 79,

which is in binder two. Let me know, you know, take

your time.

A. Just, you know, glancing through the table of

contents here, I don't think I have ever seen this

document in its current condition.

Q. Okay. Thank you. One final question, you

testified that you attended meetings with Mr. Carnes

where topics other than marketing were discussed, can

you tell me what topics were discussed at those

meetings?
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A. Um, you know, I was probably involved with

some IT conversations around, you know, changes to the

website. I can't recall if Jim would have been in

those. The only ones that I can recall that Jim would

have been involved with would have been underwriting

conversations where I would have been listening in to

be able to speak up if I anticipated any negative

effect on our lead purchases based discussions that

were being suggested by our analytics department.

Q. And who else would have been involved in those

meetings concerning underwriting?

A. Stephanie Schaller and --

Q. And I'm talking about meetings where

Mr. Carnes was present.

A. Yeah, I'm trying to recall, I mean, I can only

-- I can maybe think of a couple, mainly Stephanie

Schaller.

Q. And in those meetings who was making the

decisions about the underwriting?

A. Mr. Carnes.

Q. And what were the decisions about underwriting

that he was making?

A. Suggestions for tests potentially, different

data providers to use in the underwriting decisions,

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

A. AB testing, does this underwriting model work

better than that underwriting model. It depended on

the needs of the business at that time.

Q. Just to be clear, when you say underwriting,

what are you referring to?

A. It would have included credit scoring or the

make-up of an internal credit score that we had

utilizing third-party data sources to be able to make

better credit decisions, whether it was trying to solve

for poor default rates or conversion rates, it could --

and it depended -- it could vary based on the needs at

that time.

Q. Okay. So broadly speaking, is it fair to say

that in underwriting you are talking about whether or

not Integrity Advance wants to provide a loan to a

customer?

A. Correct.

MS. WEINBERG: Okay. No further questions.

JUDGE McKENNA: All right. You can sit. I

have some questions.

COURT'S EXAMINATION

BY JUDGE McKENNA:

Q. As you, you started out your testimony and you

mentioned the TranDotCom system.
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A. Um-hmm.

Q. I assume, based upon that you were very

familiar with it; is that correct?

A. I was very familiar with a portion of it

related to the purchase and the performance of the

leads that we were buying. So I could tell the leads

that were going into the system and whether or not they

were converting. I had reporting inside the TranDot

system that I was able to look at to determine whether

or not we were making good purchase decisions or not.

Q. So which portion of Exhibit 79 encompassed

your familiarity?

A. It would have been section 7, reporting.

COURT REPORTER: Recording or --

JUDGE McKENNA: Reporting?

THE WITNESS: Reporting.

BY JUDGE McKENNA:

Q. All right. Now the TranDotCom, this is a

private company?

A. Correct.

Q. For profit?

A. I don't know their business structure but they

were a business that we worked with that provided a

software solution.

Q. So in other words, Integrity Advance purchased
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their product?

A. We had a business relationship with them. I

don't know the structure. I -- ah, it would have

either been a, a purchase of the software or a per use

license.

Q. All right. And who entered into that

agreement?

A. That was done before I came on.

Q. All right. And you do not know who

effectuated that relationship?

A. I have never been told who made that ultimate

decision.

Q. All right. What about section eight? Did you

utilize that section?

A. I have never seen that information, no. I

don't recall ever seeing anything specific around that

that I utilized.

Q. Six?

A. I did not deal with that section either.

Q. Five, and its subsets?

A. This all appears to be the utilization of the

system itself that would have been handled -- or when I

say utilization from the operational usage for managing

the loans and I would not have had any interaction with

that part, that would have been done through the call
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center.

COURT REPORTER: Been through what?

THE WITNESS: A call center.

BY JUDGE McKENNA:

Q. And the call center reported to whom?

A. I dealt with the interactions between the call

center and Integrity Advance.

Q. So then wouldn't you have utilized the

material for five?

A. No, I was not in -- involved with the actual

functionality of the system. I was just the

intermediary between our company and theirs.

Q. Who was?

A. In charge of how they utilized it? It -- the

-- both call centers that we worked with had used this

system in the past so I had no interaction or

instruction on how to use the system. They already

knew how to do it.

Q. Did you ever have any discussions with

Mr. Carnes regarding that issue?

A. I don't recall any, no.

JUDGE McKENNA: All right. Thank you.

Anything further before you --

MS. WEINBERG: I just -- yeah.

JUDGE MCKENNA: -- cross.
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MS. WEINBERG: Yes, please, just one question.

BY MS. WEINBERG:

Q. You said that you dealt with the interactions

between the call center and Integrity Advance, did

Mr. Carnes also deal with the call center?

A. He had communications with the call centers.

Q. And do you know what the topics of those

conversations were?

A. I can't speak to any conversations I wasn't

privy to.

Q. How do you know that he spoke with the call

centers?

A. Well, call centers were -- the first call

center, Clearvox was in effect prior to me coming on to

the business, so I know there were interactions there.

When the decision was made to move to the other call

center, you know, Jim was involved with the selection

of that call center in determining what the process

would be to swap between one and the other.

Q. And after Jim was involved in the decision to

swap to a new call center, do you know if he was

involved in whether he had any conversations with the

call center subsequent to the move to the call center

being hired?

A. Ah, you know, the only time I can think of any
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conversations he would have had is if I was out of the

office and something needed to be handled, you know,

because of an issue from a lead performance basis he

may reach out.

Q. Did the call center ever indicate to you that

they had received a call from Mr. Carnes regarding

conversions?

A. Ah --

MS. BAKER: Objection, vague.

JUDGE McKENNA: Overruled.

THE WITNESS: I can't recall if I ever, I

mean, it's possible, but I don't recall an exact

conversation. It's been many years.

BY MS. WEINBERG:

Q. Do you recall any other topics of conversation

that you had with the call center that indicated that

they had spoken with Mr. Carnes?

MS. BAKER: Same objection, which call center?

JUDGE McKENNA: Number two? Either?

THE WITNESS: I don't recall any particular

topics, no.

MS. WEINBERG: Okay. Thank you.

MS. BAKER: Your Honor, would the Court take

notice of the fact that Exhibit 79 is dated March

2008, which is a date before the company came into
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existence. Integrity Advance?

JUDGE McKENNA: Duly noted.

MS. BAKER: Thank you.

CROSS-EXAMINATION

BY MS. BAKER:

Q. Good morning, Mr. Madsen.

A. Good morning.

Q. You testified earlier that you worked for HIP

Financial; is that right?

A. Yes.

Q. Can you describe for us what HIP financial

was?

A. I don't know the exact structure. I

understood it to be a, like a holding company or the

parent company for the different entities that we had.

Q. So it's the case that you didn't just work for

or provide services to Integrity Advance in connection

with HIP Financial?

A. I was involved with most all the different

businesses that HIP financial was involved with.

Q. And do you have an understanding as to whether

or not Mr. Carnes, during time that you were employed

by HIP Financial, also worked with all of the other

companies that were part of the HIP Financial umbrella?

A. Yeah, that was my understanding, yes.
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Q. You spoke before about three specific general

topics, if you will, that you discussed with

Mr. Carnes, conversion rates, performance of leads,

first payment defaults, and then generally lead

generation; is that right?

A. Yes.

Q. And when you spoke with Mr. Carnes about

conversion rates, conversion rates do not concern the

language or disclosures of a loan agreement, do they?

A. Not as a rule, no.

Q. And performance of leads does not concern the

language or disclosure in a loan agreement, does it?

A. No.

Q. And first payment defaults does not concern

the language of a loan disclosure, does it?

A. No.

Q. And in general, lead generation doesn't

concern the language of a loan agreement or a loan

disclosure?

A. Not in general, no.

Q. It's fair to say you never talked to

Mr. Carnes about the language of a loan agreement?

A. Ah no, we never discussed that conversation --

we never had that conversation.

Q. Fair to say you never spoke with Mr. Carnes
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about the language of the loan disclosures that were

part of the loan agreement?

A. Ah, no.

JUDGE McKENNA: Ah no, meaning yes?

THE WITNESS: So we, we never had that

conversation.

JUDGE MCKENNA: Okay.

BY MS. BAKER:

Q. Now you testified before that you assume, you

assumed that Mr. Carnes was looking at the same

dashboard of information that you were looking at?

A. Correct.

Q. And you assumed that, you don't know that for

certain?

A. Ah --

JUDGE McKENNA: The question is do you know

that for certain. Not you don't know that for certain.

BY MS. BAKER:

Q. Do you know that for certain?

A. You know, I would say, you know there was,

there were probably times when Jim would have pointed

out something that he saw on the dashboard to me.

Q. But, you don't know the frequency with which

Mr. Carnes reviewed that dashboard?

A. I do not know the frequency.
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Q. You also don't know whether or not Mr. Carnes

frequently spoke with call centers?

A. No, I do not.

MS. BAKER: No further questions, thank you.

Thank you, Mr. Madsen.

JUDGE McKENNA: Anything further,

Ms. Weinberg?

MS. WEINBERG: No, Your Honor.

JUDGE McKENNA: All right. Thank you. You

are excused.

THE WITNESS: Thank you.

JUDGE McKENNA: We will take a break. Start

back at 11:30.

(A brief recess was taken.)

JUDGE McKENNA: Back on the record.

(Witness takes the stand.)

JUDGE McKENNA: You can remain standing

please. Please raise your right hand.

BRUCE ANDONIAN,

A witness produced on call of the Enforcement

Counsel, having first been duly sworn, was examined

and testified as follows:

THE WITNESS: I do.

JUDGE McKENNA: All right. Please be seated.

State and spell your name.
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THE WITNESS: Bruce Andonian, B-R-U-C-E

Andonian, A-N-D-O-N-I-A-N.

JUDGE McKENNA: Proceed.

DIRECT EXAMINATION

BY MS. WEINBERG:

Q. Mr. Andonian -- is this on -- can you hear me?

Are you here voluntarily or pursuant to a

subpoena?

A. I was subpoenaed.

Q. Did you ever work for Integrity Advance?

A. I did.

Q. What position did you hold?

A. Director of software development.

Q. And what were your job duties as director of

software development?

A. I managed a team of six developers, between

one and six, as we built the team out, oversaw the

software development for the different products that

Willowbrook maintained.

Q. And was one of the products that Willowbrook

maintained the Integrity Advance website?

A. It was.

Q. Were there other products?

A. The Empower product --

Q. That related to Integrity Advance?
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A. No, not that I'm aware of.

Q. And how long did you hold that position?

A. Two years, four months.

Q. From when to when?

A. February 2011 through May of 2013.

Q. And why did you leave?

A. The company was sold to EZ Corp, and I wasn't

comfortable with the management there.

Q. Were you formerly employed by Integrity

Advance?

A. I was employed by Willowbrook Partners and the

check that I would receive was from Hayfield?

Q. Just Hayfield?

A. I don't remember the full name.

Q. Okay.

A. It was Hayfield, they called it HIP, so those

three initials.

Q. And where were the offices that you worked out

of for Integrity Advance?

A. They are at the corner of State Line and 43rd

Way.

Q. In what city?

A. I don't recall.

Q. What state?

A. It was in Kansas.
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Q. Okay. And what other management employees for

Integrity Advance worked out of that location?

A. You want the management staff?

Q. Yes. And if you --

A. I reported to Edward Foster, and then Jim

Carnes was over him, and then Tim Madsen, and I don't

remember his, his title, and I don't remember the other

managers that were there.

Q. Okay. Could you pull up the organizational

chart again? I want to show you what was submitted by

Integrity Advance as an organizational chart of

employees. And I ask you to look at it, and tell me if

it refreshes your recollection about who worked in the

Integrity Advance offices.

A. Could we dim the lights? I can't really read

it.

Q. You can actually see it in your book as well,

which would be easier, it's Exhibit 65.

JUDGE McKENNA: For what time period are you

proffering this?

MS. WEINBERG: Well, he said that he started

working there in February 2011. So I will start by

asking him if those employees were there in February

2011, and ask him if they remained.

THE WITNESS: Exhibit 65?
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BY MS. WEINBERG:

Q. Sixty-five.

A. Where do you see the exhibit number?

Q. There are tabs on the --

A. Okay.

Q. And there are two separate volumes. So you

may not be in the right -- that looks correct.

It -- that looks correct.

And were those employees there when you

started working in February 2011?

A. Chris Pickett was not, and the rest were.

Q. And were all of those employees there when you

ceased working for Integrity Advance in May of 2013?

A. Hassan was not there when we stopped.

Q. And did all of those employees work out of the

Kansas office?

A. All but George Davis.

Q. And where did Mr. Davis work?

A. I'm not sure.

Q. Can you describe -- did Mr. Carnes have an

office in the location where you worked in Integrity

Advance?

A. He did.

Q. Can you describe that office physically?

A. It was in the corner office. It was a large
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office, about the size of this room. His desk was

against the far wall as you walked in, there was a

conference room -- a conference table directly as you

walked in with a whiteboard, and then there was a TV on

the left side as you walked in.

Q. And how did the size of Mr. Carnes' office

compare with the size of other employee's offices at

that location?

MS. BAKER: Objection, relevance.

JUDGE McKENNA: I will allow it.

THE WITNESS: It was probably twice as large.

BY MS. WEINBERG:

Q. Okay. How often were you in the office?

A. I was in the office every day except when it

was the weekend and when I was on vacation.

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

A. I would say just as much.

Q. And what hours did you work?

A. Our office hours were 8:30 to 5:30 and until

5:00 on Fridays.

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

A. I would say roughly the same amount of time,

or same timeframe.

Q. Did you ever talk to Mr. Carnes one on one

about Integrity Advance's business?
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A. Yes.

Q. How often?

A. I would say at least once a month, maybe twice

a month.

Q. And what types of things would you talk to him

about?

A. When Jim would talk to me about Integrity

Advance, it was because something wasn't working

properly. So it was if the data base was running slow

or if we weren't accepting leads or the conversion rate

was low and there would be an investigation on why that

was happening.

Q. And would you bring those matters to his

attention or would he bring them to your attention?

A. He would bring them to me.

Q. Did you ever attend meetings with other people

where Mr. Carnes was present?

A. We had a weekly IT meeting --

Q. And -- I'm sorry. Go ahead.

A. Edward was, Edward Foster and Nigel

Drinkwater, myself, and Jim.

Q. Who is Nigel Drinkwater?

A. He is the project manager for Willowbrook

Partners.

Q. And where were these weekly meetings held?
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A. In Jim's office.

Q. And who ran the weekly meetings?

A. I would say Jim ran the meetings.

Q. And who set the agenda for the weekly

meetings?

A. The agenda was set by a list of tasks that

needed to happen for the week, and then we would

present those to Ed and Jim and they would go through

them in looking at things that they would accept or

deny and then gave priorities to those tasks.

Q. And do you know who was setting the priorities

for the tasks?

A. Most of the time it was Jim.

Q. And what topics did you discuss at these

weekly meetings?

A. The different products that we ran out of

Willowbrook Partners, which was the Empower --

Q. And specifically, I'm sorry, what topics

related to Integrity Advance did you discuss at these

meetings?

A. There wasn't a lot of Integrity Advance topics

on our task list. But if there was a state that we

wanted to remove or if we wanted to change a figure on

one of the credit scores.

Q. And why would you remove a state?
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A. I would remove a state because Jim told me to

remove a state. I'm not sure on the whys and hows, or

I know how, but I didn't know why.

Q. And you said a change in credit score, can you

say a little bit more what you meant by that?

A. So, we used a third-party system, and we would

send out -- the person that was asking for the loan

would send out their information to a credit bureau and

it would return a number. Depending on that number

that you got back, we would either accept the lead or

deny the lead.

Q. So the number that you got back was the credit

score?

A. Correct.

Q. Would that be accurate to say?

A. Correct.

Q. And who made the decisions about what credit

score to accept?

A. There -- that system was in place before I got

there, so the numbers are already set. And then Jim

would come into my office and he would either reduce

the number or increase the number.

Q. And did he say why he was reducing on

increasing the number?

A. It was usually because they had an analytics
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meeting and they wanted to change the number for

whatever reason, I'm not sure on the reasons.

Q. And then Jim would direct you to make the

change?

A. Correct.

Q. Did you discuss any other topics directly with

Mr. Carnes, or at these meetings related to Integrity

Advance's business?

A. Not that I recall.

Q. Other than the weekly meetings that you had,

did you attend any other meetings where Mr. Carnes was

present?

A. The monthly meetings, I believe they were

monthly, they were either monthly or quarterly, they

were company meetings.

Q. And who was present at these meetings?

A. Most of the employees.

JUDGE McKENNA: Which company?

THE WITNESS: It was Willowbrook Partners, so

it was a -- we would discuss all the different

products that was in Willowbrook. So it was Empower,

Go Cash, Integrity, they were all lumped together in

that meeting.

BY MS. WEINBERG:

Q. Other than the people who were on the org
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chart which you looked at in your book, which is

Exhibit 65, were there other people at that meeting?

A. It was all the employees. So I had six

developers that were under me. There were other

analytical people that were there, a couple marketing

people. So it was the entire company.

Q. And what company were you talking about when

you say the entire company?

A. Willowbrook.

Q. Okay. And other than that, all of the people

on the org chart were also present at those meetings?

A. Most, Greg Davis wasn't at a lot of them.

Q. And who ran those meeting?

A. Ed Foster and Jim Carnes.

Q. And who would take the lead in the meeting?

A. Jim Carnes.

Q. And what topics were discussed at these

monthly meetings?

A. They were high level topics about the health

of the company, the direction of the industries.

JUDGE McKENNA: Which company?

THE WITNESS: All of the companies.

JUDGE McKENNA: So can you give us a breakdown

of Willowbrook?

THE WITNESS: I'm not sure if I understand the
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question.

JUDGE McKENNA: The different entities

contained therein.

THE WITNESS: So Willowbrook had a -- Empower,

which was a prepaid debit card. Go Cash was a state

modeled lending platform.

JUDGE McKENNA: Which did what?

THE WITNESS: It made payday loans for State

of Texas and a couple of other states that were there.

JUDGE McKENNA: Separate and apart from

Integrity Advance?

THE WITNESS: Correct.

JUDGE McKENNA: Separate company?

THE WITNESS: Correct.

JUDGE McKENNA: All right.

THE WITNESS: And then the Integrity Advance,

and then we started a company in England, which I

don't remember the name of that company. It was Zap

Cash or something like that. But all of those

companies would be discussed in that company meeting,

all of those different products would be discussed.

JUDGE McKENNA: All right. Who ran

Willowbrook?

THE WITNESS: Jim did, Jim ran Willowbrook.

JUDGE McKENNA: And what about Hayfield?
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THE WITNESS: I don't know, I don't know those

-- how the company was structured where Hayfield came

from. But that is what was on my check was Hayfield.

JUDGE McKENNA: Proceed.

BY MS. WEINBERG:

Q. Could you pull up Exhibit 67? And this is

also in your book -- so have you had a moment to look

at that?

A. Yes, ma'am.

Q. And when you said there were other companies,

does this refresh your recollection about any of the

other companies that were discussed at these monthly

meetings?

A. Yes. So the -- Zap Cash, and Integrity

Advance, HIP Financial -- I don't recognize the Blue

Ocean, Cornerstone would be the Empower product, Go

Cash and they had Go Cash UK.

Q. Okay. And who was the decision maker at these

meetings?

A. For which meetings, the --

Q. For the meetings, the monthly meetings that

you had at -- in the Integrity Advance office.

A. I don't know if there were any decisions being

made. It was more of an informal or informational. We

would just talk about the health of the company and the
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direction that we were moving towards.

Q. And generally speaking, who was the decision

maker for Integrity Advance's business decisions?

A. It would be Jim.

Q. And did this --

JUDGE McKENNA: What did you say?

THE WITNESS: Jim Carnes.

BY MS. WEINBERG:

Q. And did this change over the time that you

worked at Integrity Advance or Willowbrook?

A. No.

MS. WEINBERG: No further questions.

JUDGE McKENNA: Cross-examination.

CROSS-EXAMINATION

BY MS. BAKER:

Q. Good morning, Mr. Andonian.

A. Good morning.

Q. You testified that you were employed by

Willowbrook; is that right?

A. That was the company I assumed I was working

for.

Q. When exactly were you hired to work there?

A. It was -- for Willowbrook it was February

2011.

Q. And when you were hired, who did you meet with
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during that interview process, who specifically

interviewed you for that position?

A. It was a lady named Amy and I don't recall her

last name, Hassan and then Edward Foster.

Q. And do you have an understanding as to why you

were hired to work at Willowbrook?

A. It was to develop a software development team

for the Empower card.

Q. And did there come a time when in connection

with your working at Willowbrook you were asked to also

provide a service or two to Integrity Advance?

A. Yes, Hassan had gone on vacation and there was

a change. I don't remember what the change was that

needed to happen to the Integrity Advance system, to

the website and so Edward asked me to make a change to

that website.

Q. And do you recall when in the continuum of

when you worked for Willowbrook were you asked to first

do some amount of work for Integrity Advance?

A. It was kind of gradual, so the longer I was

there the more work that I think Jim felt comfortable

giving me, better understood the website and how the

company worked.

Q. You say Jim felt comfortable giving you, what

is the basis of your assessment of Mr. Carnes' comfort
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level?

A. Just being more familiar with my skills.

Q. And was it Mr. Carnes who specifically asked

you to work on the Integrity Advance website when

Hassan went on vacation?

A. No, it was Edward.

Q. Now you testified that you participated in

weekly IT meetings; do you recall that testimony?

A. Yes, ma'am.

Q. And those weekly IT meetings were for the

Willowbrook family of companies?

A. It was.

Q. And what percentage of time during those

weekly IT meetings, and when we say IT, we mean

information technology.

A. Correct.

Q. What percentage of time during those weekly IT

meetings, approximately, were spent discussing any

aspect of Integrity Advance's business?

A. It was a very small amount. If I had to put

numbers, I would say less than ten percent.

Q. In all -- of all of the time that you worked

there, from February '11 until 2012?

A. Correct.

Q. Okay. Now you said you also attended monthly
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or quarterly meetings?

A. Correct.

Q. And those monthly or quarterly meetings, and

you don't recall which they were, if they were every

three months or every month?

A. I don't, I'm sorry.

Q. And at those meetings, I think you testified

that the companies that were discussed were part of the

Willowbrook or Hayfield family of companies?

A. They were.

Q. Is that -- and the exhibit that was shown to

you before, Mr. Andonian, Exhibit 67, that is the

exhibit that reflects those family of companies?

A. As far as I know, yes.

Q. And to the best of your recollection, what

percentage of time during those monthly or quarterly

meetings was spent discussing any aspect of Integrity

Advance's business?

A. Very small amount.

Q. And if you had to put a minute on it, assuming

it's an hour long meeting, what -- how many minutes

would you say were spent?

A. I would say less than five minutes.

Q. Less than five minutes, okay. I think you

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

A. It was thirty-nine and a half.

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

vacation?

A. I did.

Q. How many -- would you say you took about a

couple of weeks off each year?

A. Yeah, I think we had two weeks of vacation,

two or three weeks.

Q. So it is fair to say that you worked for the

Willowbrook companies for about two years?

A. Correct.

Q. And over those two years you worked fifty,

fifty weeks each year would you say?

A. Yes, ma'am.

Q. And so it's fair to say if you worked forty

hours a week and you worked fifty weeks a year you

worked about two thousand hours each year?

A. Yes, ma'am.

Q. Okay. And you just testified that at each of

these assuming monthly meetings you spent no more than

five minutes discussing Integrity Advance. So if you

multiply five by twelve you get sixty minutes; is that

right?

A. If you say so. If you've done the math, yes,
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ma'am.

Q. I have done the math, yes, and you are in

trouble if I have done the math.

That is one hour; is that right?

A. That sounds about right.

Q. So one hour each year, so two hours. So one

hour in the first year and one hour the second year?

A. You are talking about Integrity Advance?

Q. Yes.

A. Yes, ma'am.

Q. And you just testified that you worked

approximately four thousand hours for the Willowbrook

companies; is that right?

A. Yes, ma'am.

Q. So two hours out of four thousand hours is the

time that you spent in those monthly meetings, assuming

they were even monthly, hearing about Integrity

Advance?

A. Right.

Q. And when you heard about Integrity Advance,

were you hearing about information or issues that you

were working on specifically as to that company?

A. No.

Q. Did you ever have a conversation with

Mr. Carnes about the language in a loan agreement?
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A. Never.

Q. Did you have ever have a conversation with

Mr. Carnes about the disclosures in a loan agreement?

A. No, ma'am.

Q. Did you ever have a conversation with

Mr. Carnes about edits or revisions to any loan

agreement?

A. No, ma'am.

Q. Did you ever have a conversation with

Mr. Carnes about any edits or revisions to a loan

disclosure?

A. No, ma'am.

Q. Did you ever have a conversation with

Mr. Carnes about the language in a script that was used

by a call service center representative?

A. No, ma'am.

Q. Did you ever have a conversation with

Mr. Carnes where any language or revisions to that kind

of script that might have been used by a call center

representative?

A. No, ma'am.

MS. BAKER: Thank you, Mr. Andonian.

JUDGE McKENNA: Redirect?

MS. WEINBERG: Just a couple of questions,

Your Honor.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 134 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-89

REDIRECT EXAMINATION

BY MS. WEINBERG:

Q. Mr. Andonian, you said that you had one-on-one

meetings with Mr. Carnes?

A. Yes, ma'am.

Q. And typically how long would those last?

A. I would say less than a minute most of them.

Q. And how often were those one minute meetings

occurring?

A. It would, it would only happen if something

needed to be changed on the website or something was

going wrong with the website, so that, that happened

very seldomly. I would say once a month, the database,

there was something wrong with the database and he

would come and inform me that I needed to work on that

database. Or he would come in and say there is a state

that needs to be removed. Those were about the length

of the conversations, I want you to remove this state,

yes, sir, and I would go remove the state.

Q. And what about your conversations about

analytics?

A. I'm sorry?

Q. I think you testified that you spoke with him

about analytics.

A. I did not have any conversations with Jim
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about analytics.

Q. Okay. And would it be fair to say that the

Integrity Advance website remained fairly static other

than those changes that you mentioned during the time

that you were there?

A. Yes, ma'am.

Q. And would it be fair to say that is the reason

that you didn't need to speak to him frequently about

the website?

A. If there was nothing wrong, there was nothing

to talk about.

Q. And if there was a problem with the website or

with the software, would you speak to Mr. Carnes about

that?

A. Yes, ma'am.

Q. Okay. Thank you.

A. Thank you.

MS. BAKER: Nothing further, Your Honor.

Thank you.

JUDGE McKENNA: Thank you.

THE WITNESS: Thank you.

JUDGE MCKENNA: You are excused.

We will break for lunch. We are going to move

to another courtroom that is more commodious. And so

we will start at 1:00.
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Off the record.

(A luncheon recess was taken.)

JUDGE McKENNA: Call your next witness,

Mr. Wheeler.

MR. WHEELER: Your Honor, before we get

started, I thought it would be good time to talk about

what we are doing. We thought it might make sense to

call Mr. Foster first thing tomorrow morning, but we

didn't know what time you wanted to start in the

morning.

JUDGE McKENNA: Right. I thought you were

informed that we were going to start at 9:30.

MR. SACHS: Your Honor, I have not spoken to

my client to confirm he is available. I don't

anticipate any issues with that. So I expect we would

be able to start at 9:30, but I do need to confirm

with my client. Which I can send via e-mail.

JUDGE McKENNA: Whatever. We have a bunch of

witnesses, and if we want to interpose one over

another, it all gets done. Right?

MS. BAKER: Yeah, Your Honor, I have a couple

of questions, housekeeping matters, actually. I just

want to understand the mechanics of how Mr. Foster's

testimony is going to be presented to the Court

tomorrow. Is it going to be via telephone?
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Is there a speaker phone in the courtroom?

(Attorney advisor indicating.)

MS. BAKER: So that is how he is going to

be --

JUDGE MCKENNA: Okay.

MS. BAKER: And then is the expectation that

if there was a witness who is going in the afternoon

if his testimony gets carried over to tomorrow morning

that his testimony will be put aside?

JUDGE McKENNA: I can do that.

MS. BAKER: I leave that to counsel for the

CFPB.

MR. WHEELER: I don't think that is going to

be a problem, Your Honor. I prefer to finish up a

witness before we start with Mr. Foster if it delays

him by a little bit of time.

JUDGE McKENNA: You guys are in control of the

proceedings except when you are not. All right. So,

and then I will get a stipulation from you, when

Mr. Foster does testify if you can talk to Mr. Sachs

to make sure that you can stipulate that Mr. Foster is

on the other end of the line, and is who he says he

is.

MS. BAKER: Your Honor, we will do the best we

can to provide that stipulation, keeping in mind that
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myself and my client are not voice experts.

JUDGE McKENNA: Right.

MS. BAKER: So presumably we will be able to

do that, but I don't want to misrepresent to the Court

anything more than my own ability, so thank you.

JUDGE McKENNA: All right. No problem.

Proceed. Who is your next witness?

MR. WHEELER: Enforcement Counsel calls James

Carnes, Your Honor.

JAMES R. CARNES,

A witness produced on call of the Enforcement

Counsel, having first been duly sworn, was examined

and testified as follows:

THE WITNESS: I do.

JUDGE MCKENNA: Please be seated, state your

full name for the record, spell your last name.

THE WITNESS: My name is James Robert Carnes,

C-A-R-N-E-S.

JUDGE McKENNA: Proceed.

DIRECT EXAMINATION

BY MR. WHEELER:

Q. Good afternoon, Mr. Carnes. Are you familiar

with the company called Integrity Advance?

A. I am.

Q. What is Integrity Advance?
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A. It was a company that made short-term loans

over the internet.

Q. Were you one of the founders of the company?

A. I am.

Q. And you were the CEO of Integrity Advance,

correct?

A. Integrity Advance didn't have any job titles,

but I was the CEO of the parent company, so the de

facto CEO of Integrity Advance.

JUDGE McKENNA: And which parent company?

THE WITNESS: That would be Hayfield, Hayfield

Investment Partners.

BY MR. WHEELER:

Q. You testified that Integrity Advance made

loans, correct?

A. Yes, sir.

Q. And those loans were made to consumers?

A. Yes, sir.

Q. Did the company offer any other products?

JUDGE McKENNA: Which company?

MR. WHEELER: Integrity Advance.

THE WITNESS: No.

BY MR. WHEELER:

Q. I'm sorry you said no?

A. No.
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Q. Did the loans that Integrity Advance

originated create a revenue?

A. Yes.

Q. Did they create profits?

A. Yes.

Q. Did Integrity Advance have any other source of

revenue other than consumer loans?

A. No.

Q. Let's look at Exhibit 65, please.

JUDGE McKENNA: Fifty-five?

MR. WHEELER: Sixty-five, Your Honor that's in

the first binder.

JUDGE McKENNA: Yep.

BY MR. WHEELER:

Q. Mr. Carnes, I'm showing you what has been

admitted into evidence as Enforcement Counsel Exhibit

65, do you recognize this document?

A. I do.

Q. What is it?

A. It's a flow chart that says IADV reporting

structure. This would have been the org chart of the

parent Hayfield, I guess for purposes of this

investigation they put IADV on it.

COURT REPORTER: What was that?

JUDGE McKENNA: Would you speak up a little.
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THE WITNESS: Sure.

JUDGE MCKENNA: That's good.

BY MR. WHEELER:

Q. Would it be fair to call this an

organizational chart of people who provided services to

Integrity Advance?

A. Yes.

Q. And this appears accurate to you?

A. Yes.

Q. And this lists you as the president, correct?

A. It does.

Q. And it lists Mr. Edward Foster as executive

vice president, COO, and general counsel?

A. That's correct.

Q. Did you hire Mr. Foster?

A. I did.

Q. When did you hire Mr. Foster?

A. I can't remember the month, but it was

sometime in the middle part of 2006.

Q. Could you describe that process.

A. The process of hiring him?

Q. Yes.

A. I knew Mr. Foster for -- previously, and was

looking for somebody who had his background and

expertise. I had worked with Mr. Foster before at an
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internet company in 2000 and 2001. And I thought his

internet company experience would be appropriate for

what we were doing.

Q. And when you said appropriate for what you

were doing, what were you doing at that time?

A. Making loans over the internet.

Q. And was that through Integrity Advance?

A. No.

Q. What was that through?

A. Prior to Integrity Advance there were a couple

of companies that we had, that also made loans through

the internet that were not Integrity Advance.

JUDGE McKENNA: They were what?

THE WITNESS: They were not Integrity Advance.

BY MR. WHEELER:

Q. When did Integrity Advance form?

A. To my best recollection it was the articles of

the formation were filed with the State sometime in

2007, I believe, and went from there.

Q. And do you remember when after Integrity

Advance was formed that Mr. Foster started providing

services to Integrity Advance?

A. It would have been all through the, throughout

the formation of Integrity Advance he was there prior

to when it became, before it was formed.
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Q. Going back to Exhibit 65. It shows Mr. Madsen

as vice president of marketing, correct?

A. Yes.

Q. Did you hire Mr. Madsen?

A. It was a joint effort of Edward and myself to

hire him, yes.

Q. And it shows here that Mr. Andonian was

director of IT; do you see that?

A. I do.

Q. Did you hire Mr. Andonian?

A. I didn't specifically, I don't recall

interviewing Mr. Andonian, but I, I obviously hired him

or instructed somebody else to hire him.

Q. What about Mr. Andrew Peck, he is listed as

vice president of finance did you hire him?

A. I did.

Q. What about Stephanie Schaller vice president

of decision science, did you hire her?

A. I did, with -- Mr. Foster and I were both

together on that hire.

Q. And Christopher Pickett is listed as vice

president of legal affairs, did you hire Mr. Pickett?

A. No, Edward Foster did.

Q. And George Davis is listed as Delaware office

manager, did you hire Mr. Davis?
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A. I did.

Q. And then I, I always forget how to pronounce

this name -- Hassan Shahin, is that how you pronounce

it?

A. Yes, sir.

Q. Did you hire Mr. Shahin?

A. I did.

Q. And Mary Anne Reece is listed as controller,

did you hire Ms. Reece?

A. No.

Q. Who hired her?

A. Andrew Peck.

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

A. Yes.

Q. Did you hire Mr. Rondeau?

A. Mr. Rondeau had worked at a company with

Edward and I prior, the one I just referred to, and so

it was a combination between Edward and I.

Q. Of the people who appear in this org chart,

where did they work, physically?

A. With the exception of George Davis, they all

worked at our office in Westwood, Kansas. Well, we

were actually in Kinsey, Missouri for a short period of

time before Mr. Madsen, Mr. Peck, and that's all. And

then the rest were all hired when we moved to Westwood,
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Kansas.

Q. But is it your testimony that -- so Integrity

Advance, the office moved at some point, correct?

A. Yes, correct.

Q. But, (coughs) excuse me, is it your testimony

that this group of people always worked together in the

same office?

A. Like I said, some of them worked -- a few -- a

subset of that group worked together at a prior office

and then when we moved to the new office, the rest of

the group got hired.

Q. And you worked in that office as well?

A. I did.

Q. Did Integrity Advance have a parent company?

A. Yes.

Q. And what was the name of that parent company?

A. Hayfield Investments Partners.

Q. Did you found Hayfield Investment Partners?

A. I did.

Q. Can you please see Exhibit 67? Mr. Carnes,

I'm showing you what has been admitted into evidence as

Enforcement Counsel Exhibit 67; do you recognize this

document?

A. I do.

Q. What is it?
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A. It's a Hayfield Investment Partners corporate

structure.

Q. Is this document accurate?

A. It is, it changed over time, but it -- I think

the -- I think this is accurate as of the last time it

was published.

Q. Do you remember when that was?

A. It would have been near the -- sometime in

2012, I think.

Q. So you see the box sort of in the middle

toward the top that says Hayfield Investment Partners,

LLC, do you see that?

A. I do.

Q. The entities that appear above that box, would

I be correct in characterizing those entities as owners

of Hayfield Investment Partners?

A. You would.

Q. And do all of the boxes below the Hayfield

Investment Partners box represent subsidiaries of

Hayfield?

A. They do.

Q. And that is your name at the name where it

says James Carnes, correct?

A. That's correct.

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

Q. What does the one hundred percent signify

there in the box with your name?

A. Well, that would signify that I own one

hundred percent of Willowbrook Marketing which owned

fifty --

COURT REPORTER: I can't hear you, sir.

THE WITNESS: That would signify I own a

hundred percent of Willowbrook Marketing, which owned

50.3802 percent of Hayfield Investment Partners.

JUDGE McKENNA: Excuse me just a second, is

the mic working?

THE WITNESS: Well --

JUDGE McKENNA: Tap it.

THE WITNESS: Yeah.

JUDGE MCKENNA: All right. So pull it a

little closer to you. That is better.

THE WITNESS: Is that better?

COURT REPORTER: Yes.

JUDGE McKENNA: And now in a real deep

voice --

BY MR. WHEELER:

Q. So Mr. Carnes, you testified that you owned

one hundred percent of Willowbrook Marketing?

A. Yes.
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Q. And that Willowbrook Marketing owned 50.38

percent of Hayfield Investment Partners?

A. Correct.

Q. Were you the CEO of Willowbrook Marketing?

A. Willowbrook Marketing had no officers.

Q. Did it have any employees?

A. No.

Q. Is it fair to say that you had control over

Willowbrook Marketing?

A. Yes.

Q. The other ownership entities that appear above

the Hayfield Investment Partners box, did you have an

ownership interest in any of those entities?

A. The other ones outside of Willowbrook

Marketing you are speaking of?

Q. Yes, so is that --

A. The SI Hayfield.

Q. HC One, Edward Foster?

A. Correct.

Q. Those boxes?

A. Correct, yes. I had no ownership in any of

those boxes.

JUDGE McKENNA: What about just above that,

see attached list for details of owners, one hundred

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

THE WITNESS: No, I was only the hundred

percent owner of Willowbrook Marketing which was 50.3

percent owner of Hayfield. The rest were other people.

BY MR. WHEELER:

Q. Did the ownership percentage that Willowbrook

Marketing held of Hayfield, did that change over time?

A. Yes.

Q. Was it ever the case that Willowbrook

Marketing owned less than fifty percent of Hayfield

Investment Partners?

A. No.

Q. And you were the CEO of Hayfield; is that

correct?

A. Yes.

Q. So is it fair to say that you managed all of

the entities that appear below the Hayfield box, all of

the subsidiaries?

MS. BAKER: Objection, foundation,

speculation.

JUDGE McKENNA: All right. Rephrase.

BY MR. WHEELER:

Q. You have testified that the entities below the

Hayfield Investment Partner's box were subsidiaries of

Hayfield, correct?
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A. Correct.

Q. And you have testified that you were the CEO

of Hayfield?

A. Correct.

Q. But by virtue of you being the CEO of

Hayfield, did you manage the other subsidiaries under

the Hayfield box?

A. What do you mean manage?

Q. Did you have control over them?

A. I would, I was the CEO of Hayfield, I'm de

facto CEO of everything, every box you see up there

below Hayfield.

Q. I want to focus on HIP Financial. Do you see

that on the left side?

A. I do.

Q. What was HIP Financial?

A. It was our human resource company where

people's paychecks would come from.

Q. Let's go back to Exhibit 65 for a second. So

did HIP Financial pay everyone who appears on this

organizational chart?

A. No.

Q. Who did it pay?

A. Everybody below Edward Foster.

Q. So who did you receive your compensation from?
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A. When I was compensated as a salary it was from

a company called Willowbrook Partners -- no, I'm sorry,

Willowbrook Managers, Willowbrook Managers.

Q. Did you own Willowbrook Managers?

A. I owned the majority of it.

Q. Do you remember the percentage?

A. Not off the top of my head.

Q. What about Mr. Foster, who paid Mr. Foster's

compensation?

A. Same.

MS. BAKER: Objection, foundation.

BY MR. WHEELER:

Q. Did Mr. Foster receive compensation?

A. Yes.

Q. And which entity paid his compensation?

A. Well, when?

Q. Well, at any time. So, from the beginning of

his time working at Hayfield.

A. Working at Hayfield?

Q. Well, you testified that he started out

working for Hayfield, correct?

A. No.

Q. I'm sorry, when you first hired Mr. Foster,

what entity was he working for?

A. I can't recall which one of the entities paid
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his salary before this, but I know that it was, well,

when you see this chart it was, by this time Hayfield

had been created, and Willowbrook Managers that paid

Mr. Foster and myself, to the extent I was getting a

salary.

Q. Was there a time when you were not receiving a

salary?

A. Yes.

Q. When was that?

A. Early in the formation of the company.

Q. At what point did you start receiving a

salary?

A. I can't remember exactly.

Q. Were you receiving a salary by 2009?

A. Yes.

Q. What was that salary?

(No audible response.)

Q. What was that salary you were receiving?

A. You mean how much?

Q. Yes.

A. I don't remember.

Q. Was it two hundred and fifty thousand dollars?

MS. BAKER: Objection, calls for speculation.

JUDGE McKENNA: I will allow it.

THE WITNESS: It was somewhere around, I'm
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guessing, somewhere around a couple hundred thousand

dollars.

JUDGE McKENNA: All right. Do you have

information or was that pulled out of whole cloth?

MR. WHEELER: No, it was not pulled out of

whole cloth, Your Honor. Mr. Carnes had testified to

that during his investigational hearing.

JUDGE McKENNA: All right.

       

        

        

 

JUDGE McKENNA: So the proper approach, if an

old man can interject --

MR. WHEELER: Please, Your Honor.

JUDGE McKENNA: -- would be to refresh his

recollection.

MR. WHEELER: One second. Your Honor.

(Brief pause.)

MR. WHEELER: We can come back to that, Your

Honor. If that's -- with your permission.

JUDGE McKENNA: Yes, that would be fine.

MR. WHEELER: I just don't see it right this

second.

JUDGE McKENNA: I just don't want to get
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Ms. Baker beating me up.

MR. WHEELER: I understand. No one wants to

be beat up by Ms. Baker.

BY MR. WHEELER:

Q. Let's go back to Exhibit 67.

So Mr. Carnes, you have testified that the

entities under the Hayfield Investment Partners box

were subsidiaries, which of these subsidiaries was the

most profitable?

MS. BAKER: Objection, vague question.

JUDGE McKENNA: How is it vague?

MS. BAKER: What time, Your Honor?

JUDGE McKENNA: There you go, what time?

BY MR. WHEELER:

Q. Over the course of Hayfield's existence, which

of these entities was most profitable? Which of the

subsidiaries was most profitable?

A. Can you define most profitable, please?

Q. Did any of the subsidiaries create profit?

A. In what way?

Q. Did they have revenue above expenses?

A. Yes.

Q. Which ones?

A. Integrity Advance, Zip Cash, at one point Blue

Ocean, and then Go Cash.
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JUDGE McKENNA: Did you say Go Cash?

THE WITNESS: Yes, sir.

BY MR. WHEELER:

Q. So during the course of Hayfield's existence

of those entities that you just named that have

profits, which one was the most profitable?

A. Again, do you mean operating profits, or

profits through a sale, or -- because those are two

different things.

Q. Operating profits.

A. Integrity Advance had the most operating

profits.

Q. To the extent that Integrity Advance generated

profits, were those distributed to Hayfield?

A. Yes.

Q. How did that process work?

A. What do you mean how did it work? You move

money from one company to another, you mean that?

Q. Is that what would happen?

A. Yes.

Q. Who would decide to move money from one

company to another?

A. It would be a collective decision between

Andrew Peck, our vice president of finance, Mr. Foster,

and myself.
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Q. Given that you were the CEO would you have the

ultimate decision making power on that decision?

A. Yes.

Q. You have testified that Integrity Advance was

the most profitable of the profit making entities that

we see on this Exhibit 67, correct?

A. From an operating perspective, yes?

Q. Yes, from an operating perspective? Do you

know what percentage of the profits Integrity Advance

would have generated?

A. I do not.

Q. Would it be over fifty percent?

MS. BAKER: Objection, vague, and foundation.

MR. WHEELER: Your Honor, this witness was the

CEO of Hayfield.

JUDGE McKENNA: I mean, how is that vague if

either he knows or he doesn't?

MS. BAKER: Well, he is asking him for

percentages and we are talking about a timeline that

hasn't been defined by any questions that Mr. Wheeler

has asked this witness in the last five minutes.

MR. WHEELER: I asked him about the whole

period that Hayfield existed and I have said that a

couple of times.

JUDGE MCKENNA: That is true. Overruled if
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you can answer it.

THE WITNESS: I'm sorry. Could you repeat the

question?

BY MR. WHEELER:

Q. The question was: What percentage of

Hayfield's profits were generated by Integrity Advance?

A. It varied over time.

Q. How so?

A. Well, in the foundation, the forming of a

company there is -- you don't have any profits, and

then as the company grows, the profits grow and then as

you wind the company down the profits shrink and go

away.

Q. So let's take 2010. By that point Integrity

Advance had been running, correct?

A. Correct.

Q. In 2010 would Integrity Advance have generated

the majority of Hayfields profits?

A. I don't, I don't have that information in

front of me.

Q. Mr. Carnes, you recall that you were deposed

in this matter, correct?

A. I do.

Q. And you were in an office at Venable?

A. That's correct.
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Q. And I was there and my colleague Ms. Weinberg?

A. That's correct.

Q. And, we asked you questions?

A. That's correct.

Q. Do you remember that?

And you were represented by counsel.

Ms. Baker?

A. That's correct.

Q. And you were under oath that day?

A. That's correct.

Q. And you answered truthfully that day, correct?

A. Absolutely.

Q. So I want to turn to your transcript from that

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

necessarily need to turn to it. I think it is -- and I

am just going to read from this.

JUDGE McKENNA: Yes, hold on one second.

MS. BAKER: Permission to approach the

witness.

Just to make sure he has the right exhibit.

JUDGE MCKENNA: Sure -- I think that's

appropriate.

MS. BAKER: It is Exhibit 68?

MR. WHEELER: Is it 68?

MS. BAKER: Yes.
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THE WITNESS: What page?

MR. WHEELER: Exhibit 68.

THE WITNESS: What page?

MR. WHEELER: It's on page 92.

MS. BAKER: Thank you, Your Honor.

THE WITNESS: Ninety-two?

MR. WHEELER: Correct.

BY MR. WHEELER:

Q. Okay. So I'm going to read starting at line

nineteen. (Reads)

“Question: Okay. So is it fair to say in

2010 the most significant portion of Hayfield's profits

or revenue came from Integrity?

Ms. Baker: Can you define significant?

Ms. Weinberg: I'm using the word that he just

used.

The Witness: Okay, we use profits and

revenues. Those are drastically different concepts.

Ms. Weinberg: Let's stick with profits.

Answer: Yes.

Question: Significant, does that mean more

than fifty percent?

Answer: Yes.

More than seventy-five percent?

Answer: Yes.”
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BY MR. WHEELER:

Q. Do you see that, Mr. Carnes?

A. I do.

Q. And that was your testimony that day?

A. That is.

Q. And was that truthful testimony?

A. Yes.

Q. What about for 2011, did Integrity Advance

generate most of Hayfield's profits in 2011?

A. Yes.

Q. Would it be more than 75 percent?

A. I, like I said, I don't have that in front of

me, I mean, I obviously testified that it was. This

was two years ago and that, and these were referring to

things that were four years prior to that, I'm trying

to recall everything so I can be a hundred percent

truthful.

And I, like I said, I was more -- this was

closer to the time that I was looking at the stuff and

I may even have looked at some of our other exhibits,

so yeah, I would say this is true.

Q. And would your answer be the same for 2012?

That Integrity Advance likely generated most of

Hayfield's profits?

A. Operating profits?
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Q. Yes, operating profits.

A. Yes.

Q. Did Integrity Advance use lead generators or

lead aggregators?

A. Yes.

Q. And you are familiar with those terms?

A. I am.

Q. What do those companies do? What does that

refer to?

A. You want me to define it?

Q. What is your understanding of what a lead

generator does?

A. A lead generator would be a company who has

some methodology of contacting a consumer, getting the

consumer to take an offer, fill out an application, and

sell the data.

Q. And Integrity Advance would buy leads from

companies like this; is that correct?

A. Yes.

Q. And the lead is the consumer's information?

A. Yes.

JUDGE McKENNA: It's a potential client?

THE WITNESS: Yes, potential, exactly.

BY MR. WHEELER:

Q. Do you remember how many lead generators

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 162 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-117

Integrity Advance used?

A. I don't, at any one point it could have been

fifteen, it varied over time.

Q. Do you remember how much Integrity Advance

would pay for a lead?

MS. BAKER: Objection, foundation, vague.

JUDGE McKENNA: All right. So how is it

vague?

MS. BAKER: Mr. Carnes has just testified

about a company that was in business for four and a

half years.

JUDGE McKENNA: All right.

MS. BAKER: He's being asked questions with no

timeline or parameters.

JUDGE McKENNA: All right. He --

MS. BAKER: There is no foundation for the

question that is being asked.

JUDGE McKENNA: He did give a timeframe. It

was during the whole time that they were operational.

MS. BAKER: I did not hear Mr. Wheeler give

that timeframe for this line of questions, Your Honor.

JUDGE McKENNA: It's assumed therein, at least

that is the way I took it. But since you are confused

about it, so, would you please --

MR. WHEELER: Of course, Your Honor.
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JUDGE McKENNA: -- direct a timeline. And

then please be ready to if you have another because I

want to get it right.

BY MR. WHEELER:

Q. During the entire time that Integrity Advance

operated in providing consumer loans, Integrity Advance

purchased leads, correct?

A. That's correct -- well, wait. What is the

first thing that you said?

Q. During the entire time Integrity Advance was

making consumer loans.

A. Yes.

Q. How much did Integrity Advance pay for those

leads?

A. It varied greatly.

Q. How so?

A. It varied over the time that it was in

business. The price of leads, in general, rose. And

then, I'm talking about the price of the highest

quality lead. Beneath that there were, you could,

there -- you could buy leads at any price level you

wanted. And so, we would buy all over the price

structure of what was offered.

Q. What was the lowest amount you remember

Integrity Advance paying for a lead?
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MS. BAKER: Same objection, Your Honor.

JUDGE McKENNA: Overruled.

THE WITNESS: I don't recall, specifically,

but I would -- ten dollars, something like that.

JUDGE McKENNA: All right. And what timeframe

are we talking about there?

THE WITNESS: I think we are talking about the

whole timeframe it was in business, and the lowest we

ever paid, I think, is ten, around ten dollars.

JUDGE McKENNA: That would be toward the start

of operations?

THE WITNESS: No, it was --

JUDGE McKENNA: Because you said the price

increased over time.

THE WITNESS: The price of the -- so there

was, in the business there was a term called first

look. And first look is where the lead came to you as

a lender first before it went to any other lender.

The price of that first look went up over time.

The leads that were sold beneath that would go

down -- now, I think we paid as low as ten dollars. I

don't recall exactly when we were doing the ten dollar

piece, but I think it was somewhere in there. And

there were people who were paying less, but you would

buy it at different price points throughout, from the
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top down to whatever that bottom level was, which my

recollection was ten dollars.

JUDGE McKENNA: Thank you.

BY MR. WHEELER:

Q. Mr. Carnes, do you remember what the top level

would have been for leads?

A. I don't, I couldn't tell you the top level by

year, no.

Q. Do you remember the amount. Like what was the

highest Integrity Advance ever paid for leads, highest

amount?

A. Highest they ever paid?

Q. Yes.

A. That was really Mr. Madsen's deal. And I

didn't, I wasn't really too involved in that. I think

maybe two hundred dollars, I don't know.

Q. You testified about the fact that certain

leads were first look, that is the term you used?

A. Yes.

Q. So if Integrity Advance bought a lead that was

first look, you would have been the first company to

see that lead, correct?

A. That is correct.

Q. So I'm assuming that Integrity Advance would

pay more for a first look lead?
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A. Any company would pay more for a first look

lead.

Q. Other than the first look, are there other

things that would differentiate the price of leads that

would make one lead more valuable than another?

A. Yeah.

MS. BAKER: Same objection, Your Honor.

JUDGE McKENNA: Thank you. Overruled.

BY MR. WHEELER:

Q. The question was: Are there things, other

things that would make, differentiate the price of a

lead?

A. Yes.

Q. And what are those things?

A. Whether or not a consumer had direct deposit

of their paycheck into their checking account or not.

Differentiate, that was a big differentiator.

JUDGE McKENNA: And why is that?

THE WITNESS: If a consumer doesn't have

direct deposit and getting paid by a paper check, they

would have to march the paper check into their bank to

deposit it, to use it. And you are then trying to

figure out what day to setup a -- your automated

clearing house debit of their account. And it is not

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

JUDGE McKENNA: And if they decide they do not

want to walk it into the bank, they can stiff you

then; is that correct?

THE WITNESS: That's correct.

BY MR. WHEELER:

Q. Are there other factors that contribute to the

price of a lead other than whether or not the consumer

received direct deposit?

A. Yes.

Q. And what are those?

A. I'm not sure I can give you a complete list,

but there are things such as a savings account versus a

checking account, if they have -- that would make a

difference.

Q. Which one was more valuable?

A. Checking account, because not all savings

accounts are ACHable.

Q. Any other factors that you can think of right

now?

A. Ah, not really.

Q. Let's pull up Exhibit 53. Mr. Carnes, I'm

showing you what has been marked as Enforcement Counsel

Exhibit 53. Do you recognize this document?

A. Uh-huh.
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Q. What is it?

A. It's a lead purchase agreement.

Q. And who was that lead purchase agreement

between?

A. It appears to be between T3 Leads and

Integrity Advance.

Q. Do you recall that Integrity Advance had a

contract with T3 leads?

A. Yes.

Q. Please turn to page 5. And I know it is a

little fuzzy, but on the bottom left-hand side, under

where it says Integrity Advance, LLC, is that your

signature?

A. Yes.

JUDGE McKENNA: Talking about page six?

MR. WHEELER: I thought it was page five,

although --

MS. BAKER: I have page seven.

THE WITNESS: It actually looks like page

seven of the agreement and was like page six of the

exhibit, page six of your exhibit. It is page seven of

the document.

BY MR. WHEELER:

Q. Okay. But you have testified that is your

signature, correct?
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A. That is my signature.

Q. Integrity Advance did have a contract with T3

Leads, correct?

A. That is correct.

MR. WHEELER: Your Honor, I would ask that

Enforcement Counsel Exhibit 53 be admitted into

evidence.

JUDGE McKENNA: Any objection?

MS. BAKER: No objection.

JUDGE McKENNA: Just a second. Exhibit 53

admitted into evidence. All right. We are going

through this process, as I indicated to both counsel,

for all of the deferred rulings. And then I also want

to make sure that we have the proper foundation laid

for the ones that were admitted except for those that

no objection was lodged.

(Lead Purchase Agreement was

admitted into evidence as

Enforcement Counsel Exhibit No. 53.)

MR. WHEELER: I'm sorry. Just so I'm clear,

Your Honor, I remember in your order there was

somewhere that you held off on admitting or not

admitting them.

JUDGE MCKENNA: Right. You have that.

MR. WHEELER: And we have that list. When you
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say something additional as to exhibits which you

deemed admitted?

JUDGE McKENNA: That is correct, maybe. I

want to go through them. I will do that with my staff

mostly, and then if I find any issues where I engaged

in a mala prohibita, then I will correct it.

MR. WHEELER: Okay.

JUDGE McKENNA: All right?

MR. WHEELER: All right. Thank you, Your

Honor.

JUDGE McKENNA: So admitted on fifty-three.

MS. BAKER: Your Honor, I'm sorry. Your

Honor, if I can just make a statement about Exhibit

53. I just want to put the Court on notice that it's

our position that documents that predate September 21,

2011 have limited relevance to this particular matter,

as it related to Mr. Carnes. Having said that, we

will allow this document to be moved into evidence.

JUDGE McKENNA: Duly noted.

MS. BAKER: Thank you.

MR. WHEELER: Obviously, we disagree, Your

Honor, but I don't know that that is worth arguing

right now.

BY MR. WHEELER:

Q. Mr. Carnes, did you negotiate this agreement
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with T3 Leads?

A. I don't recall if Mr. Madsen negotiated it or

I would have or some combination of the two. I'm sure

Mr. Foster looked through it. I didn't sign anything

he didn't look at. I don't know who was involved in

the actual negotiation.

Q. Do you recall when Mr. Madsen started working

for Integrity Advance?

A. He just said it was 2008.

Q. Let's look at Exhibit 54.

A. He was actually working for HIP Financial.

JUDGE McKENNA: All right. Where are you now?

MR. WHEELER: Exhibit 54, Your Honor,

Enforcement Counsel Exhibit 54.

JUDGE McKENNA: Okay.

BY MR. WHEELER:

Q. Mr. Carnes, I'm showing you what's been marked

as Enforcement Counsel Exhibit 54, do you recognize

this document?

A. It appears to be a lead purchase agreement

between Integrity Advance and Partner Weekly.

COURT REPORTER: Between Integrity Advance

and whom?

THE WITNESS: Partner Weekly.

JUDGE McKENNA: You will need to get a little
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closer to that mic.

THE WITNESS: Sorry. Partner Weekly.

BY MR. WHEELER:

Q. And on the first page there, where it says Jim

Carnes, does that refer to you?

A. Yes.

Q. Do you recall that Integrity Advance had a

contract with Partner Weekly?

A. I do.

Q. And would you please turn to page seven? And

on the bottom right-hand side, under where it says

Integrity Advance LLC/DBA, is that your signature?

A. That is my signature.

MR. WHEELER: Your Honor, I ask that

Enforcement Counsel Exhibit 54 be admitted into

evidence.

JUDGE McKENNA: Objections?

MS. BAKER: Yes, Your Honor, I do object on

relevance grounds for purposes I just said before.

It's not relevant to the question here of deceptive

conduct as it concerns Mr. Carnes. The Deception

Doctrine post-dates July 21, 2011. This document is

dated June 22, 2008.

MR. WHEELER: Your Honor, this document goes

to Mr. Carnes' role in the company, including when the
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company was formed. There is -- his role running this

company throughout its timeframe is relevant to

whether or not he is liable for the deceptive

contract.

JUDGE McKENNA: All right. I will admit it

and it will go to weight.

(Lead purchase agreement

was admitted into evidence as

Enforcement Counsel Exhibit No. 54.)

MS. BAKER: Your Honor, if I may note, Your

Honor issued a Motion in Limine ruling last week on

the question of whether or not this Court would be

re-hearing issues that had already been decided by

this Court. And I understand Your Honor's ruling to

be that no evidence will be introduced into the record

that went only to issues previously ruled on. This

would be such an issue.

Because the only issues left for this Court

concern conduct that post-dates July 21, 2011. So

this is an issue -- this is a piece of evidence that

goes to issues that Your Honor has already ruled on.

Mainly conduct, that could, arguably, potentially

pre-date that timeline, thank you.

MR. WHEELER: Your Honor, this document goes

to Mr. Carnes' involvement with his company and his
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role in running his company that is one of the issues

we are here to decide.

JUDGE McKENNA: All right. Parties can make

arguments. I made my ruling.

MS. BAKER: Thank you.

BY MR. WHEELER:

Q. Mr. Carnes did you negotiate this contract

with Partner Weekly?

A. Again, I would give you the same answer as the

last agreement, I don't know who negotiated between

Mr. Madsen, Mr. Foster or myself. I signed it.

Q. Did Integrity Advance ever hire a company to

assist it with debt collection?

A. Like a collections company? Define debt

collection.

Q. Do you remember a company named Integrity

Financial Partners?

A. I do.

Q. Did Integrity Advance have a contract with

that company?

A. Yes, we did.

Q. Let's look at Exhibit 85. Mr. Carnes, I'm

showing you what has been marked as Enforcement Counsel

Exhibit 85, do you recognize this document?

A. I do.
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Q. What is it?

A. It is an agreement between Integrity Financial

Partners and Integrity Advance for collection work they

were doing for us at the time.

Q. Will you turn to page five, please? And on

the bottom left-hand side under where it says Hayfield

Investment Partners and Willowbrook Partners, do you

see that, Mr. Carnes?

A. I do.

Q. And is that your signature?

A. It is.

MR. WHEELER: Your Honor, I ask that

Enforcement Counsel Exhibit 85 be admitted into

evidence.

JUDGE McKENNA: Objection?

MS. BAKER: Yes, Your Honor.

JUDGE McKENNA: Same objection.

MS. BAKER: Different objections in addition

to the same objection.

JUDGE MCKENNA: Okay.

MS. BAKER: First of all, this agreement

concerns companies that are not just Integrity

Advance. I also object because that agreement

concerns conduct that has never been an issue in this

matter. And I, moreover, object because it goes
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against Your Honor's ruling in the Motion in Limine.

Which expressly precluded the introduction of evidence

that goes to any other issues other than those that

are before this Court right now.

JUDGE McKENNA: Correct.

MS. BAKER: And this goes to conduct that

predates July 21, 2011. The only issues before this

Court right now at this hearing go to conduct that

post-dates that time. You have deception and

unfairness on the table for ruling, those are

doctrines for the CFPB's own acknowledgment that only

concern conduct that post-dates July 21, 2011.

It was the CFPB's very Motion in Limine on

which Your Honor ruled. It was not a Motion in Limine

that we brought. And now they are using the ruling

that they sought against us in a way that is

profoundly unfair, Your Honor.

JUDGE McKENNA: All right.

MR. WHEELER: Your Honor, the same response as

last time. This goes to Mr. Carnes' role in running

this company. His role in running this company is

relevant to this proceeding. And to Ms. Baker's --

JUDGE McKENNA: Relevant to this proceeding or

to the remaining issues?

MR. WHEELER: It is relevant to the remaining
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issue, whether or not Mr. Carnes was actively running

Integrity Advance such that this can be held liable

for the deceptive loan agreement.

MS. BAKER: Your Honor, my understanding of

the issue before the Court is whether or not

Mr. Carnes engaged in deceptive conduct and the

question of deceptive conduct concerns conduct that

post-dates by this Court's prior ruling, July 21,

2011. So whether Mr. Carnes executed an agreement

that predates that time is not relevant to the issues

remaining for this Court's disposition. And that was,

in fact, Your Honor's ruling in the Motion in Limine

that was ruled on last week.

MR. WHEELER: Your Honor, in your Summary

Disposition Order, you stated that it was unclear what

the precise nature of Mr. Carnes' role was. So that

is what we are attempting to do, to present evidence

that shows what his role was in running Integrity

Advance.

Just because something happened before the transfer

date does not mean it is not relevant to Mr. Carnes'

role in running Integrity Advance.

JUDGE McKENNA: Doesn't mean it's not, and

doesn't mean it does, or is.

MR. WHEELER: It doesn't necessarily mean it
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is. But Your Honor, I would submit that Mr. Carnes'

role in signing these agreements speaks to his role as

CEO of Integrity Advance.

JUDGE McKENNA: All right. I'm going to

overrule the objection, but that does not mean that it

is going to be an accorded undue weight or any weight

depending upon my review of the record.

MR. WHEELER: I understand, Your Honor.

JUDGE McKENNA: All right.

MS. BAKER: Thank you, Your Honor.

JUDGE McKENNA: So admitted.

(Enforcement Counsel Exhibit

No. 85 was admitted into evidence.)

JUDGE MCKENNA: Proceed.

BY MR. WHEELER:

Q. Mr. Carnes, did Integrity Advance use third

parties to handle consumer calls?

A. Yes.

Q. Do you remember the names of those third

parties?

A. This is one of them, Integrity Financial

Partners. You saying inbound or outbound or what?

Q. Either one.

A. A company called Centrinex, I believe. I

don't know if they were Integrity or not, I can't
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remember when that changed, but Clearvox, we had a

relationship with a company called Clearvox that at

some point changed. I'm sorry, Centrinex that at some

point changed --

COURT REPORTER: I'm sorry, sir, I can't

understand you.

JUDGE MCKENNA: Spell it, please.

THE WITNESS: We had a relationship with a

company called Centrinex, C-E-N-T-R-I-N-E-X. That we

changed at some point to a company called Clearvox,

C-L-E-A-R-V-O-X. So I don't know if -- I don't know

in the formation of Integrity when that was, but

somewhere in there. And then Integrity Financial

Partners, and then later on a company called Worldwide

Analytics, I believe.

BY MR. WHEELER:

Q. So you mentioned Clearvox was one of the

companies that you, that Integrity Advance worked with?

A. That's correct.

Q. Do you remember the services that Clearvox

provided?

A. Clearvox provided call center services for

inbound and outbound customer service. At some point

they might -- may have provided some collection

services, but I can't remember -- well, this was -- I
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can't remember when it changed to Integrity Financial

Partners, it was sometime around that timeframe though.

Q. Did Integrity Advance pay fees to Clearvox?

A. Yes.

Q. Is it fair to say that, in the relationship

between Clearvox and Integrity Advance, Integrity

Advance were the clients?

A. Yes.

Q. Since Integrity Advance was the client, did

Clearvox generally implement Integrity Advance's

directions?

MS. BAKER: Objection, calls for speculation.

MR. WHEELER: I don't believe it calls for

speculation, Your Honor. I mean, the witness was the

CEO of Integrity Advance, he testified about Clearvox

providing services. I'm asking did Clearvox generally

implement Integrity Advance's instructions.

JUDGE McKENNA: Overruled.

THE WITNESS: They were a call center that had

experience in the loan process. And there wasn't

really a lot of detailed direction on what they were

doing because they already knew. Does that answer

your question?

BY MR. WHEELER:

Q. Did Clearvox develop Integrity Advance's loan
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agreement?

A. No.

Q. Did Clearvox develop Integrity Advance's loan

product?

A. No.

Q. You testified Integrity Advance also used a

vendor called Centrinex?

A. I can't remember if Integrity Advance used

them or there was a prior company that used them. But,

we had a relationship at some level, at some point with

a company called Centrinex, yes.

Q. Do you remember the services that Centrinex

provided?

A. Similar to that of Clearvox.

Q. Did Centrinex develop Integrity Advance's loan

agreement?

MS. BAKER: Objection. I'm going to object to

this line of questions on foundation grounds. The

witness has just testified that he is not certain that

they even had a relationship. Perhaps Mr. Wheeler can

first establish that before he is asked to answer

questions.

JUDGE McKENNA: Sustained.

BY MR. WHEELER:

Q. Did Integrity Advance have a relationship with
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Centrinex?

A. Like I just testified, I don't remember when

we -- Centrinex changed to Clearvox, whether it was --

it was around the time Integrity was formed, but I

can't remember if they did some work at Integrity or

not. Again, this was eight years ago.

Q. I understand. Did --

JUDGE McKENNA: Was that a different company

or they changed their name?

THE WITNESS: They -- um, it was a different

company, had some of the similar ownership, but

different company.

BY MR. WHEELER:

Q. Did Centrinex develop a loan agreement for

Integrity Advance?

A. No.

Q. Did Centrinex develop a loan product for

Integrity Advance?

A. No.

Q. You testified that Integrity Advance also used

a company called Worldwide Analytics?

A. Yes.

Q. What services did Worldwide Analytics provide?

A. The same as Clearvox.

Q. Which is?
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A. Inbound/outbound call center support for

consumers.

Q. Did Worldwide Analytics develop Integrity

Advance's loan agreement?

A. No.

Q. Did Worldwide Analytics develop Integrity

Advance's loan product?

A. No.

Q. Did Integrity Advance maintain bank accounts?

A. Yes.

Q. Do you remember how many bank of accounts

Integrity Advance maintained?

A. When?

Q. Over the course of its existence, do you

remember how many it maintained?

A. Not exactly, a handful I would guess.

Q. More than five?

MS. BAKER: Objection, calls for speculation.

JUDGE McKENNA: I agree, you need to nail that

down a little more, I mean timeframes, when are you

talking about?

BY MR. WHEELER:

Q. Actually, let's turn to Exhibit 55, but don't

put it up, though. Your Honor, this exhibit needs to

be under seal because it contains PII.
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A. Fifty-five, you say?

Q. Yes, fifty-five.

MS. BAKER: If I may just ask the Court and

Mr. Wheeler as a housekeeping matter, is it your

intention to ultimately move this, if this gets moved

into evidence, redacted?

MR. WHEELER: If we were to file this

document, we would certainly redact it.

MS. BAKER: Thank you.

MR. WHEELER: We would file an under seal

version, and a redacted version.

MS. BAKER: Thank you.

JUDGE McKENNA: Hold on a second.

MR. WHEELER: Just let me know.

JUDGE McKENNA: All right.

BY MR. WHEELER:

Q. Mr. Carnes, I'm showing you what has been

marked as Enforcement Counsel Exhibit 55, do you

recognize this document?

A. It appears to be a bank signature card.

Q. Did Integrity Advance have an account with

First Bank of Lewisburg?

A. They did.

Q. If you turn to the second page at the top

where it says James R. Carnes, does that refer to you?
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A. Yes, it would.

MR. WHEELER: Your Honor, I ask that

Enforcement Counsel Exhibit 55 be admitted into

evidence.

JUDGE McKENNA: Subject to redaction.

MR. WHEELER: Yes.

JUDGE McKENNA: And under seal.

MR. WHEELER: Yes, Your Honor.

JUDGE MCKENNA: Objection?

MS. BAKER: Yes, Your Honor, this document --

well, to the extent it concerns Integrity Advance, and

I'm not, I guess some of it does, some of it does not,

appears to be dated July 30th, 2008.

JUDGE MCKENNA: Okay.

MS. BAKER: So nearly three years before the

conduct at issue for this hearing. So we object on

those grounds. Again, this could only go to issues

that have already been resolved by Your Honor in the

ruling that you rendered at the beginning of this

month, per the CFPB's Motion in Limine that they

brought.

JUDGE McKENNA: I disagree.

MS. BAKER: Well, I'm registering my

objection, Your Honor.

JUDGE McKENNA: And I respect that. All
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right. Any other points of objection on this

particular exhibit?

MS. BAKER: Well, that is it, Your Honor.

JUDGE McKENNA: Okay.

MS. BAKER: That and it's not signed, so there

is no authentication.

JUDGE McKENNA: Well, then you need to discuss

that with Mr. Carnes on the authentication issue.

MR. WHEELER: Mr. Carnes, you remember --

JUDGE McKENNA: And he said, did he have an

account with them, yes?

MS. BAKER: It's not a signed copy. How do we

know this is a document that was actually used.

JUDGE McKENNA: All right. Go ahead.

BY MR. WHEELER:

Q. Your Honor -- excuse me, Mr. Carnes, did you

sign a signature card for First Bank of Lewisburg?

A. Yes.

Q. And you recall doing that?

A. Yes.

Q. Do you have any reason to believe that this,

what you are looking at, is not an accurate copy of

what you signed?

A. Well, clearly I didn't sign this one.

Q. But do you have any reason to believe this

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 187 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-142

copy is somehow different from what you signed?

A. I have no reason to believe that it is

different.

JUDGE McKENNA: All right. So admitted.

(Enforcement Counsel Exhibit

No. 55 was admitted into evidence.)

BY MR. WHEELER:

Q. Mr. Carnes, how did Integrity Advance use this

account with First Bank of Lewisburg?

A. As a checking account.

Q. Do you know if this account is still open?

A. It is.

Q. Do you know how much money is in this account?

A. De minimis amount.

Q. Something under one hundred thousand dollars,

is that a fair statement?

A. Something in the neighborhood of a hundred

dollars.

Q. You testified that Integrity Advance had

multiple accounts; is that correct?

A. Yes.

Q. Are any of the other accounts still open?

A. No.

Q. So this account at First Bank of Lewisburg is

the only account that Integrity Advance maintained that
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is still open?

A. Correct.

Q.       

 

  

           

   

  

          

 

         

         

 

           

  

       

       

    

       

        

       

       

          

    

     

-

-• 
• • 

• 
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MS. BAKER: Your Honor, I would ask that this

line of questions concerning Hayfield, in particular,

be put under seal. It's proprietary and asking

questions about a party -- an entity that is not a

party to this case is wholly inappropriate.

JUDGE McKENNA: All right. I will grant that.

MS. BAKER: Thank you.

MR. WHEELER: Your Honor --

JUDGE McKENNA: So how do you want to handle

that? Do you want to clear the courtroom? Or --

MS. BAKER: Yes, Your Honor.

MR. WHEELER: I mean, I do have further

questions that involve Hayfield, so...

JUDGE McKENNA: Right.

MS. BAKER: Your Honor, to be specific, my

request is as it concerns any financial information

--
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concerning Hayfield in the present. And so to the

extent Mr. Wheeler has questions that he is going to

continue to ask my client about how much money is in

their bank account, I would ask that this Court put

that part of that proceeding under seal and, in fact,

clear the courtroom, thank you.

MR. WHEELER: Your Honor, I don't have a

problem with the courtroom being cleared. Just so you

know --

JUDGE McKENNA: You do not have a problem?

MR. WHEELER: I do not have a problem with the

courtroom being cleared.

JUDGE McKENNA: Right, right, I don't either.

MR. WHEELER: I don't intend to ask any more

questions about Hayfield's current finances. I do

want to talk about some of their tax returns which are

from the past, I don't know Ms. Baker's position on

that.

MS. BAKER: I will say that same thing as to

tax returns. They are proprietary confidential

information, and to the extent he is going to examine

anyone about them, I would ask that the judge keep

that provision, that portion of the transcript under

seal, and clear the courtroom, thank you.

JUDGE McKENNA: Um-hmm.
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MR. WHEELER: I don't have any objection to

that, Your Honor.

JUDGE MCKENNA: All right. Your motion is

granted.

MS. BAKER: Thank you.

JUDGE McKENNA: All right. So now parties can

say, do you want Mr. Foster's attorney to leave?

MS. BAKER: I don't care if Mr. Foster's

attorney stays here, but it is proprietary

information.

JUDGE McKENNA: No, I'm mean --

MS. BAKER: Yeah.

JUDGE MCKENNA: -- but, yeah, I'm going to let

-- you can look, and both sides, can start saying

well, who has to leave, I mean, I don't know these

people.

MS. BAKER: Neither do I, Your Honor.

JUDGE MCKENNA: All right.

MS. BAKER: I only know the two individuals

sitting there and I know the -- I know Ms. Morris. I

don't know anybody else, and Mr. Kelly. So, I don't

know who else is in the courtroom who maybe should not

be here.

JUDGE MCKENNA: All right. Government

attorneys will stay, right? Or do you want
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Mr. Wheeler -- off of the record.

(Brief recess.)

JUDGE McKENNA: So everyone that is in the

courtroom now, both parties are agreeable that they

can stay; is that correct?

MS. BAKER: I have no reason to think that

Enforcement Counsel's misrepresenting who all of these

individuals are. The only two that I know are not the

part of the CFPB are the two summer associates sitting

in the front and Mr. Sachs. But if they tell me

everyone else is a CFPB affiliated attorney, then I

have no problem with them staying. I would argue

though, if they are not part of Enforcement Counsel,

then they are not party to this case. They should not

be in the room.

JUDGE MCKENNA: All right. Any --

MS. BAKER: So anyone else from the CFPB who

is not part of the Enforcement Office should be asked

to leave the room.

MR. WHEELER: So we do have two data

scientists here, Your Honor. I mean, I would submit

that they are a part of the Bureau. Also we have had

to share information with them to help develop our

case, so I don't think there is a reason to bar them

from the courtroom, but obviously --
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JUDGE McKENNA: Are they dealing with these

issues?

MR. WHEELER: No. They are not dealing with

these issues, Your Honor.

JUDGE McKENNA: Res ipsa loquitur, right.

MR. WHEELER: What's that?

JUDGE MCKENNA: Res ipsa loquitur, all right.

MR. WHEELER: Sorry.

MS. BAKER: Yes, thank you.

MR. WHEELER: I think they are having the time

of their life, Your Honor. Everyone else here from

CFPB is part of Enforcement Counsel.

JUDGE McKENNA: All right. And the interns

have all signed nondisclosure agreements that are

going to hear this?

MS. BAKER: Yes, Your Honor, I believe that

they are subject to attorney/client privilege and work

product and everything else that goes along with being

part of the various teams. I don't want to speak for

CFPB's intern, but I can speak for our summer

associates.

UNKNOWN MALE VOICE: We are all in agreement.

MS. BAKER: Yes, thank you.

JUDGE McKENNA: All right. Proceed.

BY MR. WHEELER:
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Q. All right. Thank you, Your Honor. So, let's

look at Enforcement Counsel Exhibit 55, and you can put

that up since we have now cleared the courtroom. And

this should also be under seal, Your Honor, it contains

PII.

A. That's the one we just looked at, right?

Q. I'm sorry, yeah, you are right, 45, excuse me.

A. Forty-five?

Q. Forty-five, yes. Do you have it, Your Honor?

JUDGE McKENNA: I do.

BY MR. WHEELER:

Q.        

         

   

          

     

         

       

     

  

        

  

          

  

  

-• -• 
--
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• -• 
-• 
-• 
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  --
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MS. BAKER: Thank you.

JUDGE McKENNA: All right?

MR. WHEELER: Let's look at Exhibit 91.

THE WITNESS: Ninety-one?

MR. WHEELER: Ninety-one, yes.

JUDGE McKENNA: If anyone has needs, wants to

take a break at any time they may do so.

MR. WHEELER: This will be a fine time to take
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a break, Your Honor.

JUDGE MCKENNA: What did you say?

MR. WHEELER: This would be a fine time to

take a break with your permission, Your Honor.

JUDGE McKENNA: Sure, yeah, right. How long

do you want?

MS. BAKER: I'll defer to Mr. Carnes, since he

is the witness on the stand.

THE WITNESS: I don't care.

JUDGE McKENNA: Okay. One minute.

All right. Off the record. We will take a

ten-minute break.

(A ten minute recess was taken.)

JUDGE McKENNA: Back on the record.

Ms. Baker?

MS. BAKER: Yes.

JUDGE McKENNA: Could you please read 10.303

(d)(4) into the record.

MS. BAKER: Yes, sir, Your Honor. What is it

I'm reading? I'm sorry.

JUDGE McKENNA: You are reading that reg,

(d)4.

MS. BAKER: (D)4, oh, (reads) “As Respondents

are in the best position to determine the nature of

documents generated” --
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COURT REPORTER: Ma'am --

JUDGE MCKENNA: Ah, yeah, slow down.

MS. BAKER: -- “By such Respondent and which

come from their own files, the burden of proof is on

the Respondents to introduce evidence to rebut a

presumption that such documents are authentic, and

kept in the regular course of business.”

Um, okay. What I'm, I guess I'm not clear as

to why I was --

JUDGE McKENNA: Just thought that might have

some relevance as to what we are doing here. Why

don't you grab the binder and then we will --

MS. BAKER: Your Honor, may I just make a

statement --

JUDGE McKENNA: Yes.

MS. BAKER: -- in response to that?

JUDGE MCKENNA: Sure.

MS. BAKER: I think that with respect to

documents that have been produced in this -- in the

investigation phase, that is a very fair statement.

However, that doesn't mean that something that isn't

signed is per se authentic.

And I, I think we did make that representation

and I would also note that --

JUDGE McKENNA: Yes, you did.
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MS. BAKER: -- this is an investigation that

started three and a half years ago, and, when the

Bureau received documents that were not signed and

authenticated, it could have asked us for copies that

were. And of course, I wasn't counsel at the time,

but I would argue that if they are intending to

introduce something in an evidentiary record that some

of that burden is on them, as they are the plaintiffs

in this matter moving forward.

So, I do respect the rule and I understand the

rule.

JUDGE McKENNA: They are the complainant.

MS. BAKER: They are the complainant, Your

Honor, that's right. But they have -- I think we

agree they have the burden of making their case. We

don't have the burden of rebutting their case until

they have made a prima facie case in the first

instance.

And I would argue that that has to do, in part,

with the way evidence gets admitted into the record.

So I understand the rule, but I also understand that

if you are going to introduce evidence into the

record, evidence that you have had in your possession,

custody or control for almost four years, it might be

incumbent upon them as well as us to make sure there
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are signed copies of documents.

That would be our position.

JUDGE McKENNA: I understand.

MS. BAKER: Thank you.

JUDGE McKENNA: Thank you.

MS. BAKER: Thank you, Your Honor.

JUDGE MCKENNA: Mr. Wheeler?

MR. WHEELER: Yes, thank you, Your Honor.

BY MR. WHEELER:

Q. Mr. Carnes, I wanted to go back, just very

quickly, to something we covered before the break. You

recall we were talking about your salary?

A. Yes.

Q. I wanted to point your attention to Exhibit

68, which is your investigational hearing transcript

again.

A. Okay.

Q. And --

JUDGE McKENNA: Just a second, six-eight?

MR. WHEELER: Six-eight, yes, Your Honor, and

page 96.

JUDGE McKENNA: Six-eight, page what?

MR. WHEELER: Ninety-six, Your Honor.

THE WITNESS: Okay.

JUDGE McKENNA: Ninety-six --
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THE WITNESS: I think it is --

JUDGE McKENNA: -- and that would be the one

at the top of the page or --

MR. WHEELER: At the bottom of ninety-six,

Your Honor.

JUDGE McKENNA: All right.

MR. WHEELER: And I'm just going to read a

short portion.

JUDGE McKENNA: Okay.

MR. WHEELER: If you are ready.

JUDGE McKENNA: Ready.

MR. WHEELER: Okay. So starting on line

twenty-two. (Reads).

“Question: And what was your salary in 2010

from Willowbrook?

Answer: I can't recall. I think it was two

hundred and fifty thousand dollars.”

JUDGE McKENNA: If you are going to read it

you need to read it exactly.

MR. WHEELER: I'm sorry. I apologize.

MS. BAKER: Your Honor, I'm a little unclear

as to what this line of questions is. This document

has been admitted into evidence. What is the purpose

of this line of questions as it relates to Mr. Carnes's

testimony?
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JUDGE McKENNA: I understand.

MR. WHEELER: I am just seeking to refresh his

recollection about his salary. He testified to it

during the investigational hearing.

JUDGE MCKENNA: All right.

MS. BAKER: Your Honor, I thought he already

testified that he wasn't disputing what was in this

document.

JUDGE McKENNA: Well, let's move on.

BY MR. WHEELER:

Q. Right. I mean -- Mr. Carnes, is it your

recollection that your salary was two hundred fifty

thousand dollars?

A. Like I said before in this courtroom and like

this document said, I can't recall exactly. I think it

was two hundred fifty thousand dollars. It's a very

accurate representation.

JUDGE McKENNA: That was kind of an asked and

answered situation.

BY MR. WHEELER:

Q. Do you recall that your salary changed over

time?

A. I don't believe it did.

Q.          
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-• 

-• 

-• 

• 
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• • 
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MS. BAKER: Your Honor, may I address

something, relating to the rule (d)4 that you asked me

to read before? That rule presupposes that documents

that were produced in response to a query made during

an investigation are presumptively accurate. And I

think that that is a fair presumption given the

context of this matter.

What I don't know is what answer -- what

question was asked that elicited the production of

these documents. And it may be that what was produced

was never represented or intended to be represented as

an actual tax return filed with the IRS.

And I'm still not clear as to whether or not

this document is authentic and I maintain that same

objection as to the prior one. And I understand the

(d)4 rule. But what I don't have is the context for

the document production itself.

JUDGE McKENNA: All right. Duly noted and you
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have the opportunity to submit the original. The

signed copy that was submitted to the IRS.

MS. BAKER: Okay. Well, thank you, Your

Honor. And when we do that, as I think we noted, we

would like to request that all testimony about an

unauthenticated document be stricken from the record.

We will renew that request at the time that we make

that submission.

JUDGE MCKENNA: Thank you.

MS. BAKER: Thank you, Your Honor.

JUDGE McKENNA: Thank you.

MR. WHEELER: Your Honor, I ask that

Enforcement Counsel Exhibit 91 be admitted into

evidence.

JUDGE McKENNA: Same multiple objections?

MS. BAKER: Yes, Your Honor, objection. Thank

you.

JUDGE McKENNA: All right. So admitted.

(HIP 2012 Tax Return was admitted

into evidence as Enforcement Counsel

Exhibit No. 91.)

MR. WHEELER: So we need to turn to page

fifty-two, sorry.

JUDGE McKENNA: Fifty-two of 91?

MR. WHEELER: Yes, page fifty-two of Exhibit
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91.

MS. BAKER: Mr. Wheeler -- or may I address

Mr. Wheeler?

JUDGE MCKENNA: Yes.

MS. BAKER: Could you, for the record, state

specifically what Bates number you are talking about

because it's not clear.

MR. WHEELER: There should be page, page

number.

MS. BAKER: Where are the page -- oh.

JUDGE McKENNA: At the bottom of the page.

THE WITNESS: Are you talking about the one

that says, EC-EX-091-052, is that correct?

MR. WHEELER: Yeah, I don't --

MS. BAKER: The copy that we have, which is

the document disk that was provided to us doesn't have

that. And that is okay. I just need to know what

page we are on.

MR. WHEELER: Yeah.

MS. BAKER: Thank you.

JUDGE McKENNA: That is good.

MR. WHEELER: Do you have it now or do you

need me to --

MS. BAKER: Can you please just tell us.

MR. WHEELER: Yeah. Fifty-two. I lost track
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of what -- the numbers. Page fifty-two, Exhibit 91.

JUDGE McKENNA: Off the record.

(Brief recess.)

JUDGE McKENNA: Back on the record.

MR. WHEELER: So the page is INTEG 000402.

MS. BAKER: Thank you.

BY MR. WHEELER:

Q. Mr. Carnes, you are on the correct page now?

A. Yes, I am.

Q.         

      

   

         

  

    

            

         

 

    

            

       

        

       

       

      

• • 
• • 

- • • 
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• • 
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Q. Let's take a look at Exhibit 87. Mr. Carnes,

I'm showing you what's been marked as Enforcement

Counsel Exhibit 87. Do you recognize this document?

A. Appears to be an e-mail chain that I was on.

Q. So in the middle of the first page, I believe,

your name appears, do you believe that's -- that refers

to you?

A. Yes.

Q. The e-mail address that is there, is that an

e-mail address that you used in February of 2011?

A. Yes.

Q. Do you have any doubt -- do you have any

reason to doubt that that e-mail exchange occurred?

A. No.

MR. WHEELER: Your Honor, I ask that

Enforcement Counsel Exhibit 87 be admitted into

evidence.

MS. BAKER: Objection, Your Honor. It's an

e-mail exchange that appears to have occurred before

July 21, 2011. And its relevance is questionable.

JUDGE McKENNA: Okay. Res gestae and the

relevance will be determined when I render my decision.

• 
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So objection is overruled. Eighty-seven is admitted

into evidence.

(Enforcement Counsel Exhibit No. 87

was admitted into evidence.)

BY MR. WHEELER:

Q. Mr. Carnes, do you remember this e-mail?

A. No.

Q. There seems to be a discussion in the e-mail

about a -- well, the subject is “re:fraud,” that you

had written about. Do you remember what this is about?

A. I vaguely recall what it was about. I think

it was about some -- one or more employees of Clearvox

impersonating consumers and stealing funds, that is

what I believe it is about.

Q. Can you explain what you were instructing

Mr. Foster to do with this e-mail you sent on Friday

February 25th, 2011?

A. So what we had found out that had happened

because some consumers called in, was that an employee

of Clearvox had taken the approved loan application

from within the loan system and changed the account

number to send the money -- the person wanted the loan,

the consumer wanted the loan. So the employee changed

the account number to send the money to themselves.

Went back in the next day and changed the account
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number back to what the consumer had given us so that

the payments would then be debited out of consumer's

account without ever receiving a loan.

And you can see here I said, we take care of

the customers who have not had -- who have payment

debits to their account, but never seen a loan. Refund

any fees and bank charges they had. We need to search

the ACH credit files for two weeks before and after, so

forth. And they -- we alerted the police that came and

I believe arrested the offending employee.

That is my recollection of that.

Q. Let's look at Exhibit 88. Mr. Carnes, I'm

showing you what has been marked as Enforcement Counsel

Exhibit 88, do you recognize it?

A. It's an e-mail from eight years ago. Yeah, I

see it's from me. I'm in the stream.

Q. Do you have any reason to doubt that this

e-mail exchange occurred?

A. I don't.

Q. And that is your e-mail address that appears?

A. It is.

MR. WHEELER: Your Honor, I ask that

Enforcement Counsel Exhibit 88 be moved into evidence.

MS. BAKER: Objection, relevance, Your Honor.

It is dated November of 2008. It's not clear
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it concerns Integrity Advance, and it is as to conduct

that predates July 21st. Thank you.

JUDGE McKENNA: Thank you. Objection

overruled. Eighty-eight is hereby admitted into

evidence.

(E-mail was admitted into evidence as

Enforcement Counsel Exhibit No. 88.)

BY MR. WHEELER:

Q. Mr. Carnes, in the middle of the first page of

this exhibit you see where you sent an e-mail, and it

reads that, “clearly call backs on day two and three

are the problem,” do you see that?

A. I do.

Q. Do you know what you meant by that?

A. Only from reading the rest of the e-mail

stream.

JUDGE McKENNA: Pardon me?

THE WITNESS: Only from reading the rest of

the e-mail stream that it appears from reading this

that the call logs that were sent to Tim -- he

apparently noticed a problem somehow, sent it to me to

look at. And it's -- and I must have looked at it and

said something about the callbacks, they are not

happening like they should on days two and three.

And I forward that on, obviously to the top of

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 225 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-180

the e-mail.

COURT REPORTER: To what?

THE WITNESS: To the people on the top of the

e-mail, Herb C. and Matt Kirk.

JUDGE McKENNA: So, what is the context of

callbacks on day two and three?

THE WITNESS: So the contract that we had with

the call center would say okay -- they -- when a lead

comes in, we purchase the lead, they are supposed to

get to that lead within “X” minutes to try to get

ahold of the consumer. And then if they can't, then

it goes into a callback procedure. So they want to

try to get them an hour later, maybe four hours later.

And then there are several calls that would be

made on day two, the day after we got the application

and then day three is when we give up on in it if we

haven't gotten ahold of them by -- and there might

only be one call on day three.

By day three if they hadn't gotten, if they

don't answer, if they have not got ahold of them, we

move on from the application.

BY MR. WHEELER:

Q. Let's move to Exhibit 42. Mr. Carnes, I'm

showing you what has been marked as Enforcement Counsel

Exhibit 42; do you recognize this document?
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A. I think you showed it to me in my deposition.

Q. What is this document?

A. Or Ms. Weinberg might have.

Q. I'm sorry?

A. Or Ms. Weinberg might have. Somebody showed

it to me in my deposition, that was the only time I've

seen this.

Q. What is this document?

A. It appears to be an income statement for

Integrity Advance from January to September of 2010.

Q. And is there a balance sheet on the second

page as well?

A. There is.

Q. Did Integrity Advance customarily generate

income statements?

A. Yes.

Q. Did Integrity Advance customarily generate

balance sheets?

A. Yes.

Q. Would documents like these be kept in the

normal course of business?

A. Yes.

MR. WHEELER: Your Honor, I ask that Exhibit

42, excuse me, Enforcement Exhibit 42 be admitted into

evidence.
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MS. BAKER: Objection.

JUDGE McKENNA: Basis?

MS. BAKER: Relevance. It predates July 21,

2011. And in the corner, top of the document it says

unaudited. Which means it not necessarily a final

statement of the company's income for even these

limited amounts of time.

JUDGE McKENNA: Okay.

MS. BAKER: And it's also the other foundation

element is it hasn't been established as to who created

this document, so I'm not sure the witness --

MR. WHEELER: Your Honor, the witness was CEO

of the company. He has testified that documents like

this were kept in the normal course of business. This

was something that was also produced by Respondents.

JUDGE McKENNA: It was produced by Respondents

pursuant to your investigation?

MR. WHEELER: That is correct, Your Honor.

That is correct.

JUDGE McKENNA: All right. And so that is

where you got it?

MR. WHEELER: That is correct.

JUDGE McKENNA: All right. Objection is

overruled.

(P&L was admitted into evidence as
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Enforcement Counsel Exhibit No. 42.)

MS. BAKER: Your Honor, if I could, just --

JUDGE McKENNA: On the same basis which I

ruled on the last one.

MS. BAKER: If -- Your Honor, if I could make

a standing objection to this idea that because

Respondents have produced documents they are somehow

per se authentic. The (d)4 rule doesn't provide for

that, what the (d)4 rule says, as I understand it, is

that if a document is produced in response a specific

query, it is presumptively authentic and responsive to

that query. Not that the document is used in the

ordinary course of business that it is authentic, that

it was created by the witness testifying about it being

it. It's an unaudited version of something is that I

don't know what it is, it could be a draft.

And, to admit it into evidence without that

requisite foundation is quite prejudicial to our case.

JUDGE McKENNA: Okay. That is your position

and if you are right, then you have a very easy path

to reversal. I disagree with you. I'm older than

you. So maybe I'm so old that, you know, I don't know

what I'm talking about. But in any event, that is my

ruling, and we will proceed.

BY MR. WHEELER:
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Q. Let's move to Exhibit 43.

A. Is that going to be sealed by the way?

JUDGE MCKENNA: What did you say?

THE WITNESS: I asked that -- are these

sealed?

MR. WHEELER: No.

THE WITNESS: Can they be?

MS. BAKER: We can move to have them sealed.

I think the courtroom is still cleared so that is a

request we will make, Your Honor.

MR. WHEELER: I don't see any reason to seal

these documents, Your Honor. This doesn't fall under

the Protective Order. Integrity Advance is out of

business. So I'm unclear what their other income or

balance sheets -- how is that being in the public

record somehow damaging?

MS. BAKER: It says subject to protective

order in the document that was produced for the

exhibit.

MR. WHEELER: I think we put that -- I'm not

sure we did it, but I think that is on everything.

But that doesn't mean that the document is actually

covered by the Protective Order. I think. If that

distinction makes sense.

JUDGE McKENNA: What is the basis for the --
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to put it under the Protective Order? I mean it's not

PII.

MS. BAKER: Well, Your Honor, initially, going

back a ways, when we negotiated the Protective Order

we agreed that we would -- I'm sorry. My voice is --

initially when we negotiated the Protective Order,

Your Honor, we agreed, we being Respondent's counsel,

that we would revisit this question of whether or not

financial information was subject to the Protective

Order and being under seal.

And we have requested that -- we have repeated

that position a number of times in filings with the

Court as well as in conversations with Enforcement

Counsel. And frankly, this is financial information

the disclosure of which serves no purpose. The public

disclosure of which serves no obvious purpose. There

is no prejudice to anybody by having this limited set

of documents maintained under seal.

And it is confidential proprietary

information. It's confidential financial information

and it is not necessarily information that was readily

accessible to everybody at the time it was rendered.

MR. WHEELER: Your Honor, my recollection is

we had an agreement that we would discuss furthering

the Protective Order.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 231 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-186

JUDGE McKENNA: That is what she said.

MR. WHEELER: Yeah, I mean we -- we never

agreed we would treat information like this as

protected. I believe in your Order, there was a

deadline by which we were supposed to work out this

issue. I don't believe Respondents counsel ever got

in touch with us. It was, she was the one with the

interest in protecting this information. I don't

believe she contacted us, so the Protective Order

doesn't cover this information.

JUDGE McKENNA: Yeah, that note relevant to

anything you are discussing here?

MR. WHEELER: Well, it was relevant to what

Ms. Baker said. I still don't think, I mean these

proceedings are presumptively public. I don't think

there is any good reason to seal these documents.

Like I said earlier, the company is out of business.

This is -- there isn't PII in there like you pointed

out.

JUDGE McKENNA: Mr. Carnes?

THE WITNESS: Yes.

JUDGE McKENNA: In deference to you, and with

counsel's permission, I would like to know why you

would like to have this exhibit for Integrity Advance

be put under seal.
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Is that all right, counsel?

MS. BAKER: Thank you, Your Honor.

THE WITNESS: I would just say that any

financial information that I provided would be

private. I don't think it's -- and I mean, I could

say, if it is something like would be something that I

-- okay my tax returns, these are P&L's.

JUDGE McKENNA: Okay. But they are separate

from your tax returns.

THE WITNESS: Even the P&L's -- because there

are -- right, these are P&L statements of the company

why would that need to be public?

JUDGE McKENNA: Well, yeah, no, the -- I think

it's the inverse. Why would it need to be private?

THE WITNESS: I would think it's -- like my

attorney said, confidential information that I would

like to keep confident -- confidential.

JUDGE McKENNA: All right. Any other basis?

THE WITNESS: No. Confidential.

JUDGE McKENNA: All right. I'm -- yeah?

MS. BAKER: I just wanted to correct the

record, Mr. Wheeler misstated something. I did, in

fact, get in touch with him about expanding the

Protective Order. The way that our record moved it

didn't conform to the original schedule, so admittedly
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I maybe got in touch with him three weeks later than I

was supposed to, for which I apologize.

But I did get in touch with him and I did seek

to expand the Protective Order and I was met with we

are not going to do that. And that, I believe was

also brought to Your Honor's attention in subsequent

filing. So it's not accurate to say this is the first

time we brought this issue up, it's not the second or

third either.

JUDGE McKENNA: Well, I can attest that you've

been busy.

MS. BAKER: Thank you, Your Honor.

JUDGE MCKENNA: Okay. Well, at this point I'm

not going to put it under seal. However, I'm going to

take it under advisement and I'm going to make a

decision as to what I want to do with it, and that

will show up in my D and O.

MS. BAKER: Thank you, Your Honor.

JUDGE McKENNA: Okay. And I am mindful of

your request. I just don't know whether it's

appropriate that I do so. If we were talking about

your tax returns or something, it wouldn't be a

question. So, I want to think on it.

THE WITNESS: I would only add that there are

things like, you know, these kinds of documents would
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be used to create a tax return.

So in essence all of this is out there, a tax

attorney could almost recreate the tax return if you

really had all of this information.

JUDGE McKENNA: You would have to have a lot

of information.

THE WITNESS: Right. I also don't know what

road we are going down here and how much of this stuff

is going to be put out there and unsealed.

JUDGE McKENNA: All right. Duly noted.

Forty-two has been admitted into evidence not under

seal at this time.

MR. WHEELER: Thank you, Your Honor.

BY MR. WHEELER:

Q. Let's look at Exhibit 43. Mr. Carnes, I'm

showing you what's been marked as Enforcement Exhibit

43. Do you recognize this document?

A. As much as I recognized the other ones, yes.

Q. What is this document?

A. Huh?

Q. What is this document?

A. Appears to be an income statement for

Integrity Advance from January to October of 2011.

Q. Is there a balance sheet as well?

A. There is, in the back.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 235 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-190

Q. And you have testified that Integrity Advance

typically generated income statements?

A. Yes, I have.

Q. Okay. And you have testified that Integrity

Advance typically generated balance sheets?

A. Yes, I have.

Q. And you have testified that documents like

this were kept in the normal course of business?

A. Yes, they were.

MR. WHEELER: Your Honor, I ask that

Enforcement Counsel Exhibit 43 be admitted into

evidence.

JUDGE McKENNA: Same objection?

MS. BAKER: Relevance, but Your Honor, I just

want to renew our request that this be filed under seal

as well.

JUDGE McKENNA: Right. That is included in

all of that.

MS. BAKER: Thank you, Your Honor.

JUDGE McKENNA: All right. Exhibit 43 is

admitted into evidence and a determination will be made

as to whether it will be under seal.

(P&L was admitted into evidence as

Enforcement Counsel Exhibit No. 43.)

BY MR. WHEELER:
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Q. Let's turn to Exhibit 44.

Mr. Carnes, I'm showing you what has been

marked Enforcement Counsel Exhibit 44. Do you

recognize this document?

A. As much as I recognize the other ones.

JUDGE McKENNA: All right. One way you can

handle this is, are your answers the same for Exhibit

43? Will all your answers be the same?

THE WITNESS: Yes.

JUDGE MCKENNA: All right. Anything else on

that?

MR. WHEELER: I ask that Enforcement Counsel

Exhibit 44 be admitted into evidence, Your Honor.

JUDGE McKENNA: Subject to the same, objection

and request for under seal?

MS. BAKER: And one more objection, also --

the same objection as before, authenticity, and

foundation. So, foundation, authenticity, relevance,

and, of course Your Honor, we renew our motion.

JUDGE McKENNA: All right. Any other

questions regarding those objections?

MR. WHEELER: No, Your Honor.

JUDGE McKENNA: That need to be illuminated?

MR. WHEELER: Not from me, Your Honor.

JUDGE McKENNA: All right. That's fine.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 237 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-192

MR. WHEELER: Did you admit Exhibit 44?

JUDGE McKENNA: No, I didn't.

MR. WHEELER: Okay.

JUDGE McKENNA: But I'm going to.

MR. WHEELER: Appreciate that.

JUDGE McKENNA: Forty-four is hereby admitted

into evidence and I will make a determination as to

whether it's under seal or not. Your objection is

duly noted.

(P&L was admitted into evidence as

Enforcement Counsel Exhibit No. 44.)

MS. BAKER: Thank you, Your Honor.

JUDGE McKENNA: You're very welcome.

BY MR. WHEELER:

Q. Turn to Exhibit 15, Enforcement Counsel

Exhibit 15.

A. One-five?

Q. Enforcement Counsel Exhibit 15, one-five.

       

        

   

        

        

 

     -
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-
-• 
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2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 240 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-195
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(Enforcement Counsel Exhibit

No. 16 was admitted into evidence.)

MR. WHEELER: Let's go to Exhibit 17.

JUDGE McKENNA: Let's take a ten-minute break,

and I mean ten minutes, not fifteen/twenty.

MR. WHEELER: Understood, Your Honor. Thank

you.

(A ten-minute recess was taken.)

JUDGE MCKENNA: Back on the record.

MS. BAKER: Your Honor, if I may make a

suggestion. To the extent Mr. Wheeler is intending to

go through and introduce Exhibits 18, 19, 20, 21, et

cetera, and they are all Hayfield Investment Partners

consolidated income statements that is the next part

of his proffering.

We will stipulate that he can do so, subject to

our objections, subject to the motion that they be

filed under seal. Without requiring that he go

through that piece by piece by piece as to each

exhibit. Now having said that, I don't know if that

is what he is intending to do, but it appears to be.

MR. WHEELER: That is what I'm intending to
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do, Your Honor. I'm happy to move them, or attempt to

move them into evidence, you know, in a group if that

would please Your Honor.

JUDGE McKENNA: All right. So --

THE WITNESS: Please real quick, tell me which

ones for the group?

MR. WHEELER: So, we did 16, I believe, before

the break.

JUDGE MCKENNA: Right.

MR. WHEELER: So it's 17 through 40.

MS. BAKER: And if I may note for the record,

that they are distinct, different types of financial

statements, that is right.

MR. WHEELER: I believe 17 through 40 should

all be income statements, but they are for separate,

you know, they go through the months.

COURT REPORTER: There is what?

MR. WHEELER: They go through, month by month,

sorry.

JUDGE MCKENNA: Go by month.

MS. BAKER: Well, 39 and 40 are different, but

they are consolidated income statements, but they are

not monthly.

MR. WHEELER: You are correct.

MS. BAKER: Yes.
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MR. WHEELER: You are right.

MS. BAKER: We will agree not that they are

not objectionable and that should be admitted into

evidence, but we will agree that he doesn't have to go

through and do what he has been doing with each of the

documents in the interest of time.

But our position remains that they should not

be admitted into evidence, they are neither relevant,

there is no foundation, they are not clearly authentic

and it is not clear, as I said before, how they

connect to the purpose of Mr. Carnes' testimony here.

JUDGE McKENNA: Great.

MS. BAKER: And also request that they be

filed under seal.
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All right. So I want to thank you for

speeding things up and now I want to slow them down.

Ms. Baker raised the legitimate question just now and

so I want to -- I want to know how the Hayfield income

statements and consolidated statements, how they

relate to -- I assume that there is an issue of

recoupment and there is an issue of penalties.

MR. WHEELER: Yes, Your Honor.

JUDGE McKENNA: But is it -- are you

attempting to say that because the Hayfield income

statement for January 2011 -- how are you tying that

into Integrity Advance and to Mr. Carnes, I know there

is an exhibit that just over fifty percent --

MR. WHEELER: Your Honor, I believe --

JUDGE McKENNA: -- he had control.

MR. WHEELER: Right. I mean, I think that is

-- there are sort of two separate issues there. But

these exhibits, Mr. Carnes has testified that

Integrity Advance had generated profits, those profits

were passed through to Hayfield. He has also

testified that Hayfield generated -- Integrity Advance

generated the majority of Hayfield's profits. So in

the interest of making a more complete record for

damages purposes, Your Honor, we thought those

-
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exhibits were worth having in the record.

JUDGE McKENNA: Right. But how am I going to

use them?

MR. WHEELER: Well, that would be -- will

depend on how Your Honor decides on damages.

JUDGE McKENNA: All right. Well, let's just

say if you have a consolidated income statement from

Hayfield, how does that transition over to the

recoupment?

MR. WHEELER: Your Honor, I believe that given

the testimony that at least the majority, if not the

vast majority, of that income would have been

generated by Integrity Advance.

JUDGE McKENNA: Yeah, but you have to render

the subjective to numeric. I mean, you can't say that

out of the net income of one million twenty thousand,

five, seven, nine, that the majority of that came from

Integrity Advance and therefore I want the

recoupment/fines, assuming there is culpability, I

want the majority of this brought back.

Well, what is a majority.

MR. WHEELER: I can't say, specifically, Your

Honor.

JUDGE McKENNA: Are you going to?

MR. WHEELER: I don't believe we have that,
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you know, exact information. I mean, like I said,

it's just an effort on our part just to make the

record as full as possible. Like I said, we believe

that most of this income was Integrity Advance income,

but I can't tell you exactly to the dollar amount, you

know, how much was from Integrity Advance and how much

was from other sources.

JUDGE McKENNA: So how am I going to write the

order that the majority of the income from Hayfield is

going to be recouped?

MR. WHEELER: I mean, Your Honor, I think our

damages theory is actually a little different. I

mean, we are going to get into this, but --

JUDGE McKENNA: I hope so, yeah. That's why

I'm --

MR. WHEELER: But not with Mr. Carnes, but --

JUDGE McKENNA: You know, when you get to be

my age you remember how you prime the pump? Okay.

Well, that's what I'm doing. And so that's not going

to cut it.

MR. WHEELER: I understand, Your Honor.

JUDGE McKENNA: So Ms. Baker is absolutely

correct that there has to be numerics involved here,

and a chain. And so, and a failure to do so will

cause a problem.
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MR. WHEELER: I understand, Your Honor.

JUDGE McKENNA: All right.

MR. WHEELER: We plan to --

JUDGE McKENNA: I take it that you don't,

disagree with my postulation of how I'm going to make

a determination, assuming culpability as to how you

get to recoupment and how you get to a fine?

MR. WHEELER: Yes, Your Honor, I mean, we are

going to be talking about numbers tomorrow. As I said

in my opening we have had a data scientists look at

the numbers from Respondents that just relates to

Integrity Advance payments data. And it would provide

numbers that I think -- I know we are going to argue

support the basis of the damages we are seeking in

this matter.

JUDGE MCKENNA: All right. And you're mindful

if your scientist comes in and says that on the --

that there were two hundred and fifty thousand dollars

in fees generated from checks that were created --

MR. WHEELER: Um-hmm.

JUDGE MCKENNA: -- then, he is going to

breakdown what portion of that amount involved a

violation. Whatever you are talking about, I mean

this is not going to be a global assessment that

everything that was taken in is recoupable. You got
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that word.

COURT REPORTER: Yes.

JUDGE McKENNA: Good.

MR. WHEELER: I mean, so we -- I mean,

obviously, we will talk about this more.

JUDGE McKENNA: I hope so. Well, I'm going to

get you going.

MR. WHEELER: I mean, as to remotely created

checks, Your Honor, it is our position, Your Honor,

that everything that was taken via remotely created

checks was unfair and should be recouped.

As to TILA and deception, I mean, I understand

your point. And I don't believe our position is that

every single dollar should be recouped for those

violations.

JUDGE McKENNA: Okay. And so you know that

you are going to have to tie in Hayfield, Integrity

Advance, and assuming that Mr. Carnes is involved, how

that flows, how those three entities flow, right,

Mr. Carnes?

THE WITNESS: Yes.

JUDGE McKENNA: Thank you.

MR. WHEELER: So my understanding of the

payments data Respondents provided is that it just

represents Integrity Advance payments data. So I
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don't think we will have the same issue of mixing

Integrity Advance payments with other Hayfield company

payments.

JUDGE McKENNA: Okay. So what is the

relevance of the Hayfield information?

MR. WHEELER: Again, Your Honor, I was just

trying to create a fuller record. Obviously, we don't

know what damages theory you would adopt, so we were

just trying to, you know, provide you with information

you need.

JUDGE McKENNA: Will I have one by the

morning. Okay. All right. You can go back to work

now.

MR. WHEELER: Okay. I didn't realize I had

stopped.

So I guess between all of that I lost track of

17 through 40, what --

JUDGE McKENNA: All right. So --

MS. BAKER: I believe that it, Your Honor, if

I may address the Court, I believe it was Exhibit 17

through 38 that were noted as single month

consolidated income statements. To which we said we

note our objections, relevance, authenticity,

foundation, we move to keep them under seal, but we

were also in the interest of time trying to preclude,
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prevent Mr. Wheeler from having to go through that

process each time.

JUDGE McKENNA: Seriatim.

MS. BAKER: Yeah, exactly. I do not know if

that is the same for Exhibits 39 and 40.

JUDGE McKENNA: All right. Well, let's just

go up through 38. So --

MR. WHEELER: I mean, my questions would be

the same for 39 and 40.
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MR. WHEELER: Thank you, Your Honor.

BY MR. WHEELER:

-
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Q. Mr. Carnes, you have testified that you were

the CEO of Integrity Advance, right?

A. Like I said, I was the CEO of Hayfield, and by

virtue of being the CEO of Hayfield, I was the de facto

CEO of Integrity Advance.

Q. So is it fair to say you were in charge of

Integrity Advance?

A. As any CEO is in charge, yes.

Q. Is it fair to say you had ultimate say over

policies and procedures?

A. Yes.

Q. You remember before we looked at the Integrity

Advance organizational chart? It's Exhibit 65.

A. Yes.

Q. Do you recall that?

A. Yes.

Q. And you testified that this group of

individuals worked in an office together in the Kansas

City area?

A. Again, with the exception of George Davis,

that would be correct.

Q. And you testified that you worked in that

office too, right?

A. I did.

Q. And you were there every day?
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A. To the extent I wasn't on vacation or doing

something else, trade show or et cetera, I was there.

Q. And as we look at this exhibit and you see

that Edward Foster is between you and some of the other

employees; do you see that?

A. I do.

Q. Were you accessible to the employees under

Edward Foster?

A. Define accessible.

MS. BAKER: Objection, vague.

BY MR. WHEELER:

Q. If Mr. -- let's say Ms. Schaller, if she

wanted to come talk to you, was she allowed to do that?

A. Yes.

Q. Did she do that?

A. From time to time possibly.

Q. What about Mr. Madsen, did you meet with him

one on one?

A. Mr. Madsen's testimony this morning was

correct on how much we would meet.

Q. So that is yes, you did meet with him?

A. Yes, very short meetings, you know, very short

conversations, a minute or less on an infrequent, you

know, random basis.

Q. So I guess my question is, did, this suggests
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a chain of command and, did people have to follow that

chain of command or it sounds that like they could come

talk to you directly if they had issues; is that a fair

statement?

MS. BAKER: Objection, foundation, leading the

witness.

JUDGE McKENNA: Sustained. While you are

recapitulating what you want to put together, I have a

couple of questions.

COURT'S EXAMINATION

BY JUDGE MCKENNA:

Q. So you indicated that as to the VP of legal

affairs, that Mr. Foster hired him?

A. Yes, that's correct.

Q. All right. Would that be subject to your

approval since he is hiring a vice president?

A. Yeah, Mr. Foster came to me and said, hey, I

think we have a great candidate for a lawyer, and I had

promoted Mr. Foster so he was, his responsibilities --

we needed somebody to take over what he used to do.

And he knew Mr. Pickett from somewhere, I'm

not sure where and he said, I have a great candidate.

Do you mind if I hire him? And I said, he is going to

work for you, you do what you want to do. Hire him.

Q. All right. And so what about the comptroller,
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and the director of IT operations?

A. The comptroller, Mary Anne Reece was hired by

Andrew Peck. Again with -- I had gave them permission

that we needed to fill that spot because we need a

comptroller to produce all of those financial

statements, et cetera.

And so he found her somehow. I'm not sure,

but there may have been a recruiter. I don't know.

Mr. Rondeau was, again, at a company that

Edward Foster and I worked at in 2000 -- well, I was

there in 2000 and 2001 for a short period of time. And

so we both had knowledge of Mr. Rondeau, and Mr. Foster

suggested that we hire him and I agreed.

Q. All right. How come Mr. Andonian was not

under the vice president of technology or conversely

that Mark Rondeau was not under the director of IT?

A. As far as Rondeau, why he was on this org

chart where he is at, I don't -- I can't tell you the

answer to that, I don't know. He's -- I think he

probably did more, specifically, for Hassan than he did

for Bruce.

As you remember Bruce's testimony this morning.

Bruce has very, very little to do with Integrity

Advance. Hassan was the primary IT person for that

company. And that is why there was not really a reason
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for Bruce to report to Hassan. Hassan also had a thick

language barrier, in terms of his accent and he --

Bruce didn't understand him very well.

JUDGE McKENNA: All right. Thank you. You

ready?

MR. WHEELER: Yes.

JUDGE McKENNA: All right.

DIRECT EXAMINATION (cont.)

BY MR. WHEELER:

Q. Mr. Carnes, were all of the people who

appeared on this exhibit allowed to come talk to you?

A. Yes.

Q. This shows Mr. Foster as executive vice

president, chief operating officer, and general

counsel, right?

A. Correct.

Q. What did he do in that role?

A. The role was those three things. Executive

vice president was somebody who, the role of that was

to be a signer on an accounts, you could sign

documents, could use, you know he was a number two

person in the company.

General counsel, I think speaks for itself what

he did, you know he did -- he was this charge all of

the legal affairs of the company, made sure all the
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contracts got read by himself or Mr. Pickett,

interfacing with our counsel outside counsel. Those

sorts of things.

And then when he was promoted as chief

operating officer I gave him the responsibility of

having all of those people report to him. And he was,

as part of his job had meetings with each group.

And there were more people in the org chart

than this org chart shows, but at any rate, he was to

meet with each group and talk about what they were

doing, I think on a weekly basis and if there were

issues they would be brought to my attention.

Q. How often did you talk to Mr. Foster?

A. Daily.

Q. Did you talk to him daily about Integrity

Advance business?

A. No.

Q. How often would you say you talked about

Integrity Advance business?

A. Whenever it needed to be talked about.

JUDGE McKENNA: Non-responsive.

THE WITNESS: How often did I talk to him?

BY MR. WHEELER:

Q. About Integrity Advance business.

A. Like times per week?
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Q. Yes.

A. It varied greatly over time from one time per

week or zero times per week, to maybe ten times per

week and I'm guessing I wasn't keeping track.

Q. Is it fair to say you and Mr. Foster spoke

regularly about Integrity Advance business?

MS. BAKER: Objection foundation.

JUDGE McKENNA: Sustained. I think that he

gave you the best estimate of how much he talked with

Mr. Foster about Integrity Advance. And I think it's

really difficult because at different points in time

depending upon problems, would it be fair to say that

if there Was a problem, that you and Mr. Foster were

talking about it.

THE WITNESS: If it was a significant problem,

absolutely. If it was a problem that Mr. Foster could

handle on his own, and I and I didn't need to be

brought into the loop that is what he was there to do.

JUDGE McKENNA: Go ahead.

BY MR. WHEELER:

Q. You just talked about so if something was a

significant enough problem you would be brought into

the loop, can you can you give us any flavor for what a

significant enough problem might be?

MS. BAKER: Objection vague.
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JUDGE McKENNA: I'm going to allow it.

THE WITNESS: Mr. Madsen or Mr. Andonian this

morning gave you a great example of something I might

be brought in the loop, or our data base become very

slow for some reasons and was causing us problems in

approving consumers, that is something that I would be

brought into the database so I would be aware, because

that would a reaching effects throughout the rest of

the business.

BY MR. WHEELER:

Q. Did Integrity Advance have a website?

A. Yes.

Q. Were some loans originated directly on

Integrity Advance's website?

A. I need you to explain what you are trying to

-- yeah, I don't understand what you are trying to ask.

Q. Could a consumer go to Integrity Advance's

website, directly and obtain a payday loan?

A. They could go to Integrity Advance's website

and apply for a payday loan.

JUDGE McKENNA: And not go through a lead?

THE WITNESS: Yes.

BY MR. WHEELER:

Q. Did you approve the contents of Integrity

Advance's website?
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A. I don't -- you -- did I approve the contents?

Yeah, I mean I guess I was ultimately responsible being

the CEO, but I don't know that I ever even read the

contents of each, in it -- each actual link. Like our

privacy policy, for instance, was given us to us by

outside counsel and that is not something that I would

go through and read. I assume they figured out what

they should be -- we should be saying.

Q. So, do you remember approving the contents of

the website?

MS. BAKER: Objection asked and answered.

JUDGE McKENNA: No, it wasn't.

THE WITNESS: I did approve the contents of

the website. I mean, I, you know to the -- at a high

level.

BY MR. WHEELER:

Q. Mr. Carnes, are you familiar with the term

rollover in the payday loan context?

A. I am.

Q. What is a rollover?

A. It is what you would call a renewal. A

renewal is something that is part of the Delaware

statute where a consumer would extend the due date of

their loan, and pay interest or interest -- a

combination of interest and principal.
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Q. When a consumer took a loan with Integrity

Advance and didn't call Integrity Advance before their

next pay date, it's true that their loan would be

rolled over, renewed correct?

MS. BAKER: Objection leading.

JUDGE McKENNA: I will allow it.

THE WITNESS: Restate the question, please.

BY MR. WHEELER:

Q. When a consumer took a loan with Integrity

Advance and did not call the company before their next

payday, was their loan rolled over or renewed?

A. They could have called, they could have

e-mailed, they could have -- and it could be on their

financial payments, so there are -- in some ways it

wouldn't be and some ways it would be.

Q. So let's assume the consumer takes their loan,

they haven't made a single payment yet their -- if they

didn't make a call to Integrity Advance their loan

would be would renewed by Integrity Advance, isn't that

right?

MS. BAKER: Objection, leading the witness.

JUDGE McKENNA: This is not Mr. Wheeler's

client. And Mr. Carnes is perfectly capable of

answering questions that, that are posed to him by

government counsel. So, on these types of questions,
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I'm going to allow it. So you want to repeat it?

THE WITNESS: Could you read it back, please?

Thank you.

COURT REPORTER: When the consumer took a loan

with Integrity Advance and didn't call Integrity

Advance before their next pay date, it's true that

their loan would be rolled over, renewed, correct?

Oh, I'm sorry, you answered.

JUDGE MCKENNA: Well, part of it.

COURT REPORTER: Okay --

JUDGE MCKENNA: Assuming that the customer did

nothing, what would happen?

THE WITNESS: Assuming they didn't call or

e-mail, and it was their first payment, as Mr. Wheeler

pointed out, they would be renewed. And they would

pay, if it was first payment they would pay an

interest payment and their loan would be extended.

To their next payday which was either two

weeks or if they were paid semi-monthly it would be to

their next semi-monthly pay date.

JUDGE McKENNA: And if they did nothing on the

next one, the next payday, would the same happen?

THE WITNESS: Yes.

JUDGE MCKENNA: And how many times would that

go on before you would go to workout?
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THE WITNESS: Pursuant to Delaware law it goes

five times, if there is a regular payment, four

payments, and then it goes to workout after that.

JUDGE MCKENNA: Proceed.

BY MR. WHEELER:

Q. Mr. Carnes, this process of renewal and auto

work-out you just described, is this something you

understood when you were the CEO of Integrity Advance?

A. I don't understand.

JUDGE McKENNA: Were you familiar with this

process?

THE WITNESS: Sure, it was our product.

BY MR. WHEELER:

Q. Who designed the product?

A. The State of Delaware.

Q. You are saying the State of Delaware designed

the payday loan product?

A. I am.

Q. So I understand, I understand that your

testimony that is the pay -- that Delaware allowed this

pay date loan product?

A. It was one hundred percent conforming to their

exact statute.

Q. Right. But Delaware didn't make you form

Integrity Advance?
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A. No.

Q. And they didn't tell you, you had to give a

payday loan exactly like this?

A. If we wanted to lend in their State we had to

give a loan substantially similar to, to that the loan

we gave. There was, maybe, some flexibility in the

terms but very little.

Q. What flexibility was there?

A. I'm not a lawyer. I wouldn't be confident

commenting on that.

Q. Is it your testimony that the State of

Delaware required you to rollover, required Integrity

Advance to rollover consumer loans?

A. I don't know that they required it.

Q. So who at Integrity Advance decided that

Integrity Advance's loan product would rollover if a

consumer didn't call?

A. Again it was part of the process of working

with the State of Delaware, and our consumer lending

license within that State as to how the product was

created.

Q. But you had ultimate authority over this

product, right?

A. I had ultimate authority over the company and

making sure that it complied with the Delaware law I
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had.

Q. And Delaware wasn't requiring you to make the

loans rollover?

A. I don't know what they required.

Q. Do you know what percentage of Integrity

Advance's loans experienced renewals or rollovers?

A. Can you be a little more specific?

Q. I don't know, I mean do you know the

percentage?

A. Like, that experienced one rollover.

Q. Experiences, yes, even one rollover.

A. One or more?

Q. One or more, yes, sorry.

A. I think that the best estimate which you would

also find in my testimony prior, would be about ninety

percent.

Q. So your testimony today is that roughly ninety

percent of Integrity Advance loans experienced at least

one rollover?

A. That is my understanding.

JUDGE McKENNA: Do you have a different

figure?

MR. WHEELER: No, Your Honor.

BY MR. WHEELER:

Q. Is that something you understood when you were
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the CEO of Integrity Advance?

MS. BAKER: Objection, foundation, and vague

speculation.

JUDGE McKENNA: All right. Your objection is

duly noted. We are going to rephrase. And so, go

ahead and rephrase and lay your foundation.

BY MR. WHEELER:

Q. You have just testified that here today you

understand that ninety percent of Integrity Advance's

loans experienced at least one renewal, correct?

A. I said it was my belief that approximately

ninety percent did.

Q. So --

A. I didn't testify that exactly ninety did, no.

So I just want to be clear.

Q. Do you think it's significantly different than

ninety percent?

A. Again, it's a guess and I think that is what

is right.

Q. So, my question is, did you have that same

understanding when you were CEO of Integrity Advance?

That somewhere in the neighborhood of ninety percent of

Integrity Advance loans were -- experienced at least

one renewal?

MS. BAKER: Same objection, foundation,
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speculation, vague.

JUDGE McKENNA: Overruled.

MS. BAKER: Well, what time are we talking

about?

MR. WHEELER: At any time when he was chief

executive officer or president and running Integrity

Advance.

JUDGE McKENNA: All right. So, if you are

talking about time, then you can subdivide it by year.

Or you can say, that it didn't materially change in all

of those years.

THE WITNESS: It wasn't something that was on

the radar of -- or my radar to think about, to -- the

number you are asking.

BY MR. WHEELER:

Q. But did you have an understanding that most

consumer loans were going to experience a renewal?

MS. BAKER: Asked and answered.

JUDGE McKENNA: Overruled.

THE WITNESS: I did, I just told you that

ninety percent likely did experience a rollover.

JUDGE McKENNA: You know that now, but did you

know that then? And then means at any time during the

time that Integrity Advance was in business, and if

there is a time period where you didn't know that, you
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can so delineate.

THE WITNESS: At the time Integrity Advance

integrity was in business I don't recall seeing that

number anywhere.

BY MR. WHEELER:

Q. More generally, leaving aside the ninety

percent number, did you have an understanding that the

majority of Integrity Advance's loans would experience

at least one rollover or renewal?

A. Yes.

JUDGE MCKENNA: All right. Is that now or

then?

THE WITNESS: That is now and then. The other

one is now, the ninety percent is something that came

to light, I think, through this process. Because I

don't know that I really thought about it back then.

BY MR. WHEELER:

Q. So I guess just so we are clear, when you were

running Integrity Advance you didn't have a ninety

percent number in your head?

A. No.

Q. But you had an understanding that the majority

of Integrity Advance loans would experience at least

one renewal or rollover?

A. Yes.
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Q. Mr. Carnes, did you ever review Integrity

Advance's loan agreement?

A. Define review.

Q. Have you ever seen an Integrity Advance loan

agreement?

A. I have seen one.

Q. In what context?

A. Preparing for this trial.

Q. Did you ever see an Integrity Advance loan

agreement in 2008 when Integrity Advance was being

formed and started loaning?

A. Did I ever see one?

Q. Yes, did you see one?

A. Possibly.

Q. Did you ever see a template for an Integrity

Advance loan agreement back in 2008?

A. That is what -- that would have been all that

I would have seen, if I had saw something. I wouldn't

have actually seen a loan agreement.

Q. Do you know who would have created an

Integrity Advance loan template?

A. Our outside counsel company, in association --

working with Mr. Foster.

Q. Who was that?

A. Who was our outside counsel?
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Q. Yes.

A. A woman named Claudia Calloway, and a woman

named Christina Gregorian, G-R-E-G-O-R-I-A-N, I

believe, who are now at Kattan Law Firm. I don't

believe I know where the -- or I can't remember the

name of the law firm they were at then.

Q. And it was your testimony that they -- they

wrote the loan agreement template?

A. Yes.

Q. Did you ever talk to them about the loan

agreement template?

A. I did not.

Q. And you testified that you believe you

reviewed the loan agreement template? Was that your

testimony?

MS. BAKER: Objection, it misstates prior

testimony, Your Honor.

JUDGE McKENNA: Does it misstate your

testimony?

THE WITNESS: Explain -- I don't understand

that -- what you are saying. I may have flipped

through a loan agreement, your concept of review I'm

not sure what it means. I'm not lawyer, I may have

looked through a template that's -- that would be the

extent of my knowledge of a loan agreement.
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JUDGE McKENNA: So to that point.

MS. BAKER: That was my point. Thank you,

Your Honor.

JUDGE MCKENNA: All right.

BY MR. WHEELER:

Q. As CEO did you have to approve the loan

agreement template?

A. Again as CEO you are ultimately approving

everything and I -- that is something that I have had

and have no knowledge about, and relied on outside

counsel, as well as Mr. Foster to take care of that.

Q. But is it your testimony that you had to

approve the loan agreement template?

MS. BAKER: Objection, asked and answered.

JUDGE McKENNA: Well, misstated too, misstated

his testimony.

MS. BAKER: Yes, Your Honor, it misstates his

testimony as well. Thank you.

JUDGE MCKENNA: All right. So you -- you got

to just backup a little bit all right. So, Mr. Carnes

testified that he was the CEO and as the CEO he is

responsible for everything. And that he reviewed the

template at the time that it was being prepared. Is

that correct, Mr. Carnes?

THE WITNESS: I probably didn't do -- when it
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was being prepared it was more, you know. And I don't

even recall flipping through it, but I could have

flipped throughout at some point after it had been

prepared that it was going to be put into action.

Between attorneys doing -- preparing it and between it

going into action.

JUDGE McKENNA: And did Mr. Foster explain to

you what the process was going to be?

MS. BAKER: Your Honor, if I could just --

JUDGE McKENNA: You can object if you want.

MS. BAKER: -- interject. To the extent that

calls for the disclosure of privileged communications

that my client might have had with Mr. Foster who was

advising him in him in is in context as wearing his

general counsel hat I will instruct my client not

waive that privilege at this time, thank you.

JUDGE MCKENNA: Okay.

MS. BAKER: And let me just make sure my

client understands. To the extent he can answer that

question, without disclosing information that you

would have received or either because you asked for it

or because it was given to you, in the context of

Mr. Foster giving you legal counsel, if you answer,

that question you will potentially you could

potentially waive privilege.
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MR. WHEELER: Your Honor, to the extent that

Mr. Carnes is relying on advice of counsel defense and

saying that counsel advised him of his loan agreement

he can't assert that and then claim attorney/client

privilege. I know he has, it's his counsel. But I

think the case law is pretty clear, Your Honor, that

an advice of counsel defense waves privilege.

So, if that's his testimony that he relied on

Mr. Foster then those communications aren't

privileged, or the privilege doesn't apply here.

MS. BAKER: Your Honor, I don't think that has

been his testimony I think his testimony has not been

I relied on counsel his testimony has been that is

what I hired lawyers to do, not that they told me to

do something that, as understand defense of counsel

reliance on counsel defense it's I did something

because my lawyers told me it was okay to do.

That's not what Mr. Carnes has testified to

here at all if Mr. Carnes wrote a loan agreement and

said my lawyers told me it was okay to write this loan

agreement that would be a reliance on counsel defense.

That is analytically distinct for from what Mr. Carnes

testified to, he has not waived privilege nor has he

even put that at issue here.

JUDGE MCKENNA: All right. So at the time
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that at the time that the template was being prepared

what position did positions did Mr. Foster hold?

THE WITNESS: That would have been in 2008,

and he would have been executive vice president and

general counsel.

JUDGE McKENNA: Okay. And without going into

the specifics of advice that he might have given you,

since he was the executive vice president in addition

to being general counsel, would he have explained to

you the context of that template?

THE WITNESS: I don't recall him explaining

the content of the template to me.

JUDGE McKENNA: In 2007?

THE WITNESS: Or eight.

JUDGE McKENNA: All right. Go ahead.

BY MR. WHEELER:

Q. Mr. Carnes, could Mr. Foster have -- we were

are talking about loan agreement template and a loan

agreement template that Integrity Advance used to

generate loan agreements, could Mr. Foster have

approved the use of a loan agreement template without

your approval?

A. Again, it was -- we hired an outside counsel

to come up with the loan agreement. We trusted that

that was the best thing to do and we used it. I don't
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know, you know there was no stamp, I wasn't stamping my

approval on it. I just assumed that they knew what

they were doing.

Q. Was it true --

A. As did Mr. Foster. Mr. Foster is not an

attorney that is a regulatory attorney either.

Q. But isn't it true that they had your approval

to implement this loan agreement?

MS. BAKER: Objection, asked and answered.

JUDGE McKENNA: I will allow it.

THE WITNESS: Did they have my approval to use

the loan agreement? Yes.

BY MR. WHEELER:

Q. And do you recall specific conversations that

you had with people at Integrity Advance about the loan

agreement?

A. No.

Q. You have testified that Integrity Advance only

had one product, right?

A. Yes.

Q. And that was a consumer loan?

A. Yes.

Q. And that consumer loan was implemented by a

loan agreement?

A. Yes.
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Q. And you testified that Integrity Advance made

money?

A. Yes.

Q. And had profits?

A. Yes.

Q. And you were the CEO?

A. Yes.

Q. But you're saying you never had conversations

about the loan agreement?

JUDGE McKENNA: He didn't say he never had

them. He said he doesn't recall any.

BY MR. WHEELER:

Q. Is that true, sir, you don't recall?

A. I don't recall having conversations about the

loan agreement itself.

Q. Were there any complaints that you received

about Integrity Advance's loan product?

A. Complaints never rose to my level, so I don't

know.

Q. So you were unaware personally of any

complaints?

A. I wasn't aware of complaints.

Q. Mr. Carnes, you are aware that the Consumer

Financial Protection Bureau sent a civil investigative

demand to Integrity Advance?
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A. Yes.

Q. And you're aware that CID, if I can shorten

it, contained a list of questions or interrogatories?

A. Yes.

Q. Did you participate in Integrity Advance's

response to those interrogatories?

A. I did not write them, I read through them.

Actually there was several, I believe.

MS. BAKER: If I can just caution you to the

extent that you would be disclosing conversations or

communications you might have had with counsel who

prepared those for you. Please do not disclose those

communications. If you can answer Mr. Wheeler's

question without doing that, please do so.

THE WITNESS: I believe there were several

interrogatories that we submitted, the first one I

don't think I even read or looked at very closely, and

the subsequent one or two, however many there were, I

did look at.

BY MR. WHEELER:

Q. Let's look at Exhibit 70.

MR. WHEELER: Are you ready, Your Honor?

JUDGE McKENNA: Uh-huh.

MR. WHEELER: Okay. My apologies.

BY MR. WHEELER:
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Q. Mr. Carnes, I'm showing you what has been

marked as Enforcement Counsel Exhibit 70. Do you

recognize this document?

A. I do.

Q. What is it?

A. It appears to be something to you and

Mrs. Weinberg about the response.

Q. Is this a document you reviewed before it was

produced to the Bureau?

A. I can't remember.

Q. Take a second to look at it, if that helps.

A. I think this may have been the one that I

didn't see before it went to the bureau. Is this the

first one?

Q. I believe it's the second one. I think there

was one on October 25th also that was the first one if

that helps.

A. It doesn't.

Q. Mr. Carnes, are you familiar with remotely

created checks?

A. I am.

Q. What is a remotely created check?

A. Check that is created remotely.

Q. Did Integrity Advance create remotely created

checks?
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A. They did.

Q. For what purpose?

A. Collecting consumer debt.

Q. How did Integrity Advance create remotely

created checks?

A. On a -- our software had a package, or a

module within it that printed it.

Q. Did you ever print one personally?

A. No.

Q. Did you ever see them printed?

A. Yes.

Q. How often?

A. I can't remember exactly, but probably weekly,

they were printed. I didn't see them weekly, but they

were probably printed weekly.

Q. And you said it what as software package that

allowed you to print them so I assume that was located

in the office in the Kansas City area?

A. It was in the cloud.

Q. But the printer was in the Kansas City area

office?

A. Yes.

Q. Mr. Carnes, does Hayfield still exist?

A. Yes.

Q. In what capacity?
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MS. BAKER: Objection asked and answered.

JUDGE McKENNA: I will allow it.

THE WITNESS: In wind down mode.

BY MR. WHEELER:

Q. At some point, were large portions of Hayfield

sold?

A. Yes.

Q. And could you describe that?

A. In 2012, December, the company -- publicly

traded company called EZ Corp bought certain assets of

Hayfield.

Q. Which assets did they buy?

A. The laundry list?

Q. As best you can remember.

A. It's a public, publicly available document I

wouldn't want to go guess and try to tell you

everything they bought, because I would leave things

out.

Q. Did Integrity -- excuse me, did EZ Corp buy

Integrity Advance?

A. No.

Q. Did it buy any piece of Integrity Advance or

anything owned by Integrity Advance?

A. A small customer list of a subset of Integrity

Advance states.
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Q. You said Integrity Advance states?

A. Of state, a customer list of some states that

Integrity Advance lent to.

Q. Do you know how many consumer names are on

those lists?

A. I don't.

Q. You said it was small though?

A. Yes.

Q. Do you have sense of what -- you when you said

small, do you have any sense of what you meant by that?

A. It was a limited number of states and it was

consumers that were VIP consumers with Integrity. It

was just a list of them.

Q. As part of the sale, did EZ Corp purchase

Hayfield's computer servers?

A. I believe so, I'm not positive, but I believe

so.

Q. Would those servers that you think EZ Corp

purchased have housed Integrity Advance's operations?

A. No.

Q. What servers did Integrity Advance use?

A. They were servers in a different location.

Q. Did you receive any compensation as a result

of Hayfield being sold to EZ Corp?

MS. BAKER: Objection, relevance.
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JUDGE McKENNA: I will allow it.

THE WITNESS: I did.

BY MR. WHEELER:

Q. And what was that compensation you received?

A. It was paid out over time, and it was

approximately -- you mean what part that I received?

Q. Yes?

A. Approximately twenty-five million dollars.

MS. BAKER: Your Honor, if I could move that

portion to be placed under seal. I don't believe that

that is part of the publicly available document that

concerns this transaction. So just that last question

and answer. And, if -- I don't believe it does concern

this transaction and obviously if it ultimately does,

we will withdraw that motion.

JUDGE McKENNA: Which transaction?

MS. BAKER: The EZ Corp transaction that

Mr. Carnes and Mr. Wheeler are discussing.

JUDGE McKENNA: So, if it falls under the

protective order?

MS. BAKER: Your Honor, the order, the

agreement that manifests that deal, as Mr. Carnes just

testified, is available online. It's a public

document. It was part of a publicly traded

transaction. I don't believe the testimony that he
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just provided is publicly available information. So I

believe it is confidential and proprietary. I would

request that that portion of it, this question -- the

last question and last answer be filed under seal along

with the other documents that we have agreed be moved

into the record under seal. Thank you.

JUDGE McKENNA: What is your position?

MR. WHEELER: No objection, Your Honor.

JUDGE McKENNA: Before I rule on that, does --

is the -- this sale agreement between EZ Corp and

Integrity Advance, or Hayfield -- it's with Hayfield?

THE WITNESS: Yes.

JUDGE MCKENNA: All right. And so, that is

a publicly available document that lists the total

amount paid by EZ Corp for Hayfield without subdivision

down to your level?

THE WITNESS: I can't remember how low it

subdivides it. I know that it was -- it has the whole

big picture deal in there. I don't know that I-- it's

an SEC document and they are very fine printed and I

have, again, skimmed through it. But I can't remember

if it tells the granular level or not.

JUDGE McKENNA: Ms. Baker, you need to look

that over and see whether that is contained in there or

not and discuss it with Mr. Wheeler.
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And I will reserve ruling on whether to place

that under seal. And I want to know why it's important

that that question and answer be placed under seal, you

can answer it or Mr. Carnes can answer it.

MS. BAKER: Well, assuming that that is not

publicly available, we will confirm that this evening,

Your Honor, and be prepared to answer your question

tomorrow. And confer with Mr. Wheeler as well. But

assuming it's not publicly available information and I

do not think it is, but I want to confirm that. It's

Mr. Carnes personal financials that are not public.

His personal financial information is not publicly

available information. Nor should it be.

Nor is there any reason compelling public

interest to make it publicly available. There is no

establishing liability as to him. And even if Your

Honor ultimately found that, there is no connection

between Hayfield and Integrity Advance in a way that

would justify disclosing that information into the

public.

And it's quite proprietary and confidential

for all of the reasons that none of us would want our

bank accounts or financial statements out there in the

public for the reasons that tax returns are not per se

publicly available documents. It would be the same
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issue as Mr. Carnes' answer to Mr. Wheeler's last

question.

JUDGE McKENNA: All right. Now you have a

context and texture.

MR. WHEELER: Yeah.

JUDGE MCKENNA: So, what do you say now?

MR. WHEELER: I mean, Your Honor, I mean, I

don't agree this is his personal financial

information. I mean, the fact that he received a

certain amount of money, some number of years ago, I

mean, that doesn't let me know how much money he has

right now. I mean, he could have spent it all. He

could have, you know, invested it and made billions of

dollars.

I don't think the fact that he received a

certain amount of money a long time ago really gives

us an insight into his personal financial information.

Also, Mr. Carnes is also a party to this case.

JUDGE McKENNA: Well, what I would like to

know is what the basic terms of the sale agreement

are, total amount of money and the breakdown of who

received what.

MS. BAKER: Yes, Your Honor.

JUDGE McKENNA: And whether that follows the

organizational and ownership chart that we looked at
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earlier.

MS. BAKER: Your Honor, are you asking us to

provide that information to the Court? Or are you

asking Mr. Wheeler to provide that since he is the one

who -- this is his question of this witness and he

apparently thinks this is relevant to their case, so

I'm not sure whether --

JUDGE McKENNA: Well, he didn't ask that

question. I did.

MS. BAKER: I understand.

JUDGE McKENNA: And so if you just humor me

just a little bit, I don't want a lot of information.

I just want some information from you. Since you have

kind of cabined what you want to be disclosed, and I

want to know how, how that affects the overall

transaction.

MS. BAKER: Your Honor, if I, I just want a

point of clarification just to make sure we provide

Your Honor with --

JUDGE McKENNA: So that would be Exhibit 50.

MS. BAKER: Your Honor.

MR. WHEELER: I'm not -- I'm not sure that is

the whole agreement. I, when I checked it in advance

of trial, it -- I mean, we are happy to bring a copy

of the full agreement tomorrow.
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MS. BAKER: Your Honor, my understanding is

that is a mere fraction of the agreement. It was very

large.

MR. WHEELER: Yeah, it's pretty long.

THE WITNESS: It's a phone book.

MR. WHEELER: Yeah.

MS. BAKER: Um --

MR. WHEELER: And that was sort of our

mistake, Your Honor. I thought we had the full

exhibit. But what is in the exhibit book is a portion

of it.

JUDGE McKENNA: Well, I still want to know --

I want a breakdown. And then going back to my

admonition to you, Mr. Wheeler, I want to know how all

of this, these pieces fit together, if at all.

Because you are going to be assuming that

culpability is found as to Mr. Carnes, which I'm not

anywhere near making such a finding at this stage. I

want to know how much and who, and does it track that

ownership chart as to the distribution.

Do you know that, do you know the answer to

that?

THE WITNESS: I can answer, I think, what you

are trying to get. So and it's mostly disclosed

publicly. I don't think some of the details are

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 290 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

I-245

disclosed publicly. Um -- so the --

JUDGE McKENNA: Wait a second, I want to make

sure -- I don't want you saying something that your

counsel doesn't like.

MS. BAKER: Thank you, Your Honor, to the

extent Mr. Carnes is answering the question that isn't

publicly available information about a transaction, I

would just ask that question and answer be filed under

seal. But certainly, Your Honor is permitted to ask.

I mean, we don't have an objection to the question per

se just that it be maintained under seal, thank you.

JUDGE McKENNA: All right. Same ruling that

I'm going to look into it and make a determination.

MS. BAKER: Thank you.

JUDGE McKENNA: So just go ahead.

THE WITNESS: So the transaction was over a

three-year period, paid out over a three-year period

and it was, there were in the beginning a lot of

expenses in the deal such as attorney's were very

expensive. We had an investment bank that facilitated

the deal which was expensive, expensive like millions

of dollars.

We had some employees that had phantom stock

that got money. And after all of that was paid, there

was a complicated breakdown with our investment bank
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partner that had a basis, that got made up first.

Actually as I think about it, I should restate my -- I

didn't get about twenty-five million, I got twenty --

something less, oh, somewhere between twenty and

twenty-three million, maybe, closer to twenty.

But at any rate, they -- you paid all of this

stuff, and then once all of the preferences were made

up, then it went exactly to the percentages that were

on the chart 65, or whatever he showed. I got 50.8,

whatever it was, and SI Hayfield got 41 something, and

EZ -- you know, the other two interests got their

share, being Mr. Foster and Mr. Bunting.

COURT REPORTER: And Mr. Who?

THE WITNESS: Bunting, B-U-N-T-I-N-G.

MS. BAKER: Your Honor, if I could just note

an objection to the line of questions -- not that Your

Honor is asking -- but that has precipitated this

whole conversation, relevance. This is a case about

Integrity Advance. Mr. Carnes testified that almost

no assets from that company were sold in connection

with this transaction. It remains unclear as to how

any aspect of that transaction is at issue in this

matter and should be brought into evidence in this

matter.

JUDGE McKENNA: Okay. You might be right.
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And that will be reflected if I so find in the

decision. So, I'm just -- just getting the whole

picture painted. And then we will see where we go.

MS. BAKER: Well, I'm making these for the

record, of course, Your Honor.

JUDGE McKENNA: I understand.

MS. BAKER: Thank you.

THE WITNESS: Did that answer your question?

JUDGE McKENNA: Yes.

BY MR. WHEELER:

Q. Mr. Carnes, you have testified that EZ Corp

bought some part of Integrity Advance's customer list?

A. Yes.

Q. But did not buy the company, itself?

A. No.

Q. Do you know why that was?

A. They --

MS. BAKER: Objection, calls for speculation.

JUDGE McKENNA: You can answer if you know.

THE WITNESS: They structured the whole thing

as an asset deal, not a company deal and I'm not, I'm

not a lawyer so I don't know the rationale for doing

that. But the asset deal was particularly -- there

was interest in certain assets, Hayfield assets is

what they bought.
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BY MR. WHEELER:

Q. Can we take a look at Exhibit 67 one more

time. So I just want to clear something up, because

I'm not sure it's clear from prior testimony. We have

talked about Willowbrook Marketing, which appears on

this chart, right?

A. Correct.

Q. And then there was also an entity called

Willowbrook Partners?

A. Yes.

Q. And that doesn't appear here, right?

A. No.

Q. And what was the purpose of Willowbrook

Partners?

A. Willowbrook Partners was created to be the

management company of Hayfield Partners, Investment

Partners.

Q. And did you own Willowbrook Partners?

A. Mr. Foster and I owned it.

Q. What were the respective percentages?

A. I can't recall exactly, but something along

the lines of one was 98 and a half and 1 and a half.

Q. So you owned roughly 98 and a half?

A. I believe so.

Q. Did Hayfield pay any sort of fee to
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Willowbrook Partners?

MS. BAKER: Objection, relevance. This is

pretty far afield.

MR. WHEELER: Just trying to clear up the

record on various entities, Your Honor. I mean, he was

the CEO of Hayfield.

JUDGE McKENNA: I will allow it.

MS. BAKER: If I can just make a record.

JUDGE McKENNA: Sure.

MS. BAKER: There is only one company that is

a Respondent in this matter, Integrity Advance. And to

this day and we are now five o'clock at night, so it's

eight hours. Mr. Wheeler has not yet made the

connection between Hayfield, Willowbrook, and Integrity

Advance such as to justify this ongoing line of

questions. So I just want to make that record, thank

you.

JUDGE McKENNA: Thank you. Seven hours less

lunch.

MS. BAKER: Fair enough.

MR. WHEELER: Okay. Thank you, Your Honor.

BY MR. WHEELER:

Q. Do you remember the question?

A. Ah, the question was something about

Willowbrook Partners being the manager of Hayfield.
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Q. Yes, and did Hayfield -- did Willowbrook

Partners receive any sort of fee for managing Hayfield?

A. Yes.

Q. Could you describe that?

A. It was a fee that came out to pay Mr. Foster's

salary, my salary, rent in the office, internet

service, et cetera, office supplies, what have you,

kind of expenses.

JUDGE MCKENNA: How much more do you have?

MR. WHEELER: I'm almost done, Your Honor. I

know we are --

JUDGE McKENNA: I know you are.

MR. WHEELER: What's that?

JUDGE McKENNA: I said, I know you are.

MR. WHEELER: I see we are past 5:00. Just a

couple more.

BY MR. WHEELER:

Q. You also mentioned Willowbrook Management?

A. Yes.

Q. And just could you remind us what Willowbrook

Management did?

A. Wholly owned by Willowbrook Partners and that

was the company from which Mr. Foster and I got paid

our salaries out of.

Q. So did you own Willowbrook Management as well?
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A. Again, Willowbrook Management was wholly owned

by Willowbrook Partners, so I effectively owned 98 and

a half percent.

Q. You testified earlier that the percentage of

Hayfield that Willowbrook owns did fluctuate some over

time?

A. Yes.

Q. Do you remember what the highest percentage

was, the highest percentage of Hayfield that

Willowbrook owned during Hayfield's existence?

A. I don't recall exactly what it was, but it

was, you know, call it three or four. Somewhere

between three and four percentage points higher that

what is represented on this chart.

Q. What about the lowest amount, do you recall

that?

A. It is, the lowest amount is represented in the

chart.

Q. And that is 50.38 percent?

A. Yes.

MR. WHEELER: Take a quick break, Your Honor,

just to confer, but I think I am almost done.

JUDGE McKENNA: All right. Well, I think we

can stop. You can have redirect after the cross, so we

will just call it an evening.
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We will start at 9:30.

Off the record.

(The proceedings adjourned at 5:20 p.m.)

---
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REPORTER'S CERTIFICATE.

I, Jeannie A. Milio, Registered Professional

Reporter, an Official Court Reporter for the United

States Coast Guard, do hereby certify that I

stenographically recorded the proceedings in Consumer

Financial Protection Bureau versus Integrity Advance,

LLC and James R. Carnes, File No. 2015-CFPB-0029, held

on July 19, 2016, at 9:30 a.m. (ET), at the FERC

Building, 888 First St., N.E., Washington, DC, before

the Honorable Parlen L. McKenna.

I further certify that the page numbers I-1

through I-253 constitute an official transcript of the

proceedings as transcribed by me from my stenographic

notes to the within typewritten matter in a complete

and accurate manner.

In witness whereof, I have affixed my signature

this 1st day of September, 2016.

___________________________

Jeannie A. Milio, RPR

Official Court Reporter
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UNITED STATES OF AMERICA

Before the

CONSUMER FINANCIAL PROTECTION BUREAU

_______________________________________________________

In the Matter of :

: Administrative Proceeding

INTEGRITY ADVANCE, LLC : File No. 2015-CFPB-0029

and JAMES R. CARNES, :

Respondent. :

_______________________________________________________

REPORTER'S OFFICIAL TRANSCRIPT OF PROCEEDINGS
HEARING (Volume II of III)

Washington, D.C.
Wednesday, July 20, 2016

BEFORE:

HONORABLE PARLEN L. McKENNA, ADMINISTRATIVE LAW JUDGE
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APPEARANCES:

For the Agency:
Alusheyi J. Wheeler, Esquire
Wendy J. Weinberg, Esquire
Vivian W. Chum, Esquire
Craig A. Cowie, Esquire

For the Respondent:
Allyson B. Baker, Esquire
Peter S. Frechette, Esquire
Danielle R. Foley, Esquire
Andrew T. Hernacki, Esquire
Hillary S. Profita, Esquire
Venable, LLP, Washington, D.C. 20004

On Behalf of Mr. Edward Foster
Gerald S. Sachs, Esquire

ALSO PRESENT:
For the Administrative Law Judge:
Heather MacClintock, Esquire
Lauren S. Staiti, Esquire

Jeannie A. Milio, RPR
Official Court Reporter
ALJ Office, Baltimore, Maryland 21202-4022
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T A B L E O F C O N T E N T S

ENFORCEMENT COUNSEL'S WITNESSES:

DIRECT CROSS REDIRECT RECROSS

Edward Foster II-5 II-46 -- --

James Carnes II-48 II-62 II-86 II-99

Robert Hughes II-110 -- -- --

Joseph Baressi II-165 II-183 II-192 --

ENFORCEMENT COUNSEL IDENTIFICATION ADMITTED

Exhibit No. 81 -- II-122

Exhibit No. 102 II-156 II-162

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 303 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-4

P R O C E E D I N G S

JUDGE McKENNA: Back on the record.

Pursuant to agreement of the parties, we will

break on Mr. Carnes's testimony and we will

telephonically contact Mr. Foster for his testimony in

this proceeding.

Proceed.

MR. WHEELER: Thank you, Your Honor.

Enforcement Counsel calls Edward Foster.

(Attorney advisor calls Edward Foster via

conference call.)

MR. FOSTER: Hello. This is Edward Foster.

MS. MACCLINTOCK: Good morning, Mr. Foster.

We are calling from the matter of Integrity Advance.

I'm going to turn you over to Mr. Wheeler.

THE WITNESS: Okay.

JUDGE McKENNA: All right. Do the parties

recognize the voice of the individual on the phone?

MR. CARNES: Yes.

MR. SACHS: Mr. Foster, just so that you're

aware. This is Gerry Sachs, your attorney. I'm in

the room.

THE WITNESS: Okay. Thank you.

JUDGE McKENNA: Could you please stand, raise

your right hand.
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THE WITNESS: I'm doing so.

EDWARD FOSTER

A witness produced on call of Enforcement

Counsel, having first been duly sworn, was examined

and testified as follows:

JUDGE McKENNA: All right. Please be seated.

Mr. Wheeler.

MR. WHEELER: Thank you, Your Honor. Good

morning, Mr. Foster. Can you hear me?

THE WITNESS: Yes, I can.

DIRECT EXAMINATION

BY MR. WHEELER:

Q. All right. Mr. Foster, do you recall having

your deposition taken in this matter?

A. Yes, I do.

Q. And do you remember that you sat in the

conference room and answered questions?

A. Yes, I do.

Q. And I asked you some questions and my

colleague, Ms. Weinberg, asked you some questions?

A. Yes, I do recall that when I last met you --

both of you, yes, I do.

Q. And you were represented by Allyson Baker that

day?

A. Yes, that's correct.
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Q. And you were under oath at that time?

A. Yes, I was.

Q. And you understood that being under oath meant

that you had to be truthful, correct?

A. That's correct.

Q. And you were truthful that day in your

answers?

A. Yes, I was.

Q. Mr. Foster are you familiar with a company

called Integrity Advance?

A. Yes, I am.

Q. What is Integrity Advance?

A. Integrity Advance is a Delaware limited

liability company that had offices in Delaware and was

owned by a parent company called Hayfield Investment

Partners.

Q. Did you work for Integrity Advance?

A. So what I would -- to clarify that, Integrity

Advance had no employees; however, there were

individuals that worked for the parent company Hayfield

Investment Partners that performed duties and jobs when

necessary for the benefit of Integrity Advance.

Q. Did you perform a job and duties to benefit

Integrity Advance?

A. Yes, I did.
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Q. And how long did you do that?

A. Since inception of Integrity Advance.

Q. When was the inception of Integrity Advance?

A. I actually do not recall.

Q. Would it have been in 2008?

A. 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 December of 2012, so in a wind down

capacity, sometime into 2013.

Q. What was the business of Integrity Advance?

A. Integrity's primary business was to make

short-term loans, short-term high dollar -- I'm sorry.

I apologize. Short-term low dollar loans to consumers

predominantly through the Internet.

Q. Who hired you to provide services for

Integrity Advance?

A. The president and CEO, James Carnes.

Q. What did Mr. Carnes tell you about Integrity

Advance before you were hired to perform services for

the company?

A. So I want to remind everybody that my, both

prior to my actual, and again, I was never hired by
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Integrity Advance, I was hired by Hayfield Investment

Partners and its company that served as the manager of

Hayfield called Willowbrook Partners, my predominant

roles were general counsel. Therefore our discussions

about both my hiring as general counsel and discussions

around what you just asked that involve attorney/client

privilege, I cannot speak to.

Q. When you started providing services to

Integrity Advance, did you have a job title?

A. For Integrity Advance I served as the

executive vice president, general counsel, I believe

secretary and assistant treasurer as well.

Q. What were your duties in that position?

A. Predominantly to provide legal counsel to

Integrity Advance.

Q. Did you also 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 from time to

time helped out with matters that required attention

from time to time whether they were HR or

administrative or something, but it was not what I

would call an official job duty of the general counsel.

Q. Could you estimate how much of your time was

spent on legal matters and how much was spent on
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business matters?

A. Well, time period would be somewhat relevant,

but at no time -- I mean the vast, vast majority 90

percent would have been spent on legal matters.

Q. In your position as executive vice president

did you receive a salary?

A. I never received any compensation from

Integrity Advance.

Q. Did you receive a salary in connection with

the services you were providing to Hayfield?

A. Again, not from Hayfield Investment Partners.

Both Jim Carnes and myself were employed by Willowbrook

Partners.

Q. Did you receive a salary from Willowbrook

Partners?

A. Yes, I did.

Q. Who set that salary?

A. The president, Mr. Carnes.

Q. When you were executive vice president of

Integrity Advance who did you report to?

A. In that capacity I would have reported to the

president of Integrity Advance.

Q. And that's Mr. Carnes?

A. That's correct, yes.

Q. When you were executive vice president, how
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often did you talk to Mr. Carnes?

A. So I think to clarify and make sure everybody

is on the same page, it's important to recognize that

both time periods and then that the office in Kansas

City was the office of Willowbrook Partners and

Hayfield Investment Partners, the parent company that

owned and operated about 20 different subsidiaries

including Integrity Advance.

So I need really some more specificity when

you say that because my job for Hayfield Investment

Partners and Willowbrook was to report to Mr. Carnes,

no matter what the matter was about.

Q. How often did you talk to Mr. Carnes about

Integrity Advance business when you were executive vice

president?

A. That would have varied depending on the year.

Obviously, early on during setup and formation that

would have been more often, daily I would say when

Mr. Carnes was in the office.

As time went by and near the end, like

everybody else in the office, in Kansas City, the time

spent on Integrity Advance matters became a very small

percentage of time spent on things.

Q. So if you could specify the time period. You

said as time went on people spent less time on
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Integrity Advance. When would that time period be that

people would be spending less time on Integrity

Advance?

A. So obviously 2008, formation year, would have

been the most time by anybody, and every year that went

by it would have waned. Certainly by 2010, '11, '12,

'13 the time spent on Integrity Advance matters from

the Kansas City office would have been a minority,

probably a small minority of people's time?

Q. You mentioned that there was an office in

Kansas City?

A. Yes, the Kansas City metro area, correct.

Q. Is that the office where you worked?

A. Yes, it was.

Q. Did you work there on a daily basis?

A. Other than travel, yes.

Q. Did Mr. Carnes work out of that office on a

daily basis?

A. That was his main and only office, but

Mr. Carnes did travel and had other matters outside the

office as well. So again depending on the time period

Mr. Carnes spent a lot of time out of the office.

Q. At some point you were promoted; is that

correct?

A. I did receive a promotion for Hayfield
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Investment Partners.

Q. And what was that promotion?

A. I added the title of chief operating officer

to my roles and responsibilities.

Q. When did that happen?

A. I'm sorry, Hayfield Investment Partners and to

answer your other question that happened I believe in

June of 2010.

Q. Weren't you also the chief operating officer

of Integrity Advance?

A. I don't -- my recollection is Integrity

Advance never elected any officers other than the ones

I already spoke to.

Q. Did you continue receiving a salary in your

position as chief operating officer?

A. From Hayfield Investment Partners? Yes.

Q. Was it a higher salary?

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

Q. Who decided on the amount of your raise?

A. Mr. Carnes.

Q. And I assume in your new role you continued to

report to Mr. Carnes?

A. That's correct.

Q. Did Integrity Advance have something called a

dashboard?
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A. We used dashboards for many of our businesses,

and I recall that Integrity Advance had a dashboard for

its operations, yes.

Q. Could you explain what that is?

A. It would have been a web page that could be

refreshed to update it from time to time, that would

display the number of applications that the Integrity

Advance technology system or platform would be

reviewing or receiving and then follow those through

the process and show how many were looked at, how many

were scored and then purchased, how many were then

e-signed, how many were converted to loans and

ultimately how many loans were made on any given time

period.

Q. Did you have access to this dashboard system?

A. Yes, I did.

Q. Did Mr. Carnes have access to the dashboard

system?

MS. BAKER: Objection. Calls for speculation.

BY MR. WHEELER:

Q. As far as you know?

JUDGE McKENNA: I will allow it, if he knows.

Answer the question if you know.

THE WITNESS: I would be shocked if Mr. Carnes

did not have access to it.
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BY MR. WHEELER:

Q. Did you and Mr. Carnes ever discuss the

information that was contained in the dashboard system?

MS. BAKER: Objection to the extent it calls

for privileged communications.

MR. WHEELER: I'm not asking for contents,

Your Honor, just did they discuss it.

JUDGE McKENNA: Yes. To the extent --

sustained.

THE WITNESS: I think I can answer that there

would have been times we discussed the contents of the

dashboard.

BY MR. WHEELER:

Q. How often?

MS. BAKER: Same objection/warning.

JUDGE McKENNA: All right. You have a

continuing objection.

Mr. Foster, you still remember how to be an

attorney, correct?

THE WITNESS: Yes, I do, Your Honor.

JUDGE McKENNA: All right. Excellent.

MS. BAKER: And Mr. Foster this is Allyson

Baker on behalf of Integrity Advance.

THE WITNESS: Yes, Ms. Baker, thank you. And

I do understand and appreciate my obligation to
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continue to honor the attorney/client privilege in any

matters that would be covered by that, not to disclose

those in any capacity. I think I can comfortably

answer that that was not a regular or daily discussion

between -- in our office.

BY MR. WHEELER:

Q. Could you estimate how often?

A. You're specifically asking between Mr. Carnes

and myself? Weekly.

Q. Mr. Foster, during your time providing

services to Integrity Advance, did you become familiar

with the company's loan product?

A. Yes, I did.

Q. Did Integrity Advance charge a fee for its

loans?

A. Yes, it did.

Q. What was the amount of that fee?

A. My recollection is that for first time

customers the fee was $30 per $100 borrowed. And for

returning customers that were classified as VIP because

they had successfully paid back the loan, they received

a discounted rate. I believe it a 20 percent discount.

So $24 per $100.

Q. Did those fee rates change over time?

A. I don't believe so, no.
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Q. If a consumer took a loan with Integrity

Advance and didn't contact the company prior to their

next pay date, what would happen?

A. So that calls for speculation because those

matters were handled specifically by the call centers

on a day-to-day basis. If you want me to discuss the

content of the contract and what their options are, I

might be able to speak to that.

Q. What were the consumer's options under the

contract?

MS. BAKER: I want to just object to this line

of questions to the extent it is calling for

speculation. I also want to object to the extent that

Mr. Foster is being asked to disclose mental

impressions that he would have had as an attorney

representing a company and/or information he would

have received in connection with that representation.

That would all be protected from disclosure by

privilege.

MR. WHEELER: The function of the contract is

not a privilege, Your Honor.

JUDGE McKENNA: Your objection is overruled,

number one. And I have a question, Mr. Sachs.

So, who are you objecting -- who are you

representing now?
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MS. BAKER: Who am I representing?

I'm objecting on behalf of the company because

the privilege that Mr. Foster has belongs to Integrity

Advance. I'm their attorney. So my objection to

questions is on behalf of Respondents and specifically

with respect to privilege, it's on behalf of the

company because the company is the entity that holds

the privilege, not Mr. Foster.

So to the extent he is being asked to disclose

communications that would waive that privilege or

impede that privilege, it's my responsibility as

counsel for the company to prevent that from

happening.

To that's the capacity in which I am

objecting. I am not Mr. Foster's attorney.

MR. SACHS: And I'm representing Mr. Foster.

If I could sit in-between the government and

respondent maybe I would do that.

JUDGE McKENNA: That's all right. I just

wanted to find out who's on first. So now what I want

to do is, the question specifically related to the

terms of the contract. There is no impressions. It's

straight and so Mr. Foster, you understand what you

were asked?

THE WITNESS: I believe I'm being asked what
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the contents of the contract that was available

publically to consumers provided as options to them

from Integrity Advance.

Is that an accurate reflection of the

question?

JUDGE McKENNA: Yes.

MR. WHEELER: Yes.

THE WITNESS: So yes, I believe I can answer

that without waiving attorney/client privilege because

that contract has been produced and it was publically

available.

That contract had to comply with Delaware law,

which provided most of the details of what that

product could do, what it needed to offer the consumer

when operating under the license received from the

Delaware banking department. And by law the customer

could either at time of first due date could pay the

loan in full, could make a partial paydown of

principal or could extend that loan as well.

BY MR. WHEELER:

Q. Under the terms of the contract, if the

consumer did not contact Integrity Advance in advance

of their next pay date after they took the loan, what

would happen?

A. My recollection of the terms of the contract
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that the provisions for that if Integrity Advance did

not receive communications from the customer that they

wanted to do anything but let it roll over, the loan

would roll over.

Q. And when you say roll over, what do you mean?

A. Depending on where in the cycle it was, that

would be to extend the loan for an additional period, I

believe typically two weeks. And the customer would

owe the finance charges that had accrued on that loan

through the due date.

How many rollovers could a consumer have on

their loan?

MS. BAKER: Objection. Vague.

JUDGE McKENNA: Overruled.

THE WITNESS: My recollection is up to three

rollovers, with no principal pay down, any after that

would require, I believe, a minimum of $50 of

principal pay down.

BY MR. WHEELER:

Q. Who designed the loan renewal and auto work

out process?

A. As I stated before, the vast majority of that,

what the product looked like and how it functioned was

defined by Delaware law.

Q. Did Delaware law require Integrity Advance to
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roll over consumer loans?

A. I don't have the statutes in front of me, my

recollection though it was an option that had to be

offered to the customer.

Q. Was it required to be a default option under

Delaware law?

A. I don't recall.

Q. Whose decision was it to implement the

rollover and workout process we have been discussing?

A. I don't know that it was anyone's decision.

That was the standard product that was offered in the

industry by almost all online lenders is my

understanding.

Q. Did Integrity Advance ever consider using a

different renewal and work out process?

MS. BAKER: Objection to the extent it calls

for privileged communications or disclosure of any

work product that Mr. Foster would have learned of or

have been a participant in in connection with his role

as general counsel.

JUDGE McKENNA: Duly noted.

THE WITNESS: Could you repeat the question?

BY MR. WHEELER:

Q. Did Integrity Advance ever consider using a

different renewal and work out process?
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MS. BAKER: Same objection.

THE WITNESS: Yeah, I can't answer that

question to the extent it involved communications that

would have been legal in nature.

BY MR. WHEELER:

Q. I'm not asking about the specifics of the

communications. I'm asking did it ever happen? Was it

ever considered?

MS. BAKER: Same objection.

THE WITNESS: I don't recall.

JUDGE McKENNA: The objection is overruled.

It's sustained as to the legal issue.

All right.

I'm troubled somewhat, Mr. Foster, as to your

answer to the question. There would appear to me to

be an answer that doesn't involve a violation of

attorney/client privilege; am I incorrect there?

THE WITNESS: No.

JUDGE McKENNA: Would you answer the question?

Keeping in mind Ms. Baker's admonition.

THE WITNESS: Sure. I cannot speak to any

discussions that took place between myself and

Mr. Carnes or anybody else within Integrity Advance

that involved matters about the product and any legal

advice around that.
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BY MR. WHEELER:

Q. So I guess that answer confused me a little

bit. Are you saying you are not aware of any

discussions about using a different loan process; is

that your testimony?

MS. BAKER: I'm just going to lodge for the

record the same objection.

JUDGE McKENNA: Duly noted.

Same ruling.

THE WITNESS: I cannot answer matters that

would be protected by the attorney/client privileged

communications.

MR. SACHS: By disclosing whether there did

occur any type of discussion based on a subject

matter, disclosing the subject matter of that

conversation would be protected by attorney/client

privilege.

So while I think Mr. Foster wants to answer

your questions he is having trouble because the

attorney/client privilege would protect the contents

of any conversation he may have had with his client

and to the extent he admits or denies having

conversations about something, a subject matter, that

would disclose the subject matter that was discussed.

MR. WHEELER: I disagree with that, Your
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Honor.

I'm not asking for the contents of the

discussion, who said what, what was discussed. I'm

just asking was that ever a topic of discussion.

MR. SACHS: And again, Your Honor, I would

caution my client, that disclosing the topic of a

conversation would by its nature disclose the contents

or potential contents of that conversation.

MS. BAKER: And Your Honor, on behalf of the

company, our position would be that that information

is protected from disclosure 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 lawyer hat.

That would be information that he was providing to his

client or receiving from his client in connection with

his role as an attorney. That is protected from

disclosure by attorney/client privilege.

JUDGE McKENNA: He was also COO and the

question arises, you know, was this -- was this legal

advice or was this executive advice?

And you can't hide behind the attorney/client

privilege and play hide and seek.

MS. BAKER: Your Honor, the question hasn't
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specified a timeline.

I think the testimony has established he

wasn't COO the entirety of the company's existence.

Mr. Wheeler's question has no time associated with it.

So if that's the capacity in which Mr. Foster is

answering the question as COO, I think the foundation

needs to be laid for that line of questions.

JUDGE McKENNA: I agree.

MR. WHEELER: I believe Mr. Foster testified

that he had business responsibilities in addition to

legal responsibilities throughout his time at

Integrity Advance.

JUDGE McKENNA: I think that's correct. You

understand what we are getting at, Mr. Foster?

THE WITNESS: Yes, I do.

JUDGE McKENNA: Proceed Mr. Wheeler.

Reassert your question. Put a timeframe on

it, and put a job title on it.

BY MR. WHEELER:

Q. Mr. Foster, in 2008, when you were executive

vice president, were you a part of any discussions

about Integrity Advance using a different loan process

than the one we discussed earlier?

MS. BAKER: Same objection.

JUDGE McKENNA: Duly noted.
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And the question would subsume that you're not

asked to violate the attorney/client privilege, so we

are not talking about that issue.

THE WITNESS: Understood.

At no time would I have ever discussed, to the

extent it would have ever happened, that I would have

ever discussed matters about the product or any of the

products that would not have involved a legal

discussion and therefore, are protected by the

attorney/client privilege.

JUDGE McKENNA: Thank you. That puts a seal

on the envelope.

BY MR. WHEELER:

Q. Mr. Foster, did Integrity Advance ever try to

project the number of loans it might originate?

A. I don't recall.

Q. Do you recall Integrity Advance ever trying to

project how much revenue it might generate?

A. I don't recall Integrity Advance ever

preparing projections on its performance.

Q. So your testimony is Integrity Advance never

tried to plan out how much revenue it might generate or

how many loans it might originate?

A. I believe there that were some projections

prepared by Hayfield Investment Partners that -- how it
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may financially perform and that would have taken into

consideration Integrity Advance performance, that's

what I recall.

Q. Were you involved in those Hayfield

projections?

A. I do not recall being involved in those

detailed projections.

Q. Do you recall reviewing those projections?

JUDGE McKENNA: And that's as EVP.

THE WITNESS: Right. I do not recall

reviewing those as EVP.

BY MR. WHEELER:

Q. We have talked a little bit about the loan

agreement, Mr. Foster, who wrote Integrity Advance's

loan agreement?

A. I'm sorry. My pause is I'm trying to make

sure that anything I am discussing about that -- trying

to determine what is protected by the attorney/client

privilege.

I think what I safely can say is that no one

at the Hayfield group of companies, including myself

or Mr. Carnes, were consumer lawyers or experts in

consumer law. So the strategy of the company was to

always have highly compensated, highly acknowledged

and reputable consumer law counsel, outside counsel,
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to provide the counsel and guidance on those matters.

Q. So is it your testimony that outside counsel

wrote the loan agreement?

A. I don't believe that would be violating the

attorney/client privilege to say that all agreements

were written by outside counsel.

Q. Did you review the loan agreement that outside

counsel drafted?

MS. BAKER: I'm just going to caution you --

JUDGE McKENNA: I understand. And the next

question is the one that will be problematic for you

possibly.

MS. BAKER: Can I just register for the record

--

JUDGE McKENNA: Yes.

MS. BAKER: -- my concern?

I just want to caution you, Mr. Foster, to not

disclose communications that would be a violation of

the -- or disclose the attorney/client privileged

communications, violation of any privilege.

THE WITNESS: Yes, I acknowledge and recognize

that.

Any answering of that question about loan

agreements and legal advice from outside counsel would

involve discussions that would infringe upon the
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attorney/client privilege.

BY MR. WHEELER:

Q. Mr. Foster, I'm not asking about discussions.

I'm asking did you review the loan agreement that

outside counsel drafted?

MS. BAKER: And I would give the same

admonition to the extent it was done in his capacity

as general counsel. Whether or not he did something

would be a disclosure of privilege and work product.

MR. WHEELER: I'm just asking did he review

it. Not did he do anything to it. Just did he review

it?

JUDGE McKENNA: Did he review it as executive

vice president?

THE WITNESS: I did not review any contracts

as executive vice president.

BY MR. WHEELER:

Q. Did you review it as general counsel?

MS. BAKER: Same objection and admonition.

JUDGE McKENNA: Duly noted.

THE WITNESS: That would be discussions that

for me to talk about here would be violating the

attorney/client privilege.

BY MR. WHEELER:

Q. Again, I'm not asking about discussions. I
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was asking did you review it as general counsel?

MS. BAKER: Same admonition and objection.

THE WITNESS: Again, I believe any discussions

or testimony involving that subject matter would

violate the attorney/client privilege.

JUDGE McKENNA: Can we move on?

MR. WHEELER: Yes, Your Honor.

BY MR. WHEELER:

Q. Mr. Foster, to your knowledge did Mr. Carnes

ever review the loan agreement?

MS. BAKER: Same objection and admonition to

the extent that --

JUDGE McKENNA: Sustained.

MS. BAKER: Thank you.

THE WITNESS: I cannot answer that question

without violating the attorney/client privilege.

BY MR. WHEELER:

Q. Mr. Foster, did Integrity Advance receive

consumer complaints?

A. Yes, Integrity Advance did receive consumer

complaints.

Q. Did someone at Integrity Advance have the

responsibility for monitoring those complaints?

A. Yes.

Q. Who was that?
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A. The first -- it was a multi-faceted, I would

say or multi-layer. Obviously, from the call center

the initial people that took the phone call, the CSRs

had ability to receive and resolve those complaints.

If they felt that they could not or needed escalation,

it would escalate, it's my understanding, to a manager

in the call center.

And then beyond that ultimately to, I 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 resolved beyond

that, it came to the attention of the legal group in

Kansas City.

JUDGE McKENNA: All right.

A. And then ultimately my responsibility because

the legal group reported to me.

JUDGE McKENNA: For the record. CSR stands

for call center representative?

THE WITNESS: Customer service representative.

Thank you. I apologize for using that acronym.

BY MR. WHEELER:

Q. Did Integrity Advance track these complaints

in any sort of way?

A. Yes.

Q. How so?
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A. I recall reviewing a spread sheet that was

tracked by the call center as to the complaint and the

status.

Q. Did you ever discuss consumer complaints with

Mr. Carnes?

MS. BAKER: I would object to that question to

the extent it calls for the disclosure of privileged

communications, and also issue the same admonition.

Mr. Foster, it's Allyson Baker on behalf of the

company, Integrity Advance.

THE WITNESS: Right. Yes and I agree that by

the time it would have reached me, my review of any of

those matters would have been in a legal nature and

any of my discussions with Mr. Carnes would have been

legal in nature, and commenting or providing testimony

on that would be a violation of the attorney/client

privilege.

BY MR. WHEELER:

Q. Did Integrity Advance receive written

complaints in addition to complaints lodged over the

phone?

A. Yes.

Q. How were those complaints tracked?

A. Sorry. Could you repeat that question. I

didn't catch the end of that. How were they --
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Q. I'm sorry. I was asking how were those

complaints tracked, the written complaints?

A. I don't recall if they were tracked any

differently.

Q. Mr. Foster, are you familiar with the term

remotely created check?

A. Yes, I am.

Q. What is a remotely created check?

A. So I am not an expert in this matter. My

familiarity is that it is a process permitted by the

federal banking system that any business 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 payment to the individual's financial institution

for payment.

Q. Did Integrity Advance use remotely created

checks?

A. Yes.

Q. Under what circumstances?

A. The specifics were handled by the call center

on a day-to-day basis. I recall what the contract

terms said.

Q. Earlier in your testimony you mentioned

Hayfield Investment Partners, correct?
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A. Yes, I did.

Q. And would it be correct to say that Hayfield

was the parent company of Integrity Advance?

A. Yes, that would be accurate.

Q. Were you one of the partners of Hayfield?

A. I had an ownership in Hayfield Investment

Partners.

Q. What was that ownership percentage?

A. It varied throughout the time period because

some of my incentive compensation was additional equity

in the company, and I believe it would have started at

1 and a half percent and ended up at 3.3 percent or so.

Q. Mr. Foster, did -- excuse me, did Integrity

Advance generate profits?

A. Yes, Integrity Advance at times did generate

financial profits.

Q. Were those profits distributed to the parent

company Hayfield?

A. I do recall profits being distributed from

Integrity Advance to the parent Hayfield Investment

Partners.

Q. Could you explain that process?

A. Could you clarify? I really don't -- I'm not

sure what you are asking with what process.

Q. Well, you said profits were distributed to
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Hayfield, correct.

A. Yes.

Q. So who would make that decision to distribute

profits?

A. Up to Hayfield Investment Partners?

Q. Yes.

A. That would have been done by the legal manager

of Integrity Advance.

Q. Does that mean you?

A. No.

Q. Who was the legal manager of Integrity

Advance?

A. Hayfield Investment Partners.

Q. So who at Hayfield Investment Partners would

decide to distribute profits from Integrity Advance to

Hayfield?

A. The instructions would have had to have been

done by the president, but what went into the decision

on whether or not to have those profits distributed

from Integrity Advance to Hayfield Investment Partners

may have involved discussions with other owners as

well.

Q. When you refer to the president, you meant

James Carnes?

A. Correct.
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Q. Were you personally involved in discussions

about distributions of profits from Integrity Advance

to Hayfield?

A. As a minority owner, that would not have been

something that was part of any decision making. I

would have been made aware of it after the decision was

already made.

Q. Do you have knowledge of the amounts of

Integrity Advance profits that were distributed to

Hayfield?

A. I do not have knowledge of exact amounts that

were distributed, no.

Q. Mr. Foster, did any of the lawyers

representing Mr. Carnes contact you in advance of your

testimony?

A. Yes.

Q. Who contacted you?

A. Allyson Baker.

Q. When did Ms. Baker contact you?

A. We had a brief conversation last night.

Q. Any other times you talked to Ms. Baker in

advance of your testimony?

A. Previous -- any previous discussions that

would have occurred before last night, would have been

in Ms. Baker's representation of the company and in my
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role as general counsel for Integrity Advance.

Q. I'm not asking for contents. I'm just asking

did you have prior conversations with Ms. Baker aside

from the one you mentioned?

A. Yes.

Q. And when was that?

A. From time to time since I was, you know,

continued to keep the role of general counsel of

Integrity Advance, I would have discussions that were

updates on this matter from time to time.

MS. BAKER: And if I could just caution you,

this is Ms. Baker. To the extent, you know, you can

discuss the fact of the conversation, but you cannot

disclose the nature of those contents or the topics of

discussion. And I say that in my capacity as counsel

for Integrity Advance in this matter.

THE WITNESS: Thank you. I understand.

BY MR. WHEELER:

Q. I want to go back a little bit. Earlier you

testified that over time people spent less time on

Integrity Advance matters; do you recall that

testimony?

A. I do.

Q. And I believe you testified that people spent

the most time on Integrity Advance in 2008. And it
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sort of waned after that; was that your testimony?

A. Yes, that's -- yes.

Q. Is that because after 2008 Integrity Advance's

loan process was established?

A. I would say that was due to a number of

things. That certainly, your question of that it was

established and being operated on a day-to-day basis

through the call center and its office in Delaware, but

in addition, Hayfield Investment Partners I think as I

previously stated had over 20 subsidiaries and several

lines of business completely unrelated to Integrity

Advance that required the vast majority of people's

time in the Kansas City office to concentrate on.

Q. Would it be fair to say that once Integrity

Advance was established you just needed to deal with

problems that arose?

A. So can you specify, are you speaking about me,

personally, the office or -- and time period?

Q. Let's start with you personally.

A. Okay. With respect to Integrity Advance, the,

as I think I previously said, testified, you know more

than 90 plus percent of my time in my personal

involvement with Integrity Advance would have been

legal in nature, that personally did not -- okay. So

now you're asking, I apologize, about problems to the
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extent legal matters or complaints could be determined

as problems. The answer would be yes.

Q. Did Integrity Advance's loan product change

over time?

A. I don't recall a significant change in the

product.

Q. Did Integrity Advance's loan agreement change

over time?

A. My recollection is, in fact, I'm sorry, it's

not my recollection, I feel confident that the

company's outside counsel reviewed the agreement of

Integrity Advance on a regular basis as did the

Delaware Banking Commission through its annual

licensing process and the exams it received all

reviewed the agreement.

And to the extent that there was advice and

guidance given that would require a change, I feel

confident that the company would have followed that

advice and counsel from the outside.

Q. So is it your recollection that the loan

agreement changed?

A. There would have been some changes in the loan

agreement over time.

Q. Would you classify those changes as

significant?
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A. As to the loan product itself, no.

Q. Are you familiar with loan agreement templates

that Integrity Advance used?

A. Can you define what you mean by a template?

Q. Essentially a loan agreement that wasn't

filled out. Sort of like the base application and loan

agreement but without a consumer's information.

Something that could be filled in by a consumer.

A. Yes, then I am familiar and remember that

template, yes.

Q. Do you remember who approved the use of the

template?

MS. BAKER: I just want to caution Mr. Foster

to the extent that that question could be answered or

must be answered by disclosing the contents of a

communication that would have otherwise been

privileged, please don't disclose that privileged

information.

MR. WHEELER: The fact that a loan agreement

template was approved is not protected information.

MS. BAKER: That's my admonition and objection

to this question.

If it can be answered otherwise.

THE WITNESS: Yes. So I think I would say is

that you asked me that I recall similar or if not the

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 339 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-40

exact question as to the loan agreement itself, and I

would say whatever I answered to that loan agreement

would apply to the template.

And I don't recall what I answered to be

honest, even in the last few minutes.

BY MR. WHEELER:

Q. Well, what's your recollection right now about

who approved the loan agreement template?

MS. BAKER: Same admonition and objection.

MR. SACHS: Your Honor, if it's easier, we

could have the court reporter read back Mr. Foster's

previous testimony with regards to the loan agreement.

Since he's stated -- -

JUDGE McKENNA: I don't think that will be

necessary based upon the answer that is going to be

forthcoming.

Answer the question or don't.

THE WITNESS: Sorry, Your Honor. I apologize.

I can't remember at this point what I -- with respect

to attorney/client privilege, what I answered about

that question on the loan agreement.

And my testimony is that whatever testimony I

gave earlier today with respect to the loan agreement,

would not have changed with respect to the template

itself.
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JUDGE McKENNA: Mr. Wheeler, what do you want

to do? Do you want to read it back or do you want to

move on?

MR. WHEELER: I would rather the witness

answer the question now. I mean, he's still under

oath. He can testify now about who --

JUDGE McKENNA: All right. That's fine. He

can testify now.

So, court reporter would you please read back

his prior answer?

THE COURT REPORTER: It's going to take me a

minute to find it.

JUDGE McKENNA: I understand.

(Whereupon, a brief recess was had.)

JUDGE McKENNA: Back on the record.

MR. SACHS: Mr. Foster, are you on the phone?

THE WITNESS: Yes, I am.

JUDGE McKENNA: We are on the record.

Jeannie, can you read back the answer.

(Whereupon, the requested portion of the

testimony was read back by the reporter.)

BY MR. WHEELER:

Q. Mr. Foster, Integrity Advance was a business,

right?

A. Yes.
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Q. And it had one product, right?

A. Yes. That's correct.

Q. That was a consumer loan?

A. Correct.

Q. And that consumer loan was formed by a loan

agreement?

A. Correct.

Q. And that loan agreement was based on a

template, right?

A. The -- so again our, you know, the vast

majority of customers applied online. So to the extent

you referred to a template as a blank application and

agreement that was presented -- actually, let me

rephrase that because it was the application that was

presented to the customer to fill out. After an

application was approved, they are re-presented then

with documents that included a now auto filled out

application of the information they had provided and

then agreements that were based on the template that

would have included all of the appropriate information

not only personal information that they gave, but then

the terms of their loan.

Q. Mr. Foster, someone had to approve that

template, right?

A. Yes.
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Q. Who approved the template?

MS. BAKER: I'm going to the give the same

objection and admonition.

MR. WHEELER: Your Honor, this is a business

decision. This company was a business. They had a

loan product.

THE WITNESS: So.

MR. WHEELER: And who approved the template

for that loan agreement that's a business decision.

It has nothing to do with anything legal.

JUDGE McKENNA: The objection is duly noted.

THE WITNESS: So any of my involvement in the

template or agreement itself would not have been in a

business capacity it would a been in a legal capacity

and protected by the attorney/client privilege.

BY MR. WHEELER:

Q. Mr. Foster, who approved the loan agreement

template? That's a business decision. I'm not asking

for any legal advice you provided. I'm asking who

approved the loan agreement template.

MS. BAKER: I make the same admonition, just

for the record.

MR. SACHS: I'll object as well, Your Honor.

JUDGE McKENNA: What's the basis?

MR. SACHS: My client has answered the
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question at least twice now. And asserted that he,

when he looked at any template, it was exclusively in

an attorney role, not in a business --

MR. WHEELER: I'm not asking him --

JUDGE McKENNA: That's enough. I figured it

out. Please answer the question, and that question

would be answered by an individual.

THE WITNESS: Could you repeat the question to

make sure I understand what you guys are requesting

me?

BY MR. WHEELER:

Q. Who approved the loan agreement template that

Integrity Advance used?

A. To the extent I have any knowledge about who

approved it for use, would have been in my capacity as

legal counsel for the company and protected by the

attorney/client privilege.

Q. That is the same nonanswer, Mr. Foster.

Who approved the loan agreement template?

MS. BAKER: I -- just -- you've noted it?

JUDGE McKENNA: Yes, ma'am.

MS. BAKER: Thank you.

THE WITNESS: I believe I already answered

that question.

MR. WHEELER: I don't think you did.
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JUDGE McKENNA: All right. He's not going to

answer it, so let's move on.

There is a thing called adverse inference.

BY MR. WHEELER:

Q. Mr. Foster, a little earlier we talked about

profits that Integrity Advance generated being

distributed to Hayfield; do you recall that testimony?

A. I do.

Q. And you testified that Integrity Advance

profits were distributed to Hayfield?

A. Yes, I did.

Q. Were there Integrity Advance profits that were

not distributed to Hayfield?

A. Yes.

Q. Could you describe that?

A. So I guess it comes down to a definition of

gross profit/net profit, I'm not a financial person,

but Integrity Advance made money, and it had to pay its

vendors and third-party contractors some of that money

and lead providers before it could be distributed to

Hayfield Investment Partners.

Q. So were there -- once Integrity Advance paid

vendors and contractors, were there additional profits

that were not distributed to Hayfield?

A. No, not that I'm aware of.
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MR. WHEELER: No further questions, Your

Honor.

MS. BAKER: Good morning, Mr. Foster. It's

Allyson Baker.

THE WITNESS: Good morning.

CROSS EXAMINATION

BY MS. BAKER:

Q. Mr. Foster, you testified before in response

to questions that Mr. Wheeler asked you about

relational amount of time that you spent on Integrity

Advance affairs in your capacity as both executive vice

president, COO, and general counsel, and I'm wondering

if you can give me roughly, a rough percentage of time

that you would have spent on Integrity Advance affairs

in 2008 in the capacity of also working for other

Hayfield companies?

A. Yes. I understand the question.

So in all of my personal capacities for

Hayfield Investment Partners estimating that in 2008,

say 70 percent of time would have been spent on

Integrity Advance matters, legal or otherwise, and that

would have diminished as time went by.

Q. Same question for 2009, a rough percentage?

A. Closer to 50 percent or less.

Q. Same question for 2010, a rough percentage?
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A. My recollection is that by 2010 Integrity

Advance was running independently very well by the call

center and office in Delaware, and the time spent by

myself would have been, you know, sub 50 percent, 25/30

percent.

Q. Same question for 2011, please?

A. Similar. Maybe by then dropping even below 25

percent.

Q. Same question for 2012?

A. By 2012 it would have been significantly less

than that even, 10 to 20 percent.

Q. And I think you testified earlier, Mr. Foster,

that you continued to work with the business until its

formal wind down in 2013; is that right?

A. Integrity Advance I continued to serve as

executive vice president, general counsel, secretary

and I believe assistant treasurer.

Q. And in 2013 roughly what percentage of your

time was spent on specifically Integrity Advance's

business?

A. Less than five percent.

MS. BAKER: Thank you for your time. No

further questions.

JUDGE McKENNA: Anything further on direct?

MR. WHEELER: Nothing further, Your Honor.
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JUDGE McKENNA: All right. Thank you,

Mr. Foster. You have a nice day.

THE WITNESS: Thank you very much. You have a

nice day as well.

JUDGE McKENNA: Now where were we?

(To Mr. Carnes) You're still under oath, sir.

You understand that?

MR. CARNES: I do.

JUDGE McKENNA: All right.

DIRECT EXAMINATION (continuing.)

BY MR. WHEELER:

Q. I still have a few additional questions,

Mr. Carnes.

Did Integrity Advance charge a fee to

consumers who took loans?

A. Yes.

Q. What was that fee?

A. It was as Mr. Foster described, $30 per

hundred borrowed for new customers. And $24 per

hundred borrowed for returning customers.

Q. Did that change over time?

A. No.

Q. Who decided on the fee amount?

A. It was an industry standard. Everybody

charged the same thing.
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Q. But who made the decision that Integrity

Advance would charge the industry standard?

A. I think as a -- you know, I really don't

remember who made the decision. I mean, we were

forming the company, prior companies we had charged the

same amount, and that was just used.

Q. But you had authority over Integrity Advance,

right?

A. I did have authority over Integrity Advance.

Q. And you were the CEO?

A. De facto CEO of Integrity Advance, yes.

Q. So is it fair to say that you at least

approved the fee structure of Integrity Advance's

loans?

A. Approved being, again, stamp of approval, no.

I didn't say, I approve this. But I knew that they

were being used and I could have changed it if I wanted

to.

Q. So if a new consumer took a $100 loan --

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 would that consumer pay?
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A. One hundred and thirty dollars. You said a

new consumer, correct?

Q. Correct.

And that represents the principal and a $30

finance charge?

A. Yes, sir.

Q. One finance charge?

A. Yes.

Q. For that consumer, is $130 would have appeared

on their loan agreement?

A. Yes.

Q. Is that something you understood when you were

the CEO of Integrity Advance?

MS. BAKER: Objection. Vague.

JUDGE McKENNA: Overruled. I don't know how

you can call that vague.

THE WITNESS: Are you saying, did I understand

that on the -- in the TILA box that it said, sum of

payments was $130.

BY MR. WHEELER:

Q. For a fictional consumer who had a $100 loan,

a new consumer, yes.

THE COURT REPORTER: I'm sorry?

BY MR. WHEELER:

Q. Yes. For a new consumer. The fictional
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consumer we're discussing, who had $100 loan, do you

understand that their TILA disclosure would say $130?

A. Yes.

JUDGE McKENNA: Mr. Wheeler?

MR. WHEELER: Yes.

JUDGE McKENNA: Could you string those words

together a little slower?

MR. WHEELER: I'll do my best, Your Honor.

JUDGE McKENNA: I mean, only if you want to

have a record.

MR. WHEELER: An actual record of this

proceeding?

JUDGE McKENNA: Yeah.

MR. WHEELER: I will try again.

BY MR. WHEELER:

Q. We were talking about a new consumer who took

a $100 loan, that consumer, you testified would be --

receive a $30 finance charge, correct?

A. Yes.

Q. And that TILA disclosure that consumers would

receive would say $130, correct?

A. Correct.

Q. And you -- that's something you understood

when you were CEO of Integrity Advance?

A. Correct.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 351 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-52

MS. BAKER: I just have an objection to the

use of that understood, it's vague.

I have said that before.

JUDGE McKENNA: All right. Duly noted.

Overruled.

BY MR. WHEELER:

Q.      

       

  

        

        

     

  

         

        

         

          

       

          

   

       

         

        

      

        

-• 

-• • 
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MS. BAKER: Your Honor, to the extent we are

discussing confidential proprietary information that

concerns an entity that is not party to this case, so

I would ask that the last question/answer and this

line of questions be filed under seal in accordance

with what Your Honor did yesterday as to the Hayfield

Financials.

JUDGE McKENNA: Granted.

MS. BAKER: Thank you. And I don't know if

there's anyone in this courtroom who is not from

either the Office of Enforcement. I know the folks

from our side. But I would ask that they be asked to
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leave the room.

JUDGE McKENNA: Voir dire them.

MS. BAKER: I don't want to do that.

But I will trust that Office of Enforcement

Counsel will identify anyone in the audience who is

not from their office and ask them to leave during

this line of questions out of respect for the fact

that it's now under seal.

JUDGE McKENNA: Granted.

MS. BAKER: Thank you.

MR. COWIE: Your Honor, everyone in the room

is -- this is Craig Cowie -- everyone in the room is

either an attorney with the Office of Enforcement or

working with the attorneys for the Office of

Enforcement on this matter.

MS. BAKER: Your Honor, yesterday there were

two individuals, I don't want to point them out, but

there were two individuals sitting here now who were

asked to leave the room because they were not part of

the Office of Enforcement.

MR. COWIE: That was Ms. Baker's

characterization of their role, which was incorrect.

They are, in fact, assisting the Office of Enforcement

with this matter, and they are properly subject to

information that is under seal in this case. They
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should not be excluded.

MS. BAKER: Your Honor, that was not my

characterization. I don't know who they are. So the

Office of Enforcement made a decision to ask them to

leave yesterday and that needs to be the case today as

well.

JUDGE McKENNA: No, it doesn't need to be the

case today. What we will do is we will backup. And

we will have them indicate who these people are, so

that we can make a determination on whether they

should be here or not.

And I think that what we want to do is start

out by making an appearance.

MR. COWIE: Sure. I have made an appearance

before in this matter. This in Craig Cowie, on behalf

of the Office of Enforcement. We have Mr. Marlow, who

is a paralegal working with the Office of Enforcement.

Ms. Warrell, is an attorney with the Office of

Enforcement.

Zack Watkins, is a summer intern with the

Office of Enforcement. These two people I believe are

summer associates at Ms. Baker's firm.

Mr. Bloom and Ms. Kelly, thank you. I

apologize. Work in the bureau's research and markets

division and they are assisting us with this
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investigation -- oh, I'm sorry. Did I get the

wrong -- oh, the data team, right. They are in our TI

department and they are assisting us with this

investigation. And Ms. Buchko is also an attorney for

the Office of Enforcement.

JUDGE McKENNA: Just a second.

All right. So before you speak on the issue,

Mr. Wheeler, do you take the position that as Bureau

employees that they are bound by confidentiality?

MR. WHEELER: I do, Your Honor.

JUDGE McKENNA: All right. Is it your desire

that they remain in?

MR. WHEELER: That would be my desire, yes.

JUDGE McKENNA: And what is the predicate for

that.

MR. WHEELER: The fact that they have been

assisting us with this matter.

JUDGE McKENNA: And if they left is that going

to inhibit your ability to -- for them to perform

their job function?

MR. WHEELER: In general, yes, I mean, frankly

I don't have a lot of questions about Stevens. So I

think we've had a long argument about almost nothing,

but -- so the answer to your question is: I think

them not being in the room for questions about Stevens
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and distributions, probably doesn't hurt us. But in

general, yes, we would like to have them in the room

in general.

MS. BAKER: Your Honor, if I could just make a

note for the record. I'm a little unclear as to who

the parties are in this matter. It is Enforcement

Counsel or is it the Consumer Financial Protection

Bureau? Because if it's Enforcement Counsel, then it

should only be folks who are affiliated with that

office. And Mr. Cowie, who I know is a lawyer in that

office, you know, has spoken on behalf of and

introduced these different individuals.

If it's the whole CFPB, then I'm definitely

confused because this matter goes up to the director

of the CFPB, who by that definition would be an

employee and a party to this case.

So I'm uncertain as to how the Office of

Enforcement is defining who the party is in this case.

And that's the purpose of -- that's why I'm not clear.

Either everybody comes in, and this process is

undefined or it's the case that Enforcement Counsel is

the party to this matter, that's how they've defined

themselves and everybody who is affiliated with the

Office of Enforcement, 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'm not clear of, Your Honor.

JUDGE McKENNA: I understand what you are

saying.

First of all, if you're asserting that Richard

Cordray is a party to this proceeding, you are wrong.

MS. BAKER: I'm not, Your Honor. That's what

I'm trying to understand.

JUDGE McKENNA: All right. So that's point

one.

He is the decider.

MS. BAKER: Right.

JUDGE McKENNA: All right. So we get that out

of the way.

Now under the APA, as I'm sure you're aware,

the parties to the proceeding are allowed to use

technical experts as long as they are not in the

decision-making chain.

MS. BAKER: Your Honor, that's my

understanding as well. But my question is a little

bit and it's really a question I'm asking of you

because I can't directly ask opposing counsel, but I'm

not clear as to who the parties are in this matter as

the bureau understands it.
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I'm happy to take their definition, but they

haven't used one consistently and that's my concern.

And it's one that's relevant because we're discussing

-- or as Mr. Wheeler just represented we are about to

discuss confidential proprietary information

concerning parties that are not definitively parties

to this case.

And what I'm trying to understand is --

JUDGE McKENNA: Individuals who are not

parties?

MS. BAKER: Well, a private equity firm that's

not a party to this case and Hayfield Investment,

which is not a party to this case. And their

proprietary confidential financial information is

about to become maybe potentially responsive to some

questions and the Protective Order in this case

contemplates coverage of the parties.

And all I want to understand is --

MR. WHEELER: Just for the record, a party --

MS. BAKER: -- who Mr. Wheeler believes are

the parties?

MR. WHEELER: I have a copy of the Protective

Order. The party includes: The Bureau, officers,

directors, employees, Bureau contractors, et cetera.

That's the way we defined it in the Protective Order.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 359 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-60

MS. BAKER: Again, Your Honor, that doesn't

really explain to me who the parties are to this case.

I mean, is it Mr. Wheeler's position that

everybody employed by the CFPB is a party to this

case?

MR. WHEELER: We're not asking for everyone at

the CFPB to come and sit in the gallery.

JUDGE McKENNA: All right. I think that this

is much to do about nothing. But I'm not going to

have an issue where I don't need to have an issue.

MS. BAKER: Thank you, Your Honor.

JUDGE McKENNA: So would you please leave the

room?

How is that?

MR. WHEELER: Could you read back the last

question and answer? I frankly forgot where we were.

(Whereupon, the requested portion of the

testimony was read back by the reporter.)

BY MR. WHEELER:

Q. Mr. Carnes, when you speak of the private

equity fund, was that called Stevens?

A. It was called Stevens Capital Partners.

MR. WHEELER: Mr. Jefferson, could we see, I

think it's Exhibit -- it's the Hayfield chart, it's 67.

THE WITNESS: Sixty-seven you said?
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MR. WHEELER: Sixty-seven or sixty-five. I

think it's 67. Yeah, this is it.

BY MR. WHEELER:

Q. So I just want to be clear in this Exhibit 67,

where is Stevens represented?

A. By SI Hayfield on the left top second box from

the top, 41.8251 percent.

Q. And your recollection is that's an accurate

representation of Stevens' interest in Hayfield?

A. At that time.

Q. What would that time be?

A. Like I said yesterday, I think this was

produced sometime near the end of operations.

Q.       

      

 

    

         

     

   

     

  

     

  

       

• • 
• • • • • • 
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MR. WHEELER: No further questions, Your

Honor.

JUDGE McKENNA: Thank you.

And are there going to be any exhibits that

are going to come in that you are going to proffer

based off of this witness?

MR. WHEELER: No additional exhibits with this

witness, Your Honor.

JUDGE McKENNA: All right. Thank you.

MS. BAKER: Your Honor, you mean in addition

to what was introduced yesterday?

JUDGE McKENNA: Yeah.

MS. BAKER: Okay.

Good morning, Mr. Carnes.

MR. CARNES: Good morning.

CROSS EXAMINATION

BY MS. BAKER:

Q. Mr. Carnes, yesterday you testified at length

about the nature of the business interests that were

owned by the Hayfield companies; do you recall that

• 
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testimony?

A. Yes.

Q. And I believe you also testified that you were

the CEO of those businesses; do you recall that

testimony?

A. I recall that I said I was CEO of Hayfield,

which by de facto would have been CEO of the child

companies.

Q. If I could ask you, please, to go back to what

has been marked as Enforcement Counsel Exhibit Number

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. Okay.

Q. Thank you. This document is a copy of the

Hayfield corporate structure, I believe it was admitted

into evidence. Is this a true, a correct copy of

Hayfield's corporate structure to the best of your

understanding?

A. It is.

Q. To the best of your understanding, what

timeframe would this document reflect?

A. Like I said yesterday, near the end of

operations of Hayfield.

Q. Which would be around what year --

A. 2012.
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Q. -- or years?

Having said that, does this document more or

less reflect all of the -- the fact that there were

numerous business interests owned by Hayfield between

2008 and 2013 or '12?

A. Yes.

Q. So how is this document different than -- what

makes this document specific to 2012, if you will,

versus all of those other years?

A. Well, it would have looked different in two

ways. You know, if you produced this document when

Hayfield was formed, you would have different

percentages on the top of ownership and not all of the

boxes would exist on the bottom.

Q. How many different business interests are

below -- and let me ask you this: The boxes below the

Hayfield Investment Partners, big shaded gray box,

those reflect different business interests that

Hayfield had at the time of, say, call it 2012; is that

fair to say?

A. Yes.

Q. Okay. How many different business interests

would you count or can you count for us?

A. Define a business interest.

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

A. I count 14 boxes.

Q. Fourteen boxes.

And each of those boxes, is it fair to say

represent a distinct business interest or company that

Hayfield Investment Partners at one point or another

has had -- has been the umbrella business for?

A. Yes.

Q. Can you tell me for 2008, and we established

for the record that you were involved with the

Integrity Advance business, you agree that we have

established that?

A. We have established that.

Q. Okay. Can you tell me for 2008 the per -- the

relative percentage of time that you spent on Integrity

Advance vis-a-vis these other 13 boxes?

A. To the extent that my time was spent on

Hayfield, it was spent in 2008 primarily on Integrity

Advance.

Q. And primarily means what? What is a rough

percentage?

A. Well, Integrity Advance started lending in

2008 and I believe in May, I think. And so there would

have been some preparation up to May to start lending

and then after May continue to lend. There were

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 365 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-66

businesses also during the wind down stage leading up

to and after May, so call it two-thirds of my time

would have a been Integrity and one-third would have

been the wind down of what we were getting out of.

Q. I see. So about 66 percent of the time that

you spent on Hayfield business units or enterprises was

spent on Integrity Advance in 2008?

A. Yes.

Q. Okay. Now before we continue, I want to ask

you this: You noted that -- or you suggested that you

spent time on other business efforts other than

Hayfield; is that right?

A. That's correct.

Q. What -- if you could just give us some rough

allocation of time between Hayfield business efforts

and other business efforts in the universe of time that

you spent on professional endeavors in 2008.

A. 2008, I probably spent 75 percent of my time

on Hayfield and 25 percent of my time on other things.

Q. Now I want to ask you the same question for

2009 or the same series of questions.

JUDGE McKENNA: Just one second. Excuse me.

MS. BAKER: Of course.

JUDGE McKENNA: So would that be 75 percent

you said for Hayfield, and so that would be 75 percent
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of two-thirds?

THE WITNESS: It would be two-thirds of 75

percent would be 50 percent spent on Integrity.

JUDGE McKENNA: There you go.

MS. BAKER: Thank you, Your Honor. That's a

great question.

BY MS. BAKER:

Q. So 66 percent of 75 percent as you and Your

Honor just determined is 50 percent of your total

professional time was spent on Integrity Advance in

2008?

A. For 2008.

Q. Same question for --

A. Roughly, again.

Q. Roughly.

A. This is rough estimate to the best of my

ability.

Q. For 2009 same questions.

With respect to the Hayfield family of

companies, what percentage of total time did you spend

of the time you devoted to Hayfield business units on

Integrity Advance operations?

A. Again, it waned over time in 2000 -- it was

two-thirds in '08, '09 might have been 50 percent, 10

was probably less than that and by 11 it was a very
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small percentage.

JUDGE McKENNA: And during all of those

periods of time, was the percentage of your time on

Hayfield still at the 75 percent level?

THE WITNESS: It varied over time depending on

the needs of Hayfield and the needs of the other

businesses, they were up and down. Generally I would

say that I spent somewhere between --

JUDGE McKENNA: For 09?

THE WITNESS: Let's say '09 was probably 70

percent maybe.

JUDGE McKENNA: '10?

THE WITNESS: Sixty.

JUDGE McKENNA: '11?

THE WITNESS: Fifty.

JUDGE McKENNA: '12?

THE WITNESS: Eighty or ninety.

JUDGE McKENNA: Who should I send the bill to?

MS. BAKER: Thank you, Your Honor. You were

following my line of questions. That's where I was

going.

BY MS. BAKER:

Q. I just want to make sure we do have a clear

record. The answers you just gave to Judge McKenna

concerned the amount of percentage of time total of all
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of your professional endeavors that you spent just on

Hayfield, so --

A. Right.

Q. -- is that right, Mr. Carnes?

A. That's correct.

Q. So 70 percent about in 2009, 60 percent in

2010, 50 percent of your time in 2011 and then 80 or 90

percent of your time in 2012?

A. That's correct.

Q. And of that, let's go back and just make sure

we have a precise accounting of the time that you spent

on Integrity Advance specifically.

So for 2009 I believe you said that you spent

of the Hayfield total, 50 percent of that time on

Integrity Advance; is that right?

A. Yes.

Q. And same 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. I'm going to guess 25 percent.

Q. So 25 percent of 60 percent of your total

business endeavors?

A. Yes.

Q. Okay. And same question for 2011, what
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percentage of time roughly did you spend on Integrity

Advance of all of the Hayfield time that you spent in

your professional endeavors?

A. Probably 15 percent.

Q. Fifteen percent?

So 15 percent of 50 percent of your

professional endeavors roughly was spent on Integrity

Advance business operations in 2011?

A. By then the company it was a well running unit

and didn't need a lot of attention.

Q. Same question for 2012. What percentage of

time did you spend of the Hayfield business time that

you spent in your professional endeavors, what

percentage of time did you spend in 2012 on Integrity

Advance business operations?

A. Similar to '11.

Q. So about 15 percent?

A. Good guess.

Q. And I think we have heard testimony and you

have been in the room for this testimony, the company

-- when did the company wind down?

A. Hayfield closed the transaction with EZ Corp,

December 20th of 2012, from that point on we were

contractually obligated to do certain things through

that sale agreement. One of which was to wind down
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Integrity, and we had until the end of June to

completely wind Integrity down. So we could no longer

make loans. It was in merely wind down mode.

Q. So the end of June of 2013?

A. '13, yes.

Q. So I'm going to ask you same questions that

I've asked you, just for 2013, as well. Of the total

time that you spent on professional endeavors in 2013,

what percentage was allocated to Hayfield, roughly?

A. At that point I was fully employed by EZ Corp,

and it was -- the assets that they purchased from

Hayfield had been transferred. So other than things

like dealing with this matter, I had very little

involvement at all in Hayfield other than overseeing

the wind down of the assets that were remaining.

Q. So what would you estimate is the percentage?

A. Of my total time? Again, you take Hayfield

and mix. And now, you know we're saying my total

business time was probably spent on this maybe five or

ten percent.

Q. Of Hayfield?

A. Yes. Well -- yes. For the first half of '13,

and then post -- or in the second half of '13 the only

thing I 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 time 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 more of that -- roughly half.

Q. So roughly half of five to ten percent?

A. Yes.

Q. Now you mentioned before the EZ Corp

transaction, and we heard some testimony 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 customer list, in a subset of

states.

Q. So if you had to, and I understand this is --

I'm asking you this questions based on your estimates,

understanding it happened a few years ago. If you had

to kind of give a percentage of the total assets that

EZ Corp purchased from Hayfield, what percentage would

be allocated to Integrity Advance specifically?

A. I don't think it would be fair to venture a

guess because I didn't put the value on it that they

did.
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Q. But they purchased a relatively small number

of assets?

A. Of what -- the big picture of what they

purchased was, it was a very small 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

binder in front of you, and go back to tabs, please, to

what has been previously admitted and marked as

Enforcement Counsel Exhibit 65.

Do you see that?

A. I do.

Q. Mr. Carnes, I think you offered some limited

testimony about this document yesterday, do you recall

that testimony?

A. Vaguely.

Q. One of the things I believe you said yesterday

is that all of the people on this org chart were able

to come speak with you; is that right?

Meaning everyone below Mr. Foster, for

example, were able to come into your office and talk to

you at a point in time?

JUDGE McKENNA: Give me the exhibit number

again, please.
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MS. BAKER: Sure. Absolutely, Your Honor,

it's Exhibit No. 65 in Enforcement Counsel's binder.

And so if you go to tab 65, it's the document

immediately behind it.

JUDGE McKENNA: Right.

THE WITNESS: I generally had an open-door

policy that allowed, you know, anybody that wanted to

pop in and say something, to do so.

In the case of this chart, George Davis would

have to hop on a plane to do it, but everybody else

was in the same office.

BY MS. BAKER:

Q. And did any of the people on this chart and

let me be specific, I'm talking about any name in a

little box other than your name, 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 loans?

A. No.

Q. Mr. Carnes, did you ever review any of those

call center scripts that the call center

representatives used in connection with the loans?

A. No.

Q. Did you ever revise any of those call center

scripts that the call center representatives used in
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connection with the loans?

MR. WHEELER: Objection, Your Honor,

relevance.

JUDGE McKENNA: Overruled.

THE WITNESS: I did not revise any scripts.

BY MS. BAKER:

Q. Did you ever edit any call center scripts that

call center representative used in connection with the

loans?

A. No, I never saw them.

Q. Mr. Carnes, were you involved in drafting any

part of any loan agreement that a consumer used in

connection with a loan in this matter?

A. No.

Q. Were you involved in revising any part of any

loan agreement that a consumer would have had in

connection with a loan made by Integrity Advance?

A. No.

Q. Were you ever involved in revising any

language to any disclosure in that loan agreement?

A. No.

Q. Did you ever revise or edit any other language

in the loan agreement that was used in connection with

any loan that was made to a consumer by Integrity

Advance?
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A. No.

Q. And you testified earlier, I believe, or you

heard testimony that there were versions of this loan

agreement?

A. Yes.

Q. Did you ever as to any version of any loan

agreement make edits or revisions to the language in

that loan agreement?

A. No.

Q. Did you ever as to any version of any loan

agreement make edits or revisions to any disclosure in

the loan agreement?

A. No.

MS. BAKER: Court's indulgence for a moment,

please.

JUDGE McKENNA: Sure.

BY MS. BAKER:

Q. Mr. Carnes, if I could ask you please to turn

to, in Enforcement Counsel -- the binder in front of

you or maybe it's the other binder, what was previously

marked and entered into evidence as Exhibit 18.
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-• 

-• 

• • 

• • --
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Q. Mr. Carnes, do you have an understanding of

how many Integrity Advance customers came to Integrity

Advance via its website?

• 

• • -• 

-• 

• • -• ----• 
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A. Customers, so you mean people who obtained a

loan?

Q. Well, who were initially introduced to the

company through a website as opposed to through lead

generation, which we discussed yesterday?

A. So in the beginning of the company in 2008,

there was a small percentage of consumers that would

come back to the website. By the time that 2012

happened, we had well over half, maybe even two-thirds

of business we did were from consumers coming back for

a second or Nth loan, from after paying off their first

loan.

Q. And I'm sorry what percentage?

A. By the time 2012 happened, I don't know the

percentage from '08, but it jumped up in '09 and

continued to rise in 2012 or in 2012 I want to say, I'm

going to ballpark it at about two-thirds of business we

did was to people who came back after having a first

loan.

Q. And they might have come back through the

website?

A. They generally almost always came back through

the website or called us.

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

percentages for each of those years 2008, uniquely new
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customers to the company?

A. Coming to their website?

Q. Yes, coming through the website?

A. Again, it was small in 2008, I couldn't --

Q. If you know.

A. I don't know the number exactly. I just know

it was a smaller percentage knowing that 2009 it was

significantly higher and by the time we finished, it

was roughly, again, I don't remember off -- exactly

what it was, but call it 60/65 percent of the consumers

that we lent to by 2012 were coming back for a second

or more loan.

Q. I think you testified yesterday that you had

an understanding that Integrity Advance had a lending

license from the State of Delaware?

A. That's correct.

Q. Do you have any high level understanding of

what that entailed or what that meant?

A. I have a high level, I know that in the

beginning to obtain a lending license there is a

lending license application that gets filled out. I

know that I was asked to fill out some of that with

regard to myself. There were financials I think I had

to submit for myself. There were -- it was a, you

know, application. So you had all kinds of blanks to
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fill in. Most of the application and its components

were orchestrated by Mr. Foster in conjunction with

outside counsel is who wrote the loan agreements that

were submitted to the State for their approval along

with all of the application information as well.

That's my understanding of it.

Q. And that's to obtain the license?

A. To obtain a lending license, yes.

Q. Do you have an understanding as to whether

that license was ever renewed?

A. I do. It was renewed -- it was granted in

2008, I believe. And then renewed in '9, '10, '11 and

'12.

Q. And do you have any understanding, and I

understand you are not a lawyer, but do you have any

understanding of what might have been involved in that

renewal process? Just at a high level.

MR. WHEELER: Objection, Your Honor. It calls

for speculation.

JUDGE McKENNA: He will answer if he knows.

THE WITNESS: So in a renewal process, again,

it was a -- the State sent a checklist out of

documents that needed to be submitted. I think

yesterday I pointed out some of the financial

statements that were partial year, were submitted as
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part of that application or renewal process.

Any changes to -- originally you submitted a

business plan, they requested any changes to the

business plan be submitted. Again, it was a few

blanks I had to fill out, but primarily orchestrated

by Mr. Foster and outside counsel.

I do know we received our approvals to

continue to lend each year, and we posted the license

on our website, I believe.

BY MS. BAKER:

Q. Yesterday, Mr. Carnes, we heard some testimony

about lead generation agreements; do you recall that

testimony?

A. I do.

Q. Why were you involved with signing at least

two of -- I think it was three lead generation

agreements that were executed with another business on

behalf of Integrity Advance?

A. I was a CEO, as a standard practice of

business I would sign documents from time to time.

They would be signed by other officers of the company.

I think there are examples in here of Madsen signing

agreements. Mr. Foster signed agreements. The company

had numerous third party vendor arrangements over the

years. And it might have been signed because I might
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have had a relationship with the person on the other

side. It might have been signed because I was the only

one in the office that day. It might have been signed

-- I don't know. I mean, as a CEO, you sign

agreements.

Q. Was it also the case that Mr. Madsen signed

lead generation agreements?

A. Absolutely. In fact, I would say he signed

predominantly most of them.

Q. Does lead generation have anything to do with

the consumer facing loan agreements that were executed

by customers of Integrity Advance?

A. No. Lead generation has to do with the

application that the consumer sees and then once the

consumer fills out the application, hits the submit

button, it would -- if we would approve the loan on the

backside, we would then redirect the consumer's website

to our documents. So in that case they would only see

our documents.

Q. So it had nothing whatsoever to do with loan

agreements?

A. Nothing whatsoever to do with loan agreements.

Q. And is that the same for any disclosure that

would have been in a loan agreement as you understand

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

Q. Did the lead generators that you entered into

a contract with ever revise or edit any of the loan

agreements to your knowledge?

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

Q. Mr. Carnes, do you have any understanding, I

think you testified briefly about this yesterday, any

understanding of whether or not Integrity Advance used

what we have discussed here and called RCC's or

remotely created checks?

A. We did.

Q. You did. And what's that understanding --

what's your understanding based on?

A. It was a business practice I know we employed.

Q. Do you have an understanding as to how

frequently remotely created checks were used by

Integrity Advance and we can -- and by a timeline, I

mean 2008 until 2012 when the company stopped making

loans?

A. In relative terms, they were very sparsely

used.

Q. And when you say, relative terms, can you

maybe attach a percentage to that of the total universe

of loans made by the company during its existence?

A. I would say it's well under one percent and
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was only used in the case where the consumer revoked

their authorization to ACH their checking account, and

through numerous calls and e-mails refused to contact

with us and to setup alternate payment arrangements,

which we would take any kind of payment arrangement

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 submitted. But again, very very few

instances comparing -- if you look at the number of

payments that were made overall, there were very very

few that got -- that went down that path.

Q. Were there other ways to make a payment on a

loan if ACH authorization had been revoked by a

customer?

A. Many ways, and in fact, if a consumer would

just contact us to tell us they wanted to pay us, it

would stop the process of the RCC.

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

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

Q. Mr. Carnes, can you tell us what your highest

level of education is?

A. I have a bachelor degree in mathematics and

economics.

Q. From what institution?

A. University of Kansas.
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MS. BAKER: No further questions, thank you.

JUDGE McKENNA: Redirect.

REDIRECT EXAMINATION

BY MR. WHEELER:

Q. Mr. Carnes, did Integrity Advance loan in all

50 states?

A. No.

Q. Why not?

MS. BAKER: Objection. Calls for speculation.

THE WITNESS: We lent in the states --

JUDGE McKENNA: Overruled.

THE WITNESS: We lent in the states that our

attorneys told us that we should be lending in.

MS. BAKER: Objection. May I just counsel

Mr. Carnes?

JUDGE McKENNA: Yes, you may.

MS. BAKER: To the extent that any other

questions call for the disclosure of communications,

what your attorneys told you, please don't disclose

that.

Thank you. And if the record could be

stricken as to that response.

JUDGE McKENNA: Do you have an answer that

excludes the attorney part of it?

THE WITNESS: No, I'm sorry, Your Honor. I
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don't.

MS. BAKER: Ongoing admonition, please be

mindful of that, Mr. Carnes. Thank you.

THE WITNESS: I will.

JUDGE McKENNA: All right. You want to read

that back to me?

(Whereupon, the requested portion of the

testimony was read back by the Court Reporter.)

MS. BAKER: Your Honor, it's -- I don't want

to -- we can just allow Mr. Wheeler to continue his

exam. I have just admonished my client to be mindful

of the attorney/client privilege.

JUDGE McKENNA: Do you withdraw your motion?

MS. BAKER: I can withdraw my motion. That's

fine. Thank you, Your Honor.

JUDGE McKENNA: Thank you.

BY MR. WHEELER:

Q. Did the number of states that Integrity

Advance loaned in decrease over time?

MS. BAKER: Same admonition.

JUDGE McKENNA: You don't have to involve the

attorney to answer.

BY MR. WHEELER:

Q. It's a factual question. Did the number of

states Integrity Advance loaned in decrease over
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time --

A. Yes.

Q. -- over the course of its operations?

Do you remember how many states Integrity

Advance loaned in in 2012.

A. I don't.

Q. Was it more or less than 25?

A. I don't recall.

MS. BAKER: Your Honor, to the extent

Mr. Wheeler is going to continue with this line of

questions, I'm going to object on relevance grounds.

It's not relevant to any of the matters that are

pertinent to the proceedings here.

MR. WHEELER: I'm moving on anyway, Your

Honor.

JUDGE McKENNA: All right.

BY MR. WHEELER:

Q. Mr. 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.

I never called myself president ever, I was always a

CEO and that document I think was produced at your

request, and they put that on there. But I was the CEO
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of the company.

Q. And you were the CEO of Hayfield?

A. Yes.

Q. And all of the subsidiaries of Hayfield?

A. Yes.

MR. WHEELER: Can we look at Exhibit 65?

BY MR. WHEELER:

Q. So I understand that you provided services to

other Hayfield entities aside from Integrity Advance,

correct?

A. We have gone through those percentages, yes.

Q. And I believe Mr. Foster testified that he

provided services to other Hayfield entities?

A. Yes.

Q. What about other -- the other people here?

Did Ms. Schaller provide services to other Hayfield

entities?

A. Yes.

Q. Could you estimate what percentage of her time

was spent on Integrity Advance versus other Hayfield

companies?

A. Again, I don't know. I don't know. I'm sure

it would vary over time as well.

Q. What about Mr. Pickett, did he spend time on

other Hayfield enterprises?
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A. Yes.

Q. Would your answer be the same for all of these

individuals?

A. No.

Q. Who did not provide services to other Hayfield

entities?

A. George Davis.

Q. Anyone else?

A. No.

Q. And I assume if I asked you for percentages on

how much time these individuals spent on Hayfield

versus Integrity, you would not be able to help me with

that?

A. It would vary over time and you would have to

ask them. I couldn't speculate.

JUDGE McKENNA: I have a question. Regarding

Stephanie Schaller.

THE WITNESS: Yes.

JUDGE McKENNA: What is a VP of decision

science?

THE WITNESS: It's a -- like head of

analytics.

JUDGE McKENNA: And what is the job functions

that person was doing?

THE WITNESS: Statistical analysis and
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modeling.

BY MR. WHEELER:

Q. Mr. Carnes, how many people worked for

Hayfield in 2008?

A. Beginning or end?

Q. At the beginning of 2008?

A. Zero.

Q. How many people worked for Hayfield by the end

of 2008?

A. I'm going to guess six.

Q. What about 2009, how many people worked for

Hayfield in 2009?

A. I'm going to tell you this is all going to be

guessing.

Q. You were the CEO, so...

A. Right. This is seven years ago and I --

JUDGE McKENNA: Well, just a second.

All right. I don't want to get into this.

Please be seated. All right. To the best of

your recollection, understanding that there might be a

significant standard deviation. Okay?

THE WITNESS: Okay. 2009 might be 15.

BY MR. WHEELER:

Q. What about for 2010, how many employees of

Hayfield?
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A. Twenty-five.

Q. What about for 2011?

A. Something similar to that, somewhere between

20 and 30 for the rest of the time?

Q. So you would say 20 to 30 or 2011?

A. '12. And '12.

Q. And 2012?

A. It was stopped -- it was folded in December of

2012.

Q. Mr. Carnes, we talked yesterday about the loan

agreement and the loan agreement template; do you

recall that?

A. I do.

Q. Who authorized Integrity Advance to use the

loan agreement template?

A. I don't understand the question.

Q. Integrity Advance had a loan agreement

template, correct?

A. Yes.

Q. And they would use that template to create

loan agreements; is that right?

A. Yes.

Q. Who authorized the use of that loan agreement

template?

JUDGE McKENNA: Are you talking about a
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regulatory entity?

MR. WHEELER: No. I'm asking in a business

sense, who in the business authorized Integrity

Advance to use the loan agreement template?

JUDGE McKENNA: Who within the company either

Hayfield or Integrity Advance?

MR. WHEELER: Yes.

MS. BAKER: Let me just make an admonition to

the extent you can answer this question without

disclosing any privileged communications.

THE WITNESS: By the mere fact of the business

process we used, and a loan agreement template was

necessary. So it wasn't an approval or a decision to

use a template, it was necessary. We had to.

BY MR. WHEELER:

Q. Right, but someone had to approve that.

Someone had to say, yes, we're going to use this

template?

MS. BAKER: Same admonition.

BY MR. WHEELER:

Q. I mean the template didn't create itself and

get implemented on its own.

JUDGE McKENNA: Well, 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 similar or the same template for

lending; is that correct?

THE WITNESS: There were different templates

and they were created by the outside counsel.

JUDGE McKENNA: At different times?

THE WITNESS: At different times.

JUDGE McKENNA: All right. And so then when

it came to the creation of Integrity Advance, was that

just a kind of a spillover affect as to the template

that you were using?

MS. BAKER: I just want to make that

admonition.

JUDGE McKENNA: I gotcha.

MS. BAKER: Thank you.

THE WITNESS: I can answer the question, but

I'm going to have to talk about the -- how the

attorneys approached doing that. I don't know if

that's privileged or not.

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

THE WITNESS: Well, the only way I can answer

is to talk about how the attorneys did that.

JUDGE McKENNA: All right. So, what's your

position on that subject?

MS. BAKER: Your Honor, to the extent that my

client can say, you know, the fact that a lawyer
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looked at something isn't privileged. What the lawyer

might have told him about the something the lawyer

looked at is.

And to the extent that Mr. Carnes or anyone

else sought counsel, the fact that he sought counsel

is not privilege. The contents of the request for

counsel are. Does that --

JUDGE McKENNA: Within those parameters, can

you enlighten us?

THE WITNESS: How about I say I will tell you

that with Integrity Advance specifically, we hired

outside counsel to create and give us loan documents

that conformed with the Delaware and federal law.

Once they gave us those documents, we took them and

through our IT department, implemented them into our

loan management system to use to lend to consumers.

JUDGE McKENNA: Were your subordinates in

Hayfield overseeing that process?

THE WITNESS: Yes.

JUDGE McKENNA: And did that process ever come

up to you through a briefing?

MS. BAKER: Same admonition. To the extent

you can answer that question without disclosing the

contents of that briefing or the fact that you had a

briefing with specific topic matters, you can answer
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that question.

THE WITNESS: I believe we went through this

line of questioning yesterday with Mr. Wheeler, and it

went something to the effect of, you know, did you

approve the loan documents and I said, well, I didn't

expressly approve the loan documents.

I said that this is my recollection of what I

said, I said that in the process of having a outside

attorney firm write them and deliver them to us, I

knew that they would be put into the loan management

system and that was not expressly approved. It was --

it happened and as a course of being CEO I knew it was

happening, and I didn't prevent it. But there would

be a tacit approval in that senses.

JUDGE McKENNA: Thank you.

BY MR. WHEELER:

Q. And I assume as CEO you would have had

authority to stop Integrity Advance from using --

JUDGE McKENNA: Asked and answered.

BY MR. WHEELER:

Q. Did you ever personally discuss the Integrity

Advance loan agreement with your Delaware regulator?

A. No.

Q. Are you aware of discussions that other people

at Integrity Advance had about the loan agreement with
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your Delaware regulator?

A. I wasn't primarily responsible for the audits

that they did on a regular basis, and so I wasn't privy

to all of those conversations.

Q. How did Integrity Advance withdraw money from

consumer's accounts?

A. Generally via the automated clearing house

system of the federal reserve.

Q. Any other ways?

A. Through RCC's.

Q. Anything else?

A. Well, consumers who revoked authorization,

some would actually -- the ones who would talk to us or

we could get ahold of, some of them would send us a

physical check, a check they wrote on their account, so

that would be a way, where they actually -- they

created their own check and sent it to us.

Some of them would pay, and this is in general

in collections not just revoked authorization, but

somebody might pay with a debit card or a credit card.

I don't know if that counts in your -- somebody might

pay with a PayPal account. Somebody might pay with a

Western Union or a money gram order. We accepted all

forms of payments besides cash that we could think of.

Q. Ms. Baker asked you a little bit about

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 397 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-98

remotely created checks; do you recall that?

A. I do.

Q. And I believe you testified that there were

efforts made to call consumers after they revoked ACH

authorization?

A. Yes, sir.

Q. Was there a policy on a certain number of

calls that would be made?

A. I'm sure there was some sort of systematic way

the collection center would approach that. I couldn't

tell you exactly what it was. But I know at a very

high level a number of calls and e-mails were sent.

The e-mails were mainly out of the system, but I'm sure

that they were being called as well.

Q. And I assume you don't have knowledge of

whether or not there was a policy on a particular

number of e-mails that might be generated?

MS. BAKER: Objection, relevance.

JUDGE McKENNA: Overruled.

THE WITNESS: I don't know. I don't know

exactly how many e-mails were generated.

BY MR. WHEELER:

Q. Did you personally make any calls to consumers

after they revoked ACH authorization?

A. No.
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Q. Did you personally send any e-mails to

consumers after they revoked ACH authorization?

A. No.

MR. WHEELER: One second, Your Honor.

JUDGE McKENNA: Yes.

MR. WHEELER: No further questions, Your

Honor.

JUDGE McKENNA: Anything further, Ms. Baker?

MS. BAKER: Yes, thank you.

RECROSS-EXAMINATION

BY MS. BAKER:

Q. Mr. Carnes, you just testified that consumers

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 payments acceptable forms when

an ACH authorization was revoked?

A. Yes.

MS. BAKER: No further questions. Thank you.

JUDGE McKENNA: Anything further within the

scope of the cross?

MR. WHEELER: No, Your Honor.

JUDGE McKENNA: All right.

You are excused. Thank you, Mr. Carnes.
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Off the record.

(Whereupon, a lunch recess was had from 11:55

a.m. to 12:49 p.m.)

JUDGE McKENNA: Back on the record.

MS. CHUM: Good afternoon, Your Honor.

JUDGE McKENNA: Hi.

MS. CHUM: Vivian Chum on behalf of

Enforcement Counsel.

How are you?

JUDGE McKENNA: Good, thank you.

I want to throw a little bit of a hook at you.

I would like, since the next couple of witnesses, I

presume, are going to the -- at least have some effect

on the issue of recoupment/sanctions; is that correct?

MS. CHUM: Yes, Your Honor.

JUDGE McKENNA: Well, so what I would like,

since I'm not a person who is familiar with this part

of the law for the CFPB, to have a short tutorial from

the government and from Respondent's counsel.

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

MS. CHUM: Yes, Your Honor. I will on behalf

of the government.

Just to give you a general overview of the

damages we are seeking in this matter --

JUDGE McKENNA: Well, first I want to know
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what authority you have and what can you request and

then what you are requesting.

MS. CHUM: Your Honor, our authority for the

TILA and EFTA claims, as you know, go back to the

authority that the FTC had under the FTC Act and as to

the claims under the CFPA and UDAAP claims those come

from Title 10 of the Dodd-Frank Act.

JUDGE McKENNA: And they authorize?

MS. CHUM: And that, Your Honor -- Court's

indulgence. If you may allow me to just simply pull

up my cheat-sheet on that because I did not anticipate

discussing that.

JUDGE McKENNA: Sure. Sure.

This is just like moot court.

Basically, when we look at the regs in the

statute, it wasn't at all clear as to how this was

going to play out as far as recoupment, damages,

sanctions in the event that some of the charges have

been found proven.

MS. CHUM: Yes, Your Honor, I misspoke

earlier. Now that I have this in front of me and I'm

looking right at it. Our relief under the CFPA as it

pertains to TILA and EFTA claims is under 12 USC 5565.

Our relief under the CFPA as it pertains to

TILA and EFTA claims 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 consumer financial law

including a violation of a rule or order prescribed

under a federal consumer financial law.

Because the FTC could obtain equitable relief

including disgorgement and restitution under section

13(b) of the FTC Act prior to July 21st, 2011.

The Bureau could equally obtain such relief

and would find it proper under the CFPA and thus that

would have no retroactive effect on Respondents.

That is as to the TILA and EFTA claims.

More generally, our relief as to UDAAP claims

that's the deception and unfairness claims and CFPA

also derive from 12 U.S.C. 5565.

And that, of course, for those claims we focus

on loans that originate on or after July 21st, 2011.

That is the transfer date.

JUDGE McKENNA: Right.

All right. So now you are going to get into

the part that you were --

MS. CHUM: Yes.

JUDGE McKENNA: All right. So if you could

just allow Ms. Baker to, if you would like, Ms. Baker.
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MS. BAKER: I would, Your Honor.

JUDGE McKENNA: I don't want to force you to

do anything.

MS. BAKER: Thank you. Ms. Chum, would it be

easier if I just speak from here? So you don't have

to move your materials?

MS. CHUM: Sure.

MS. BAKER: Your Honor, a few points. Our

position is that to the extent the CFPB is -- that the

Office of Enforcement 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 Electronic Fund Transfer Act and as to

any findings concerning deception and/or unfairness

under the CFP Acts prohibitions against UDAAP, unfair,

deceptive or abusive acts or practices the office of

-- and any civil money penalties under 5565, which is

the provision of the Dodd-Frank Act that Ms. Chum has

cited, the CFPB can only seek that monetary relief for

conduct that post dates July 21st, 2011 and here is

why.

The Federal Trade Commission Act that the CFPB

appears to be relying on for the importing of TILA and

EFTA damages, 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 Commission Act only

enables the FTC to get monetary relief in federal

district court. There is absolutely no monetary

relief provided in the administrative law forum of the

Federal Trade Commission Act.

So the way it works, is that the Federal Trade

Commission brings a case in the administrative forum

as to liability, and if liability is found, the FTC

must then go to district court to get any monetary

relief.

JUDGE McKENNA: Do they find monetary relief

and then ask the district court to enforce it?

MS. BAKER: No. Your Honor.

JUDGE McKENNA: So you have a de novo?

MS. BAKER: I don't know if it's de novo as to

liability, but my understanding is it's de novo as to

penalties. Meaning that the question of damages,

monetary relief, as it relates to any finding of the

Truth In Lending Act, the Electronic Fund Transfer Act

or section 5 of the Federal Trade Commission Act, of

course not relevant here, would only be allowed in

district court.

The FTC does not get upon monetary relief in

its administrative forum. So for the CFPB to be

relying on that is a problem.
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Now number 2, even if that wasn't the case,

reliance on the Federal Trade Commission Act does not

indeed apply here and let me give you the analytical

reasons. There are two analytical reasons why that's

the 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 monetary 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 administrative. So if a lawsuit was

purely administrative in the way it changed a rule, it

wouldn't apply.

But this is not administrative. This has to

do with findings of liability and findings of monetary

relief. And Landgraf Doctrine, which is the doctrine

that governs the whole retroactivity analysis that

we've briefed a fair amount in this matter, governs

this, and it expressly precludes using or importing

the Federal Trade Commission Act into this matter for

purposes of retroactively applying the Consumer

Financial Protection Act's 1065 provision, to -- or 12
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U.S.C. 1056 to obtain monetary relief in this matter.

Number 2, even if, the Federal Trade

Commission Act, there wasn't a retroactivity argument

as I said before, the way that the Federal Trade

Commission Act applies to a TILA or EFTA claim, it's

back to the first argument, is that you cannot get

monetary relief in the administrative forum.

So the only way the Bureau can get monetary

relief in this matter is for conduct that post-dates

the implementation and effective date of its act. And

that's for TILA and EFTA.

For unfairness and deception, I think we all

agree that the only relevant timeframe that we are

looking at is July 21st, 2011 to the time that the

company stopped doing business. And, of course, our

position is that there is no liability and that the

company, neither Respondent, should be found liable.

But I'm arguing, of course, in the alternative

to respond to Your Honor's request.

Now as for civil money penalties, footnote II

of the Enforcement Counsel's pre-hearing statement

already concedes that -- and the footnote is on page 8

of their pre-trial statement -- it already concedes

that civil money penalties should be calculated from

the transfer date until the date that Respondent's
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unlawful acts ceased.

Now I want to make one more point, Your Honor.

In the Enforcement Counsel's Opposition to our Motion

for Summery Disposition in this matter, they make

something very clear. They make it very clear that

the sole basis through which they are seeking any

monetary relief in this matter is through the

mechanism of the CFP Act, 12 U.S.C. 5565. So let me

summarize again all of these different points.

The only way that they are getting monetary

relief by their own acknowledgement -- for the Court's

record that's page 29 of their opposition brief -- the

only way that they are getting any monetary relief in

this matter is through the CFP Act, number one.

Number 2, the CFP Act does not enable them to import

the FTC Act regime for TILA and EFTA to get damages

that predate July 21st. Two reasons: Retroactivity

Doctrine prohibits it and the Federal Trade Commission

Act 13(b) doesn't allow the FTC to get administrate

monetary relief.

As to conduct -- as to UDAAP, unfair or

deceptive, we have already agreed and acknowledged

that that only concerns conduct that postdates July

21st. And as to any civil money penalty, footnote II

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

Honor.

JUDGE McKENNA: Thank you, very much.

MS. CHUM: Your Honor, as you know, we

respectfully disagree and I believe this has been

briefed previously, and much of this ground has

already been covered.

JUDGE McKENNA: Well, it never hurts to repeat

it.

So that's fine.

You can start with your witnesses.

MS. CHUM: Yes, Your Honor.

Enforcement Counsel calls Mr. Robert Hughes to

the stand.

JUDGE McKENNA: Good afternoon, Mr. Hughes.

ROBERT HUGHES,

A witness produced on call of Enforcement

Counsel, having first been duly sworn, was examined

and testified as follows:

JUDGE McKENNA: Please be seated. State your

full name for the record.

THE WITNESS: It's Robert Jackson Hughes,

H-U-G-H-E-S.

JUDGE McKENNA: And I think we're going to

have a couple of problems with you. Number one, you
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are going to have to speak up.

THE WITNESS: Sure.

JUDGE McKENNA: And you can talk closer to

that mic and we will see if that works.

THE WITNESS: Okay. Is this good?

JUDGE McKENNA: No.

THE WITNESS: Oh sorry. Which mic?

JUDGE McKENNA: All right. You are going to

speak --

THE WITNESS: Try again.

JUDGE McKENNA: That's better.

THE WITNESS: Is that too loud.

JUDGE McKENNA: All right. And so we will

proceed now.

THE WITNESS: Okay. Thank you.

MS. FOLEY: Your Honor, Danielle Foley, for

the Respondents. Just one housekeeping matter. We

have Dr. Xiaoling Ang, who we have prepared to be a

rebuttal witness to Mr. Hughes's testimony. She is in

the courtroom today. We wanted to just advise of that

and see if there's any issue with her being here. We

wanted her to hear his testimony so that she can be

prepared to rebut it.

MS. CHUM: Your Honor, the government would

request the rule on witness exclusion in this case.
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MS. BAKER: That hasn't been invoked the

entirety of this trial. You have to invoke

sequestration at the beginning.

MS. FOLEY: And in order for her to fairly

rebut his testimony, she has to hear today. He has

not been deposed. We only have a declaration and some

summary exhibits.

JUDGE McKENNA: All right.

MS. CHUM: Your Honor, my understanding is

that there have been no other witnesses in this

courtroom that -- other than Mr. Carnes, who is a

party.

JUDGE McKENNA: All right. And she just came

in now?

MS. FOLEY: Yes. She has just been in the

courtroom now.

JUDGE McKENNA: All right. So I'm going to do

it the slow way. So I'm going to sequester the

witness, and then you can brief her as a predicate to

any questions that you have.

MS. FOLEY: All right. Thank you, Your Honor.

DIRECT EXAMINATION

BY MS. CHUM:

Q. Mr. Hughes, would you please tell me where do

you work?
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A. Consumer Financial Protection Bureau.

Q. What department do you work for in the Bureau?

A. I'm within the data science group within

technology and innovation, I'm sorry.

Q. You're a data scientist at the CFPB?

A. Yes.

Q. How long have you held that position?

A. About a year and a half. About another year

and a half before that I was in the same department as

a data architect.

Q. What are your duties as a data scientist at

the CFPB?

A. Data analysis.

Q. What were your duties as a data architect?

A. They were largely the same. There was a

little bit more of an information management component,

but generally it was a data analysis function that I

performed under both.

Q. Including the years that you have spent at the

CFPB, how many years in total of experience in data

analysis do you have?

A. Probably a little over 20.

Q. Could you describe that experience?

A. Sure. So it's -- that's been a consistent

theme throughout my career. I had a consulting company
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for probably about ten years where I performed data

analysis as my primary job. I did the same as a risk

analyst for electricity options, in a job around 1998,

'99.

And it's been a component of pretty much every

job I have had in my professional career.

Q. As a data scientist at the CFPB, have you

reviewed data sets of consumer financial information?

A. Yes.

Q. How many data sets of such information have

you reviewed?

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

number on that.

Q. And what kind of observations are you tasked

with making in the course of your review of these data

sets of consumer financial information?

A. It's pretty wide ranging, but generally

aggregate information, totals of consumer's spending

patterns, generally we will look at transaction level

and account level data to reach whatever conclusion

research markets, enforcement, whoever is looking for

it.

Q. What tools have you used to review and make

observations about data sets of consumer financial

information?
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A. There have been quite a few, but I would say

my primary day-to-day tools are R, just the letter R,

which is a statistical language and SQL, S-Q-L

structured query language.

JUDGE McKENNA: Ms. Chum?

MS. CHUM: Yes, Your Honor.

JUDGE McKENNA: Do you have other witnesses,

technical witnesses in the courtroom?

MS. CHUM: They are not witnesses, Your Honor.

JUDGE McKENNA: They are not going to be

witnesses?

MS. CHUM: They are not going to be

testifying, Your Honor.

MS. BAKER: Your Honor, I believe, though,

that we've heard before that they are affiliated with

Mr. Hughes and what he's doing, and I would ask that

they be sequestered as well to the extent that they

could be used to facilitate any rebuttal testimony

that he may be asked to provide.

JUDGE McKENNA: They are not testifying.

MS. BAKER: I understand, Your Honor. But

they could still be used in the capacity of him

testifying at later time. We have heard a fair amount

of conversation earlier about how they are not part of

the Office of Enforcement. And if we're going to
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sequester people, we should sequester people, all of

them except the parties in the case. I believe that's

what Ms. Chum actually asked for.

She didn't invoke sequestration because you

can't invoke that halfway through trial. I think what

she invoked was the statement that to the extent there

are people in this room who are not parties to this

case, they should not be allowed in this room.

MS. 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

witnesses who will be testifying should not be hearing

the testimony of other witnesses prior to their

testimony. And for that reason, we request that the

data scientists be permitted to remain, but

ultimately --

JUDGE McKENNA: All right. I'm going to

overrule the objection.

MR. HERNACKI: Your Honor, based on your

overruling of our objection, we ask that Ms. Ang, Dr.

Ang, our rebuttal witness to Mr. Hughes, we ask that

her assistant, who is not a witness in this case be

allowed to come back in and observe in the same

fashion as the CFPB's data scientists.

JUDGE McKENNA: All right.
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MR. HERNACKI: Thank you. With the Court's

indulgence I will go get him.

JUDGE McKENNA: All right.

Why don't you bring your expert in too.

MR. HERNACKI: All right. Thank you, Your

Honor.

JUDGE McKENNA: I'm going to reverse myself.

MS. BAKER: Thank you, Your Honor.

MS. CHUM: A point of clarification, Your

Honor. May I just to get a better understanding, in

reversing yourself, are you also indicating that

Mr. Hughes and our data scientists may remain in the

courtroom should Ms. Ang be permitted to testify?

JUDGE McKENNA: Yes.

MS. CHUM: Thank you, Your Honor.

JUDGE McKENNA: No objection to that?

MS. BAKER: No, of course not.

JUDGE McKENNA: Just wanted to get it on the

record.

(Whereupon, Dr. Ang and her assistant returned

to the gallery.)

MS. CHUM: Permission to proceed, Your Honor.

JUDGE McKENNA: Yes.

BY MS. CHUM:

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

A. It's S-Q-L for structured query language.

Q. What exactly is SQL?

A. It's a very basic language for data analysis

and organization.

Q. How long have you been using SQL to view data

sets?

A. About 20 years.

Q. And what are your reasons for using SQL?

A. It was just a simple straight forward tool for

dealing with the data set that was provided. And it

provides us reproducible code.

Q. Mr. Hughes, as a data scientists at the CFPB

were you assigned to review financial consumer data in

this matter?

A. Yes.

Q. Would you please describe the size of the

Integrity Advance data set?

MS. FOLEY: Objection. Lack of foundation.

BY MS. CHUM:

Q. Would you please describe -- did you review a

data set from the consumer -- from Integrity Advance?

A. Yes.

Q. Would you just generally describe that data

set?
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A. It was approximately 5.3 million records of

transaction level data.

Q. And are Exhibits 95 and 101 the data sets that

you relied on? I believe those are Excel sheets or

large access data that would not fit in that -- in

those folders there?

A. Yes. The ones that are reviewed with those

numbers earlier today, were the two data sets.

JUDGE McKENNA: You need to speak up.

THE WITNESS: I'm sorry.

JUDGE McKENNA: That's all right.

BY MS. CHUM:

Q. Did you make observations about those data

sets?

A. Yes.

Q. And what tools did you use to do so?

A. Again, SQL.

Q. Did you use any other materials in the review

of the consumer transaction data sets?

A. I used a couple of reference materials.

MS. CHUM: Mr. Jefferson, would you pull up

Exhibit 80?

BY MS. CHUM:

Q. I'm directing your attention to Exhibit 80 and

if you -- if it's easier for you, Mr. Hughes, that
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exhibit will be in those folders there.

What is this, Mr. Hughes?

MS. FOLEY: Objection, lack of foundation.

JUDGE McKENNA: Overruled.

THE WITNESS: That appears to be the data

dictionary that was provided at the outset. I'm

sorry. I wasn't speaking into the microphone. That

appears to be the data dictionary that was provided by

Integrity Advance.

BY MS. CHUM:

Q. And is the previously admitted Exhibit 80 data

dictionary a fair and accurate representation of what

you used?

A. Yes.

Q. Mr. Hughes, I'm now directing your attention

to Exhibit 79. If you would start on page 2.

MS. FOLEY: Objection, Your Honor. This

document is not in evidence.

MS. CHUM: Your Honor, we hope to lay a

foundation and admit this into evidence eventually,

but at this point we are not moving this into

evidence.

MS. FOLEY: I'm not sure who they intend to

use to lay a foundation with this document. Clearly

this witness is not a person who created the document
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or has any independent knowledge of its creation.

MS. CHUM: Your Honor, you have already

generally stated in a prior order that this document

appears to be, section 7.9 appears to be a reliable

document given that Respondent's own brief, I believe

a footnote, footnote III on page 4 of their brief in

response to your questions pertaining to the subpoena

for the data sets associated with Mr. Hughes's

testimony included a reference to 7.9.

JUDGE McKENNA: And we discussed this document

earlier and it was up on the screen, the objection is

overruled.

BY MS. CHUM:

Q. Mr. Hughes, do you recognize this document?

A. It's really small.

Q. You can look at it in your own -- Number 79 in

your binder.

A. Okay. Is that page 3 on the screen?

Q. Yes, I'm just asking you to --

A. Yes.

Q. Do you recognize this document?

A. Yes, I recognize that document.

Q. What is this document, Exhibit 79?

A. The TranDotCom Solutions Loan Management

System operations manual.
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Q. Did you rely on Exhibits 79, the TranDot

manual section 7.9 in reviewing the data sets provided

by Integrity Advance by Respondents?

A. Yes.

Q. What was your basis for relying on section 7.9

of the TranDot manual Exhibit 79?

A. It was provided to me as a further data

dictionary for payment types, payment modes and

statuses of individual transaction records.

JUDGE McKENNA: By whom?

THE WITNESS: I believe that was by our

litigation support team.

JUDGE McKENNA: Provided that to you?

THE WITNESS: Yes. It may have been my

attorney's via the litigation support team, but it was

given to me as the manual for the system for the data

that I was reviewing.

JUDGE McKENNA: All right. Proceed.

MS. CHUM: Your Honor, we request that Exhibit

79 be admitted into evidence.

MS. FOLEY: Objection, Your Honor. Lack of

foundation.

MS. CHUM: Your Honor, as you previously

acknowledged, Respondents replied to Bureau's response

to the February 8th, 2016 order requiring the Bureau
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to submit additional information states in part that

section 7.9 of a Loan Management System operations

manual may serve as a data dictionary for interpreting

data in CFPB 003126, which is a portion of the data

set on which Mr. Hughes relied.

JUDGE McKENNA: Okay. So are you proposing to

proffer the whole exhibit or does that just cover 7.9?

MS. CHUM: Just 7.9, Your Honor.

JUDGE McKENNA: And that's everything in this?

MS. CHUM: Yes. That's just the -- 7.9

includes values and descriptors among which Mr. Hughes

relied on.

MS. FOLEY: Okay. Your Honor, just for point

of clarification so the record is clear, I believe the

excerpt of section 7.9 is Exhibit 81.

But we have been discussing the larger Exhibit

79, which is the entire manual, which what I'm

understanding today Mr. Hughes has not testified that

he's relied upon anything other than section 7.9.

So I'm not sure which exhibit Ms. Chum is

actually seeking to admit at this point.

MS. CHUM: That may be my error. Allow me to

just double check, Your Honor.

Court's indulgence.

(Pause.)
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MS. CHUM: Your Honor, that was my error. I

would request that Exhibit 81, which is section 7.9 of

the Loan Management System operations manual, be moved

into evidence.

MS. FOLEY: And our same objections, Your

Honor. As this witness cannot lay the foundation for

the exhibit. He was not employed by TranDotCom or any

other company that is familiar with it.

JUDGE McKENNA: I'm going to overrule the

objection and admit it.

(Whereupon, Enforcement Counsel's

Exhibit No. 81 admitted into evidence.)

BY MS. CHUM:

Q. Mr. 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 manual section 7.9?

A. In the transaction level data there were three

fields that referred to the type of transaction. Those

were: Payment type, payment mode, and status flag. I

used those to interpret the type of payment, refund, et

cetera that represented the underlying transaction.

Q. When you say transaction level data, what do

you mean by transaction?

A. So it's event level data. So a transaction
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could be --

THE COURT REPORTER: It's what?

THE WITNESS: I'm sorry. Event level data.

JUDGE McKENNA: Speak into the mic.

THE WITNESS: So as opposed to account level

data, which would be information specific to the

account. For instance, open date, close date, name of

person associated with it. Transaction level data

would be information specific to the transaction or

event, such as a payment, a refund, a charge.

BY MS. CHUM:

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 some examples would be an ACH payment, a

renewal record, a check, and those would be associated

with analysis.

Q. So in more concrete terms, can you explain

what information that data set would contain? What

could you glean about a loan from that data set?

A. Transactions that had taken place against that

loan. So, for instance, a renewal record would

indicate that the loan had been renewed, an ACH record

would indicate that a payment had gone against the loan

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

JUDGE McKENNA: Mr. Hughes?

THE WITNESS: Yes?

JUDGE McKENNA: Court reporter is having

trouble hearing you. And that mic can't be turned up

any more because you get feedback. So it's not doing

its job.

THE WITNESS: Okay.

JUDGE McKENNA: All right. So I'm going to

give you two choices, either you have a 20 percent

increase in decibel level or you stand.

THE WITNESS: Okay.

JUDGE McKENNA: I know you don't want to

stand.

THE WITNESS: I will go for the decibel level.

JUDGE McKENNA: Thank you.

MS. CHUM: Do you want to move your mic back

towards you?

THE WITNESS: Okay. I thought it wasn't

really working at all.

JUDGE McKENNA: It aids somewhat, but it's --

THE WITNESS: I'm sorry, I'm getting over a

cold, so...

BY MS. CHUM:

Q. I'm going to now direct your attention to
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what's been marked and previously admitted into

evidence as Exhibit 97?

MS. CHUM: Mr. Jefferson, would you pull up

Exhibit 97?

BY MS. CHUM:

Q. Would you take a moment to review Exhibit 97,

Mr. Hughes?

(Pause.)

BY MS. CHUM:

Q. Have you looked at all five pages of Exhibit

97, Mr. Hughes?

A. Yes.

Q. Have you seen this exhibit before?

A. Yes.

Q. Describe for us what Exhibit 97 is.

MS. FOLEY: Objection. Lack of foundation.

JUDGE McKENNA: Overruled.

THE WITNESS: This is a number of aggregate

computations that the data science team performed on

the transaction level data provided.

JUDGE McKENNA: Provided by Respondents?

THE WITNESS: Yes.

BY MS. CHUM:

Q. Did you yourself or people under your

direction create these charts with the numbers in these
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particular charts?

A. Yes.

Q. Is Exhibit 97 a fair and accurate

representation of the charts that summarize numbers

that you derived from the transaction level data

produced by Integrity Advance in response to

subpoena -- a subpoena for all consumer transaction

data?

A. Yes, it is.

Q. Directing your attention now to page 1 of

Exhibit 97. Mr. Hughes, were you able to make

observations about the number of loans and consumers in

the Integrity Advance data bases?

A. I'm sorry. Could you repeat that?

Q. Were you able to make observations about the

number of loans and consumers in the Integrity Advance

data bases?

A. Yes, we were.

Q. Is page 1 of Exhibit 97 a fair and accurate

summary of numbers that you obtained from the Integrity

Advance data set that shows the number of loans

originated by Integrity Advance and the number of

consumers serviced by Integrity Advance?

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

representation. I'm sorry.
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Q. How many loans in total are represented in the

Integrity Advance consumer financial data?

MS. FOLEY: Objection. Form.

JUDGE McKENNA: Pardon me?

MS. FOLEY: Objection, lack of foundation.

It's also not representing what's on the document on

the screen.

JUDGE McKENNA: You want to rephrase or lay a

foundation?

BY MS. CHUM:

Q. Directing your attention to line 2 of the

first page of Exhibit 97, in title overview of

Integrity Advance loans and consumers, what was the

total number of loans that Integrity Advance

originated?

A. Three hundred, four thousand, two hundred

twenty-seven.

Q. How many Integrity Advance loans were

originated on or after July 21st, 2011?

A. Eighty-two thousand nine hundred and eighty.

Q. How did you know that?

A. We looked at a unique identifier for those

loans and this is the number of unique -- number of

distinct unique identifiers for those loans.

Q. Did you look at how many Integrity Advance
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loans had a first transaction date occurring on or

after August 13, 2011?

A. Yes, we did.

Q. Why did you look at the loans with the first

transactions as opposed to originations that occurred

on or after August 13, 2011?

MS. FOLEY: Object to the question. There has

been no evidence that there's anything about

organizations in the data set, which is a predicate to

the question she just asked.

JUDGE McKENNA: Rephrase.

BY MS. CHUM:

Q. Focussing your attention on the transaction

data that you reviewed, you had earlier testified that

you did look at loans that had a first transaction date

that occurred on or after August 13, 2011.

A. Correct.

Q. Why did you do that?

A. Because according to the model contract, the

first payment could at the -- with the longest delay

happen 23 days after origination. And the date you

just stated was 23 days following July 21st, 2011.

Q. So by looking at the August 13th, first

transaction date, were you able to make a conservative

estimate of loans that originated on or after July
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21st, 2011?

A. Yes. And that was the 82,980. That would be

the minimum number of loans that were originated on or

after that date.

Q. Now how many -- what -- Mr. Hughes, for all

Integrity Advance loans that the company originated

with consumers, how many loans were there for which

Integrity Advance obtained money above a total of

payments?

MS. FOLEY: I'm going to object to the

question, a total of payments is vague and ambiguous

and undefined.

JUDGE McKENNA: Do you understand the

question, Mr. Hughes?

THE WITNESS: Yes, I do.

JUDGE McKENNA: Overruled. Answer the

question.

THE WITNESS: The number of total loans in

excess of that amount was 209,899.

JUDGE McKENNA: In excess of what amount?

THE WITNESS: The total of payments.

JUDGE McKENNA: All right. Is that money

above principal plus one finance fee?

THE WITNESS: Yes, it is.

BY MS. CHUM:
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Q. And Mr. Hughes, did you make a determination

of the number of loans for which Integrity Advance

obtained money above total of payments for loans that

originated on or after July 21st, 2011 using your same

mechanism of determining the origination date of July

21st, 2011?

A. Yes, I did. That was 56,473 loans.

Q. And Mr. Hughes, in total how many consumers

did Integrity Advance originate loans with?

A. One hundred and eighty thousand, three hundred

seventy-nine.

Q. And how many did Integrity Advance -- how many

consumers did Integrity Advance originate loans with on

or after July 21st, 2011 using the same assumptions you

did regarding the August 13, 2011 transaction date?

A. Fifty-four thousand one hundred and thirty.

Q. Mr. Hughes, just asking you generally about

the Integrity Advance data sets, from those data sets

were you able to determine the first date on which

Integrity Advance processed a payment transaction for a

loan?

A. Yes.

Q. What was that first date?

MS. FOLEY: Do you mean in general?

Objection, it's vague.
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Do you mean in general, a specific time or for

a specific loan?

BY MS. CHUM:

Q. The first transaction that ever occurred in

the data set, what was that first date?

A. In the data set provided?

I'd like to refer back to -- sorry. My

original declaration for that. I 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

Respondents.

I'm not sure if we've seen that binder that he

has with him. I just want to make sure that we know

what he is looking at.

JUDGE McKENNA: Ms. Chum, has the respondent

seen that?

MS. CHUM: Yes. It's simply his declaration

which he has -- which is admitted into evidence as --

MS. FOLEY: Your Honor, if I may, there are a

number of papers in the binder. I can see them from

here. I have not been shown a copy of the binder nor

had an opportunity to review the binder. I'm not sure
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what else is --

I would just say there is a binder that

Mr. Hughes brought with him up to the stand, I don't

know if there is anything more than the declaration.

He's taken something out of it. There are other

papers remaining in the binder.

I don't have a representation of what's in

there. I know no work papers --

JUDGE McKENNA: He's not looking at the

others. He is looking at his declaration, which is

admitted into evidence.

MS. FOLEY: That's fine. If he's going to

refer to anything else, I would like to make an

objection at this point that we've not seen what else

he has up here.

JUDGE McKENNA: I understand. And you

understand the admonitions directed to you?

THE WITNESS: Yes, Your Honor.

JUDGE McKENNA: All right.

What is the exhibit number?

MS. CHUM: That is Exhibit 72, the declaration

of Robert J Hughes.

THE WITNESS: Yes, I'm sorry. I was off by a

month, May 2008 was the -- I'm sorry. May 2008 was

the first transaction in that data set.
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BY MS. CHUM:

Q. And would you put that document 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 I will ask that you explain to me what

it is that would refresh your recollection and we can

discuss that.

A. Yes.

Q. And generally do you remember the last month

and year for which Integrity Advance processed a

payment transaction for the loan -- for a loan?

A. I would have to refer back. I believe it was

July 2013.

JUDGE McKENNA: All right. I'm going to give

you permission to utilize that document. Take it out.

Close the binder.

THE WITNESS: Yes. July 9, 2013.

BY MS. CHUM:

Q. Mr. Hughes, is that the same declaration that

you were looking at before?

A. I'm sorry. This is actually two separate

declarations, both by me.

One the date is May 10th, 2016 and the other

the date is May 25th, 2016.
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JUDGE McKENNA: And are both of those admitted

into evidence?

MS. CHUM: No, Your Honor. Only the first

declaration from which he testified to the May 2008 is

admitted into evidence. But to the extent that

Mr. Hughes can use anything to refresh his

recollection, I believe that is appropriate. But, I

would ask --

JUDGE McKENNA: Well, have opposing counsel

seen it?

MS. CHUM: Yes, it is a document that has been

filed with our prior briefs.

MS. FOLEY: It's not on their exhibit list,

Your Honor. We were aware he would be using it or

referring to it. No one sought to move it into

evidence. If he is going to use it to refresh his

recollection, we would like to have a copy of it and

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

it, I would like to have those published.

JUDGE McKENNA: Are there any notations on it?

THE WITNESS: I circled the date, May 25th,

2016, other than that, no.

JUDGE McKENNA: All right.

So can you provide them with a copy?

MS. CHUM: Your Honor, it's already filed.
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JUDGE McKENNA: I understand.

MS. CHUM: I can provide another copy to them

as needed.

JUDGE McKENNA: Right now?

MS. CHUM: Yes, please provide -- if you could

print out a copy of --

MS. FOLEY: We may be able to find it, Your

Honor. So they don't have to print out a copy. Tell

us the filing --

MS. BAKER: Do you have a docket number?

MS. CHUM: I don't know the docket number off

the top of my head.

MS. FOLEY: Do you know what it was filed in

conjunction with? I'm just trying to get to the

document as fast as possible.

MS. CHUM: I believe it was filed in

connection with our Motion for Summary Disposition,

perhaps our reply to Respondent's Motion for Summary

Disposition or in connection to our own Motion for

Summary Disposition as an attachment.

MS. CHUM: And Mr. Hughes, as I stated, before

you look at anything, would you please tell me what it

is that -- what it is that would refresh your

recollection.

THE WITNESS: Yes.
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MS. CHUM: Thank you.

JUDGE McKENNA: Off the record.

(Pause.)

JUDGE McKENNA: Back on the record.

BY MS. CHUM:

Q. Mr. Hughes, turning your attention now to page

2 of Exhibit 97.

JUDGE McKENNA: And for the record, you gave

Respondents a copy of the second declaration?

MS. CHUM: Yes, Your Honor.

JUDGE McKENNA: All right. Thank you.

BY MS. CHUM:

Q. Mr. Hughes, were you able to make observations

from the Integrity Advance data sets about the loan

payments made by consumers to Integrity Advance?

A. Yes, I was.

Q. Is page 2 of Exhibit 97 a fair and accurate

summary of numbers you obtained from the Integrity

Advance data set that shows loan payments made by

consumers to Integrity Advance?

A. Yes.

Q. How much did consumers pay to Integrity

Advance in total for all of the 304,227 loans in the

data set?

JUDGE McKENNA: Made up of what?
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BY MS. CHUM:

Q. Mr. Hughes, can you explain --

JUDGE McKENNA: That would be principal,

finance fees and additional fees, correct?

MS. CHUM: Yes, Your Honor.

JUDGE McKENNA: Thank you.

Can you answer the question?

THE WITNESS: Two hundred seventy-three

million, nine hundred twenty-six thousand four hundred

seven and 60 cents.

BY MS. CHUM:

Q. Did you also look at a total paid above loan

principal?

A. Yes, I did.

Q. What is the total paid above loan principal

made up of?

A. Finance fees and additional fees.

Q. And what was that total that consumers paid

above loan principal?

A. One hundred eighty-one million, nine hundred

fifty-seven thousand eight hundred sixty seven and

ninety-five cents.

Q. And Mr. Hughes, earlier you testified to an

understanding of total of payments, what is your

understanding of total of payments?
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A. The principal plus a single finance fee.

Q. Did you determine from the Integrity Advance

data set the total paid above the total of payments by

consumers to Integrity Advance?

A. Yes, I did.

Q. What was that total?

A. One hundred thirty-three million, four hundred

twenty-two thousand eight hundred thirty-eight and

eighty-three cents.

Q. Now Mr. Hughes, did you determine of the total

paid to Integrity Advance by consumers how much above

the principal was paid by ACH?

JUDGE McKENNA: Are you referring to an

exhibit, the next page or --

MS. CHUM: No, Your Honor. I'm just asking

the witness without an exhibit.

JUDGE McKENNA: All right.

THE WITNESS: I believe we did.

BY MS. CHUM:

Q. And what was that total?

A. I would need to look back to remember that

exact number.

Q. What is it that would refresh your

recollection?

A. I'm not sure. I could --
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JUDGE McKENNA: What do you need to look at to

refresh your recollection?

THE WITNESS: I'm hoping that this will be in

one of the documents we created.

BY MS. CHUM:

Q. Mr. Hughes, do you recall you and your data

team recently determining how much above the principal

was paid by ACH of the total paid by Integrity

Advance -- paid to Integrity Advance by consumers?

Specifically isolating the total above principal paid

by ACH?

A. Yes. I'm -- I recall doing that. I don't see

it right in front of me.

JUDGE McKENNA: All right.

THE WITNESS: This second.

JUDGE McKENNA: So. Here's what's going to

happen.

Mr. Hughes, you're going to look and see if

you can't find the document. If you do, and you have

the number, then you will answer Ms. Chum's question

and you will give notice to Respondents as to what

document you are looking at.

And if they don't have it, then your counsel

will provide it to them. All right?

THE WITNESS: Yes.
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JUDGE McKENNA: So, proceed.

THE WITNESS: Okay. Thank you.

BY MS. CHUM:

Q. And Mr. Hughes, just because I know that

you're very much into your position, do you just

remember generally that number?

JUDGE McKENNA: We're not going generally.

MS. CHUM: Okay. Thank you.

BY MS. CHUM:

Q. Turning now to page 3 --

JUDGE McKENNA: Just a second.

He's trying --

MS. CHUM: Oh, I'm sorry. I thought this was.

MS. FOLEY: If it would be helpful, should we

go off the record?

JUDGE McKENNA: Sure. Why don't we take a

10-minute break.

(Whereupon, a brief recess was had.)

JUDGE McKENNA: Back on the record.

Mr. Hughes, don't runaway.

THE WITNESS: Okay.

JUDGE McKENNA: Proceed.

BY MS. CHUM:

Q. Mr. Hughes, do you recall the questions that

-- the line of questioning that was pending when we

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 440 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-141

went off the record?

A. I do.

Q. So you had stated you did not recall the total

paid to Integrity Advance by consumers above the

principal that was paid by ACH; is there anything that

would refresh your recollection?

A. I'm sure there would be. I don't see anything

in front of me. I do have a percentage of payments

that were made via ACH which could serve as a proxy for

that.

Q. Okay. Moving on.

Turning now to page 3 of Exhibit 97. Would

you turn with me, Mr. Hughes, to that?

A. Yes.

Q. Mr. Hughes, were you able to make observations

from the Integrity Advance data set about loan payments

made by consumers to Integrity Advance on loans that

originated on or after July 21st, 2011?

A. Yes.

Q. And to determine whether loans originated on

or after July 21st, 2011, did you use the same

methodology of looking 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 numbers that you obtained from

the Integrity Advance data set about that particular

matter?

A. Yes.

Q. Did you determine a total paid, i.e.,

principal plus finance fees and additional fees paid by

consumers to Integrity Advance on loans that originated

on or after July 21st, 2011?

A. Yes, $80,305,622.40.

Q. And of that amount, how much of that total was

above total of payments?

A. Thirty-eight million, seven hundred

ninety-five thousand, five hundred eighty-four and

twelve cents.

Q. Mr. Hughes, I'm now directing your attention

to what's been marked and previously admitted as

Exhibit 100, would you turn to that, please,

Mr. Hughes?

Mr. Hughes, have you seen this exhibit before?

A. Yes.

Q. Describe for me what is Exhibit 100?

MS. FOLEY: Objection. Lack of foundation.

JUDGE McKENNA: She's trying to lay one.

MS. FOLEY: She has not yet established that

he actually knows what's here.
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JUDGE McKENNA: That's overruled.

THE WITNESS: This is a listing of

transactions on loan number 54158546.

BY MS. CHUM:

Q. Did you yourself or people under your

direction create this chart and validate the numbers 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 with loan number 54158546?

A. Yes.

MS. CHUM: Mr. Jefferson, would you focus on

the first six lines of this document?

JUDGE McKENNA: Excuse me, who?

MS. CHUM: Mr. Tory Jefferson, our trial

director.

JUDGE McKENNA: Okay.

BY MS. CHUM:

Q. Mr. Hughes, in the first five transactions

listed here, for lines one through five, what did the

consumer pay on the $500 loan?

A. There are five separate payments made towards

finance charges of $150 dollars each.
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Q. So none of the first five payments to

Integrity Advance on $500 loan went towards the $500

principal?

A. No.

Q. Was there any significance to the total that

had been paid on the loan by February 15th, 2012?

MS. FOLEY: Objection, vague. Significance to

whom?

JUDGE McKENNA: Overruled.

THE WITNESS: That was the first date at which

the total amount paid to date exceeded the $500

principal and $150 original finance fee.

BY MS. CHUM:

Q. So the sum of that principal and one finance

fee on that $500 loan was $650?

A. Yes.

Q. And from February 15th, 2012 on the amounts

paid exceeded the sum of the finance fee -- of one

finance fee and principal?

A. The cumulative amounts paid exceeded it, yes.

Q. Now what happened in that sixth transaction

which follows the February 15, 2012 transaction that

brought the total cost to $750 dollars?

A. I'm sorry, could you restate that or just

repeat that I mean?
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Q. Mr. Hughes, what did the consumer pay in the

sixth transaction to Integrity Advance?

A. That would be $50 dollars toward principal and

$150 toward finance charge, bringing the total amount

paid up to $950 cumulatively.

Q. Mr. Hughes, now directing your attention to

the lines seven through nine, the bottom half of

Exhibit 100, would you explain just generally the

transactions for lines seven through nine?

A. In line seven there was an attempted ACH

transaction for $185 dollars. The NACHA return code

was R07. And the explanation of that code is

authorization revoked by customer. The total amount

paid does not change because the transaction failed.

Q. And what happened -- so, what day was that on?

A. March 14th, 2012.

Q. And what happened on line eight, the next

transaction that's dated April 2nd, 2012?

A. There is an RCC transaction for $400 toward

principal and $120 toward finance charge, bringing the

total up to $1,470 of cumulative payments.

Q. And what happened on that same day on April

2nd, 2012 as looking at line 9?

A. There was an attempted $210 withdrawal and the

return code via ACH was R01 or insufficient funds.
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Q. And directing your attention to what's been

marked as Exhibit 82 and previously admitted,

Mr. Hughes have you seen this document before?

A. Yes.

Q. What is this document?

A. It says the operating rules and guidelines.

Complete guide to the rules governing the ACH network.

MS. CHUM: And Mr. Jefferson, would you turn

to page the next page, please?

BY MS. CHUM:

Q. Mr. Hughes, did you use NACHA return codes

table section 4.2 from the official NACHA manual in

reviewing the Integrity Advance data set?

A. Yes, I did.

Q. How did you use this exhibit?

A. I referenced the return codes to determine the

return codes that indicated that a consumer did not

want further ACH withdrawals.

Q. Did you focus on specific NACHA return codes

in your review of the data?

A. Yes, I did.

Q. Which return codes did you focus on?

A. R07, R08 and R10 all appear to indicate

revocation by the customer of one form of another.

Q. More specifically, what does R07 indicate?
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A. R07 is authorization revoked by customer.

Q. R08?

A. Payment stopped.

Q. And R10?

A. Customer advises unauthorized, improper,

ineligible or part of an incomplete transaction.

Q. Turning back to Exhibit 100 focusing on line

seven, given your reliance on the NACHA codes, is it

your testimony, Mr. Hughes, that after Integrity

Advance had used its ACH authorization to withdraw $950

from consumer's account, the consumer revoked Integrity

Advance's ACH authorization?

A. Yes.

Q. And now focusing on lines eight and nine of

the document, Mr. Hughes, is it your testimony that

following the consumer's withdrawal of ACH

authorization, Integrity Advance submitted two RCC's on

the consumer's account? One for a total of $520?

A. On April 12th there's an RCC for $520. Four

hundred dollars towards principal and $120 toward

finance charge.

Q. And is it your testimony that there was an

additional attempt to withdraw $210 dollars by

Integrity Advance from the consumer's account?

A. Yes, also on April 2nd, 2012.
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Q. And did you rely on the NACHA return codes to

determine that the consumer then had insufficient funds

in his or her bank account?

A. Yes.

Q. Directing your attention back to Exhibit 97,

Mr. Hughes, I'm now going to direct you to page 4 of

Exhibit 97.

JUDGE McKENNA: What is the exhibit number?

MS. CHUM: Exhibit 97, Your Honor.

BY MS. CHUM:

Q. Mr. Hughes, were you able to make observations

from the Integrity Advance data set about Integrity

Advance's use of RCC's on consumers who had revoked

Integrity Advance's ACH authorization or stopped

Integrity Advance's ACH withdrawals?

A. Yes, Integrity Advance provided a second data

set which listed all transactions that were RCC's.

Q. Is that second data set Exhibit 95? I believe

that's an Excel sheet.

A. Yes.

Q. Have you seen this chart before?

A. Yes.

Q. Did you personally or direct others to create

this chart?

MS. FOLEY: Objection, compound.
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JUDGE McKENNA: Overruled.

THE WITNESS: Yes.

BY MS. CHUM:

Q. Is page four of Exhibit 97 a fair and accurate

summary of the numbers you obtained from the Integrity

Advance data sets about Integrity Advance's use of

RCC's on consumers who had revoked Integrity Advance's

ACH authorization or stopped ACH withdrawals?

A. Yes.

Q. Mr. Hughes, were you able to determine from

Integrity Advance's data set instances where Integrity

Advance attempted to withdraw funds by RCC from a

consumer's account after -- strike that.

Mr. Hughes, for all RCC's in the Integrity

Advance data set, how many RCC's were used?

A. Three thousand five hundred forty-five.

Q. And how many loans does that represent?

A. Two thousand twenty-four.

Q. And what was the number of RCC's used to

obtain funds from consumers who had already paid the

total of payments?

A. One thousand eight hundred and twenty-six.

Q. And how many -- what is the number of RCC's

followed by attempts by Integrity Advance --

Mr. Hughes, what was the number of RCC's that were
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followed by attempts by Integrity Advance to withdraw

additional money from consumer's bank accounts that led

to insufficient funds?

A. Five hundred and eleven.

Q. And did you look at RCC's that occurred in the

Integrity Advance data set on or after July 21st, 2011?

A. Yes.

Q. How many RCC's were used after consumers had

revoked Integrity Advance's ACH authorization or

stopped Integrity Advance's ACH withdrawals on or after

July 21st, 2011?

A. I'm sorry. Could you repeat that?

Q. How many RCC's were used on or after July

21st, 2011 on consumers who had revoked Integrity

Advance's ACH authorization or stopped Integrity

Advance's ACH withdrawals?

A. I'm sorry. Could you repeat that one more

time?

JUDGE McKENNA: Which block are you talking

about?

BY MS. CHUM:

Q. Directing your attention to the first line of

column two.

Mr. Hughes, what was the number of RCC's used

on or after July 21st, 2011 on consumers who had
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revoked Integrity Advance's ACH authorization or

stopped Integrity Advance's ACH withdrawals?

A. One thousand, two hundred seventy-one.

Q. And how many loans does that represent?

A. Five hundred eighty-seven.

Q. And how many RCC's were used on or after July

21st, 2011 to obtain funds from consumers who had

already paid the total of payments and who had revoked

IA's ACH authorization or stopped Integrity Advance's

ACH withdrawals?

A. Six hundred and two.

Q. And how many RCC's were followed by attempts

by Integrity Advance to withdrawal additional money

from consumer's bank accounts with insufficient funds

on or after July 21st, 2011, where the consumers had

revoked or stopped ACH?

A. One hundred seventy-one.

Q. So, in total, Mr. Hughes, how much did

Integrity Advance obtain by RCC after a consumer had

either revoked ACH authorization or put a stop on

ACH's?

A. Eight hundred thirty-nine thousand, eight

hundred seventy-nine dollars and fifty cents.

Q. Turning your attention now to page four of

Exhibit 97 -- or page five.
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Mr. Hughes, have you seen this chart before?

A. Yes.

Q. Did you yourself create this chart or was this

chart created under your direction?

A. Yes.

Q. Were you able to make observations from

Integrity Advance's data set about RCC's used by

Integrity Advance on or after July 21st, 2011 to

withdraw funds from consumers who had revoked or

stopped ACH withdrawals?

A. Yes.

Q. Is this chart, page five of Exhibit 97 a fair

and accurate summary of those numbers?

A. Yes, it is.

Q. What was the total amount obtained by RCC by

Integrity Advance on or after July 21st, 2011 to

withdraw funds from consumers who had revoked Integrity

Advance's ACH authorization or stopped Integrity

Advance's ACH withdrawals?

A. Two hundred sixty-five thousand four hundred

fifty-two dollars and fifty cents.

Q. And of that amount, what was the total amount

obtained by RCC after the consumer had already paid the

total of payments?

A. One hundred fifteen thousand, twenty-four
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dollars and fifty cents.

JUDGE McKENNA: What do you mean total of

payments?

THE WITNESS: Total of payments as described

on page one of the same exhibit, which is principal

plus a single finance fee.

BY MS. CHUM:

Q. Mr. Hughes, going forward, when I ask you

about total of payments, will the meaning of total of

payments remain the same?

A. Yes.

Q. Thank you.

Mr. Hughes, I'm now going to direct your

attention to a demonstrative, which Enforcement Counsel

wishes to mark as Exhibit 102.

MS. FOLEY: We haven't seen this, Your Honor.

We don't have a copy.

I'd like to see it before it gets marked.

JUDGE McKENNA: I think you would.

MS. FOLEY: Thank you.

JUDGE McKENNA: When was this prepared?

MS. CHUM: Your Honor, this was prepared

yesterday in response to --

MS. FOLEY: Do you have a copy?

JUDGE McKENNA: Off the record.
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(Pause.)

JUDGE McKENNA: Back on the record.

Have the Respondents had a chance to look at

this document?

MS. FOLEY: We have, Your Honor, and we object

to its introduction today. We are in Enforcement

Counsel's case in chief. Exhibits were due and

exchanged weeks ago. I believe it was July 6. It is

today, right now as his testimony is going on, we were

given this document for the first time where

Enforcement Counsel purports to have a witness who

performed numerous brand new calculations, we have not

been provided the source code or the underlying

calculations that support these calculations.

We object that it is unduly prejudicial to

allow it in at this time without giving us any

opportunity to review it or the materials underlying

it and being expected to cross-examine the witness on

short notice.

JUDGE McKENNA: Those are all good points.

Are these numbers predicated on numbers from

exhibits that are already in the record?

THE WITNESS: Yes, these are all based on the

two data sets from Integrity Advance. I don't recall

the numbers off the top of my head. I think 95 and --
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MS. CHUM: The data sets exhibits are 95 and

101, Your Honor.

JUDGE McKENNA: All right.

MS. CHUM: And Your Honor --

JUDGE McKENNA: So are you moving this at this

time?

MS. CHUM: Not at this time, Your Honor.

Your Honor, we are using this as a

demonstrative at this time.

JUDGE McKENNA: Just marked for purposes of

identification.

MS. CHUM: Yes, it's marked for purposes of

identification.

JUDGE McKENNA: All right. So before we go

any further on this, if it's proffered, then I will

give -- I'm going to admit it. I'm going to give

Respondents five days to tell me how they want to

proceed. If you have a rebuttal exhibit, you can use

that. If you want to recall this witness to

cross-examine him after you have had an opportunity to

review it, I will look favorably on it and I also will

look favorably on any suggested avenues that you might

wish to take. All right?

MS. FOLEY: Thank you, Your Honor.

MS. CHUM: And Your Honor, if I may, just to
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kind of, as you had said before, prime the pump to

explain to you why we were running these numbers

yesterday based on the data sets, it is my

understanding that we were put on notice yesterday

that you were interested in one-time customers of

Integrity Advance as well as first time loans.

So we wanted to provide you with the numbers

that you had indicated to Mr. Wheeler that you were

interested in and we were not aware of that until

yesterday.

JUDGE McKENNA: Well, that's very good. Thank

you. I'm interested in a lot of these numbers and so

we will see how this works out.

Proceed.

(Whereupon, Enforcement Counsel's

Exhibit No. 102 marked for identification.)

BY MS. CHUM:

Q. Mr. Hughes, have you seen Exhibit 102 before?

A. Yes.

Q. What is it?

A. It's a table of accounts of customers and

amounts paid looked at two different ways. One for

loans originated throughout the data set, and the other

for loans originated July 21st, 2011 or later.

Q. Did you yourself or people under your
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direction create this chart?

A. Yes.

Q. And what is a first-time loan?

JUDGE McKENNA: All right. Just a second.

And this is predicated on Exhibits 97 --

BY MS. CHUM:

Q. Mr. Hughes, did the values you derived from

this in this chart base -- are these values based on

exhibits -- the data sets provided by Integrity Advance

Exhibit 95 and 101?

A. Yes.

Q. Mr. Hughes, would you explain what a

first-time loan is.

A. If an individual customer took out multiple

loans, the first-time loan would be the first loan that

that customer took out.

Q. Would a first-time loan also include loans

from customers -- first-time loans of customers who did

not take out multiple loans?

A. Yes, it would be the first loan any customer

took out whether or not there were multiple loans.

Q. What is a one-time loan?

A. That refers to a loan taken out by a customer

who took out no other loans.

Q. Is Exhibit 102 a fair and accurate summary of
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numbers that you observed from the transaction data

produced by Integrity Advance concerning first-time and

one-time loans?

A. Yes.

Q. Mr. Hughes, focusing on loans that originated

between May 2008 and July 2013, how many one-time

customers were there with Integrity Advance?

A. One hundred twenty-two thousand, five hundred

eighty-one.

Q. And you recall your definition of total of

payments, what was the number of first-time loans that

paid more than the total of payments?

A. One hundred sixteen thousand eight hundred and

nineteen.

Q. What was the number of one-time loans that

paid more than the total of payments?

A. Sixty-eight thousand seven hundred and

twenty-five.

Q. How much money was paid to Integrity Advance

by consumers above the total of payments via first-time

loans?

A. Sixty-nine million, six hundred twenty-eight

thousand six hundred eighty and one cent.

Q. And how much was paid to Integrity Advance by

customers above the total of payments via one-time
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loans?

A. Thirty-nine million nine hundred eighteen

thousand seven hundred sixteen and seventy-eight cents.

Q. And how much was paid to Integrity Advance by

consumers above the principal via -- strike that.

First, what were the monies above principal

that you looked at when you -- for money paid to IA by

consumers above the principal via first-time loans?

THE COURT REPORTER: I'm sorry. I couldn't

hear it.

BY MS. CHUM:

Q. Mr. Hughes, did you look at the money paid to

Integrity Advance by consumers above the principal via

first-time loans?

A. Yes.

Q. And what were those monies categorized as?

A. Finance charges and fees.

Q. What was the total money paid to Integrity

Advance by consumers above the principal via first-time

loans?

A. Ninety-nine million, one hundred sixty-one

thousand, two hundred twelve and 89 cents.

Q. And same question for one-time loans?

A. Sixty-three million, five hundred and

fifty-three thousand, two hundred sixty-six and

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 459 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-160

twenty-three cents.

Q. And what was the money paid to Integrity

Advance by consumers, the principal plus the finance

charges and additional fees via first-time loans?

A. One hundred forty-three million, one hundred

eighty four thousand eight hundred fifty-nine and

eighty-two cents.

Q. Same question for one-time loans?

A. Eighty-six million, one hundred forty-one

thousand, seven hundred seventy-three and twenty cents.

Q. Mr. Hughes, did you look at loans that

originated on or after July 21st, 2011 for this

particular set of first-time and one-time loans for all

first-time and one-time loans?

A. Yes.

Q. And in determining that the loans originated

on or after July 21st, 2011 did you make the same

assumptions you made previously such that you looked

only at first transactions that occurred on or after

August 13th, 2011?

A. Yes.

Q. For the loans that originated on or after July

21st, 2011 how many one-time customers were there?

A. Twenty-eight thousand and one.

Q. What was the number of first-time loans that
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paid more than the total of payments?

A. Twenty thousand four hundred and

seventy-eight.

Q. And what was the number of one-time loans that

paid more than total of payments?

A. Fourteen thousand six hundred ninety-two.

Q. What was the money paid to Integrity Advance

by consumers above the total of payments via first-time

loans?

A. Twelve million, two hundred fifty thousand

five hundred forty-four and twenty-eight cents.

Q. What was the money paid to Integrity Advance

by consumers above the total of payments via one-time

loans?

A. Eight million, nine hundred ninety-nine

thousand nine hundred sixty-four and forty-five cents.

Q. And you're testifying to loans that originated

on or after July 21st, 2011?

A. Yes.

Q. And still remaining and testifying about loans

originated on or after July 21st, 2011, what was the

money paid to Integrity Advance by consumers above the

principal via first-time loans?

A. Eighteen million, two hundred twenty-one

thousand five hundred eighty-eight dollars and
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ninety-seven cents.

Q. And the same question for one-time loans.

A. Fourteen million, two hundred seventeen

thousand, one hundred fifty-five dollars and

ninety-five cents.

Q. What was the money paid to Integrity Advance

by consumers via first-time loans, the total money,

principal, plus finance charge and additional fees?

A. Twenty-six million, three hundred seventeen

thousand, three hundred eighty-five dollars and

ninety-nine cents.

Q. The same question for one-time loans?

A. Nineteen million, four hundred fifty-eight

thousand, nine hundred sixty-six dollars and one cent.

MS. CHUM: Your Honor, at this time

Enforcement Counsel would request that the exhibit

marked as 102 for good cause shown pursuant to rule

215(c) be admitted into evidence.

JUDGE McKENNA: Objection duly noted and

overruled. So admitted.

And Respondents will have five days to notify

me how they wish to proceed to rebut.

(Whereupon, Enforcement Counsel's

Exhibit No. 102 admitted into evidence.)

MS. CHUM: Thank you, Your Honor.
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No further questions.

JUDGE McKENNA: Just one moment.

All right. Does that conclude your direct?

MS. CHUM: Yes, that concludes Enforcement

Counsel's direct. Thank you, Your Honor.

JUDGE McKENNA: Thank you.

Cross-examination?

MS. FOLEY: Your Honor, in light of brand new

Exhibit 102 and the new calculations here, we would

request a recess to conduct his cross-examination

tomorrow, so that we can have the rest of the

afternoon, perhaps we can do I think they have one

more witness, Mr. Baressi, in lieu of doing the

cross-examination, which would give us tonight to

consider how we would like to proceed.

JUDGE McKENNA: Any objections?

MR. WHEELER: No objection, Your Honor.

JUDGE McKENNA: All right. That sounds like a

reasonable request.

MS. FOLEY: Thank you, Your Honor.

JUDGE McKENNA: You can step down. I don't

want you to feel uncomfortable.

THE WITNESS: Thanks.

MS. FOLEY: I'm not sure if it's necessary,

Your Honor, but just maybe an admonition to the
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witness that he's still under oath.

He is still in the courtroom.

JUDGE McKENNA: Did he leave?

MS. FOLEY: Oh, no, he's still in the

courtroom.

JUDGE McKENNA: Do you understand that?

THE WITNESS: Yes.

JUDGE McKENNA: All right.

MS. CHUM: Your Honor, the government calls --

Enforcement Counsel calls Joseph Baressi.

JUDGE McKENNA: Spell the last name.

MS. CHUM: B-A-R-E-S-S-I.

JUDGE McKENNA: B as in boy?

MS. CHUM: Yes.

JUDGE McKENNA: Go ahead.

MS. CHUM: I believe that --

JUDGE McKENNA: B --

MS. CHUM: B, as in boy, A-R-E-S-S-I.

JUDGE McKENNA: Thank you.

Mr. Hughes, you will remain under oath

tonight.

THE WITNESS: Yes, Your Honor.

JUDGE McKENNA: Off the record.

(Pause.)

JUDGE McKENNA: All right. Back on the
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record.

JOSEPH BARESSI,

A witness produced on call of Enforcement

Counsel, having first been duly sworn, was examined

and testified as follows:

JUDGE McKENNA: Please be seated. State your

full name and spell it for the record.

THE WITNESS: Joseph Phillip Baressi, III,

J-O-S-E-P-H P-H-I-L-L-I-P B-A-R-E-S-S-I.

JUDGE McKENNA: Thank you.

Proceed.

BY MS. CHUM:

Q. Mr. Baressi, you work in the Consumer

Financial Protection Bureau's regulations office?

A. Correct.

Q. How long have you worked at the CFPB?

A. Just over three years.

Q. What are your responsibilities in the

regulations office?

A. I work primarily on writing rules,

regulations, I also respond to certain inquiries that

we get from the public.

Q. Before joining the CFPB's regulations office,

were you with the federal reserve board as a financial

services project leader?
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A. I was. I was with the federal reserve board

as a financial services project leader for about 12

years.

Q. What are your responsibilities -- what were

your responsibilities as a financial services project

leader at the federal reserve board?

A. I was also there responsible for writing

certain rules and regulations, particularly there with

respect to check clearing processes and I was also part

of a team responsible for overseeing the payment

processing operations of the reserve banks, the federal

reserve banks.

Q. What degrees do you hold, Mr. Baressi?

A. I have an economics degree from Harvard and a

law degree from Georgetown.

Q. Mr. Baressi, do you have first-hand knowledge

and experience with remotely created checks?

A. Yes, I do. I worked on formulating

regulations and policy with respect to those checks and

I was also involved with those checks through the check

clearing operations of the federal reserve banks.

MS. BAKER: Your Honor, if I could just ask is

the witness being qualified to be an expert in this

matter? And if so, I would object to his being

proffered as an expert given that expert depositions
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and expert discovery in this matter closed a number of

months ago.

JUDGE McKENNA: All right. Do you wish to

voir dire?

MS. BAKER: Well, Your Honor, I'm just asking

or my query is to whether or not he's being offered

for expert testimony. I'm not clear as to the scope

of his proffered testimony. And Ms. Chum appears to

be qualifying him and I'm not sure what she's

qualifying him for if he's not an expert. It's not

that I doubt his qualifications.

JUDGE McKENNA: All right. Let's find out.

MS. CHUM: Your Honor, if I may?

JUDGE McKENNA: Yes, you may.

MS. CHUM: Mr. Baressi is not being offered as

an expert. He will be offering general knowledge

testimony on what RCC's are and how they work, not

opinion testimony. 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 with Your

Honor's request on July 1st, 2016 in the order

granting in part and denying in part the Bureau's

Motion for Summary Disposition, Enforcement Counsel

seeks to supplement the record with some additional
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information to assist Your Honor in making a

determination as it pertains to RCC's and better

understanding RCC's.

MS. BAKER: Thank you. That's helpful to the

extent that his testimony is relegated to the scope

that Ms. Chum just described, I have no objection to

it. To the extent it goes beyond that and exceeds

that and he becomes proffered as an expert either by

deliberateness or inadvertentness, I will object on

those grounds.

JUDGE McKENNA: You will let me know?

MS. BAKER: Yes, Your Honor, I will let you

know.

Thank you.

JUDGE McKENNA: Thank you.

BY MS. CHUM:

Q. And Mr. Baressi, you were speaking briefly

about your -- the basis of your knowledge and

experience. Again, tell me what was the basis of your

knowledge and experience at the Federal Reserve as it

pertains to remotely created checks?

A. Well, the first time that remotely created

checks became a policy matter, we received -- we were

receiving inquiries, you know, from the public and also

from Congress, actually, about remotely created checks
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and the risks associated with them.

Q. What time was that? What time period was

that?

A. I would say that was around 2004/2005.

Q. And what was the period of time that you were

at the Federal Reserve?

A. From 2000 until 2013.

Q. So is it fair to say from 2004/2005 through

2013 you were -- you had experience with remotely

created checks?

A. Yes.

Q. Did you continue to have experience with

remotely created checks while at the regulations office

of the CFPB?

A. Somewhat, yes.

Q. Can you expand on that?

A. Sure. The rule makings I'm working on right

now are not directly related to remotely created checks

so I do sometimes get involved in RCC matters, but not

regularly.

Q. And Mr. Baressi, could you explain what are

remotely created checks?

A. In essence, a remotely created check, commonly

known as a demand draft, is a check that is not signed

by the consumer. Instead it is a check that is created
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by the payee.

Q. Are remotely created checks also referred to

as RCC's or check drafts as well as demand drafts?

A. Yes.

Q. In your experience, how well understood are

RCC's by consumers?

A. I don't think consumers understand them. I

think consumers just are hoping to get goods and

services or hopefully understand that they are getting

goods or services or a loan, but I don't think

consumers understand remotely created checks.

Q. And what is it specifically that consumers

struggle to understand about remotely created checks?

MS. BAKER: Objection. This calls for

speculation. He hasn't proffered any testimony that

would suggest he knows what consumers think or that

he's undertaken a consumer survey. He is being asked

to speculate.

JUDGE McKENNA: Sustained.

BY MS. CHUM:

Q. Do you have a basis for knowledge about

consumer understanding for RCC's?

A. Yes. I would say, yes, I do.

Q. What is the basis of that knowledge?

A. Facts that I came to learn while thinking
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about policies and regulations to regulate remotely

created checks at the Federal Reserve.

Q. And where did those facts come from?

A. From typically from the Federal Reserve Banks

and things they were seeing happening in the check

clearing network.

Q. And what were -- what was the Federal Reserve

Bank seeing happening at the check -- with the check

clearing network?

MS. BAKER: Objection. Foundation and vague.

JUDGE McKENNA: Overruled.

THE WITNESS: The Federal Reserve was seeing

significant rates of unauthorized returns and frequent

returns of remotely created checks.

JUDGE McKENNA: What do you mean unauthorized

returns?

THE WITNESS: Consumers, the consumers on

whom's accounts the RCC's were drawn were asserting

that the payments were not authorized and the RCC's

were bouncing back and forth, forward clearing, return

clearing in the check network.

BY MS. CHUM:

Q. Mr. Baressi, could you walk 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 on the Internet, like at a website, a consumer will

provide his routing number and account number. The

payee uses that routing number and account number to

create a demand draft, to create a remotely created

check.

Q. So by providing just a routing number and

account number, does that payee get authorization to

create remotely created checks on behalf of the

consumer?

A. Not necessarily.

It's not clear what the payee is getting in

terms of authorization from the consumer. I guess I

would say no, routing number and account number do not

constitute authorization from the consumer.

Q. So how does a payee get authorization to

create the remotely created checks?

MS. BAKER: Objection. Is he being asked for

a legal conclusion? Authorization is a legal term and

I think the way we've used it in the context of this

matter and certainly Ms. Chum's explanation for his

testimony suggests that that's what this is. So I

would like a clarification. It seems like it's

calling for legal testimony.

JUDGE McKENNA: Right. Is it what you are

requesting?
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MS. CHUM: No, Your Honor, I'm just asking for

nuts and bolts description of like what actually goes

on between a consumer and a payee and the bank.

JUDGE McKENNA: Would you envision that there

would be a separate document where the customer would

grant the payee authority to transmit an RCC?

THE WITNESS: Short answer is yes. What I

would envision is a separate document where the

consumer authorizes the payee to initiate debits

pulling money out of the consumer's account.

(Cellphone ringing.)

THE WITNESS: Sorry about that.

JUDGE McKENNA: I will have to confiscate

that.

BY MS. CHUM:

Q. And once that authorization is received, can a

payee continue to obtain RCC's from a consumer?

A. The short answer is yes. If there is an

authorization, like I was trying to describe just

previously, a document or a web page where the consumer

says I authorize you, payee, to take money out of my

account. Once that has happened, the consumer cannot

control RCC's taking money out of his or her account.

Q. So who is it that actually creates the RCC?

A. The payee.
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Q. Is the consumer involved after that

authorization in the creation of the RCC's?

A. No.

Q. Who determines how much to take out via RCC?

A. The payee.

Q. And is the consumer directly involved in that

decision?

A. No.

Q. Who instructs the consumer's bank to make the

payment to the payee?

A. That is actually a relatively involved

process. The payee, as with a typical check, I mean

you can think of it as a typical check, but the payee

deposits the RCC into the check clearing system, i.e.,

the Federal Reserve Banks, the Federal Reserve Banks

deliver the check from the payee's bank to the

consumer's bank.

And this is happening, in general, in high

volumes and high frequency on that kind of thing and

the consumer's bank simply responds to the high volume

number of instructions, i.e., remotely created checks,

that are received from the Federal Reserve Banks.

Q. And are consumers directly involved in that

process?

A. They are not involved, no.
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Q. So does a consumer have to sign an RCC the way

that a consumer would sign a check?

A. No, the consumer does not sign an RCC.

Q. And I think you testified that a consumer does

not have to authorize an RCC each time that one is used

to withdraw money from the consumer's account?

A. Correct.

Q. So why is the payee able to create an RCC

without the consumer's involvement?

JUDGE McKENNA: That's stating something that

is not in evidence because the consumer as he

testified to, made an authorization for RCC's and

subsequent to that, the consumer has no involvement.

That's your testimony?

THE WITNESS: Well, I would like to clarify a

bit.

JUDGE McKENNA: Go right ahead.

THE WITNESS: Consumers are, what I would in

general -- a consumer is hopefully authorizing debits

to his or her account. You know, the payee is going

to be taking money out of the consumer's account. The

consumer is authorizing that.

I do not think a typical, reasonable consumer

is authorizing remotely created check usage to

accomplish that. They are expecting it to be an
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electronic payment.

BY MS. CHUM:

Q. So does an RCC look like a check?

A. Except for the fact that there is no signature

where you would typically expect to see a person's

signature.

Q. How does a consumer know that an RCC is being

used on them?

MS. BAKER: Objection. Calls for speculation.

JUDGE McKENNA: I will allow it.

THE WITNESS: Typically, a consumer would not

know that an RCC is being used until the consumer

reviews his or her periodic statement and sees it.

BY MS. CHUM:

Q. How is an RCC identifiable in a periodic

statement?

A. It would be one of the transactions listed on

the periodic statement. It would typically be listed

in the check sort of section of the periodic statement,

but it would have a random number. You know, instead

of going through checks 100, 101, 102 in your

checkbook, this will be check 5,004 coming out of

nowhere.

Q. And in that statement, it wouldn't actually

say RCC or demand draft?
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A. It would not.

Q. It would just be a random number?

A. Yes. The main identification of it would be a

number, a random number.

Q. How are RCC's disputed by consumers?

A. The consumer reviews his or her periodic

statement, sees a debit on there that the consumer

doesn't believe that he or she authorized, consumer

calls his or her bank and asserts that there was an

unauthorized payment pulling money out of the

consumer's account.

Q. In your knowledge and experience is disputing

an RCC more difficult or easier for a consumer than

disputing a check?

A. It's typically more difficult than disputing

an ACH debit or a card transaction or something like

that.

Q. Or a check?

A. Or a regular check, yes.

Q. How is it more difficult than disputing an

ACH, a credit card, debit card or a check?

MS. BAKER: Objection, foundation.

JUDGE McKENNA: I will allow it.

THE WITNESS: With a check, the consumer --

which is sort of the most direct comparison -- with a
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check the consumer, in theory, signs the check and

there is a series of checks coming out of the

consumer's checkbook.

And so, the consumer can do something like

say, look, that is not my signature on that check. I

did not write that check. With an RCC, the sort of by

definition the consumer cannot do that, cannot make

clear that the consumer did not authorize that check

because there is no signature on that check.

BY MS. CHUM:

Q. Relying on your knowledge and experience, are

you aware of companies relying on RCC's once a consumer

has put a stop on ACH's or withdrawn ACH

authorization --

A. Yeah.

Q. -- by a payee?

A. Yes.

Q. In what instances have companies relied on

RCC's once a consumer puts a stop on ACH's?

MS. BAKER: Objection. Calls for speculation.

JUDGE McKENNA: I will allow it.

THE WITNESS: The ACH network has two central

operators, the reserve banks and an operator named

EPN, who monitor the ACH network for red-flag type

activity. Like a significantly high number of
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unauthorized return rates.

So in the ACH network, it is difficult for

payees to continue debiting a consumer's account after

the consumer has said that the debits are

unauthorized. The check network through which

remotely created checks travel, does not have those

two operators monitoring the network.

So when payees are concerned about setting off

alarm bells because of too high unauthorized return

rates, they will -- if they are bad intentioned, they

might 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. In my opinion, yes.

MS. BAKER: Objection. His opinion. Again, I

mean, this was subject to my initial admonition, this

witness isn't being proffered for his opinion.

JUDGE McKENNA: Correct. All right. Do you

have personal knowledge?

THE WITNESS: I would say I have direct

professional knowledge, yes.

JUDGE McKENNA: All right. Answer the

question. Not your opinion.

MS. BAKER: Your Honor, that's pretty much
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what an expert witness does. Which is they impose

their professional knowledge on a set of facts or

hypotheticals that have been presented to them.

JUDGE McKENNA: And laymen do also.

MS. BAKER: And is he being offered as a lay

opinion witness?

JUDGE McKENNA: He hasn't been qualified as an

expert, so there's one or the other.

MS. BAKER: So. I -- okay. Well, I guess I

would ask that this Court request that the CFPB

clarify precisely what he's being offered for in light

of this line of questions.

JUDGE McKENNA: They indicated that already,

that it's his knowledge and he is not being offered as

an expert.

MS. BAKER: Thank you, Your Honor.

THE WITNESS: In the ACH network when an

unauthorized debit is returned it always goes back to

its point of origination, which makes tracking of

unauthorized returns in the ACH network more 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 example, an RCC deposited into bank A

if returned as unauthorized might go back to bank B.
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That can make tracking the unauthorized return

rates of unauthorized RCC's very difficult.

JUDGE McKENNA: How would it go to bank B?

THE WITNESS: The payee --

JUDGE McKENNA: If the account is in bank A,

right?

THE WITNESS: The payee's account is in bank

A. And then the payee would typically also have an

account at bank B.

JUDGE McKENNA: So you are talking about not

taking the money out of the account, it's what happens

regarding the payee.

THE WITNESS: Right and so bank A, the payee's

-- first bank, bank A isn't aware that that RCC got

returned because it went back to bank B instead of

bank A.

JUDGE McKENNA: RCC's are legal, correct?

THE WITNESS: Yes, in most circumstances.

BY MS. CHUM:

Q. Are there certain risks in your knowledge and

experience to consumers associated with RCC's?

MS. BAKER: Objection. Calls for speculation,

asking him his opinion. And I'm going to object to

this ongoing exam as relevance.

JUDGE McKENNA: Sustained.
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MS. BAKER: Thank you.

BY MS. CHUM:

Q. Are RCC's harder to stop than ACH's?

JUDGE McKENNA: You just asked that question,

didn't you?

MS. CHUM: Are there fewer protections

associated with RCC's than ACH's?

MS. BAKER: Same objection, speculation and

vague.

JUDGE McKENNA: To the extent he knows, I will

allow him to answer.

THE WITNESS: I would answer that question,

yes, federal law provides --

MS. BAKER: Objection. He is offering legal

testimony.

JUDGE McKENNA: He can cite what the law is

without giving a legal opinion.

MS. BAKER: Your Honor, I agree except it

sounded like he was giving a legal opinion.

JUDGE McKENNA: All right.

Don't give a legal opinion.

THE WITNESS: Well, federal law provides

protections for electronic payments that are not

applicable to checks.

MS. BAKER: Objection. That's a legal
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opinion, and I would ask that that testimony be

stricken from the record.

JUDGE McKENNA: I'm going to deny your request

and overrule your objection.

BY MS. CHUM:

Q. Mr. Baressi, in your knowledge and experience,

have RCC's been banned in specific circumstances?

A. The FTC has banned RCC's in telemarketing.

JUDGE McKENNA: But they haven't been banned

regarding short-term loans; is that correct?

THE WITNESS: Correct.

BY MS. CHUM:

Q. What are the public policy implications

halting the use of RCC's on consumers after those

consumers have overpaid a payee and already stopped

that payee from withdrawing money from their accounts

by ACH?

JUDGE McKENNA: Sustained.

MS. BAKER: Thank you, Your Honor.

MS. CHUM: That concludes Enforcement

Counsel's direct, Your Honor.

JUDGE McKENNA: Thank you. Cross-examination.

CROSS-EXAMINATION

BY MS. BAKER:

Q. Good afternoon, Mr. Baressi. Am I pronouncing
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your last name correctly?

A. Baressi.

Q. Baressi, thank you. Sorry about that.

Mr. Baressi, you have testified that you

worked at the Federal Reserve Board for 13 years?

A. Twelve years and some number of months, yes.

Q. We will call it 13.

A. Okay.

Q. And when you worked at the Federal Reserve

Board you were in the rule making office?

A. I was in the division of reserve bank

operations and payment systems. It wasn't named the

rule making office.

JUDGE McKENNA: Was that OGC?

THE WITNESS: No, it was not the OGC either.

That's the legal division.

JUDGE McKENNA: Right. But you're a lawyer.

THE WITNESS: Yes.

BY MS. BAKER:

Q. You didn't work in the feds supervision

division, did you?

A. I did not.

Q. You've never supervised or been involved in a

field examination as a supervisor -- as an examiner of

a payday company?
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A. I have never examined a payday company.

Q. And you, I think, testified just now that you

currently work in the rule making office at the

Consumer Financial Protection Bureau; is that right?

A. The Office of Regulations, yes.

Q. Yes. I'm being colloquial in calling it the

rule-making office for purposes of this, but I do know

it's called the Office of Regulations.

A. Okay.

Q. But thank you. I appreciate the

clarification.

A. Sure.

Q. You don't work in the consumer response unit

there, do you?

A. I do not.

Q. So you don't have any first-hand knowledge of

consumer complaints that could come into the CFPB

concerning RCC's. And by first-hand knowledge I mean

involvement with responding to the way the consumer

response unit responds?

A. I do not believe I have ever actively

participated in responding to a consumer complaint

about an RCC at the CFPB.

Q. And have you with the Fed?

A. Yes.
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Q. And in what capacity? Was a there a consumer

response unit at the Federal Reserve Board that you

worked with?

A. No, the Federal Reserve did not have a

consumer response unit. I would say the public affairs

office.

Q. But the Federal Reserve doesn't have a unit

that has a consumer complaint intake operation akin to

that at the CFPB?

A. Correct.

JUDGE McKENNA: So how did you get involved at

the Board?

THE WITNESS: Consumers would call the Federal

Reserve, like the main number, and say please help.

And then Federal Reserve staff would ultimately get

ahold of me.

BY MS. BAKER:

Q. And the consumers who called and said, please

help, they didn't call you directly?

A. Correct.

Q. And did you, when you responded to a consumer

complaint in that instance, did you go back and

subpoena bank records to ascertain the way the bank had

processed the payment?

A. No.
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Q. Why not?

A. Well, the way you phrased your question,

subpoenaing records was not typically necessary.

Q. And why is that?

A. Relevant documents were usually available

without a subpoena.

Q. What kind of relevant documents would you,

Mr. Baressi, have looked at in connection with

responding to consumer who called up and said, quote,

"please help?"

A. A periodic statement showing the debit, an

image. You know, like when you log onto your bank,

like Wells Fargo or Citi and you can click and you pull

up the check image. A consumer would e-mail an image

of a remotely created check and say I never authorized

this thing.

Q. And did you also look at any of the NACHA

codes that were associated with that transaction?

A. I did look 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 consumers, did you ever go back to the merchant

who had initiated the remotely created check and ask

that merchant for background information as to how or
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why that RCC was initiated?

A. I don't believe I did actually.

Q. Have you ever done that?

A. No.

Q. Now remotely created checks, I 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 understanding as to whether

are not remotely created checks were legal in 2008?

A. I do.

Q. And were they?

A. Yes.

Q. And same question for 2009, do you have that

understanding?

A. Yes.

Q. And were they legal?

A. Yes.

Q. Same question for 2010, do you have an

understanding as to whether or not RCC's were illegal?

A. Yes.

Q. And were they legal?

A. Yes.

Q. Same question for 2011, do you know if RCC's

were legal?

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 488 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

II-189

A. Yes.

Q. And were they in fact legal?

A. Yes.

Q. Okay. 2012 same question, I'm just going to

short it -- shortcut it, were RCC's legal?

A. RCC's were legal, yes.

Q. Were legal. Lawful?

A. Yes, in 2012.

Q. And they were lawful in 2013 as well?

A. Yes.

Q. And do know if there are commercial

enterprises that use remotely created checks in

commercial -- in the commercial context as opposed to

the consumer context?

A. You mean the payor is a commercial entity?

Q. Yes?

A. A business?

I'm not as familiar with that.

Q. So sitting here today you don't know if that's

a common practice or not?

A. I would say correct. I do not know if that's

a common practice.

Q. Do you know if RCC's for example are used in

the context of, for example, mutual funds that want to

debit an account for purposes of payment?
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A. Whose account?

Q. Well, I'm asking if you know if mutual funds

at times use remotely created checks to establish a

mechanism through which payment might be made into the

fund by say an investor?

MR. CHUM: Objection, relevance.

I'm not sure how this --

JUDGE McKENNA: I will allow it.

THE WITNESS: I am not familiar with that, no.

BY MS. BAKER:

Q. And do you know if large banks, for example,

use remotely created checks from time to time?

A. I would -- I guess the short answer is no.

But we might be conflating different things that I

would not label a remotely created checks.

Q. Well, let me ask you this: Is it possible

that there are bill payment systems that are in use

through, say, a personal banking account that are

maintained or housed at a large bank and we can

stipulate large bank is a 1025 institution.

Is it -- do you have an understanding as to

whether or not those banks from time to time would use

a mechanism of remotely created check to ensure a

consumer made a payment to an entity, call it a

utility?
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A. Yes, I do, in fact, now that I know of what

you are talking about. Those are not remotely created

checks.

Q. And what are those?

A. Those are checks that the consumer instructs

the consumer's bank to create and typically mail to the

payee.

Q. Does the consumer sign those checks?

A. No.

Q. So how is that different than what you've

described?

A. The consumer's bank is in charge of creating

that check.

Q. The consumer's bank is in charge of creating

the check. So the distinction is whether or not the

consumer's bank is in charge of creating that check as

opposed to another merchant?

A. As opposed to the payee's bank. That is a

distinction, yes.

Q. What are some other distinctions?

A. Who is benefiting from the check. With a

remotely created check the same party that is

benefitting from the check, creates the check.

Q. And I'm not sure I follow in terms of who's

benefitting from the check; what do you mean?
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A. Who gets the money from the check. The payee

gets the money from the check and creates the remotely

created check.

Q. So I want to make sure I understand. Is your

testimony that remotely created checks are specifically

defined as checks that are remotely created by the

enterprise that is paying itself; is that your

testimony?

A. That is an existing definition of remotely

created checks, yes.

Q. Okay. Now in this matter, I think you

testified that you didn't do anything particular to the

company at issue here, Integrity Advance; is that

right?

A. Correct.

MS. BAKER: Okay. No further questions.

JUDGE McKENNA: Thank you.

REDIRECT EXAMINATION

BY MS. CHUM:

Q. Mr. Baressi, you just testified that RCC's

were legal from 2008 to I believe you said 2013, yes?

JUDGE McKENNA: And that they are legal today.

BY MS. CHUM:

Q. And that they are legal today.
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• 
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MS. BAKER: Thank you.

JUDGE McKENNA: You're welcome.

The objection to the question is sustained.

The objection to the line of cross -- direct

examination is sustained.

And so you can move onto your next subject.

MS. CHUM: I have no further questions, Your

Honor.

JUDGE McKENNA: All right.

MS. BAKER: Nothing further, thank you.

THE WITNESS: I'm done?

JUDGE McKENNA: Yes, sir.

MR. WHEELER: Your Honor, Enforcement Counsel

would request that we recess for the day given that

Respondents asked for time to consider Enforcement

Exhibit 102 and then we can conclude -- they can
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conduct their cross-examination of Mr. Hughes. We can

redirect. And that should be our last witness. Your

Honor.

JUDGE McKENNA: All right.

Off the record.

(The proceedings adjourned at 3:20 p.m.)

---
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REPORTER'S CERTIFICATE

I, Jeannie A. Milio, Registered Professional

Reporter, an Official Court Reporter for the United

States Coast Guard, do hereby certify that I

stenographically recorded the proceedings in Consumer

Financial Protection Bureau versus Integrity Advance,

LLC and James 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., Washington, DC, before

the Honorable Parlen L. McKenna.

I further certify that the page numbers II-1

through II-196 constitute an official transcript of the

proceedings as transcribed by me from my stenographic

notes to the within typewritten matter in a complete

and accurate manner.

In witness whereof, I have affixed my signature

this 1st day of September, 2016.

___________________________

Jeannie A. Milio, RPR

Official Court Reporter
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UNITED STATES OF AMERICA

Before the

CONSUMER FINANCIAL PROTECTION BUREAU

_______________________________________________________

In the Matter of :

: Administrative Proceeding

INTEGRITY ADVANCE, LLC : File No. 2015-CFPB-0029

and JAMES R. CARNES, :

Respondent. :

_______________________________________________________

REPORTER'S OFFICIAL TRANSCRIPT OF PROCEEDINGS
HEARING (Volume III of III)

Washington, D.C.
Thursday, July 21, 2016

BEFORE:

HONORABLE PARLEN L. McKENNA, ADMINISTRATIVE LAW JUDGE
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APPEARANCES:

For the Agency:
Alusheyi J. Wheeler, Esquire
Wendy J. Weinberg, Esquire
Vivian W. Chum, Esquire
Craig A. Cowie, Esquire

For the Respondent:
Allyson B. Baker, Esquire
Peter S. Frechette, Esquire
Danielle R. Foley, Esquire
Andrew T. Hernacki, Esquire
Christine E. White, Esquire
Venable, LLP, Washington, D.C. 20004

ALSO PRESENT:
For the Administrative Law Judge:
Heather MacClintock, Esquire
Lauren S. Staiti, Esquire

Jeannie A. Milio, RPR
Official Court Reporter
ALJ Office, Baltimore, Maryland 21202-4022
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T A B L E O F C O N T E N T S

ENFORCEMENT COUNSEL'S WITNESSES:

DIRECT CROSS REDIRECT RECROSS

Robert Hughes -- III-4 III-35 III-43

Motion for Directed Ruling as to Liability

By Ms. Baker III-50

By Mr. Wheeler III-54

RESPONDENT'S WITNESSES:

DIRECT CROSS REDIRECT

Xiaoling Ang III-64 III-154 III-166

Elizabeth Quinn Miller III-116 III-144 --

EXHIBITS: For the Respondent ADMITTED INTO EVIDENCE

Exhibit No. 19 III-75

Exhibit No. 20 III-80

Exhibit No. 21 III-84

Exhibit No. 22 III-91

Exhibit No. 23 III-98

Exhibit No. 24 III-106

Closing Arguments

By Ms. Weinberg III-179

By Ms. Baker III-191

By Ms. Weinberg III-203
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P R O C E E D I N G S

JUDGE McKENNA: Back on the record.

Mr. Hughes, you understand you are still under

oath?

THE WITNESS: Yes, Your Honor.

JUDGE McKENNA: All right. You want to --

THE WITNESS: Yes.

JUDGE MCKENNA: There you go.

THE WITNESS: Thanks.

JUDGE McKENNA: Proceed.

MS. FOLEY: Thank you, Your Honor.

Good morning, Mr. Hughes.

THE WITNESS: Good morning.

CROSS-EXAMINATION

BY MS. FOLEY:

Q. You work for the CFPB, correct?

A. Yes.

Q. Your title is data scientist?

A. Yes.

Q. You are not an economist?

A. No.

Q. Not a psychologist?

A. No.

Q. Not an expert in consumer behavior?

A. No.
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Q. Now you made a number of assumptions in

performing your calculations in this case, didn't you?

A. Yes.

Q. Did somebody tell to you make these

assumptions?

A. Um, no.

Q. So all of the assumptions that you made about

the data set that you reviewed in this case are

assumptions you made on your own?

A. I think that's fairly broad. I can't think of

any that I was told to make, but I couldn't entirely

rule out the possibility that, for instance, someone

said you can assume that the, for instance, ACH, the

NACHA documents is actually the NACHA document that is

the one that is published on the web.

I mean, I think there is the possibility of

some bizarre (inaudible word) case there, but generally

the assumptions that I made were based on the data

itself.

Q. All right. Let's talk --

JUDGE McKENNA: Were there any collaborations

between you and others within CFPB?

THE WITNESS: Yes.

JUDGE MCKENNA: On those assumptions?

THE WITNESS: Yes, so I mean, we discussed
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what assumptions could reliably be made from the data.

I worked with other data scientists I discussed what

the data looked like with a forensic accountant and

had requests from attorneys for specific information.

JUDGE McKENNA: Okay. Thank you.

BY MS. FOLEY:

Q. How many other people -- how many other data

scientists did you work with?

A. I think it was limited to two, the way we work

in general is very collaboratively so it's possible

that others were involved marginally but primarily with

two other data scientists.

Q. And you mentioned a forensic accountant, who

was that?

A. Tim Hanson.

Q. Is Mr. Hanson also employed by the CFPB?

A. Yes.

Q. And with -- what did you discuss with

Mr. Hanson?

A. I don't think I could go into detail about

that, that was months ago, and it was in early stages

of our first attempts to understand the data set.

Q. Did Mr. Hanson provide you information on

which you relied to perform your calculations in this

case?
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A. No.

Q. Now let's talk about some of the assumptions

that you made. You assumed that loans originated at

the time of the first transaction you observed in the

data set, correct?

A. For some of the calculations, we had to make

that assumption, based on the fact that we did not

actually have the date of origination in that data set.

Origination was not one of the events that was provided

in the transaction table.

COURT REPORTER: Table?

THE WITNESS: Yeah, I'm sorry, in the file of

transactions. In some of the calculations, we assumed

that the origination date was up to twenty-three days

prior to the date of the first transaction.

BY MS. FOLEY:

Q. And your assumption of that for some

calculations you did, are talking about the

calculations for loans that originated on or after July

21st, 2011?

A. Yes.

Q. And your assumption for those calculations for

loans that originated on or after July 21st, 2011 the

decision use that August 13th date as a start date for

the loan, or the origination date was that an
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assumption you chose to make or did somebody else

instruct you to make that?

A. No one instructed me to make that, we

discussed what the broadest -- what the most

conservative possible assumption would be in that case.

Q. And who was the, “we” you discussed that with?

A. I don't remember exactly who I talked to, it's

entirely possible that it was that it was the full case

team.

Q. Meaning Enforcement Counsel?

A. Yes.

Q. I think you mentioned that you reviewed a

model loan?

A. Yes.

Q. Yesterday? Did you actually review an actual

loan document?

A. I have seen quite a few loan documents.

Q. When you made the assumptions to use that

August 13th, 2011 start date, was that something you

determined based on reviewing the model loan agreement?

A. I had seen that in the loan agreement where it

-- I can't remember the exact text but it was saying

your next pay date -- it might not have actually been

those words -- but I think it was saying within -- I

don't remember the exact wording but it -- there was
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something there that indicated that it should be within

twenty-three days.

Q. But the decision to use that date was a

decision you reached with Enforcement Counsel?

A. It's something I discussed with Enforcement

Counsel.

Q. Did they tell you to use that date?

A. I don't think I was ever instructed to use any

date. We, we came up with the assumptions that we were

completely comfortable with. It was in discussion

with, with them, but if they had mentioned a date that

we didn't think was supported by the evidence we would

not have gone with it.

Q. Okay. But if your conclusion that using the

August 13, 2011 date as a proxy for loans that

originated on or after July 21, 2011 is an incorrect

assumption to use, then your calculations about the

loans that originated on or after July 21, 2011 were

wrong.

A. That would depend on a lot of things. If the

date were earlier or later.

Q. It would change --

A. -- the number would change in different ways

it's -- I thought it was a, the most conservative way

to look at the data.
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Q. But if you change the starting date, that

would likely change your calculations right?

A. Yes.

Q. July 21, 2011. Now in the -- in your

testimony yesterday and the -- some of the exhibits

that you discussed with enforcement counsel, you used a

phrase called total of payments do you remember that?

A. Yes.

Q. And total of payments is basically what you

think would have been disclosed in the TILA box in each

loan agreement?

A. Yes.

Q. Okay. Now you didn't actually look at each

and every single loan agreement to find that TILA box

amount, right?

A. Correct.

Q. Instead you made assumptions about the -- what

the total payments in the TILA box was represented in

the data?

A. This was also based on reviewing quite a few

loan documents. For instance, I looked at fifty

randomly selected loan documents and compared the

numbers in the TILA boxes to the data in our data set

corresponding with the assumptions that we had made.

JUDGE McKENNA: And the results?
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THE WITNESS: All of them matched.

BY MS. FOLEY:

Q. When you say fifty, you mean fifty actual loan

agreements?

A. Yes.

Q. Out of three hundred thousand plus loan

agreements that were made between consumers and

Integrity Advance?

A. Yes, I mean there were many different reasons

to believe that that was the case, that the -- that our

assumptions were correct. The --looking at the fifty

was the belt and suspenders approach, we just wanted

some actual real world validation of our assumptions.

Q. Okay. Now one of the other things you looked

at in the data you talked about renewal loans is that

right?

A. Yes.

Q. You defined renewal loans as all loans that

were rolled over?

A. Yes.

Q. So that would basically be your attempt to

assess the loans that were not paid in full on the

first payment date?

A. I wouldn't characterize it that way. There

may be a fairly significant overlap between your
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categorization and ours.

Q. If a loan was paid off in full on the first

date you would call that a renewal loan?

A. I called a renewal loan a loan on which we saw

in our code a transaction starting off the chain of

transactions for that loan.

Q. And focussing on the renewed loans, you

assumed that the initial renewal records indicated the

principal paid, is that correct?

A. The principal that was rolled over indicated

the principal, yes.

Q. I'm sorry, did you assume that --

A. The renewal record indicated the principal --

on renewed loans, the R record the amount on the R

record indicated the principal.

Q. So the initial R record you assumed was a

principal borrowed?

A. Yes.

Q. And you assumed that the initial payment

record following the renewal indicates the finance

charge for the loan?

A. Yes.

Q. And those are important assumptions for your

calculations correct?

A. For a subset of the calculations, yes.
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Q. You also assumed that the principal borrowed,

plus the initial payment record following the renewal,

together equaled the payment amount that would have

been disclosed by Integrity Advance as the total

payments in the TILA box is that right?

A. Our assumptions were more to evaluate what was

borrowed and what an initial charge was than it -- that

was the primary intent of those assumptions. I think

for some of the calculations, yes, we were looking at

the TILA boxes for validation.

Q. Mr. Hughes, do you have your May 10th, 2016

declaration with you here today? And if you don't --

you have your own copy? And for the record I believe

this has been marked as Enforcement Counsel Exhibit 72?

A. Yes.

Q. Can you please turn to paragraph 19 of your

declaration?

A. Yes.

Q. It says, “I have assumed that the principal

borrowed, plus initial payment record following the

renewal, together equal the amount that that” there's a

double that, “would have been disclosed by Respondents

as the 'quote total of payments' in the TILA box,” did

you read that correctly?

A. Yes, yes.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 510 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-14

Q. So the total of payments that would have been

in the TILA box is an important number in your

calculations that you provided, correct?

A. I suppose, yes.

Q. It was important to get that number right?

A. I would say it was important to get all of the

numbers right.

Q. And if your calculation of the total payments

that would been disclosed in the TILA box is wrong,

then likely your calculation of the total paid above

the total of payments would be wrong too.

A. That would follow. I would caution, though,

that we could very well be slightly incorrect by being

conservative.

Q. Okay, but if the -- if you start with your

total payment, you subtracted the total of payments

that would have been in the TILA box?

A. Right.

Q. To arrive at your calculation of the total

payments above the TILA box, is that an accurate

description?

A. On an individual basis, it was not an

aggregate difference minus -- it -- there was it was

not a difference of two aggregates it was the

difference on an individual loan basis.
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Q. So if your assumptions on an individual loan

basis is wrong, your assumptions on the aggregate

number is going to be wrong as well, isn't it?

A. Yes.

Q. And none of the exhibits we saw yesterday

during your testimony -- did we actually see your

calculations of the total payments you assert would

have been disclosed in the TILA boxes, did we?

A. I'm sorry could you repeat that?

Q. In none of the exhibits that you were shown

yesterday did we see the actual numbers you calculated

would have been the total payments in the TILA boxes?

A. I'm not certain, no.

Q. Let's look at Enforcement Counsel Exhibit 97.

And take a look at page two -- and we will put one on

the screen so you can follow. Our Elmo here needs a

minute to warm up. Mr. Hughes do you recognize this

document?

A. Yes.

Q. Now did you actually prepare this or did

somebody else in your office prepare it?

A. I believe someone else prepared this actual

document.

Q. Okay. And now let me ask you a question --

MS. CHUM: Judge --
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MS. FOLEY: I'm sorry.

MS. CHUM: -- allow him to finish his

response, please.

MS. FOLEY: That was the end of -- my question

was: Did you prepare it?

JUDGE McKENNA: And he has a right to answer.

THE WITNESS: Any document that was prepared

on this case was prepared at my direction and validated

by me as well. Sometimes I did initial calculations

and others validated them, and sometimes others did

initial calculations and I validated them.

BY MS. FOLEY:

Q. Okay, looking at page two of Enforcement

Counsel Exhibit 97. We see total paid is the top box,

correct?

A. I'm just grabbing my own copy.

Q. Sure can you see the screen? Or --

A. Yeah I can just see this one a little better,

yes.

Q. And on the bottom we see total paid above

total of payments right?

A. Yes.

Q. And there is nothing on this calculation that

tells you what the difference between the total paid

and total of payments actually is, that number is not
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reflected on this document is it?

A. Well that number wouldn't mean a whole lot

anyway, because as I said we, we calculated it by

looking at the different -- anything we calculated, we

calculate by looking at the difference on an individual

account basis rather than simply taking two aggregate

numbers and subtracting them.

Q. Okay. But yes or no, the total of payments is

not in this document?

A. Yes.

JUDGE MCKENNA: Yes, it's not.

THE WITNESS: Yes, it's not I'm sorry.

BY MS. FOLEY:

Q. Now in calculating amounts paid by consumers

you included only records that met certain criteria

correct?

A. Yes.

Q. Okay. Did you choose those parameters

yourself, or did someone instruct you to use them?

A. We chose them ourselves. It was definitely

after discussion with, with the case team to inform

what we were looking at. But the final decision was

ours.

Q. Okay. The parameters included only records

that had a payment mode field of ACH cash or check is
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that correct?

A. Yes.

Q. And in calculating amounts paid by consumers

you included only payments that were designated as NSF

payment, charge-off payments, or standard payment type?

A. That sounds correct.

Q. And you only included records that met the

first two criteria we discussed, that were marked as

cleared?

A. Yes.

Q. And you also only included records for

payments that were not void, is that connect?

A. Correct.

Q. Did it include any other records?

A. No, those were, we felt, the most conservative

way to look at payments that were conceivably other

payments that were excluded. But that would have come

up with a larger number.

Q. Now your total paid amount that you calculated

also includes fees that Integrity Advance calculated --

charged?

A. Um, that's entirely possible.

Q. If we look again the Enforcement Counsel

Exhibit 97, page two.

A. Finance fees plus additional fees.
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Q. Okay.

A. Yes.

Q. Do those additional fees -- does that include

NSF fees?

A. Yes, I believe it does.

Q. And NSF fees means fees assessed because there

were insufficient funds to cover the charge?

A. Yes.

Q. It includes NSF fees even if the NSF occurred

on the first payment due date for the loan?

A. It likely would, I didn't restrict by that,

yeah.

Q. And turning to Enforcement Counsel Exhibit 100

that we looked at yesterday. Put it up on the screen

for us all. This, I believe, is also in your binder,

Mr. Hughes, if it's easier for you to see it.

A. Okay.

Q. Do you recognize this document?

A. Yes.

Q. Did you create this one?

A. No, someone else in the data science team

created this. However, I did validate it, and was

aware of it.

Q. Okay. Looking down at line seven, the March

14th, 2012 entry, do you see that?
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A. Yes.

Q. I believe you testified yesterday this shows

Integrity Advance attempted an ACH but the transaction

failed, do you remember that testimony?

A. Yes.

Q. And by transaction failed it means Integrity

Advance did not actually get a payment in that

transaction?

A. That was my interpretation, yes.

Q. Now you don't know if between March 14th,

2012, and April 2nd, 2012 Integrity Advance tried to

reach out and contact this customer, do you?

A. There was nothing in the transaction data set

that indicated that, no.

Q. So unless it was in the transaction data set,

you have no idea what attempts Integrity Advance may

have made to contact this customer?

A. That was outside the scope of the analysis I

was asked to perform.

Q. You didn't make any independent investigation

outside of the data set?

A. No.

Q. You didn't talk to any consumer?

A. That would be --

Q. Outside the data set?
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A. -- very unusual, yes.

Q. Okay. And you don't know why --

JUDGE McKENNA: The answer is no?

THE WITNESS: No, I'm sorry, no. I did not

talk to any consumer.

BY MS. FOLEY:

Q. And sitting here today, you don't know why the

consumer may have revoked the ACH authorization?

A. No.

Q. I think we also talked yesterday about some

calculations you performed regarding the number of

instances that you observed Integrity Advance used

remotely created checks, remember that testimony?

A. Yes.

Q. And I believe you described your calculations

as being uses of remotely created checks to take money

out of the customer's account after the customers had

revoked or otherwise blocked ACH debits from the

account, do you recall that testimony?

A. That sounds right.

Q. And to determine whether a customer had

revoked or otherwise blocked ACH debits you used

certain ACH codes?

A. Yes.

Q. Did you choose those ACH codes or did someone
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tells you tell you to use them?

A. Same as previously, it would -- I certainly

discussed it with the case team. But we independently

looked at the NACHA handbook for things that we were

comfortable met that description based on the

description in the handbook.

Q. Okay. And just to be clear, when you say the

case team, you mean with Enforcement Counsel?

A. Yes.

Q. All right. One of the ACH codes you used was

R 08 is that correct?

A. Yes.

Q. Do you need to look at something to refresh

your recollection? You can turn to your declaration if

it helps?

A. I was turning to the NACHA Handbook.

Q. Okay. So that is exhibit 82? Please do feel

free to turn to exhibit 82?

A. Okay. Yes.

Q. All right, does this refresh your recollection

that you used code R 08?

A. Yes.

Q. And code R 08, said payment stopped?

A. Yes, and the description says the receiver has

placed a stop payment order on this debit entry.
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Q. Right. It doesn't tell you why the customer

may have stopped the payment does it?

A. No.

Q. No notes or comments in the data set that

would tell us why the customer may have stopped the

payment?

A. No.

Q. And you didn't do any independent

investigation into why the customer may have stopped

the payment, did you?

A. No.

Q. Possible the customer just chose to renege on

its obligations to pay?

A. I didn't do any investigation, into --

JUDGE McKENNA: Well, but that was the

question. She asked you a question.

THE WITNESS: Is it possible?

JUDGE McKENNA: Yes.

THE WITNESS: Um, I have no idea of anything

about that, I -- yes, that would be possible.

BY MS. FOLEY:

Q. Mr. Hughes, are you relying on anything in

your binder, your personal binder you brought up today?

A. The NACHA codes.

Q. Is that -- Your Honor I can't see it from here
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but it looks different than the copy I have? I can't

tell what else is in that binder.

A. I'm sorry. It's printed four on a page.

Q. Okay. Can you tell us what else is in your

binder, we haven't seen this yet. I know yesterday we

understand there was a copy of your declaration, and

another declaration that wasn't in the exhibit list. I

would like to see what else is in the binder.

MS. CHUM: Objection.

JUDGE MCKENNA: Well --

MS. CHUM: Relevance, he has only --

JUDGE McKENNA: Just a second. If he is using

something, then you have a right to know what he is

using. If he says that he only used the NACHA

handbook, then that's all you have a right to see.

MS. FOLEY: That is fine, Your Honor, but I

can't tell if that's the same copy that is in evidence.

JUDGE McKENNA: All right. So you may

approach.

MS. FOLEY: Thank you, Your Honor. I can't

read that.

JUDGE McKENNA: That would be problematic.

THE WITNESS: Barely -- it's --

MS. FOLEY: Thank you. Honestly, the print is

too small for me to read and compare the exact text,
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but it appears to be the excerpt of the NACHA code,

that's exhibit --

JUDGE McKENNA: At my age I can sympathize

with you.

MS. FOLEY: Thank you, it's getting harder

every day.

BY MS. FOLEY:

Q. All right. Mr. Hughes, is there anything else

in your binder you have consulted in your testimony

this morning?

A. No.

MR. FRECHETTE: Objection, Your Honor.

Forgive, me but Ms. Weinberg just looked at the

witness, shook her head no, before the witness

answered that question. That is highly inappropriate

and I object.

JUDGE McKENNA: Well, I didn't see it, number

one, and if you did it, please don't do it again

because that is inappropriate.

MS. WEINBERG: Yeah, I -- I wasn't looking at

the witness. I may have been shaking my head, but I

certainly was not trying to direct his testimony.

JUDGE McKENNA: Well, all right. We are all

officers of the court, so we will conduct ourselves

accordingly. You want to ask additional questions on
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that point?

BY MS. FOLEY:

Q. Did you look at Ms. Weinberg before you

answered?

A. No.

BY MS. FOLEY:

Q. Now turning back to the RCC calculations, the

remotely created checks, regardless of why the customer

may have stopped a payment, you included all entries

that showed an ACH code 8 for stop payments in your

calculations?

A. I'm sorry could you repeat that?

Q. Sure.

A. I just lost track of part of what you were

saying.

Q. Regardless of why a customer may have stopped

a payment, you included all entries that you saw, I

believe, you said in -- I'm not sure which exhibit it

was, but on the spread sheet you referred to yesterday

that showed an ACH code 8 for stop payments?

A. Yes.

Q. And some of the calculations you testified

about yesterday regarding the use of remotely created

checks were calculations of the totals that Integrity

Advance collected using remotely created checks in the
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time period after July 21, 2011, do you remember that

testimony?

A. Yes.

Q. And your calculations were of the number of

remotely created checks that Integrity Advance used

after July 21, 2011?

A. That sounds correct.

Q. You did not limit your calculations to the

number of remotely created checks Integrity Advance

used for loans that were originated on or after July

21, 2011 did you?

A. I'm not sure, I would have to refer back.

Q. Can we please have exhibit, Enforcement

Counsel Exhibit 97 slide four, or page four. Do you

recognize this exhibit, Mr. Hughes?

A. Yes, I do.

Q. Now did you create this one?

A. No. Again, it was created by the data science

team. I either created the numbers or validated the

numbers but I probably did not create the actual table.

Q. Okay. The title of this exhibit says Overview

of the Integrity Advance's use of RCC's on consumers

who had revoked IA's ACH authorization, or stopped IA's

ACH withdrawals? Did I read that correctly?

A. Yes.
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Q. And the far right column says,

“RCC on or after July 11, 2011,” did I read that

correctly?

A. Yes.

Q. And nowhere in here does it say a footnote

that you are limiting your calculations to loans that

were actually originated on or after July 21, 2011,

does it?

A. No, that was our general assumption so I, my

guess would be that this was a calculation based on

that. But --

Q. You don't know what --

A. But that detail I don't know off the top of my

head.

Q. You don't know sitting here today, one way or

the other?

A. No.

Q. And turning to Enforcement Counsel Exhibit 97

slide five. Where you calculate total amounts obtained

by RCC on after July 21, 2011, this also doesn't say

you have limited it to loans that were actually

originated on or after July 21, 2011 does it?

A. Correct.

Q. And looking at the data set you reviewed you

were able to determine that many customers took out
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more than one loan from Integrity Advance, didn't they?

A. Yes.

Q. You didn't provide us any numbers or

calculations here of how many customers took out more

than two loans from Integrity Advance did you?

A. I don't think so.

Q. No calculations about how many customers took

out more than five loans?

A. No.

Q. No calculation about how many customers may

have taken out more than ten loans over time?

A. No.

Q. And now, if you turn to the new exhibit we saw

yesterday, Enforcement Counsel Exhibit 102.

A. Just to be clear I'm grabbing this from the

notebook.

Q. From your notebook that you brought, or

from --

A. Yes, from mine because I don't have the

updated exhibits up here.

Q. Would you mind just holding it up so we all

see it's the same document. Thank you. Now the first

line, Mr. Hughes, the first line is the number of

one-time customers, is that correct?

A. Yes.
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Q. Okay. And those are customers who took out

only one loan with Integrity Advance?

A. Yes.

Q. So those are essentially the non-repeat

customers?

A. Yes.

Q. You didn't show anywhere on this document the

difference between the total number of customers and

the one-time customers?

A. No.

Q. And going down to the fifth line, the one-time

loans, it says in box money paid to IA by consumers

above the “total of payments” via one-time loans. We

just said the one times, did I read that correctly

first?

A. Yes.

Q. Okay. And we just said the one-time loans

that is the non-repeat customers?

A. Yes.

Q. So to get to this number you started with the

total paid by the consumers above the total of

payments? Or in other words, above the TILA box?

A. Um, yes.

Q. Okay. And so your calculations of what the

total of payments would have been matters for this
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calculation, doesn't it?

A. Yes.

Q. And you excluded the amounts paid above the

TILA box by repeat customers? That is the flip-side.

A. Right, we didn't look at repeat customers for

one-time loans.

Q. So the remainder, you calculated this 39.9

million dollar number?

A. Yes.

Q. Okay. And so if your calculation of the total

payments is wrong, then this 39.9 million number is

likely wrong as well, isn't it?

A. Yes.

Q. Okay. And the same for the fourth line, money

paid to IA by consumers above the total of payments via

first time loans?

A. Correct.

Q. Did you read that correctly?

A. Yes.

Q. And similarly with the calculation you did for

the fifth line you start with the total paid by

consumers above total of payments that would have been

in the TILA box?

A. Yes.

Q. Okay --
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JUDGE McKENNA: Excuse me, who are the

individuals that just came in?

UNIDENTIFIED MALE VOICE: We are with the

CFPB.

JUDGE McKENNA: All of you?

UNIDENTIFIED MALE VOICE: Yes, sir.

JUDGE McKENNA: Okay. Thank you.

BY MS. FOLEY:

Q. And so again for calculation four -- for line

four, the total of payments matters, your calculations

of the total payments matters for your calculations of

this 69.6 million dollars represented here?

A. Yes.

Q. And if your calculations of the total of

payments is wrong, the 69.6 million dollar number here

is wrong as well?

A. Yes.

MS. FOLEY: Your Honor if I may just have a

moment to confer with counsel.

JUDGE McKENNA: Yes, you may.

(Brief pause.)

MS. FOLEY: Your Honor, no further questions.

I did just want to put on the record yesterday

afternoon when we saw Exhibit 102. We requested the

source code for this document, and we convened court
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-- when we recessed a little after 3:00.

At roughly 8:00 last night we received a

document that was represented to us was the source

code. We, unfortunately, were unable to use it, it

appeared to be incomplete. We moved forward anyway

with our cross-examination today. We would like the

complete version, reserve our right about it. We did

move forward and were able to, obviously,

cross-examine Mr. Hughes this morning.

I don't know what may happen on redirect but,

I obviously want to put that on the record, and

reserve our rights if anything comes up furthermore

with this.

MS. CHUM: Your Honor, of course I'm not a

data scientist, but our data scientists have pulled

the source code and they have cross checked, and

validated that this -- with the -- another individual

who was here, Ms. Nicole Kelly -- that this was the

source code that was used. For this particular -- for

this chart, so --

MS. FOLEY: I can only tell Your Honor that we

were not able to replicate the calculations based on

what was given from a high level perspective, because

I'm not a data scientist, it appeared to point to

reference paths that were not observable to us from
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what was provided.

JUDGE McKENNA: All right. Here is the

solution. Your request to have the Agency give you

sufficient information so that you can replicate is

granted. And you do reserve your right, and have the

right to recall Mr. Hughes if you have additional

questions based upon your analysis of the exhibit,

based upon those -- a full and complete set of source

codes.

MS. FOLEY: Thank you, Your Honor.

JUDGE McKENNA: And then you, you can move to

-- to have an opportunity to cure any potential

problems that exist as a result of that exhibit.

MS. FOLEY: Thank you. No further questions.

MS. CHUM: Your Honor, if I may.

JUDGE McKENNA: Can you speak up?

MS. CHUM: Your Honor, if I may, I don't

foresee us having any additional source code as we

have provided, and I'm representing that my

understanding is that we have provided all of the

source code already.

JUDGE McKENNA: Well, what you can do is you

can take Mr. Hughes or another data scientist who

might be more familiar with it and sit down with

Respondent's experts so that they fully understand and
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can replicate how you came up with the numbers, it's

quite simple.

MS. CHUM: Yes, Your Honor.

JUDGE McKENNA: And I would suggest that that

happen this afternoon after we conclude so that I will

still be around -- and if there is any problems.

MS. CHUM: Certainly.

JUDGE MCKENNA: We can resolve them very fast.

MS. CHUM: Yes, Your Honor, thank you.

JUDGE McKENNA: Thank you and you can do your

redirect.

REDIRECT EXAMINATION

BY MS. CHUM:

Q. Mr. Hughes, good morning.

A. Morning.

Q. Is it your understanding that the transaction

data that you received was the transaction data for all

transactions, for all consumers of Integrity Advance?

A. That was, yes.

Q. So that would include the principal paid and

the first, and the first finance fee?

A. Yes.

Q. In other words the transaction data would

include the total of payments?

A. Yes it should. Or rather, what we determined
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to be an accurate proxy for those numbers, as

disclosed.

Q. Now earlier you testified that you had made an

assumption as to when a loan originated, based upon the

transaction data?

A. Yes.

Q. And you had to do that where you were asked to

limit your numbers, your values, to loans that

originated on or after July 21, 2011?

A. Yes.

Q. And you did that in every instance, you made

that -- an assumption, the same assumption in every

instance where you had to limit your values to those

that originated on or after July 21, 2011?

A. I believe we made that assumptions in all

cases, yes.

Q. And you had testified that that assumption, I

believe you testified that it was that you added -- you

looked at transactions that happened twenty-three days

after July 21, 2011 to make an assumption that the loan

originated on or after July 21, 2011?

A. Yes, I believe we looked at initial

transactions for individual accounts that occurred

twenty-three days or more following July 21, 2011, yes.

Q. And you repeatedly testified that that was a
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very conservative approach can you explain further why

that was conservative?

MS. FOLEY: I'm just going to object to the

extent she is characterizing the testimony, it is what

it is.

JUDGE McKENNA: All right. It is sustained.

You heard the question without the qualifier and you

may answer.

THE WITNESS: We believed that that was a

conservative estimate because it could have been less

than twenty-three days. The first payment could have

been less than twenty-three days following loan

origination.

JUDGE McKENNA: Which would have what effect?

It would eliminate it?

THE WITNESS: Yes, we would effectively be

looking at a smaller -- we effectively looked at the

smallest data set of responsive records.

MS. CHUM:

Q. So by being conservative, was the total number

of consumers you look at in your analysis smaller or

larger than it would been if you were less

conservative?

A. Smaller.

Q. And were the dollar values that you assessed
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in exhibits 97 and 102, smaller or larger than they

could have been if you had been, if you had not been

conservative?

A. They were smaller than they would have

otherwise been.

Q. You also testified that you relied on

something called an R code?

A. Yes.

Q. Again, what was that? What was an R code?

A. That was a return code, as specified in the

NACHA manual. Oh, I'm sorry, the R code in the actual

data set would be the -- I can't remember whether it

was payment mode or payment type, but yes --

Q. Is there some -- go ahead, sorry.

A. Yes, the code indicates that that is a

renewal, I'm sorry, there were multiple R codes kicked

around here.

Q. And for clarification, I'm asking about the R

code that opposing counsel asked about relating to the

data, not the R codes in the NACHA manual?

A. Okay. Yes, R indicated renewal.

Q. And where did you obtain that information?

A. That was both in the data dictionary and in

7.9 of the TranDotCom manual.

Q. And earlier you testified that you only looked
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at data that met certain criteria, do you recall that?

A. Yes.

Q. Why did you do that?

A. There were certain types that didn't indicate

payments, so if we were calculating payments, if a

payment was either void or failed, it would not

indicate an actual payment by the customer.

Q. And you testified you only looked at cleared

payments?

A. Yes.

Q. Why did you do that?

A. For the same reason if the payment didn't

clear it was effectively not made, or potentially not

made, so, to be conservative we only looked at the

cleared payments.

Q. And you did not look at void payments?

A. Correct.

Q. Why did you do that?

A. Same reason, to be conservative, we did not

believe that the void payments were definitely made.

Q. So if you had included void payments and I

assumed that they were definitely paid, would the

number of consumers and the values assessed be larger

or smaller?

A. It would have been larger.
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Q. You had testified about the NSF and charge-off

fees as well?

A. Yes.

Q. Do you recall? And what is it again that you

did with those?

A. We restricted to a subset of payment types, as

you just mentioned.

Q. And why did you do that?

A. Again, to be conservative, the meaning of some

other payment codes did not appear to reflect actual

payments, and so we did not include them.

Q. And you had testified that you included all

NSF fees or--

A. There was a payment type of NSF I can't

remember exactly what it was called, NSF payment

perhaps, that was included.

Q. And do you know whether that was a -- do you

know the approximate value or the specific value of the

amount that you included?

A. You mean the, like the total of NSF fees as it

went to the grand totals?

Q. Yes.

A. I don't. I know that it was not a substantial

portion of the number, but I don't know the exact

number off the top of my head.
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Q. Now you were asked earlier about your use of

the NACHA Handbook, and now we are talking about R

codes in the NACHA handbook?

A. Sure.

Q. Would you turn with me to exhibit 82 the NACHA

Handbook?

A. Okay.

Q. Mr. Hughes, you testified that you relied only

on R 7, R 8 and R 10. Is that correct?

A. Yes, for the calculations of RCC's following

revocations.

Q. Now Mr. Hughes, if you had -- first of all

were there other R codes other than R 7, R 8, and R 10

in the data sets that you received from Integrity

Advance?

A. Yes.

Q. If you had included other R codes, other types

of revocations in your analysis, and looked at RCC's

that occurred after a larger set of instances of R

codes, would the number of RCC's have been larger or

smaller?

MS. FOLEY: Objection, Your Honor. She is

characterizing the R codes as saying that every single

R code would be a revocation. That is plainly not what

the document said.
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MS. CHUM: Let me restate any question.

JUDGE McKENNA: Please.

MS. CHUM:

Q. Now if you had looked at all of the R codes

that occurred in the Integrity Advance data set, and

then looked at subsequent RCC's that occurred after

those R codes would the number of RCC's that occurred

after the R codes have been larger or smaller?

A. Larger.

Q. And if you had looked at the total paid to

Integrity Advance following an R code via RCC on or

after July 21, 2011, would that value have been larger

or smaller if you had looked at all of the R codes?

A. That would have been larger as well.

Q. Now yesterday you recall we talked briefly

about the ACH's the value associated with ACH's that

occurred above principal?

A. Yes.

Q. Do you, today, recall the amount that

consumers paid to Integrity Advance above the principal

via ACH for all loans?

A. I don't know the exact number off the top of

my head, it would be approximately ninety-eight percent

of the total number I believe.

MS. CHUM: Court's indulgence.
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(Pause.)

MS. CHUM: Nothing further, Your Honor. Thank

you.

JUDGE McKENNA: Thank you.

MS. FOLEY: I will be brief Your Honor.

RECROSS EXAMINATION

BY MS. FOLEY:

Q. Mr. Hughes, did you talk to anybody last night

about this case?

A. No, I talked to two other data scientists, in

the process of producing the source code.

Q. So you talked to two other data scientists

about this case last night?

MS. CHUM: Objection, mischaracterizes the

testimony.

JUDGE McKENNA: And your point?

MS. FOLEY: Well, yesterday -- he gave some

number in his last answer which was the question he

struggled to have an answer for on the stand yesterday,

and I was looking for what refreshed his recollection.

Or on what he based that answer?

JUDGE McKENNA: All right. Then you can ask

that question but you can't sit there and say, make

assertions that kind of indicate that he was doing

something wrong since he was effectively trying to
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comply with your request to get you the data codes.

MS. FOLEY: That is fine, and I'm not trying

to imply to something else, I'm just trying to just get

to the question I asked. Which was different than what

he answered.

THE WITNESS: I did not discuss what you are

talking about anyway. My ninety-eight percent

assumption that I just referred to was, was something

that I believe I saw in the source code or in one of my

documents yesterday. Ninety-eight percent is

approximately the proportion of ACH transactions

overall of valid payments.

COURT REPORTER: Of what payment?

THE WITNESS: I'm sorry, I said valid

payments, but I mean payments that cleared.

MS. FOLEY:

Q. And when Ms. Chum was asking you about the

NACHA return codes, the -- you had access to all of the

transactions that were produced and to the extent any

of them had an R code you had the full access to see

what those R codes were?

A. Yes.

Q. So you could have chosen to use other R codes?

A. Yes.

Q. You didn't include any waived payment codes in
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your analysis, did you?

A. No.

Q. Did you look at the amount of payments that

Integrity Advance may have just waived, and told the

customer they didn't need to pay?

A. I'm not sure what you are talking about by

waived codes, are you referring to payment type?

Q. Yes, I am. If you turn to the --

A. I'm just going to refer to the data

dictionary.

Q. I was just going to turn you there?

A. Which one is that?

Q. It's exhibit 80, Enforcement Counsel Exhibit

80 page two.

A. No. We did not look at waived codes, rather

we did not include those in the calculations that we

are discussing today.

Q. Nor did you do any independent calculate of

the amount this may have been waived?

A. I can't say we definitely didn't because we

did a lot of general top line analysis of the data set

as a first pass. But I don't recall any numbers from

that and there was nothing from that, that became part

of these calculations.

Q. You didn't present any calculations here about

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 542 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-46

the amounts that were waived?

A. No.

Q. And just to be clear, on the August 13th, 2011

date that you used that is just an estimate, right?

That was just a proxy you used to come up with what

loans were originated on or after July 21, 2011?

A. Yes.

MS. FOLEY: No further questions, Your Honor.

JUDGE McKENNA: All right. Anything further?

MS. CHUM: Court's indulgence.

(Brief pause.)

MR. WHEELER: Your Honor this might be a good

time for a quick recess, request your indulgence.

JUDGE McKENNA: Certainly.

MR. WHEELER: Thank you Your Honor.

(Brief recess.)

JUDGE McKENNA: Back on the record. Did we

come to a resolution?

MS. FOLEY: Yes, Your Honor in terms of the

data exchange we met outside and we have agreed upon

exactly what will be exchanged and both sides are

working to get that done.

JUDGE McKENNA: Great, and how that is going

to interplay with cross-examination.

MS. FOLEY: I don't have any more questions,
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Ms. Chum might have -- we would not in any way delay

the remainder of the trial. We would just reserve the

right to see that and if necessary, recall Mr. Hughes.

JUDGE McKENNA: That is fine, granted. Any

preliminary matters before Ms. Chum starts?

MS. CHUM: Your Honor, we would reserve the

right to recall Dr. Ang as well, pending the exchange

of data.

JUDGE McKENNA: Oh, okay.

MS. BAKER: Your Honor, I have a preliminary

matter. Unfortunately, there was a slight exchange

before concerning Ms. Weinberg. And we would like to

have that entire exchange stricken from the record if

that is okay with Your Honor, thank you.

JUDGE MCKENNA: Do you understand --

MS. BAKER: And after I can go through and

specify with particularity what exactly I'm talking

about. I just, in the interest of time.

JUDGE McKENNA: Yes, yes -- that's -- your

motion is granted.

MS. BAKER: Thank you, thank you.

(Court speaking with court reporter regarding

particulars of motion.)

JUDGE McKENNA: But, counsel on both sides can

point out which part they want to omit.
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MS. BAKER: Thank you, Your Honor.

MS. CHUM: Enforcement Counsel has no further

questions.

JUDGE McKENNA: All right.

MS. CHUM: Thank you, Your Honor.

MS. FOLEY: I have nothing further at this

time.

JUDGE McKENNA: Unfortunately, Mr. Hughes, you

are going to be excused.

THE WITNESS: All right, thanks.

MS. CHUM: And just to clarify, now at this

point Mr. Hughes is no longer under oath, so that he

can be a part of this data discussion as needed?

JUDGE MCKENNA: Is that what you would like?

MS. CHUM: I defer to my data scientists. I

think that would be their preference.

JUDGE McKENNA: Any objections?

MS. FOLEY: And that's -- just to clarify that

is about the data that we have agreed to exchange?

MS. CHUM: Yes.

MS. FOLEY: I have no objection to him being

part of that discussion.

JUDGE McKENNA: All right, great.

MS. CHUM: Thank you, Your Honor.

JUDGE McKENNA: There is a possibility that he
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would be recalled, telephonically, I presume.

MS. FOLEY: I think it depends on what time of

day but possibly.

JUDGE McKENNA: Well, if it's not this day, is

what I'm saying, I'm --

MS. FOLEY: Understood, Your Honor. It will

be telephonically, we understand.

JUDGE McKENNA: I'm flying home.

MS. FOLEY: Understood.

JUDGE MCKENNA: All right. So Mr. Wheeler...

MR. WHEELER: Enforcement Counsel rests, Your

Honor.

JUDGE McKENNA: You rest?

MR. WHEELER: Yes.

JUDGE MCKENNA: All right.

MS. BAKER: Your Honor we have a motion.

Permission to hand out our Motion. It's a Motion for

a Directed Ruling.

If I may.

JUDGE McKENNA: Yes, you may.

MS. BAKER: Thank you. We are going to give

you copies of just a short brief.

JUDGE MCKENNA: You are forcing me to get my

glasses.

Proceed.
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MS. BAKER: Your Honor, we have provided the

Court and Enforcement Counsel with a copy of a Motion,

and a Memo in Support of that Motion. It's a

relatively short memorandum and I will make a brief

argument summarizing it, and ask that Your Honor

consider the Motion before we begin our case in chief.

We -- Respondents move for a directed ruling

as to liability in this matter, and specifically,

liability as to Mr. Carnes as it concerns the

outstanding deception cause of action remaining in

this matter.

And specifically, as to Mr. Carnes and

Integrity Advance as it concerns the question of

whether or not the use of remotely created checks

gives rise to a claim of unfair conduct under the

unfair -- the prohibitions against unfair, deceptive,

and/or, abusive acts or practices of the CFPA.

And specifically, the standard under the rules of

practice for this Court, is that there has to be

sufficient evidence in the record to support a

reliable -- that has to be -- it has to be evidence

that is reliable, probative, and substantial.

So there has to be enough evidence in the record to

support, as a prima facie matter, a finding of

liability. And on appeal, of course, or as this goes
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up to the director of the agency, and then possibly

past him, there has to be enough evidence to support,

and substantial evidence is specifically the standard,

there has to be enough evidence to support a finding

of liability.

Your Honor, we don't believe that there is

enough evidence in the record to support a finding of

liability specifically as to Mr. Carnes.

What Your Honor has heard so far is that Mr. Carnes

was a CEO, that he was the CEO of one of many

companies, that the relative, the relevant points in

time he didn't even spend fifty percent of his time on

Integrity Advance.

Your Honor, has heard a great deal of

testimony about what Mr. Carnes did not do. He was

not involved in writing any loan agreement, reviewing

any loan agreement, writing any loan disclosure,

reviewing any loan disclosure, indeed Mr. Carnes

testified, as did Mr. Foster yesterday that that was

something outside counsel looked at, and that, in

fact, that was why outside counsel was retained, at

least as to that issue.

So it's very clear that the standard that this

Court has to consider, and indeed it's the standard

that the CFPB annunciated at the beginning of this
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case, is a standard that is not met in this instance.

And specifically, the case I cite here is CFPB versus

Gordon, a recent 9th Circuit case that Mr. Wheeler

cited at the beginning of this trial, is the standard

that concerns whether or not there is a finding of

liability as to a related person, as to an individual.

And I had noted in that case there was a

finding of liability. And here is why. The

individual in that case edited and modified scripts.

The individual in that case was charged with, and in

fact, did make sure that all of the advertising and

marketing of the financial services product, which was

at issue, was lawful.

The individual in that case actually made sure

that the final decisions that were made, specific

granular documents and information were put out to

consumers were, in fact, written by him, revised by

him, reviewed by him.

That is the standard in the Gordon case, that

the CFPB cited at the beginning of this case, in its

opening statement. That is clearly not what happened

here there is absolutely no evidence that the Bureau

has put into the record at this time in its case in

chief to support a finding of liability as to

Mr. Carnes for deception or unfairness.
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Now the remotely created checks argument that

the CFPB has attempted to make, is that the mere

existence of a remotely created check was per se

unfair. But what Your Honor hasn't heard is, you

haven't heard any evidence to substantial injury. In

fact, what you heard yesterday was testimony that

fewer than one percent of any transactions resulted in

the use of a remotely created check, and at that it

was a last resort.

And at that it was only because a consumer

didn't contact Integrity Advance, choose not to use a

credit card, chose not to pay by PayPal. There were a

hundred other different ways, or numerous other

different ways that a consumer could have paid. And

so that is certainly not the reasonably avoidable

standard that unfairness mandates as to RCC's.

And there's absolutely no evidence in the

record that they were not reasonably avoidable, and

that there was substantial injury caused as a result

of the use of remotely created checks. That is the

unfairness prong for that. The remaining cause, there

is no evidence that supports a finding of liability as

to the company.

Certainly no evidence that supports a finding

of liability for RCC's as to Mr. Carnes. And for
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those reasons, Your Honor, Respondents move for a

directed ruling as to liability at this time.

And we believe the only outstanding issue in this

matter that this Court should hear concerns the

question of any monetary relief. And that's we --

that is how we think the rest of the proceeding should

go, thank you Your Honor.

JUDGE McKENNA: Thank you.

MR. WHEELER: Your Honor as an initial matter

there is no provision in the CFPB adjudication rules

for a directed verdict. In fact, even in the federal

rules the Rule 50 only applies to the jury trials, and

obviously, this is not a jury trial. So Your Honor, I

would argue their Motion should be, not even be

considered because it's not proper.

In the alternative, obviously Your Honor we

have never read this, we just received it two minutes

ago as you saw, we would like an opportunity to

respond in writing, because Respondent's have had an

opportunity to write up their position.

Obviously I disagree with Ms. Baker. You

heard a lot of testimony during this proceeding about

how involved Mr. Carnes was, particularly in setting

up this company, how much he knew about what the

company did. He also testified that he knew how the
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disclosures looked, he knew that the loan rolled over

by default, and he knew that most people rolled over.

And that is the essence of the deception that

we have alleged, Your Honor. And that you found in

your Order, that the loan disclosed one way but

actually worked in a different way.

JUDGE McKENNA: All right. Since you are

going -- you want to respond by writing, I have this

to say. I haven't read the pleading, I haven't read

the transcript of testimony, and I haven't fully

digested all of the exhibits.

So I think it would be irresponsible for me to

rule on your Motion I'm going to take it under

advisement. And so that is my ruling as to that

issue.

How many days do you need to respond?

MR. WHEELER: About five days, Your Honor. I

mean, in the alternative, I mean, we were planning --

we assumed there would be a post-trial briefing in

this in this matter, so --

JUDGE McKENNA: You can do it that way.

MR. WHEELER: That would be my preference,

just conduct it with the post-trial briefing that we

were going to do, regardless.

JUDGE McKENNA: And I was thinking that, do
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the parties want to skip closing arguments since you

are going to be submitting briefs?

MS. BAKER: Your Honor, our preference would

be to have a closing argument.

JUDGE McKENNA: All right.

MR. WHEELER: We would too, Your Honor.

JUDGE McKENNA: Okay. How much time would you

need to illuminate everything?

MS. BAKER: Your Honor, I anticipate probably

twenty minutes to half an hour. And that would be the

upper end of that. I do speak quickly, Your Honor, so

I may be able to do it more quickly than that. But I

just want to --

JUDGE McKENNA: And you have a very easy to

understand octave level.

MS. BAKER: Thank you.

JUDGE MCKENNA: Ms. Chum?

MS. CHUM: (No audible response.)

JUDGE MCKENNA: All right, so twenty minutes

apiece. If someone wishes to reserve five minutes for

rebuttal, they may do so. Thirty days from a receipt

of transcript, opening briefs. Fifteen days

thereafter for closing, for reply briefs.

MR. WHEELER: Thank you, Your Honor.

MS. BAKER: Your Honor, I just want a point of
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clarification, are you deferring ruling on our Motion

or are you denying our Motion?

JUDGE McKENNA: I'm deferring ruling on the

Motion.

MS. BAKER: Okay. Thank you.

JUDGE MCKENNA: But I anticipate that I will

handle it through the decision and order.

MS. BAKER: I see so, is it the case, Your

Honor, that the parties will be briefing this, or are

you asking that we brief this as part of our

post-trial briefing?

JUDGE McKENNA: I think that post-trial

briefing would be the -- an appropriate way to go.

Now my lawyer tells me that the Agency rules provide

thirty days from the close of the hearing.

And I respond -- hm?

LAW CLERK: It's thirty days from the receipt

of transcript.

(Court speaking with law clerks.)

JUDGE MCKENNA: All right.

MR. WHEELER: Thank you, Your Honor.

JUDGE McKENNA: Yeah.

MS. BAKER: Thank you, Your Honor.

JUDGE MCKENNA: All right. So at this time,

do you have a witness you wish to call?
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MS. FOLEY: Yes, Your Honor Respondents call Dr. Ang.

JUDGE MCKENNA: Good morning.

THE WITNESS: Good morning, Sir.

JUDGE MCKENNA: Please raise your right hand.

DOCTOR XIAOLING LIM ANG,

A witness produced on call of the Respondent,

having first been duly sworn, was examined and

testified as follows:

THE WITNESS: Yes, Your Honor.

JUDGE McKENNA: Please be seated.

MS. CHUM: Your Honor, may I just state for

the record that notice of Ms. Ang's testimony was only

given to us one day before the beginning of trial.

And Rule 215 calls for, I believe, ten-day notice.

And I just want to put that out there for the record.

JUDGE McKENNA: All right. And what do you

want me to do about it?

MS. CHUM: Ah --

JUDGE McKENNA: You just can't put something

out there with without a request.

MS. CHUM: Well I assume you will permit Dr.

Ang to testify but I just want to put it out there

that we would request that Dr. Ang not be permitted to

testify on those grounds, that we were not given fair

notice.
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And that the exchange of the witness list and

the exhibit list had occurred per your schedule. And

that, that was the witness list that we relied on.

JUDGE McKENNA: Okay. And I think that

everyone knows how I operate now. The way I operate

is that I will protect your due process rights.

You will have the same right that Respondents

had to recall Mr. Hughes. So I will give you five

days to make a determination of if you're prejudiced

and if so how to cure it through either exhibits,

additional cross-examination... Is that clear

bilaterally?

MS. FOLEY: Your Honor, to state for the

record, she is a rebuttal witness.

JUDGE MCKENNA: Pardon me?

MS. FOLEY: She -- Dr. Ang is a rebuttal

witness to Mr. Hughes. She was disclosed -- I have

lost track of time -- more than a week ago, roughly,

or approximately a week ago. It has been no surprise

that we needed to pull somebody together in light of

the new exhibits they included from Mr. Hughes, 97 in

particular.

JUDGE McKENNA: Even without those, it -- all

right. So, you said one day before hearing.

MS. CHUM: Yes, Your Honor and Exhibit 97 and

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 556 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-60

Exhibit 100 were produced on the day that the exhibits

were due those were not new exhibits.

MS. FOLEY: They were, the first time we saw

them is when exhibits were disclosed, and then we

realized they were going to be new exhibits and

testimony from someone who only had a declaration

submitted on Summary Disposition. That's the first

time we were aware he was going to testify at trial.

JUDGE McKENNA: All right well --

MS. FOLEY: Meaning -- yeah that's all I am --

JUDGE MCKENNA: -- all of that is resolvable

through my ruling. So, everyone be happy.

MS. FOLEY: I'm going to give you a set in

advance so you have some to look at. Demonstrative

that we will be using. Do you have a set for the

Court Andrew? Do you need another set, I think we can

get Your Honor a copy if you'd like another set.

JUDGE MCKENNA: Thank you, all right --

MS. CHUM: For the record Your Honor we have

just been handed six new exhibits marked exhibits 19,

through 24, and we have never seen these before. And

we would request additional copies of these.

MS. FOLEY: Sure we have copies and we will

hand them to you.

MS. CHUM: And time to review these exhibits
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Your Honor.

JUDGE McKENNA: Yes you, do you want a break

now.

MS. CHUM: Yes, Your Honor.

JUDGE MCKENNA: All right, so we will break

for lunch. Come back at 12:00. And before we go off

the record, could you give me the spelling of your

name.

THE WITNESS: Yes, Your Honor X-I.

JUDGE McKENNA: Pardon me?

THE WITNESS: X, as in, x-ray.

JUDGE MCKENNA: Um-hmm.

THE WITNESS: I-A-O-L-I-N-G. The middle

name is L-I-M and last name is A-N-G.

MS. CHUM: And Your Honor we would like to

know whether these exhibits were based on the same

source code -- source -- exhibits 95 and 101 that were

provided to us by Integrity Advance. Or whether they

were placed --

MS. FOLEY: You mean the transactional

database?

MR. WHEELER: Yeah.

MS. CHUM: Yes.

MS. FOLEY: I just want to make sure because

you said source code, you threw me off.
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MS. CHUM: I'm sorry, the transactional

database.

MS. FOLEY: Yeah, you will see in the

footnotes it tells you exactly what the sources are.

There is nothing surprising it's the same data that

Mr. Hughes had access to and testified about, and

these are in response to his testimony given.

And you have all of the source code for these already,

and I think there is some additional things we have

agreed to exchange which we will provide.

JUDGE McKENNA: All right. While you were

outside, did you clarify the source code issue?

MS. CHUM: Yes, Your Honor.

MS. FOLEY: Yes.

JUDGE McKENNA: Everybody is happy?

MS. FOLEY: With what we have agreed upon, I

am satisfied.

MS. CHUM: Yes, we will both be exchanging

materials.

JUDGE McKENNA: All right. Well, that is

good. So now let me see just a second. I want to

modify my ruling about breaking. Why don't you do

your direct, and then we will break.

MS. FOLEY: Sure.

(Attorneys conferring about exhibit copies.)
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MS. FOLEY: May I proceed?

JUDGE MCKENNA: Yes, you --

MS. CHUM: Your Honor if they could just very

quickly photocopy these, so that we can --

JUDGE MCKENNA: Pardon me?

MS. CHUM: Your Honor, if they could just very

quickly --

MS. FOLEY: Okay. We got them, we got them

hold on.

MS. CHUM: So that we have five sets.

MS. FOLEY: I don't have five sets, but we

will give you at least one more, I can deliver that.

Okay, here why don't you --

JUDGE McKENNA: This approach is not going to

cause you a problem, is it, Mr. Wheeler?

MR. WHEELER: No, Your Honor, I just want to

make sure that we had enough, that, you know --

JUDGE McKENNA: No, I'm talking about taking

the direct because it's a little early to break for

lunch.

MR. WHEELER: No, no, that is fine Your Honor.

JUDGE McKENNA: All right, just wanted to make

sure.

Back on the record.

MS. FOLEY: Good morning, Dr. Ang.
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DR. XIAOLING LIM ANG

DIRECT EXAMINATION

BY MS. FOLEY:

Q. Good morning.

Are you currently employed?

A. Yes, I am.

Q. Where do you work?

A. Edgeworth Economics.

Q. How long have you worked with Edgeworth?

A. Since November 2015.

Q. Prior to joining Edgeworth, were you employed?

A. Yes, I was.

Q. Where were you employed?

A. The Office of Research at the CFPB.

Q. How long were you at the Office of Research at

the CFPB?

A. Just over four years.

Q. And what did you do at the CFPB?

A. I was a research economist, which meant that I

did cost benefit analysis which involved both the

application of economic theory as well as empirical

analysis.

Q. Did your work involve empirical analysis of

loan level data sets?

A. Yes, it did.
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Q. Were you present for Mr. Hughes's testimony?

A. Yes, I was.

Q. Have you reviewed Mr. Hughes's calculations?

A. Yes, I have.

Q. Have you reviewed the transaction data set

Mr. Hughes relied upon?

A. Yes, I have.

Q. Based upon your observation of Mr. Hughes's

testimony, and your review of the data set, do you have

an understanding of the criteria Mr. Hughes used to

calculate the amount paid by customers?

A. Yes, I do.

Q. And what is your understanding based upon?

A. My understanding is based upon both reading

the declaration, and applying it to the data, and

matching, or attempting to match rather, the accounts

and the dollar amounts listed in Exhibit 97.

Q. And when you say the declaration, are you

referring to Mr. Hughes's declaration in this case?

A. Yes, ma'am, Exhibit 72.

Q. Thank you. All right, using the description

in Mr. Hughes's declaration, were you able to replicate

Mr. Hughes's calculations of the amounts paid by

customers?

A. No, I was not.
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Q. Do you have an understanding of why you were

not able to do so?

A. Yes, I do.

Q. And what is your understanding?

A. So if you will indulge me and turn to exhibit

72.

Q. Okay. Let's -- do you have it in right in

front of you? It's in -- there is a book of

Respondent's exhibits?

A. Yes, I do. So, if you take a look at page

four, and focus on paragraph 16. It states in 16 B

that the records that were included were designated as

NSF payment, charge off payment, or standard payment

type.

However while replicating I realized that

Mr. Hughes also included the payment type renewal.

Which you can see if you take peek at Enforcement

Counsel's Exhibit 80.

Q. And I'm sorry, you say Exhibit 80, that's the

data dictionary you are referring to?

A. Yes, ma'am.

Q. Okay. So I will just stop you there, so, you

looked at what, paragraph 16 of Mr. Hughes's

declaration?

A. Yes, and um --
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Q. Let me just make sure we are all on the same

page. So you tried to replicate his numbers using the

parameters identified in paragraphs A through D of

paragraph 16?

A. That is correct.

Q. And the R payment you just described, renewal,

would have fallen in the same line as paragraph B with

the NSF payment, charge-off payment, or standard

payment?

A. Yes, it would.

Q. Okay. Was there anything else that you

observed based on Mr. Hughes's description of

parameters in paragraph 16 that you observed there was

anything different from what he actually used?

A. Yes.

Q. What was that?

A. In 16 D he states that he excluded

transactions that were void; however, he also excludes

an additional status flag, which is transactions that

were returned.

Q. And then once you understood the discrepancy

between Mr. Hughes's description and what was actually

used, were you able to replicate his calculations of

the total number of Integrity Advance customers?

A. Yes, I was.
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Q. Were you able to replicate then his

calculations of the total number of loans?

A. Yes, I was.

Q. Were you able to replicate his calculations of

the total amounts consumers paid?

A. Yes, I was.

Q. Did you review Mr. Hughes's calculations of

total paid above total of payments?

A. Yes, I did.

Q. Do you have an understanding of what

Mr. Hughes was referring to when he used the phrase

total of payments?

A. Yes, I do.

Q. And what is your understanding of that phrase?

A. My understanding is that total of payments

represents the sum of the original principal and one

finance charge.

Q. And do you understand that that is what he

described as what would have been disclosed in the TILA

box in the loan agreements?

A. Yes, that is my understanding.

Q. So when Mr. Hughes calculated the total paid

above the total of payments, what do you understand

that calculation to represent?

A. I understand that to represent the difference
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in all dollars paid by consumers by an individual

consumer to Integrity Advance, minus his estimate of

the amount that would have been disclosed in the TILA

box.

Q. So it's the amount, it's his estimate of the

amount the consumer paid above the TILA box disclosure?

A. That is correct.

Q. Did you make any observations about

Mr. Hughes's calculations of the total amount consumers

paid above the TILA box disclosures?

A. Yes, I did.

Q. And what is your observation?

A. That his calculation is an under estimate --

or an overestimate, pardon me, and overstatement of the

total paid above total of payments.

Q. And is that using the same parameters that

Mr. Hughes used in his calculations, the same criteria?

A. Yes, in terms of what was actually implemented

as well as following the methodology outlined in his

declaration.

Q. So why is Mr. Hughes calculations of the

amounts consumers paid above total payment overstated?

A. Because his calculations of the TILA amount is

too low.

Q. So his calculations of total of payments is
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too low?

A. That is correct.

Q. Why does that matter?

A. It matters because to get the total paid above

the total of payments, you must subtract the total of

payments from the total amount paid, which we both

agree on.

Q. So basically, if his number is too small, then

when you subtract it from the larger number the

remainder is too big?

A. Exactly, yes ma'am.

Q. Okay. So using Mr. -- Enforcement Counsel's

Exhibit 97 slide 2 --

(Counsel speaking with projectionist regarding the

exhibit displayed.)

Is it your testimony that the bottom line

where it says, total paid above total of payments at

133 million dollars that that is wrong?

A. Yes.

Q. Okay. And if we look at page 3 of Exhibit 97.

Where -- let's give it a minute to warm up -- where

Mr. Hughes calculated the total paid above total of

payments in the bottom line, thirty-eight million

dollars, seven hundred ninety-five thousand, so that is

incorrect, that is your testimony?
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A. That is incorrect, or you are correct, I

believe that number is incorrect.

Q. Thank you for fixing my grammar. Did you

prepare a document to show your analysis that we just

described?

A. Yes, I did.

Q. And can you turn to what has been marked as

Respondent's Exhibit 19, it's the first page I handed

to counsel this morning.

(Counsel conferring about exhibit copies.)

MS. FOLEY: Do you have a copy Dr. Ang?

THE WITNESS: I do.

BY MS. FOLEY:

Q. Okay. Do you recognize this document Dr. Ang?

A. I do.

Q. Did you prepare it?

A. Yes, I did.

Q. And what is this document?

A. This documents is a comparison of the CFPB's

estimates, and my adjusted calculations.

Q. So based upon -- can you walk us through your

calculations and how you reached your conclusion.

Is that -- your conclusion line here is the

“CFPB overstates total paid above total of payments” on

the bottom line, I apologize my Elmo is not
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cooperating.

A. Yes, it is.

Q. And so, can you walk us through your

calculation for the period of time of all loans please?

A. Absolutely, so, if you take a look at the top

row, which looks at total paid, principal, plus finance

fees, plus additional fees, my calculations of total

paids using Mr. Hughes's parameters matches exactly

down to the penny.

Q. So that is the line, the first line that you

just described the total paid principal plus finance

fees plus additional fees?

A. Yes.

Q. Okay. And your number is the same as Mr.

Hughes's number on this document correct?

A. Yes, it is.

Q. And you used the same parameters that

Mr. Hughes implemented to reach this total?

A. That is correct.

Q. Okay. Then what does your line, “Total of

payments” reflect?

A. “Total of payments” reflects my implementation

of my understanding of Mr. Hughes's declaration in

terms of assigning finance charges and principal

borrowed, to a given loan.
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Q. And your calculation of this amount is a 150

million?

A. That is correct.

Q. Compared to Mr. Hughes's calculations of 140.5

million?

A. Yes, it is.

Q. Okay. And then what is -- I'm going to try to

make this a little bigger so everyone can see it, there

we go -- and then please tell us what the third line of

exhibit 19 shows?

A. The third line of exhibit 19 is the result of

subtracting our respective total of payment amounts

from the total paid. And so what I find is that the

CFPB's calculation is 133.4 million dollars, compared

to my calculation of 123.8 million dollars. So these

two numbers do not match.

Q. And what is the difference Dr. Ang?

A. The difference is 9.6 million dollars?

Q. And whose is larger?

A. So the CFPB's calculation is larger and this

is, this 9.6 million dollars is their overstatement of

the total paid above the total of payments.

Q. Thank you. You performed the same

calculation, Dr. Ang for -- regarding Mr. Hughes

calculation for the time -- for loans originated on or
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after July 21, 2011?

A. That is correct.

Q. Okay. And based upon your analysis, by how

much was Mr. Hughes's total paid above total payments

overstated?

A. His total paid above total of payments was

overstated by 2.6 million dollars.

MS. FOLEY: Your Honor, Respondents move

Exhibit 19 into evidence.

JUDGE McKENNA: Any objections.

MS. CHUM: Court's indulgence. Only to the

extent that we were just provided this document.

JUDGE McKENNA: Well, I have already given you

an opportunity to cure any problems, so --

MS. CHUM: Yes.

MS. FOLEY: Dr. Ang did you do anything --

JUDGE McKENNA: Just a second I'm not done.

MS. FOLEY: Oh, I'm sorry Your Honor.

JUDGE McKENNA: I might be old, but I'm slow,

all right. So admitted, Exhibit 19.

(Respondent's Exhibit No. 19 was

admitted into evidence.)

JUDGE MCKENNA: Proceed.

MS. FOLEY: Thank you, Your Honor.

BY MS. FOLEY:
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Q. Dr. Ang, did you do anything to confirm your

calculations were correct?

A. Yes, I did.

Q. What did you do?

A. So I had my calculations validated and matched

numerically by an experienced colleague.

Q. That is your standard practice?

A. Yes, it is.

Q. In the transaction level data set that you

reviewed, could you observe if a customer took out more

than one loan over time?

A. Yes, I could.

Q. Based upon your observations did you calculate

the number of customers who took out two or more loans

with Integrity Advance over time?

A. Yes, I did.

Q. Did you calculate the number of customers who

took out five or more loans with Integrity Advance?

A. Yes, I did.

Q. Did you calculate the number of customers who

took out ten or more loans with Integrity Advance?

A. Yes, I did.

Q. Did you calculate the number of customers who

took out twenty or more loans with Integrity Advance?

A. Yes, I did.
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Q. Did you prepare a document to reflect the

number of -- reflect these calculations?

A. Yes, I did.

Q. Okay. Dr. Ang --

JUDGE McKENNA: What exhibit number is this?

MS. FOLEY: It's Respondent's Exhibit 20 Your

Honor.

MS. FOLEY: Dr. Ang do you recognize

Respondents Exhibit 20?

THE WITNESS: Yes, I do.

BY MS. FOLEY:

Q. Did you prepare this document?

A. Yes, I did.

Q. Please tell us what this -- Respondent's

Exhibit 20 is?

A. This exhibit displays the number of customers

who take out a given number of loans or higher. So, if

you take a look at the first row, two or more loans

means that customer has 2,3,4,5 up to 45 loans taken

out with Integrity Advance over the period May 2008

through May 2013.

Q. Let me stop you there. What was the highest

number of loans you observed a customer took out from

Integrity Advance?

A. Forty-five.
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Q. And so you if you can just walk us across the

line, two or more, it says, “number of loans two or

more,” what was your calculation of the total number of

these repeat customers starting in May 2008 forward?

A. Fifty-seven thousand seven hundred

ninety-eight.

Q. And you calculated the repeat customers who

had two or more loans for the period originated on or

after July 21, 2011?

A. Yes, I did.

Q. And what number -- how many repeat customers

were there who had two or more loans originated on or

after July 21, 2011?

JUDGE McKENNA: You mean three or more?

MS. FOLEY: I was just going to finish the two

or more for the 2011 period.

JUDGE MCKENNA: Oh, okay, fine.

MS. FOLEY: Okay. I was reading right across

the line here.

THE WITNESS: Twenty-six thousand, one hundred

twenty-nine.

BY MS. FOLEY:

Q. Thank you, Dr. Ang. If we skip down to the

row that says, “Five or more.”

(Speaking with projectionist regarding
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displayed exhibits.)

BY MS. FOLEY:

Q. I think this might make it a little easier for

everyone to see. If we look at the line, “Five or more

loans” can you tell us what that means Dr. Ang?

A. Yes, that means that for the period starting

in May 2008, eight thousand four hundred forty-seven

customers took out five or more loans so 5, 6, 7 and so

forth.

Q. And for -- if we look at the period for loans

originated on or after July 21, 2011 did you calculate

the number of customers who had five or more loans

during that period?

A. Yes, I did.

Q. And what is your calculation?

A. Six thousand, five hundred twenty-seven.

Q. And if we could just look at the line where it

says, “Twenty or more,” can you explain to us what is

represented on that line?

A. Yes, so for the period May 2008 through May

2013, seventy-two customers took out twenty or more

loans. When we restrict attention to the loans that

were originated on or after July 21st, 2011, those

loans -- seventy customers, took out a loan after on or

after that date. And those particular customers had
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twenty or more loans.

JUDGE McKENNA: So there were only two before

that date?

THE WITNESS: So when we considered the

customers who are repeat customers we are looking at

the number of loans they took out over the entire time

period. So, there are only two who took out twenty or

more loans, between May 2008 through July 21st, 2011,

as Mr. Hughes defines it in his sample restrictions.

JUDGE MCKENNA: So the answer to my question

is yes.

THE WITNESS: Yes. Yes, sir.

JUDGE McKENNA: Thank you.

BY MS. FOLEY:

Q. Dr. Ang, did you also calculate the percentage

of customers who were repeat customers?

A. Yes, I did.

Q. And did you prepare a document reflecting the

percentage -- your calculations of the percentage of

repeat customers?

A. Yes, I did.

Q. I'm going to show you what's been marked --

Your Honor before I move forward, I would like to offer

Respondents Exhibit 20 into evidence, please?

JUDGE McKENNA: Any objections.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 576 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-80

MS. CHUM: No, Your Honor.

JUDGE McKENNA: So admitted.

(Respondent's Exhibit No. 20

was admitted into evidence.)

JUDGE MCKENNA: Are we going to 21 now?

MS. FOLEY: Yes, sir.

BY MS. FOLEY:

Q. Dr. Ang, directing your attention to what's

been marked as Respondent's Exhibit 21 do you recognize

this document?

A. Yes, I do.

Q. Did you prepare it?

A. Yes, I did.

Q. Please explain to us what this Exhibit 21

shows?

A. This puts repeat customers in context relative

to all customers, in terms of the count of customers,

count of loans, and payments made by repeat customers

relative to all customers.

Q. Okay. So focusing at the top category I see

the categories, are they the bold, customers, loans,

and payments?

A. Yes, ma'am.

Q. If we if he focus on top category of customers

did you calculate the percentage of repeat customers
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for, let's start with the period May 2008 forward?

A. Yes, I did.

Q. And what is the percentage of repeat customers

for that time period?

A. Thirty-two percent.

Q. And that is reflected in this Column, B, “All

loans?”

A. Yes, it is.

Q. And did you also calculate the percentage of

repeat customers who had loans originated on or after

July 21, 2011?

A. Yes, I did.

Q. And is that reflected on Exhibit 21?

A. Yes, it is.

Q. And what that is percentage?

A. Forty-eight percent.

Q. Turning to the second category where it says,

“Loans,” can you tell us what is reflected in this

category?

A. Yes, this is the total number of loans made to

repeat customers, relative to the total number of loans

made overall.

Q. And did you calculate the percentage of loans

to repeat customers for the time period May 2008

forward?
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A. Yes, I did.

Q. And is that reflected on this document?

A. Yes, it is.

Q. And what was percentage of loans to repeat

customers in that time period?

A. Sixty percent.

Q. Did you also calculate the percentage of loans

to repeat customers in the time period of July -- for

loans originated on or after July 21, 2011?

A. Yes, I did.

Q. And what was that percentage?

A. Sixty-six percent.

Q. There is a third category on this document

that says, “Payments,” please explain to us what that

represents?

A. Sure, so the total paid by customers is the

same line that we saw in both the exhibit 19, as well

as Enforcement Counsel's I believe Exhibit 97. Where

Mr. Hughes and I match on our total paid by customers,

so roughly 273.9 million for all loans. And 80.3

million for loans originated on or after July 21, 2011.

Q. I'm going to stop you there Dr. Ang when you

say you and Mr. Hughes match do you mean you were able

to replicate his number?

A. Yes down to the cent.
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Q. Okay. And using Mr. Hughes's calculation, the

total paid by customers did you calculate the

percentage of those payments that were from repeat

customers?

A. Yes, I did.

Q. And from the time period May 2008 forward,

what was that percentage?

A. Sixty-nine percent.

Q. And that is reflected down at the bottom of

column B on Exhibit 21?

Yes?

You have to answer audibly. And did you

perform the same calculation for the percentage of

total payments from repeat customers for loans

originated on or after July 21, 2011?

A. Yes, I did.

Q. And what is that percentage?

A. Seventy-six percent.

MS. FOLEY: Your Honor, Respondents offer

Exhibit 21 into evidence.

JUDGE McKENNA: Objection?

MS. CHUM: Your Honor, I would simply, just

for point of clarification, was the source code that

we received yesterday evening around 10:30 or so, did

that include the source code for these new exhibits.
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MS. FOLEY: Yes.

MS. CHUM: Thank you.

JUDGE McKENNA: No objection?

MS. CHUM: No objection, Your Honor.

JUDGE McKENNA: Thank you.

(Respondent's Exhibit No. 21

was admitted into evidence.)

BY MS. FOLEY:

Q. Turning to Enforcement Counsel's Exhibit 102.

Dr. Ang did you have an opportunity to review

Enforcement Counsel's Exhibit 102?

A. Yes, I have.

Q. And if you look down at the fourth line,

“Money paid to IA by consumers above the total of

payments via first time loans,” do you see that line?

A. Yes, I do.

Q. Have you had the opportunity to review

Mr. Hughes's calculations of the money paid to

Integrity Advance by consumers above the total of

payments via first time loans?

A. Yes, I have.

Q. Do you have an understanding of what

Mr. Hughes was referring to when he used first time

loans here?

A. Yes.
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Q. And what is your understanding?

A. It is the first loan that any customer takes

out whether they are a one-time customer or a repeat

customer.

Q. And did you make any observations of about

Mr. Hughes's calculations regarding the amounts paid by

-- paid to Integrity Advance by consumers above the

total of payments via first time loans?

A. Yes, I did.

Q. And what were your observations?

A. I observed that that amount is overstated.

Q. Is that -- did he overstate the amount for

both loans originated between May 28 -- loans

originated after May 2008 as well as for loans

originated on or after July 21, 2011?

A. Yes, he did.

Q. Do you have an understanding of why these,

Mr. Hughes's calculations are overstated?

A. Yes, I do.

MS. CHUM: Calls for speculation.

JUDGE McKENNA: Pardon me?

MS. CHUM: Objection, calls for speculation.

JUDGE McKENNA: Overruled.

BY MS. FOLEY:

Q. And what is that understanding, Dr. Ang?
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A. My understanding is that the amount he

calculates as the total of payments is too low.

Q. And the result? And what happens because his

total of payments is too low?

A. If his total of payments is too low then the

total paid minus total of payments is too high.

Q. And Dr. Ang, how did you conclude that

Mr. Hughes's amount of the total of payments was

understated?

A. I did this by running independent calculations

attempting to replicate Mr. Hughes's analysis.

Q. Were you able to replicate his analysis?

A. No, I was not.

Q. Did you take any steps after that to validate

that your analysis was correct?

A. Yes, of course.

Q. And I think you told us one of the steps you

took was to have a colleague run the calculations as

well.

A. Yes.

Q. Did you do anything else?

A. Yes.

Q. What did you do?

A. So, this may be a bit of a lengthy

explanation. So, as an empiricist one the first things
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to do when you get data is to think about how it

relates to underlying data generating process. So,

where does the data come from, what does it describe.

So we know that these are transactions from

Integrity Advance for this particular product which has

particular features. So, we know that interest is not

capitalized on these loans, instead interest is,

basically included in the finance charge.

So, essentially, the principal paid should

never get bigger than for a given loan. Because

interest isn't capitalizing so how could it get bigger?

Similarly, the finance charge is linked to the

principal amount. So, it is proportional. One

possible way that it could be proportional is it could

be thirty dollars per one hundred dollars. So the

finance charge and the principal amount go in lock

step.

So if the principal can't get any bigger

neither can the finance charge.

Q. And you when you say the principal can get

bigger, you mean for a given loan?

A. Yes, ma'am. And so, if the principal can't

get any bigger for a given loan and finance charge

can't get any bigger for a given loan, then it seems

odd that when we -- when I sum across all loans that
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the net total of payments as -- as described by the

CFPB, is larger in my calculations than they are in the

CFPB calculations. This defies our sense of how,

basically, addition works.

Q. So when you basically add it up -- can you

walk us through? Did you sample the data?

A. Yes.

Q. To you test your theory?

A. I looked at individual loan records.

Q. And what did you do, just so we all

understand, when you looked at the individual loan

records?

A. We took a look at where payments occurred, and

what the ordering of payments was. And we, basically,

just reviewed several records to understand the way

that those records are populated.

Q. Turning back to your observations about

Mr. Hughes's calculation regarding money paid to

Integrity Advance by consumers above the total of

payments via first time loans, did you prepare any

documents to show your calculations that you describe

how you determined that Mr. Hughes's number was too

big?

A. Yes, I did.

Q. Can I have -- Respondents Exhibit 22 I'm going
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to put on the screen. Dr. Ang do you recognize

Respondents Exhibit 22?

A. Yes, I do.

Q. And can you tell us please what is

Respondent's Exhibit 22?

A. It is a comparison of the CFPB's calculations

to my adjusted calculations. Of the total paid above

total of payments for what they call first time loans.

Q. And you prepared this document?

A. Yes, I did.

Q. Okay. And if you look at the concluding line

here, “CFPB overstates total paid above total of

payments for first time loans,” do you see that line,

Dr. Ang?

A. Yes, I do.

Q. And please tell us what that line reflects?

A. That reflects the amount by which the CFPB

overstates the difference between total paid above

total of payments. For this particular set of loans.

And the overstatement for the period 2008

through 2013 is approximately 7.1 million dollars.

Q. And that is the number reflected in “Column C”

under “Adjusted?”

A. Yes, it is.

Q. Okay. And did you run the same calculation
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for loans originated on or after July 21, 2011?

A. Yes, I did.

Q. And what did you conclude about Mr. Hughes's

calculations for that period of time?

A. That his total paid above total of payments

was overstated by approximately 1.8 million dollars.

Q. Okay. And focusing on the period of time for

loans originated on or after July 21, 2011, the 1.8

million dollar difference, can you walk us through how

did you conclude that Mr. Hughes's number was

overstated by that amount?

A. So the first step, was to start from the

baseline of the calculation of total paid above total

of payments and as you have seen from exhibit 19,

we've, I demonstrated that Mr. Hughes's calculations

are an overstatement. So, I start from the baseline of

my adjusted calculations on exhibit 19.

Then, I compute the total paid above total of

payments for all second or higher loans for returning

or repeat customers.

So if you think about what happens when you

exclude all second or higher loans for repeat

customers, what you have left is the first loans for

repeat customers and the first loans for all one-time

borrowers.
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And so, when you take the difference I get a

total paid above total of payments for first time loans

of approximately 10.4 million dollars.

MS. FOLEY: Your Honor, we move Respondent's

Exhibit 22 into evidence.

JUDGE McKENNA: Objections?

MS. CHUM: No, Your Honor.

JUDGE McKENNA: So admitted.

(Respondent's Exhibit No. 22

was admitted into evidence.)

MS. FOLEY: If I may have Respondent's Exhibit

102, please.

MS. CHUM: Which exhibit?

MS. FOLEY: Respondent's Exhibit 102, put that

back up. I'm sorry, that's right, Enforcement

Counsel's Exhibit 102, this is not Respondent's

exhibit for the record.

BY MS. FOLEY:

Q. If we look at the fifth box down. Which is

money paid to Integrity Advance by consumers above the

total of payments via one-time loans, do you see where

I am?

A. Yes, ma'am.

Q. Dr. Ang, did you review Mr. Hughes's

calculations for that amount for these -- for the --
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sorry, for money paid to Integrity Advance by consumers

above the total of payments via one-time loans?

A. Yes, I did.

Q. And did you make any observations about

Mr. Hughes's calculations?

A. Yes, I did.

Q. And what observations did you make?

A. The -- Mr. Hughes's calculations are

overstated.

Q. So turning to the second row for loans

originated after May 2008, Mr. Hughes calculation was

39.9 million dollars?

A. Yes, it was.

Q. And your observation is that is overstated?

A. Yes, it is.

Q. And your observation is the same if we go over

one column for loans originated on or after July 21st,

your observation is that Mr. Hughes's calculation of

roughly 8.99 million dollars is overstated?

A. Yes. His calculation is also overstated in

this case.

Q. And do you have an understanding of why his

calculations are overstated?

A. Yes, I do.

Q. And what is your understanding?
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A. My understanding is that he under calculated

the amount in the TILA box.

Q. Okay. And that as a function of under

counting the amount in the TILA box, what would happen?

A. That would be subtracting too small of a

number from the total paid by these consumers.

Q. And focusing on your methodology to sort of

validate that, your calculations were correct. You

started, you said you looked at some sample loans in

the data set?

A. Yes, I did.

Q. And you analyzed the records?

A. Yes, I did.

Q. And you used Mr. Hughes's methods and

parameters to look at those loan records?

A. Yes, as they were understood from the

declaration.

Q. And then explain, what did you see happening

with the TILA amounts as you reviewed the calc -- or

the total for each of those loans as you looked at the

records using Mr. Hughes's method?

A. So when I looked at the TILA amounts I noticed

that there were a variety of principal amounts, and a

variety of finance charges. And that, chronologically,

both of those values were declining. I also realized
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that in just kind of good data hygiene practices I took

a look at what the data dictionary said and matched it

out to what was in the field.

So I think that something that was central to

my review of the data, initially, was the fact that if

you look at Ms. -- the exhibit that Ms. Chum brought up

yesterday, I believe this is Enforcement Counsel's

Exhibit 80 again.

Q. So, just stop right there, Doctor, and you are

looking at the data dictionary?

A. Yes, I am. So the different amounts

attributable to different parts or different payments

potentially made by consumers are compartmentalized

into their own separate fields.

Q. Okay. And can you tell us, are you referring

to a specific page, or part of an exhibit?

A. Yes, I am at the bottom of page two of exhibit

80.

Q. Is this the right page we are looking at?

A. Yes, it is.

Q. So -- I explain on the -- okay.

A. So, as you can see the principal paid has its

own variable, the finance charge has -- paid, has its

own variable, and the fees charged has its own

variable. So, every type of payment, basically, stays
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in its own lane. It does -- so we know what payment or

attempted payment is a principal attempt for payment,

and which payment or attempt is a finance charge

payment or attempt.

And as I discussed earlier, given the

characteristics of the product those can't get any

smaller, over time. So --

Q. You mean -- I'm sorry, if someone pays off the

principal the number should go down?

A. Oh, sorry, those can get smaller, they can't

get any bigger over time.

Q. Okay. So what did you observe in the data --

did you observe something in the actual data that was

different than what you expected regarding the

principal shouldn't get bigger over time?

A. No, I did not.

MS. FOLEY: Just a moment, Your Honor, if I

may?

BY MS. FOLEY:

Q. When you attempted to use Mr. Hughes's

methodology, looking at your sample, did the --did you

observe that the principal numbers in the sample loans

actually got bigger over time as compared to smaller

over time?

A. So we did not receive turn over, so we
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followed his directions as they were laid out in his

declaration. And we did not observe, to the best of my

knowledge, the principal getting bigger over time.

Q. And again, what told you there was an error in

Mr. Hughes's methodology?

A. The fact that we, that I could take a

principal record from a given loan, and a finance

charge record for a given loan, and that those could be

bigger when aggregated up in my calculations, than they

were in his calculations.

Q. All right.

JUDGE McKENNA: How much more will you have

with this witness?

MS. FOLEY: Probably ten minutes, Your Honor.

JUDGE MCKENNA: Proceed.

MS. FOLEY: Okay. Thank you, Your Honor.

BY MS. FOLEY:

Q. Turning back to your observations regarding

Mr. Hughes's calculation of the total paid above total

payments for one-time loans, did you prepare a document

laying out your calculations?

A. Yes, I did.

Q. Okay. I'm putting in front of you -- or I'm

putting up on the screen Respondent's Exhibit 23. Do

you recognize this document, Dr. Ang?
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A. Yes, I do.

Q. And please tell us what Respondent's Exhibit

23 is?

A. This represents the contrast between the

CFPB's calculations and my adjusted calculations of

total paid above total of payments for one-time loans.

Q. And what was your conclusion regarding -- when

you say CFPB you are referring to Mr. Hughes's

calculations?

A. Yes, I am.

Q. And what was your observation about the amount

by which Mr. Hughes's calculations overstated the total

paid above total of payments for one-time loans?

A. For the period from May 2008 through May 2013,

I find that the CFPB overstates total paid above total

of payments or, I apologize -- Mr. Hughes overstates

total paid above total payments by approximately 7.6

million dollars.

And when we -- when I focus loans originated

on or after July 21, 2011, that overstatement is

approximately 2 million dollars.

Q. Okay. And those are reflected in this bottom

line of the chart, that I'm now pointing to, which is

the fourth line down. And the numbers you were reading

period May 2008 forward is the 7 million, five hundred
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sixty-four, eight hundred and three dollars,

seventy-one cents?

A. That is correct.

Q. Okay. And the number for your calculating of

the amount by which Mr. Hughes's calculations was

overstated is the one million nine hundred sixty-six

thousand four hundred eighteen dollars and fifteen cent

number reflected in the bottom of column E, is that

correct?

A. That is correct.

Q. Your Honor we move Respondent's Exhibit 23

into evidence?

JUDGE McKENNA: Objections?

MS. CHUM: No objection.

JUDGE McKENNA: So admitted.

(Respondent's Exhibit No. 23

was admitted into evidence.)

BY MS. FOLEY:

Q. Dr. Ang, did you perform any calculations

making adjustments to total amounts paid over the TILA

box disclosures based on an exclusion of another set of

repeat customers loans?

A. Yes, I did.

Q. And what calculation was that?

A. It was a calculation of total paid above total
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of payments for a group -- for where I exclude second

or higher loans for repeat customers whose first loan

was a renewal loan.

Q. And what do you mean by renewal loan?

A. By renewal loan, I mean a loan that has more

than one transaction, or not transaction, I apologize

for that misstatement. More than one application

number in the data associated with that loan.

And I realize, Your Honor, that sounds

confusing because application number sounds like it

associates one per loan. But, in fact, every

interaction that is associated with a payment being due

is uniquely identified by the -- a variable called

application number.

So, I'm not misspeaking when I say that, it's

just essentially, the way the variable is named.

Q. Okay. And when -- did you prepare a document

reflecting your calculations?

A. Yes, I did.

Q. Okay. Can you put on the screen Respondent's

Exhibit 24.

JUDGE McKENNA: All right, just one second.

BY MS. FOLEY:

Q. If you go to line two of Respondent's Exhibit

24.
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So a repeat customer whose first loans were

renewal loans, does that mean that they were the repeat

customer, or are you talking about a rollover?

A. So it's a little bit of a combination. The

first cut is that this is restrict -- this exclusion is

restricted to customers who have more than one loan.

And with --

Q. Dr. Ang, I'm sorry -- is that repeat

customers, when you say that --

A. Yes, it is.

Q. -- more than one loan?

A. And once we look at repeat customers, there

are two types of repeat customers. One, the type that

rolls over their first loan. And two, the type of

customer who pays down their first loan in one payment.

JUDGE McKENNA: Pays it off?

THE WITNESS: Exactly. So we are only

excluding the loans that are the loans attributable to

customers who have more than one loan and rolled over

that first loan. So, put another way, the customers

that we are including are the customers who had only

one loan as well as the repeat customers who paid down

their first loan.

JUDGE McKENNA: Off the record.

(Brief recess was had.)
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JUDGE McKENNA: Back on the record.

Proceed.

BY MS. FOLEY:

Q. Dr. Ang, sorry -- looking at Respondent's

Exhibit 24, can you walk us through your calculation if

we look at the time period for all loans, if we start

with the total paid above total payments for all

customers, and you adjust that to exclude the loans

which are repeat customers whose first loans were

renewal loans?

MS. CHUM: Objection. My understanding is

that as a rebuttal witness --

JUDGE McKENNA: You have to speak up.

MS. CHUM: Objection on the grounds that this

is beyond the scope of Mr. Hughes's direct, and

Dr. Ang has been brought on as a rebuttal witness.

JUDGE McKENNA: That's --

MS. CHUM: These are new numbers that do not

go to numbers that Mr. Hughes presented in his direct.

JUDGE McKENNA: I understand, and I'm going to

allow it.

Mr. Hughes, have you been reviewing

Respondent's recently distributed exhibits?

MR. HUGHES: Ah, yes.

JUDGE McKENNA: All right. During lunch I
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want you to go over the transcript of the part that

you missed because when we come back, both of you are

going to be up here, and we are going to have -- see

if there is any disagreement so that it's on the

record, and it's clear. That is a little bit unusual,

but that is me. Okay?

MS. CHUM: Your Honor, given that we received

these documents just now, these new exhibits, my

understanding is that it will take quite some time for

the data scientists, for our data science team to

review all of the numbers and to go through the source

code.

I am not confident that we will be able to run

all of these numbers and to understand them within the

time that it will take for lunch, unless it's a very,

very long lunch.

JUDGE McKENNA: All right. We can, we can

recess, and I will get my way at a later date.

MS. CHUM: Thank you, Your Honor.

MS. FOLEY: I mean, Your Honor, just for the

record, this is one additional calculation, the source

code was provided last night, underlying it. She's

walked through her methodology. I'm not sure that we

need hours to, to take the time, I understand that is

what Ms. Chum is representing. But I would foresee
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that we finish up the direct, and take a break, and

have cross.

MS. CHUM: Your Honor, there are six new

documents here that Mr. Hughes has just seen for the

first time.

JUDGE McKENNA: Do you want to postpone cross?

MS. CHUM: Yes, Your Honor.

JUDGE McKENNA: Beyond lunch.

MS. CHUM: Yes, Your Honor.

JUDGE McKENNA: All right. And -- hi.

MS. BAKER: Your Honor, we have another

witness who is here, who we expect to put on the stand

after Dr. Ang. And out of respect for her schedule, I

don't want to make her have to come back tomorrow

because she has come back from Delaware.

So, I think, assuming that is okay with my

colleague, I would ask that she be permitted to

testify today, at some point, even if we recess today.

Which is what I understand Ms. Chum to be

proposing.

JUDGE McKENNA: Oh, yeah, well we would take

that witness.

MS. BAKER: Thank you, is that okay with you?

MS. FOLEY: That is -- of course.

MS. BAKER: Okay. Thank you. I just want to,
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out of respect for her, not make her come back here,

since she is out of town.

JUDGE McKENNA: I'm in agreement.

MS. BAKER: Thank you.

JUDGE MCKENNA: All right. So what I want

you to do is to, over the lunch hour, determine how

much time you will need to review the numbers, run

your own numbers and source codes, and determine

whether there is any disputes, not just numeric, but

schematically.

If both sides agree that a certain methodology

is appropriate, and that the numbers correspond, then

it would obviate the need for me to get both experts

together. And for those of you who haven't tried that

before, it's a lot of fun.

Okay. Proceed.

BY MS. FOLEY:

Q. Thank you, Your Honor. Dr. Ang -- I lost

track of where we were -- if could you just please tell

us, what was your calculation if you remove -- if you

exclude all loans to repeat customers whose first loans

were renewal loans from your adjusted total paid above

the total payments for all customers.

JUDGE McKENNA: And before you answer that,

would you explain your answer to my question so that

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 601 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-105

Mr. Hughes can hear it, because that is pivotal as to

what is included in that second line.

THE WITNESS: Absolutely, so excluding all

loans to repeat customers whose first loans were

renewal loans, means that I am excluding loans that are

attributable to consumers who are repeat customers, so

that is the first distinction in that excluded group.

And the further distinction in that excluded

group that is the excluded group is limited to

customers who have rolled over their first loan.

So put another way, the customers in the included group

are: One time borrowers, or one time customers, and

that also includes repeat customers who paid down their

first loan.

JUDGE McKENNA: Paid off?

THE WITNESS: Paid off their loan in one

payment.

BY MS. FOLEY:

Q. And Dr. Ang, when you exclude that group from

the total paid above total of payments for the period

of May 2008 forward, what does that result, what is the

total paid above total payments for that group?

A. Approximately 39.9 million dollars.

Q. And for the period of time with loans

originated on or after July 21, 2011, what is the
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calculation for that group?

A. It's just under 10 million dollars, it's nine

million nine hundred eighty-nine thousand five hundred

sixty-four dollars and fifty-four cents.

MS. BAKER: Your Honor Respondents offer

exhibit 24 into evidence.

JUDGE McKENNA: Any objections?

MS. CHUM: No objection.

JUDGE McKENNA: So admitted.

(Respondent's Exhibit No. 24

was admitted into evidence.)

JUDGE MCKENNA: Is there a 25?

MS. FOLEY: There is not a 25. If you have a

25 please let me know.

JUDGE McKENNA: I have a tab.

MS. FOLEY: Okay. No there is not an Exhibit

25.

Your Honor, no further questions at this time.

JUDGE McKENNA: All right. So let the record

reflect that I'm taking that tab out.

So under my calculations, we have addressed

all of Respondent's Exhibits 1 through 24.

MS. FOLEY: I'm not sure.

MS. BAKER: Your Honor, we have a witness who

we expect to be putting on the stand, as I said,
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through whom we will be we will be introducing a

couple of exhibits.

JUDGE McKENNA: More?

MS. BAKER: No, Your Honor, they are contained

within the numbers you just described. In fact, I

think there is only, the only exhibits that we have

affirmatively moved into evidence during this

proceeding, just now and have addressed, are the ones

that Ms. Foley addressed.

JUDGE McKENNA: Right, but then in my order --

MS. BAKER: Yes.

JUDGE MCKENNA: -- I admitted --

MS. BAKER: Yes, Your Honor, you have

admitted, if that is the question, yes. Your Honor

has admitted all of those exhibits. We have not yet

addressed all of those exhibits.

JUDGE McKENNA: Right.

MS. BAKER: Yes.

JUDGE MCKENNA: And you are at liberty to do

so.

MS. BAKER: Thank you.

JUDGE MCKENNA: And I encourage you to do

so.

MS. BAKER: Thank you, Your Honor.

JUDGE MCKENNA: I was trying to speed things
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up a little bit I don't know whether I did.

MS. BAKER: Thank you. We will be using

several of those exhibits in the afternoon. Thank

you.

JUDGE McKENNA: Great.

MS. WEINBERG: Your Honor, just a point of

clarification. Are these any of the exhibits that

were withdrawn by Respondent's or are these the

exhibits that were already admitted?

MS. BAKER: No, they are not exhibits that

have been withdrawn. These withdrawn exhibits are

withdrawn.

MS. WEINBERG: Thank you.

MS. BAKER: These are exhibits that have been

admitted into evidence.

JUDGE McKENNA: Okay. One o'clock. Before

you leave, I would like to take care of the striking.

MS. BAKER: Yes.

JUDGE MCKENNA: So that, that gets done. And

off the record.

(Lunch recess was had from 12:18 p.m. - 1:07

p.m.)

JUDGE McKENNA: Back on the record.

Does Enforcement Counsel take the position

that -- or is -- do any of the exhibits break out the,
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for the first-time payment, let's say that someone

borrows a hundred dollars and there is a thirty dollar

fee that's attached to that, all right.

Does the company -- does Enforcement Counsel

think that that is a violation if the --

LAW CLERK: I'm sorry I was just listening to

you.

JUDGE McKENNA: All right. Do you think it's

a violation if there is NSF, and they didn't call, and

they didn't pay, and they attempted to charge that

account thirty dollars and it's NSF.

MR. WHEELER: And the consumer hasn't -- has

paid nothing on the loan?

JUDGE McKENNA: Correct.

MR. WHEELER: I think our position is that

that would not be a violation. I think we have been

-- our position that is payments made above the total

of payments represents damages to the consumer.

JUDGE MCKENNA: Well that would be above what

is in the box?

MR. WHEELER: I thought your hypothetical that

is the consumer had paid nothing.

JUDGE McKENNA: Paid nothing.

MR. WHEELER: Right, so the only thing is

that --
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JUDGE MCKENNA: And so there would be an

attempt to take thirty dollars out, he owes that

thirty because he didn't pay off the loan.

And then he owes a hundred and thirty more, so

it's a hundred and sixty total, right?

(Brief pause.)

MR. WHEELER: I guess I'm not a hundred

percent sure, Your Honor, I mean, I think we are -- I

mean, I think we are -- our concern is with amounts

paid to -- in excess of a total of payments.

JUDGE McKENNA: Well, in that case, if they

called on day fifty-five, said I want to pay it off,

the pay off would be a hundred and sixty, wouldn't it.

MR. WHEELER: Ah --

JUDGE McKENNA: Well, yeah, well there is the

rollover fee of thirty, plus there is the NSF fee, I

guess there is another one included in that.

MR. WHEELER: That you are saying to be

another NSF fee.

JUDGE McKENNA: Well, you have the rollover

fee.

MR. WHEELER: Right.

JUDGE McKENNA: How much is the NSF fee,

thirty. So, am I correct then it would be a hundred

and ninety that the person would owe? You have thirty
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dollars for the initial loan, plus a hundred, so that

is a hundred and thirty.

And then they didn't pay it off within the

thirty days, so you got a rollover fee that brings it

up to a hundred and sixty.

And then there is -- when the company tried to

get the thirty dollars, and there was NSF on that,

then that would make it a hundred and ninety, right?

MR. WHEELER: In your hypothetical at this

point the consumer has paid nothing?

JUDGE McKENNA: Paid nothing.

MR. WHEELER: I guess I'm unsure the answer to

your question.

JUDGE McKENNA: Well, you take the position

that the rollover fee, the thirty dollars would be a

violation, because it's above what is in the box.

But, what about the NSF fee?

MR. WHEELER: I mean, yeah, I mean I think our

position is that all amounts paid over total of

payments represents a violation.

JUDGE McKENNA: But the agreement was that the

customer knew that he was going to have to pay at the

end of the month.

MR. WHEELER: True, I mean, I think

practically, that the volume of NSF fees is pretty
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small, given the volume of payments that we are

talking about. I don't think that is going to

radically change the numbers.

JUDGE McKENNA: Well.

MR. WHEELER: I guess I'm, you know, I'm

trying to think through it. You know, obviously, I

wasn't, you know, prepared to address your question.

JUDGE McKENNA: All right. Well, do you need

to think through it? And I wanted to know whether

there are numbers in the record that kind of

identify -- so that is --

MR. WHEELER: I mean, I think it's a number

that we could calculate, Your Honor.

JUDGE McKENNA: All right.

MR. WHEELER: To sort of, I guess, subtract

out, if it is something you want us to subtract out,

NSF fees.

JUDGE McKENNA: And --

MR. WHEELER: I don't know if we have

generated that, sorry.

(Court conferring with law clerks.)

JUDGE McKENNA: Okay. So I guess that's what

I would like to know. It just didn't seem appropriate

to me that if they were, if they contract to have a

loan and they know that they are supposed to pay it
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off in X date, and they don't and then the company

debits them thirty dollars to roll it over.

Then in addition to that they go over and put

it -- NSF charge the NSF charge seems to me to be an

appropriate charge that the company made against that

consumer.

MR. WHEELER: I think I understand your

question, Your Honor.

JUDGE McKENNA: All right. Now Ms. Baker

probably disagrees with me.

MR. CARNES: We agree with you.

MR. WHEELER: Yeah, I think --

MR. CARNES: We completely agree with you.

JUDGE McKENNA: All right. And at some point

in time, well right now is probably a good a time as

any. I want to -- if you take the Order that deals

with the CFPB Enforcement Counsel's exhibits. So are

you, are you not proffering 46 through 52?

MR. WHEELER: I believe that is correct, Your

Honor, we don't intend to proffer any additional

exhibits, that looks correct.

JUDGE McKENNA: Well, I just want it on the

record since you've rested, I mean that has to be your

answer, but...

All right. And 70 and 71.

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 610 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-114

MR. WHEELER: We don't intend to proffer

those, Your Honor.

JUDGE MCKENNA: Same for 74?

MR. WHEELER: Same answer, Your Honor.

JUDGE McKENNA: Seventy-seven through 79?

MR. WHEELER: Oh, maybe. It's just you

admitted 81 yesterday, correct?

JUDGE McKENNA: I thought that I just said 77

through 79?

MR. WHEELER: Oh, yes, but so 79, I'm sorry.

Seventy-nine is a large document and 81 is a subset.

JUDGE McKENNA: Yes.

MR. WHEELER: So I was just clarifying that 81

was admitted yesterday, right?

JUDGE McKENNA: Yes.

MR. WHEELER: Okay. So we are not intending

to proffer 77 through 79.

JUDGE McKENNA: Okay. So we have 83, 84, 86,

and 89 and 90, that would seem to do it, are we in

agreement?

MR. WHEELER: Yes, Your Honor.

JUDGE McKENNA: All right. Good. That is

done. Call your next witness.

MS. BAKER: Your Honor we call Ms. Miller,

Ms. Quinn Miller. And if I may approach the witness
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stand just to tidy it up a bit before she takes it.

JUDGE McKENNA: Of course.

MS. BAKER: Thank you, Your Honor.

(Witness takes the stand.)

JUDGE McKENNA: Have you done this before?

THE WITNESS: No.

JUDGE McKENNA: It's a lot of fun.

THE WITNESS: So I understand.

JUDGE MCKENNA: Okay. Please stand, raise

your right hand.

THE WITNESS: Sure.

ELIZABETH QUINN MILLER,

A witness produced on call of the Respondents,

having first been duly sworn, was examined and

testified as follows:

THE WITNESS: Yes.

JUDGE MCKENNA: Please be seated. State your

full name for the record.

THE WITNESS: Elizabeth Quinn Miller.

JUDGE MCKENNA: Proceed.

MS. BAKER: Thank you, Your Honor.

DIRECT EXAMINATION

BY MS. BAKER:

Q. Good afternoon, Ms. Miller. Could you please

tell us your current place of employment?
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A. I work for the Office of the State Bank

Commissioner of the State of Delaware.

Q. What is your position in that office?

A. Investigative supervisor.

Q. And is there a particular unit that you work

in, meaning bank versus non-depository?

A. Non-depository.

Q. And what is a non-depository?

A. A non-depository is a financial business,

certain types of financial businesses that do not take

deposits, do not function as banks.

Q. Would a short-term small dollar lender or

payday lender be in the category of non-depository

institution?

A. Yes.

Q. And so you work in the capacity of overseeing

those types of institutions?

A. Define overseeing.

Q. Fair enough. What do you do with respect to

those types of institutions?

A. My staff investigates license applications,

and handles consumer complaints.

Q. And how long have you had your current

position?

A. In September it will be twenty-seven years.
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Q. And before then, what did you do?

A. I was in retail banking.

Q. You were in retail banking. Were you in

retail banking in the Commissioner's Office?

A. No, I mean I worked for banks.

Q. I understand. And for how long did you work

for banks?

A. I don't know, maybe a decade.

Q. And if you can just tell us approximately how

many different banks you worked for?

A. Maybe four.

Q. What did you do for those different banks,

just generally?

A. Generally, a little bit of everything. I ran

the ATM system for one, I was a branch manager, I made

mortgage loans, I started out in credit card customer

service.

Q. Can you tell us your highest level of

education?

A. I have a four year degree.

Q. And what is your degree in?

A. Psychology and communications.

Q. That is a Bachelor of Arts or Bachelor of

Science?

A. Bachelor of Arts.
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Q. And what do -- how -- can you give us a list

of all of your current job duties, and presumably have

you had the same job duties for the last twenty-seven

years?

JUDGE McKENNA: Just current right now.

MS. BAKER: Current is fine, thank you.

THE WITNESS: I supervise a staff of about

ten, review final recommendations on license

applications, pick up the slack wherever necessary,

review final recommendations on consumer complaint

resolution.

JUDGE McKENNA: Could you speak up.

THE WITNESS: Certainly, resolve complaints,

it all mashes in together, that is why it's hard to

list.

BY MS. BAKER:

Q. Thank you. This is a good list, thank you.

And is it fair to say that this -- these

groups of tasks or duties you just described, so

supervising staff of ten, reviewing final

recommendations of license applications, resolving

consumer complaints, that list has been or has

comprised your job duties for the last five years?

A. Yes.

Q. Would you say that would be true for the last
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ten years?

A. Yes.

Q. So going back to, call it 2006?

A. Yes.

Q. Okay. You said that you review the final

recommendations for license applications.

A. From any investigators.

Q. From your investigators.

A. Part of my staff.

Q. The ten folks that you supervise.

A. Right, some of them are clerical, but yes, all

of the investigators are in that staff.

Q. How many investigators are there?

A. When we are fully staffed, it would be six or

seven.

Q. You said that you review the final

recommendations that they make concerning applications

for licenses, in a non-depository unit, is that right?

A. Yes.

Q. What is that process of renewing those license

recommendations entailing?

A. Renewing or ensuring?

Q. I'm sorry, reviewing the request for

applications that you are involved in reviewing.

Excuse me. What is involved in your task of

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 616 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-120

reviewing those recommendations?

A. Going over all of the information that has

been presented with the application, reading the

investigators analysis of it and their recommendation,

and seeing if I agree.

Q. And obviously, without going into any

specifics, can you give us a sense of instances or what

might trigger an instance when you would not agree with

a recommendation to accept a license?

A. There have been times when I have had

questions because of my review. I would go back to the

investigator, tell them what my questions are and they

proceed to continue to investigate.

Q. And again, I'm sensitive to the confidential

nature of what you do, so if you can give me a high

level understanding of an instance, for example, of

when you might have said to the investigator, as you

just represented, please go back and do more?

A. Let's see, sometimes it happens in financials,

the balance sheets and the profit and loss statements I

may pick up something that they missed. I may not

agree, they may think there is enough there and I may

think there isn't.

Sometimes I have questions about the

principles. I want to know something about their
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experience that maybe I don't see in front of me. That

kind of thing.

Q. And when you say principal, just so we are

clear, you mean?

A. Executives, people who run the business that

is applying for the license.

Q. Thank you, Ms. Miller. Your office, it sounds

like from your description, is charged with licensing

what we described before as short-term small dollar

lenders; is that right?

A. Yes.

Q. How many, such, approximately, how much such

license lenders does your office over -- have licenses

for right now?

A. That particular type of license lenders in

general?

Q. I am -- thank you -- as to short-term small

dollar lenders, how many such entities, approximately,

would you say are licensed in the state of Delaware at

the moment?

A. Fifteen or twenty.

Q. And if I could ask you to go back in time a

little bit, and we will go back in time incrementally.

Starting with 2013, about how many were licensed,

short-term small dollar lenders?
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A. I honestly don't know.

Q. Would it be more than today, or less than

today?

A. Probably more, I'm not sure when the reporting

requirements came in, third party reporting

requirements. Probably more.

Q. I'm going to ask you the same questions, going

back to 2008 and to the best of your ability if you can

try to approximate, and I understand it's an

approximation, and I'm calling on memory of going back

a number of years, I understand that. But if you can

do your best to give me a rough approximate of how many

licensed short-term small dollar lenders you believe

were in the state of Delaware in the year 2012?

MS. WEINBERG: Your Honor, I don't see the

relevance of this line of questioning.

THE WITNESS: I have no idea.

JUDGE McKENNA: Overruled. All right. Let me

try and do it this way. What were the reporting

requirements?

THE WITNESS: I'm not exactly sure when it

came into effect, but, and it wasn't our idea. The

legislature decided that short-term small dollar

lenders needed to report their loans to, I think the

company is called Veritech, I have nothing to do with
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that system, but I do know that it's happening. It's

fairly burdensome to the lender. So if they didn't

want to do it, they got out.

JUDGE McKENNA: And so that had a --

THE WITNESS: It had a negative impact on the

numbers.

JUDGE McKENNA: Right.

THE WITNESS: Right.

JUDGE McKENNA: And, do you remember year that

was done?

THE WITNESS: No, I don't. If I, when I get

back I could look it up. But, it's been fairly

recently, I don't know if it's been more than five

years, I kind of doubt it but I would have to check.

JUDGE McKENNA: All right. You could give it

to Ms. Baker, and she can get it into the record.

MS. BAKER: Thank you, Your Honor. And thank

you Ms. Miller.

BY MS. BAKER:

Q. I want to make sure I understand, I believe

there is a website link or a link on the website for

your office that has a list, it's like a registration

list, and it appears to be operated by this third party

vendor, Veritech, is that --

A. It could be.
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Q. Okay. I -- it sounds like it might be the

same thing that you are referencing. Going back to the

line of questions to the best of your ability, and if

you don't recall you don't recall, how many licensed

short term small dollar lenders, approximately, do you

think might have been in the state of Delaware in 2011?

A. I don't know.

Q. Okay. I'm going to ask you for the other

years as well, you may or may not remember same for

2010?

A. I'm sorry, I just --

Q. Okay.

A. I don't memorize the numbers year by year.

Q. Thank you. I appreciate that. In connection

with a short-term small dollar lender obtaining a

license in the State of Delaware, can you walk us

through the steps that are involved in that process?

A. I can walk you through the steps of any

lender.

Q. And would it be different for short-term,

small dollar lender?

A. They use the same application.

Q. Okay.

A. There is an application, they submit it with

the information that is called for, along with an
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investigation fee. We take the application now, this

is not, of course for anybody except mortgage

companies, but you are not involved in mortgage

companies, right.

We take the application, we go through all of

the information, if we have questions we go back to

them, back and -- it's a lot of back and forth. Once

we have everything that the application calls for and

that we need to consider, my investigator writes up

their recommendation and it comes to me, and I review

it.

Q. Now you said everything that the application

calls for and you qualified this at the beginning by

noting this is what any lender who is a non-depository,

and is licensed, or seeking a license in the State of

Delaware would need to complete, can you give us detail

about the types of things that an application for that

kind of license in your State requires?

A. We ask for financials, a balance sheet and a

profit and loss. We ask for, of course, all the

basics, address and all of that. We ask for business

references, we ask for the personal information, I say

personal information, it's name, position, resumes,

personal financial statements which is basically just a

balance sheet for the principles, the executives that
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run the business.

We -- if they are going to have more than one

location, we ask them about managers of the other

locations. We ask various informational questions like

have any of their people ever been arrested -- ah, not

arrested but convicted, anybody go by an alias other

than married/maiden we don't worry about that.

Have they ever had like a license revoked,

something like that.

Q. Anything else?

A. That is basically it.

Q. If you were processing an application for a

lender would your office also seek some kind of copy of

the loan agreement?

A. Yes, we do. We try to get the loan contract

so we can have it on file we do not approve the

contract. Although, I know to look for certain things

that I might come up with questions about the contract.

But we don't actually rubber stamp it, and say it's

perfect, we don't approve it that way.

JUDGE McKENNA: Do you ever make them change.

THE WITNESS: It depends on what I see. Once

in a great while, I -- it hasn't been often. I look

for things like the fed boxes.

JUDGE McKENNA: Federal.
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THE WITNESS: Right the four fed boxes where

they put the APR and all of that. And there are a

couple of things in our statute that I know need to be

in there, and they are usually right there with the

fed boxes right on the front. I can look for those

and make sure that, that part of our statute is being

adhered to.

JUDGE McKENNA: And what are they?

THE WITNESS: The most important one is if the

interest on the loan is calculated more or less up

front like, pre-computed and the loan gets paid off

early, they need to tell the consumer that they may be

entitled to a refund of some of that interest. It's

supposed to be pro-rated if that happens.

BY MS. BAKER:

Q. Ms. Miller, the application process that you

have just described, and the specifics of what the

application calls for, to use your language that you

just delineated for us, that is current that is

currently what State of Delaware looks for?

A. Um-hmm, yes.

Q. Was that the case, has that been the case for

the last five years?

A. Yes.

Q. Has it been the case for the last ten years?
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A. Yes.

Q. So going back to 2006?

A. Yes.

Q. So -- and that would include looking at the

loan agreement itself as well?

A. Yes.

Q. In connection with -- excuse me Court's

indulgence. There is some feedback that I'm hearing

here, and I'm a little concerned it might be affecting

the quality of the recording. No? Okay, and you can

hear me fine?

A. Yes.

Q. Okay. Thank you. In connection with the

licensing process does your office also engage in

supervisory examinations?

A. That is not for me to comment on.

Q. Okay. So you -- the fact of it you can't even

acknowledge?

A. I am not -- we have an examination section in

the office.

Q. Okay. That is --

A. That is all I can say.

Q. I understand that. And that is all I'm going

to ask you. I understand and let me make sure the

record is clear about this. So I'm going to ask you a
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couple of questions to clear the record up.

There is such an office in your office, but

the fact of an exam of an entity cannot be disclosed

and the contents of exams cannot be disclosed either,

both because they are subject to confidential

supervisory privileges maintained by your office. Is

that --

A. That is my understanding. I am not the expert

in that field.

Q. Okay. I'm going to -- just so the record is

clear, that is my understanding of your -- why you are

couching your conversation the way you are; is that

fair Ms. Miller?

A. Yes.

Q. Okay. Thank you. Are there ever instances

when a licensed entity, a deposit, a non-depository

lender seeks to renew its license?

A. Every year.

Q. And can you explain to us what that process

involves?

A. It's an abbreviated application, reiteration

of some of the original information, reiteration of

some of the original questions that we want to be sure

we have current information on. We have discovered

some things through renewal like, oh they have a new
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vice president, or something like that.

But we do this every fall, and they send in the

abbreviated application, the fee, and it gets reviewed,

and we review them, you know unless we see some

horrendous problem, but at renewal that is highly

unlikely.

Q. Why do you say that?

A. Because it doesn't -- it hasn't happened.

Q. It's never happened that at renewal you have

seen a scenario where you have chosen not to renew a

license?

A. I have never had that situation come up.

Q. And do you have a sense of why that is?

A. No.

Q. You talk about an abbreviated application, and

I gather, are you are calling it abbreviated in

contrast to the more comprehensive application that is

filled out at the time a license is initially sought;

is that right?

A. Yes.

Q. Can you explain to us what the contents of an

abbreviated application are for license renewal?

A. I think the biggest difference is that we

don't ask for all lot of personal information, again,

of anybody that is running the business that we already
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have on file.

Q. Everything else is more or less the same?

A. Pretty much.

Q. Okay? If a lender, a non-depository lender

who has a license that your office is charged with

either granting or renewing makes a change to its loan

application, is that something that your office sees,

that new loan or loan agreement? I'm sorry. Does your

office see that new loan agreement?

A. I don't believe we have a requirement that

says they have to submit that.

Q. So at what point would your office be involved

in looking at a loan agreement once a license has been

granted?

A. I would assume, not being the expert in this

area, that it would come up at examination, but I'm not

the one to ask about that.

Q. Okay. Thank you. Now the abbreviated

application process that you just described in

connection with seeking a license, a renewal of a

license, has that been more or less the way that

licenses get renewed in your office for the last five

years?

A. Yes.

Q. Same question as to the last ten years?

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 628 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-132

A. Yes.

Q. Going back to 2006?

A. Yes.

Q. Okay. Have there ever been any instances

where your office has revoked a non-depository lending

license?

A. Yes.

Q. Can you give us a sense of when that might

happen?

A. When a surety bond is cancelled and not

resolved by the licensee within the time limit.

Q. Any other reason?

A. Not that I can recall right now. I believe

they have all been because of the bond.

Q. And I understand you have -- you have

qualified your, the scope of your expertise and

knowledge with respect to your testimony here today.

But do you know if, for example, noncompliance with a

type supervisory directive could result in revocation

of a license?

MS. WEINBERG: Objection, she has already testified that

this is outside the scope of her knowledge.

JUDGE McKENNA: Overruled.

THE WITNESS: I can't comment on that.

BY MS. BAKER:
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Q. You can't comment on it?

A. On supervisory.

Q. If I told you that the statute describing your

office had that provision would you have any reason to

doubt it?

MS. WEINBERG: Objection, Your Honor. She is

not here as a legal expert, and she has already said

that she doesn't know about the --

JUDGE McKENNA: All right. Were you in the

courtroom the last couple of days, ma'am?

MS. WEINBERG: I think so.

JUDGE McKENNA: Yeah, and you heard me tell

Ms. Baker? Seriatim. Overruled. Overruled.

Well, I treat everybody the same, so if you

want to make an objection, you can make a continuing

objection, but I'm going to let her make her case to

the best of her ability.

MS. WEINBERG: Thank you, Your Honor.

MS. BAKER: Ms. Court Reporter, may I ask to

read back the last question I asked Ms. Miller.

Thank you.

COURT REPORTER: If I told you that the

statute describing your office had that provision,

would you have any reason to doubt it?

MS. BAKER: And did you hear her re-read?
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THE WITNESS: Yes.

BY MS. BAKER:

Q. And that provision being the description I

said of noncompliance with a type of supervisory

directive letter?

A. If it's in the statute, I would have no reason

to doubt that, you telling me, that might be another

question.

Q. No, I'm just, if I said to you it was in the

statute you wouldn't doubt the statute?

A. I would not doubt the statute.

Q. Thank you. Do you have an understanding of

what a rollover is in the context of a short-term small

dollar loan?

A. Yes.

Q. What is your understanding, Ms. Miller?

A. That a consumer took out a short-term small

dollar loan, and rather than pay it all off at

maturity, they pay the interest and the principal of

the loan, more or less I guess a good word for it is

renews.

Q. And do you have an understanding about whether

or not the State of Delaware has a requirement that

there be a maximum number of renewals before principal

is paid in the instance of a short-term small dollar
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loan?

A. I think, the statute says four.

Q. And?

A. But I would have to check that.

Q. Okay. And four, would it be four rollovers

before a principal has to be paid down in some amount?

A. I believe so. I would have to look at 2235.

Q. I have that statute with me, may I approach

the witness and refresh her recollection?

JUDGE MCKENNA: Yes.

MS. BAKER: I actually have copies for the

whole courtroom. So I will do that, if that is okay,

pass those out.

Permission to approach the witness, Your

Honor.

JUDGE McKENNA: Granted.

MS. BAKER: Thank you. Ms. Miller, here you

go.

THE WITNESS: Thank you.

MS. WEINBERG: Your Honor.

JUDGE McKENNA: Yes?

MS. WEINBERG: If I may be heard. I don't see

anything on this documents that indicates the

effective date of this.

MS. BAKER: I --
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MS. WEINBERG: The law that was in effect at

the time that Integrity Advance was in operation.

MS. BAKER: Your Honor, I have that as well.

JUDGE McKENNA: Okay.

MS. BAKER: I, unfortunately only have a copy.

But I'm happy to represent to the Court, and I can

pass this up to Your Honor as well, that this

provision was approved July 9th, 2002 by the State of

Delaware according to the Delaware banking code. And

if you would like, Your Honor, I can publish this to

the Court, not to enter as an exhibit but for purposes

of refreshing the witness's recollection, and also

responding to Ms. Weinberg's question. But with the

Court's indulgence we will need to make copies.

JUDGE McKENNA: All right. I don't think we

need to do that now. Is that same statute materially

the same now?

MS. BAKER: Um, the provision that we are

discussing Your Honor is.

BY MS. BAKER:

Q. And specifically Ms. Miller, if I can take

your attention to 2235 large A, Short-term consumer

loans, do you see where I am?

A. Yes.

Q. Section A 2.
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A. Yes.

MS. BAKER: And, Your Honor that is, in fact,

what I understand to have been promulgated by the

legislature in 2002.

JUDGE McKENNA: Thank you. I mean, other

provisions of the code as well but that particular

provision. And, and Ms. Miller upon reading this,

does this refresh your recollection?

THE WITNESS: It's nice to know I was right.

BY MS. BAKER:

Q. You were right. Okay. Thank you.

And I'm going to read it into the record. It

says “No licensee,” and a licensee would be a short

term small dollar lender who has a non-depository

license in the State of Delaware?

A. Correct.

MS. WEINBERG: And where are you reading?

MS. BAKER: I am reading from two -- 2235A,

short-term consumer loan subpart of subpart small A,

subpart 2.

JUDGE MCKENNA: Okay. Thank you.

MS. BAKER: Sure.

BY MS. BAKER:

Q. It says, “No licensee shall make more than

four rollovers of an existing short-term consumer loan.
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A licensee may following not more than the maximum

allowable number of rollovers, enter into a workout

agreement with the borrower, or take such other actions

as are lawful to collect any outstanding an unpaid

indebtedness,” is what you are referring to? That

provision we were just discussing about four rollovers?

A. Oh, when I mentioned 2235 A, yes.

Q. Okay. Thank you. Ms. Miller, you have in

front of you a small black, well it's not super-small,

but it's smaller than the two white binders next to

you, you have in front of a black binder, right next to

your right arm if you can turn it to tab 11 please?

A. I warn you I don't have my reading glasses on.

Q. Okay. Well, thank you.

MS. BAKER: And Your Honor, it's Respondents

Exhibit 11, and I believe you should have a copy of

our exhibit binder.

JUDGE McKENNA: Yes.

BY MS. BAKER:

Q. Ms. Miller, I have in front of me a letter

that appears to be dated December 28th, 2010. Do you

see that?

A. Yes.

Q. And it appears that, it looks like you signed

this letter, is that right?
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A. My signature may have been put in there.

Q. But, but --

A. And I'm familiar with the letter.

Q. And it's -- and you are E. Quinn Miller?

A. Yes.

Q. Investigative supervisor? So, it is fair to

say this letter would have been sent from your office?

A. Yes.

Q. And do you see that this letter concerns the

renewal of a licensed lender license for Integrity

Advance LLC?

A. Yes.

MS. BAKER: Your Honor, I'm move to admit

Respondent's Exhibit 11 into the record. It may

already be admitted.

MS. WEINBERG: No objection, Your Honor.

JUDGE McKENNA: It's already admitted.

BY MS. BAKER:

Q. And if I could just read the second paragraph

and third paragraph, mindful that you said you don't

have your reading glasses, so I will read it into the

record. And you can tell me if you think that there is

any reason to believe that what I'm reading isn't --

wouldn't be correct, Ms. Miller.

It says, “After review of said application, I
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am happy to inform you that Integrity Advance, LLC has

been granted renewal for licensure under Chapter 22,

Title V, Delaware code?”

Is Chapter 22, Title V, Delaware code -- I

know you are not an attorney, but is that the lending

license code?

A. That is the License Lenders Act.

Q. So is it fair to say that that is what this is

referencing, in the -- the license for a lending

license in the State of Delaware is renewed?

A. Yes, yes.

Q. And then it says, “Enclosed you will find

licensed -- license number for the term January 1, 2011

through December 31, 2011”, do you see that, maybe?

A. Yes I'm looking at the wording in the middle

of that, I'm going to get them to change that.

Q. So, is it your understanding that this letter

dated at the end of 2010 is confirming that Integrity

Advance has a lending license renewed for the year

2011?

A. From the date of letter, yes, that's correct.

Q. And it also says, in the letter, it says that

your license has been renewed, or it references a

license number granted for the term January 1, 2011,

through December 31th, 2011 so that would be the year
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2011?

A. That would be the year 2011.

Q. Now you previously, a few minutes ago

testified about the license renewal process, do you

have any reason to think that as it relates to this

business, that would have been any different than the

process you described?

A. No.

Q. And is it fair to say that if this business

was renewing a license, it would have initially had an

application in for a license at an earlier time?

A. Yes.

Q. And is it fair to say, or do you have any

reason to think that the application process that would

have been associated with granting Integrity Advance an

initial license would be any different than what you

just described earlier in your testimony?

A. No.

Q. Ms. Miller, if I can ask you to flip the page

to the next document please, behind tab 12. And this

is Respondent's Exhibit Number 12? And I have what

appears to be a letter dated January 5th, 2012, do you

see that Ms. Miller?

A. Kind of.

Q. Take my word for it, that it's January 5,
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2012?

A. Yes.

Q. Thank you. And at the bottom it looks like it

says, “Sincerely, E. Quinn Miller, Investigative

Supervisor”, would that be you?

A. Yes.

Q. And it looks like, again, this letter concerns

application for Integrity Advance, LLC, do you see

that? That's not, and I'm referencing the second full

paragraph on this page?

A. It would appear to reference an application

for renewal.

Q. Exactly.

A. Right.

Q. Thank you and then the business at issue is

Integrity Advance?

A. Yes.

MS. BAKER: Your Honor, I move this exhibit

into evidence formally, I think it's already in.

JUDGE McKENNA: It's already in.

MS. BAKER: Thank you.

JUDGE McKENNA: All of your exhibits are in

that have been tendered to me.

MS. BAKER: Thank you.

BY MS. BAKER:
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Q. Now Ms. Miller, if I can just read the second

paragraph of this letter, it says, “After review of

said application I'm happy to inform you that Integrity

Advance, LLC has been granted renewal for licensure

under Chapter 22 Title V.” And do you sort of see

that?

A. Yes.

Q. And again, same question, it's fair to say

that this addresses or this concerns the provision of

the code that enables a non-depository lender to have a

license in the State of Delaware?

A. Yes.

Q. For lending purposes?

A. Yes.

Q. Third paragraph, “Enclosed you will find

licensed -- license number for the term January 1, 2012

through December 31st, 2012.” Do you see that

paragraph?

A. Yes.

Q. And is your understanding that this paragraph

is essentially renewing Integrity Advance's license to

lend in the State of Delaware for the year 2012?

A. Yes.

Q. And you testified a few minutes ago that you

went through the process involved in renewing a loan
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application, in the non-depository unit that you work

in, do you recall that testimony? Renewing a loan --

A. You mean a loan application?

Q. I'm sorry, a loan application, forgive me, a

license application, do you recall that testimony?

A. Yes.

Q. And do you have any reason to think that that

renewal process would not be applicable here as well,

would not have been followed?

A. No.

JUDGE McKENNA: Given the fact that these are

admitted, are there -- is that the last one?

MS. BAKER: That is the last exhibit I was

going to introduce through Ms. Miller, yes.

JUDGE McKENNA: All right. Thank you.

MS. BAKER: No further questions, thank you.

CROSS-EXAMINATION

BY MS. WEINBERG:

Q. Good afternoon, Ms. Miller. How often are

applications for licenses by payday lenders or short

term dollar lenders denied by your office?

A. I do not recall ever denying one.

Q. Okay. You mentioned that your office handles

consumer complaints?

A. Yes.
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Q. Do you recall ever receiving consumer

complaints against Integrity Advance?

A. I do not recall.

Q. I want to focus my questions for just the time

period from 2008 to 2013, so that there is no confusion

in the record, every question that I'm about to ask

you, if you can look back to that time period, to try

to answer the question, if you can.

Okay, and I'm looking for the entire period if

there is any change in your testimony during that

entire period, I would ask you to tell me.

Is that doable or do you want me to go through

it year by year?

(No audible response.)

All right. Let's give it a whirl.

JUDGE McKENNA: You have to say -- you have to

answer.

THE WITNESS: I will try.

BY MS. WEINBERG:

Q. Okay. From that period, from 2008 to 2013,

did Delaware require short term lenders to

automatically rollover their customer's loans?

A. No.

Q. So, a short term lender could comply with

Delaware law, and require payment in full at a next, at
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the pay at the next payday of the consumer?

A. Yes.

Q. Okay. Did -- again the same period -- did

Delaware require payday lenders to offer the option of

rollovers?

A. No.

Q. So a lender could comply with Delaware law

without offering the option of rollovers, is that

correct?

A. Yes.

JUDGE McKENNA: And under what auspices would

that procedure be, paying off at the end of the term?

MS. WEINBERG: All right. I'm just asking

if --

JUDGE McKENNA: I'm asking you. If you say

did Delaware require, then the question -- and she

says no, then there would be some set of circumstances

that that no would apply to.

Because if they didn't pay it off during term,

then the answer might be that the rollover provisions

would kick in; is that correct?

THE WITNESS: We permitted them, we did not

require them.

JUDGE MCKENNA: All right. And so if they had

a loan, it went to term, they didn't pay it off, then
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the lender could either attempt to get full payment or

they could roll it over?

THE WITNESS: Correct.

JUDGE McKENNA: And under Delaware law, you

couldn't roll it over more than four times?

THE WITNESS: Correct.

JUDGE McKENNA: All right.

BY MS. WEINBERG:

Q. Ms. Miller, just to clarify, was the ability

for a consumer to rollover their loan required by

Delaware law or is that something that some lenders put

in as an option in their loan agreement?

A. I can't speak for all of the loan agreements.

I can tell you that we permitted that option, we didn't

prohibit it in the statute, nor did we require it.

Q. And when you are talking about "it," you are

talking about rollovers?

A. Rollovers.

Q. Did Delaware law, again 2008 to 2013, require

the use of certain loan agreements between short-term

lenders and their customers?

A. We did not have a specific loan agreement put

together just for short-term lenders, no.

Q. And did short term lenders in Delaware during

that time period use different loan agreements?
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A. They would have had to adhere to certain

federal standards, as I mentioned earlier, I always

looked for the fed boxes, things like that.

Of course I'm not an expert in that, but I do

know certain things. There are certain rules that all

lenders need to follow. But we did not give anybody a

blue print, or a form, or anything like that. They

sent us their form.

Q. Did Delaware set the fees that payday lenders

could charge?

A. No.

Q. Did all of the payday lenders that were

licensed by your office during this time period charge

the same fees to their customers?

A. I would have to research that to be sure, but

I don't believe so.

Q. Did your office provide a loan agreement for

Integrity Advance to use with its customers?

A. No.

Q. Did your office tell Integrity Advance that

they had to use a particular agreement?

A. No.

Q. Did your office look for compliance with

Electronic Funds Transfer Act a federal law?

A. No.
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Q. Did your office look to see whether contracts

were clear and conspicuous as defined by the Truth in

Lending Act?

MS. BAKER: I'm going to object, on the

grounds that they are -- these questions are very

specific legal conclusions that Ms. Weinberg appears to

be seeking from this witness who hasn't been proffered

as a legal expert.

JUDGE McKENNA: I understand, overruled.

THE WITNESS: Are you talking about in the

licensing application process?

BY MS. WEINBERG:

Q. As part of -- only as -- only sticking with

your duties, your office --

A. Okay. Um-hmm.

Q. -- and the licensing. So and also again, I

just want to cabin you to 2008 to 2013.

A. Okay. Not specifically.

Q. Okay. And when you say that your office

looked at the fed box, can you be more specific about

what you meant by that phrase?

A. Actually, I said I look at the fed box.

Q. Oh, I'm sorry, thank you for the correction.

A. It happens to be knowledge that I happen to

have.
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Q. So --

A. I look to see that the num -- that they are

disclosing the numbers that they are supposed to. And

that's in a separate area, basically, that is it, very

basic.

Q. And when you say that they are disclosing the

numbers that they are supposed to, are you saying --

A. The annual percentage rate, the total of

payments, things like that.

Q. And were you checking to see if their

calculations were correct based on the numbers in those

boxes.

A. That we did with small term -- short-term

small dollar lenders, yes.

Q. And is that what you meant by checking the

numbers in the box?

A. No.

Q. What did you mean?

A. I, that -- I was just eyeballing the form when

I said that. But we did check the APR's.

Q. So when you said checking the federal box you

were -- you meant you were eyeballing the forms to see

if there was a Truth in Lending box that was separate?

A. Yes.

Q. And that was what you meant by looking at the
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fed box?

A. Yes.

Q. And that was the extent of your office's

review?

A. It was the extent of my review. We didn't

specifically ask them or, you know, have anything in

our application about do you have your fed boxes.

That kind of thing, I just happen to know some

things to look for, and sometimes you can catch a

problem and it saves everybody a lot of time.

Q. Did your office, the licensing office, then

look at -- in granting a license look for compliance

with federal law other than seeing if there was a fed

box?

A. The only thing we did was check the annual

percentage rate.

Q. And what do you mean you checked it?

A. We had them submit a couple of Truth in

Lending forms, usually the front page of the loan

contract, with numbers filled in, make believe

customers that we could run through a program that we

had from the Office of the Comptroller of the currency.

And that program will tell you whether or not the APR

is within tolerance.

Q. So then is it fair to say that your
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examination of the fed box would be to take the numbers

supplied by the company and see if their calculation of

the APR was correct as determined by running it through

a calculator from another -- from a federal agency?

MS. BAKER: Objection that mischaracterizes

the witness's testimony, the use of the word

examination.

MS. WEINBERG: Your review, excuse me. Thank

you.

THE WITNESS: My investigators running the

annual percentage rate through the program is

something my investigators do automatically, I mean,

they know that is part of the investigation. Me

eyeballing the contract, that is just me looking at

the contract.

BY MS. WEINBERG:

Q. And did your office, or you in reviewing the

application review what numbers should be in the fed

box other than the calculation that you testified that

you reviewed?

A. By what numbers -- I'm sorry I don't

understand.

Q. Did your office look at what should be

included as the total of payments other than looking to

see what was a mathematically correct calculation based
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on the numbers that were in the Truth in Lending box?

A. The only math we did on that was for the APR,

we didn't try to figure anything else.

Q. Okay. Thank you that is helpful.

MS. WEINBERG: No further questions, thank

you.

JUDGE McKENNA: All right.

MS. BAKER: No further questions, thank you

Ms. Miller.

JUDGE McKENNA: Thank you, very much.

THE WITNESS: Thank you. Your Honor?

JUDGE McKENNA: Yes?

THE WITNESS: May I leave?

JUDGE McKENNA: No. You have to stay around

until tomorrow.

THE WITNESS: You are paying my hotel bill?

JUDGE MCKENNA: You may leave.

THE WITNESS: Thank you.

MS. BAKER: Thank you.

JUDGE MCKENNA: Off the record.

(Brief recess.)

MS. CHUM: Good afternoon, Your Honor.

JUDGE McKENNA: Back on the record.

All right. Dr. Ang, you want to resume the

stand?
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(Witness takes the stand.)

JUDGE McKENNA: As I understand it,

Mr. Wheeler, you are going to do a preliminary cross

and then you are going to notify the Court in five

days of whether you want to submit any rebuttal

documents to Dr. Ang's exhibits and whether you want

to do further cross on her.

MR. WHEELER: Yes, Your Honor, thank you.

JUDGE McKENNA: All right.

MS. CHUM: Good afternoon, Dr. Ang.

THE WITNESS: Good afternoon, Ms. Chum.

DOCTOR XIAOLING LIM ANG

CROSS-EXAMINATION

BY MS. CHUM:

Q. Earlier today, you testified that you looked

at samples to validate numbers, you recall that?

A. Yes.

Q. I believe you stated you looked at loan level

data?

A. So, I believe that that was a separate

question, that wasn't relative to this analysis, this

-- that was a more global question about my previous

experience.

Q. So --

A. Could you please clarify?

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 651 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-155

Q. Let's just go back here. Did you confine your

analysis in this matter to data submitted as

Enforcement Counsel Exhibit 95 and Exhibit 101?

A. Yes, in fact, it was confined to Exhibit 101.

Q. And do you recall if you used the term loan

records?

A. Perhaps, I don't, I don't recall precisely.

Q. You stated that you looked at loan records?

A. Well all of these records are loan records.

Aren't they.

Q. I just want to understand what you mean by

loan records?

A. Any records, are any line of data in a data

set about loans.

Q. So when you refer to loan records, did you

refer to -- were you meaning that you were looking at

lines of transaction data in Exhibit 101?

A. Well, in this case yes, loan records can be

anything from an origination file, to a transaction

file, to basically any form of data kept on loans.

Q. But in this case, you confined your review of

loan records to records in Exhibit 101?

A. Correct.

Q. Ms. Ang -- Dr. Ang, do you agree that total of

payments is equivalent to the principal plus the first
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finance charge of every loan associated with a

consumer?

MS. FOLEY: Objection, vague.

JUDGE McKENNA: Overruled.

THE WITNESS: So the total of payments, as

Mr. Hughes as has defined it in his analysis, yes, is

the principal plus the finance charge. However, I

would caveat that by the fact that we are talking

about a replication of Mr. Hughes's analysis. And so

we are speaking in the very narrow confines of that

context.

BY MS. CHUM:

Q. So you take no -- do you take any position as

to a definition of total of payments?

MS. FOLEY: Objection.

THE WITNESS: That was not within the scope of

my assignment.

BY MS. CHUM:

Q. I'm turning now to your -- to Respondent's

Exhibit 19. Do you have that in front of Dr. Ang?

A. Yes, I do.

Q. Let's look at the total paid, that first line.

A. Yes.

Q. Where it says, “principal plus final fees plus

additional fees.”
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When you calculated the total paid, in that

first row on Exhibit 19, you included all payments made

by a consumer?

A. I did to replicate Mr. Hughes's analysis.

Q. And that number includes payments made by any

consumers who paid over the life of the loan less than

the amount of the principal plus the first finance

charge?

A. It does, but once again it is parallel with

Mr. Hughes's analysis.

Q. So let's look at the second line.

A. Okay.

Q. The total of payments.

A. Uh-huh.

Q. Do you see how -- do you see with me, that the

CFPB's number you have put here, one hundred forty

million five hundred three thousand five hundred

sixty-eight and seventy-seven cents, and the adjusted

-- the Respondent's is one hundred fifty million one

hundred fourteen thousand thirty-six dollars and

forty-seven cents?

A. Yes.

Q. Okay. When you calculated the total of

payments, you summed the amount of the principal lent,

plus the total amount of the first finance charge
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charged to every loan, and that is for your

calculation?

A. Yes.

Q. So for your calculation a person who did not

pay back the principal, plus the first finance charge,

was their loan included in your calculation of total

payments owed in the -- in line two?

A. So, I would say that it depends. There are

two class of consumers that we can think of in that

case, we can think of the people who have made zero

payments, and people who have made a positive payment,

but not necessarily a full payment, or a payment larger

than the TILA box amount.

The -- the consumers who did make less than

what could be considered the TILA box amount were still

included in that calculation. And as you can see from

our footnotes, basically, we don't really have any

guidance to compare what is in the CFPB's estimate to

ours. There were no footnotes that clarified this on

the CFPB's exhibits.

Q. So let me just get this clear, you did not

include consumers who did not make any payment?

A. That is correct.

Q. But you did include consumers who made a

payment towards their loan, but who paid less that the
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total of payments?

A. Yes.

Q. Okay, so is the total of payments that you

calculated the amount that the consumers owed, or the

amount that they actually paid?

A. Could you please clarify?

Q. What was your -- when you -- when you

calculated your total of payments what did you consider

to be a total of payments?

A. I followed Mr. Hughes's lead, and took --

wait, total of payments, sorry, I was thinking of total

paid. This terminology is a little bit confusing, and

I apologize to Your Honor, we just followed the CFPB's

lead in this. So, for total of payments we considered

the -- what we assumed Mr. Hughes meant in his

declaration, by the first record being the principal,

and the subsequent record and we caveated this with

taking a positive record because, missing values are

also coded as zeros in our data --

COURT REPORTER: What, I'm sorry, what is coded

as zeros?

THE WITNESS: Missing values are also coded as

zeros, so we took the first nonzero value of the

finance charge as our finance charge.

BY MS. CHUM:
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Q. All right. Going back to the second line, and

you had said that you included consumers who paid less

than the total of payments in that one hundred fifty

million number. So when you subtracted -- okay, did

you subtract the total of payments from total paid to

get to line three of exhibit 19?

A. Yes.

Q. And when you subtracted the total of payments,

from the total paid, to get to line three, you included

-- so you included people who had not paid the

principal plus one finance charge?

A. Yes but not people who did not pay at all.

Q. So for people who had paid less than the total

of payments, if a new customer had a hundred dollar

loan, you would have included a hundred and thirty for

that customer in line two if they had a thirty dollar

finance fee, even if they had not paid the total of

payments?

A. I'm sorry, I'm confused as to what you mean by

thirty dollar finance fee. Is that paid by the

consumer? Can you please clarify, Ms. Chum?

Q. Okay let's say a new consumer has a hundred

dollar loan?

A. Okay.

Q. And the finance fee on top of that hundred
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dollar loan was the thirty dollars?

A. Okay. So that is loan contract?

Q. Yes, and the total of payments per what our

understanding of total payments is is that hundred

dollar loan principal plus the thirty dollars to equal

a hundred thirty dollars.

A. Are you telling me or asking me?

Q. Is that correct?

A. Yes.

Q. So if the -- a consumer had only paid sixty

dollars on that loan, you still would have subtracted a

hundred and thirty dollars out of the total, you still

would have assumed that that customer who had paid

sixty dollars had actually paid a hundred thirty

dollars?

A. I would not have assumed they paid a hundred

and thirty dollars, I would have assumed they paid

sixty dollars.

Q. So in assessing the total of payments --

A. Um-hmm.

Q. -- you would have assessed sixty dollars

towards the total of payments and not a hundred thirty

dollars in line two, of Exhibit 19; is that correct?

A. Sorry, can we start this again?

I would appreciate greater precision around
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the language. Can you please repose the question,

Ms. Chum?

THE WITNESS: I'm sorry Your Honor, I'm just

confused by the way the questions were asked --

MS. CHUM:

Q. All right. In looking at line three, “the

total paid above the total of payments” you simply

subtracted the total paid, that is line one, from the

second line, total of payments; is that correct?

A. No, that is not correct then we would have a

negative 123.8 million.

Q. Let me miss -- restate. You simply subtracted

the total paid two hundred -- you subtracted the total

of payments from the total paid?

A. Yes.

Q. For a positive 123.8 million?

A. Yes, that is correct.

Q. In your total of payments you included

consumers who had actually -- you included loans that

-- where consumers had paid less than what we have

designated as total of payments on a loan?

A. That is correct.

JUDGE McKENNA: In other words, they didn't

pay it off.

MS. CHUM: Yes, so they didn't --
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BY MS. WEINBERG:

Q. Is that correct?

THE COURT REPORTER: Pay it off or pay it all?

JUDGE McKENNA: Pay it off. There was still a

residual.

THE WITNESS: Yes, but a nonzero residual.

MS. CHUM:

Q. So the total paid, line one, would have been

sixty dollars?

A. Okay.

Q. For that one consumer.

And total of payments, line two, you would

have put as a hundred and thirty dollars?

A. Yes.

Q. But in line two, for that consumer who paid

sixty dollars, did you assume that the consumer's total

of payments there would have been a hundred and thirty

dollars?

A. Yes.

Q. So you would have over counted when you

subtracted the hundred thirty dollars from the total

paid?

A. What would I be over counting? Negative

numbers are also valid values.

Q. Dr. Ang, what do you think that you -- that
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Mr. Hughes did that was incorrect in calculating his --

the total of payments?

A. So, I can't speak to what Mr. Hughes has done,

precisely, because we received turnover at 8:00 p.m.

last night, which seemed kind of odd because we have

had the exhibits for a while.

But, what I can say is that when we were

vetting the data, when we were doing our analysis, it

seemed odd to us that this number didn't seem

compatible with what we understand the loan product to

be.

At least in the proportionality, and we did

run it separate ways. We did run it only with positive

net differences between the payments, and we still

ended up with numbers that are larger than his for the

total of payments, and therefore smaller than his for

the difference of total paid minus total of payments.

Q. Dr. Ang, would you turn with me now to

Respondent's Exhibit 24?

A. Sure.

Q. Okay. Look with me now to the second line

which reads, “excluding all loans to repeat customers

whose first loans were renewal loans?”

A. Okay.

Q. Do you see that?
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A. Yes, I do.

Q. Did you calculate that number by summing up

the amounts paid above the total of payments for all

loans of returning consumers who rolled over their

first loan?

JUDGE McKENNA: Who rolled over or ruled over?

MS. CHUM: Rolled over.

THE WITNESS: Um, yes, I did.

MS. CHUM:

Q. Did you include those consumers first loan in

that total?

A. I did. Ah the -- to be clear, exhibit 24 line

two clearly states, “Excluding all loans to repeat

customers whose first loans were renewal loans.”

JUDGE McKENNA: All right. We are going to

take a ten minute break, so I can do some temperature

work.

(Brief recess.)

JUDGE McKENNA: Back on the record.

MS. CHUM:

Q. Doctor, directing your attention again to

Respondent's Exhibit 24.

Did you derive the third line, the total paid

above total of payments for one time loan and repeat

borrowers by subtracting the second line from the first
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line.

A. Yes, I did.

MS. CHUM: No further questions.

JUDGE McKENNA: Okay. Anything further?

MS. FOLEY: Very briefly, Your Honor.

JUDGE McKENNA: Sure.

REDIRECT EXAMINATION

BY MS. FOLEY:

Q. Dr. Ang, your analysis was based on a

replication of Mr. Hughes's calculations, correct?

A. That's correct.

Q. And you are not here endorsing Mr. Hughes's

calculation of 273,926,407.60 as the right starting

place are you?

A. No, I am not.

MS. FOLEY: Nothing further.

JUDGE McKENNA: All right. Anything further?

MS. CHUM: No further questions, Your Honor.

JUDGE McKENNA: All right. Thank you.

THE WITNESS: Thank you very much.

JUDGE McKENNA: Nice to meet you.

THE WITNESS: Nice to meet you as well.

JUDGE McKENNA: All right. We have already

set out the briefing schedules. We are going to get

some additional pleadings. We might have some more
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proceedings, depending upon how the thing ends up

being structured, probably is going to be telephonic.

If we need to get both experts together in a panel,

and then I want to be sitting there.

So any other issues before I talk to counsel?

MS. BAKER: Your Honor, we have two additional

motions that we would like to make. And we can make

them now or we can make them after you speak with me.

JUDGE McKENNA: No. You can make them now.

MS. BAKER: I'm going to make one motion and

my colleague, Mr. Frechette is going to make another.

The first motion that we would like to renew

is the motion to strike Mr. Baressi's testimony from

yesterday. And I know Your Honor noted my objections.

But the reason we are formally seeking to have his

testimony struck is because notwithstanding the fact

that Your Honor was able to hear him and make any

credibility determinations on the grounds that Your

Honor would make from hearing a witness like that,

this is a record that goes up to the director of this

agency and may go up further to the DC circuit. And

we would like his testimony struck for the following

three reasons: First of all, Mr. Baressi is neither a

lay opinion witness nor an expert witness and there

are no real rules for the rules of adjudication in
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this court and so we ask that Your Honor consider the

federal rules of evidence as a good a guidance as any.

And Rule 701, which governs the proffering of lay

opinion is very clear that if a lay opinion witness is

offered, that person cannot be proffering opinions

that come solely from his or her technical or

professional expertise.

JUDGE McKENNA: Or a world expertise, Kumho

Tire.

MS. BAKER: Well, Kumho Tire concerns Daubert

motions for 702 experts. That's right, Your Honor,

and that's my next argument. Thank you. That's

precisely the argument, which is you can't proffer a

lay opinion witness and say this person is offering a

lay opinion and the basis for that opinion comes only

from that person's professional expertise. That's

called an expert witness.

And Mr. Baressi was not proffered as an expert

witness in this matter. And the Office of Enforcement

has been on notice since November that this is an

argument that they intend to make about remotely

created checks, so they certainly had adequate

opportunity to proffer any expert that they would have

wanted to proffer as to that issue.

JUDGE McKENNA: Yeah, but you know what they
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said in Kumho Tire about when you proffer a witness

who is a lay witness, you know, he can give testimony

which crosses the line through his personal

experience, and so, you know, but I will take your

motion under advisement.

MS. BAKER: Well, thank you, Your Honor. I

understand Kumho Tire. I also understand Daubert,

which is a case that I understand maybe comes a little

after Kumho Tire.

JUDGE McKENNA: I thought it was the opposite.

MS. BAKER: Or maybe it is the opposite, but

they are often read together as Your Honor knows, and

in Daubert, of course, the argument is that if someone

is proffered as an expert, they have to actually offer

testimony that would meaningfully assist the finder of

fact in a way that that finder of fact may not

otherwise have the requisite expertise at his or her

hands. I don't even think we get there here.

JUDGE McKENNA: Maybe not. That's why it

didn't cite Daubert because it was modified by Kumho

Tire and it specifically deals with that subject

versus where you have Daubert is a little more

constrictive.

MS. BAKER: And I appreciate that. Thank you,

Your Honor. Nevertheless, we still seek to strike his
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testimony.

JUDGE McKENNA: And I will take it under

advisement.

MS. BAKER: The last reason we seek to strike

his testimony is that it's really unduly prejudicial

and had de minimis probative value, frankly. There

was very little that he said that this Court could not

have taken notice of from the articles that were

proffered as evidence into the record.

He merely offered an opinion of what he thinks

about remotely created checks and whether or not they

have the potential to harm consumers. That's not an

opinion that even derives from the work he did, the

payments work he did, it was more from other work that

he did in connection with that. And at the end of the

day, I think what came out of his testimony, embedded

in his testimony was the potential for fraud. But

that's not what's before this Court.

And a product that is per se legal --

JUDGE McKENNA: And I don't take it that way.

MS. BAKER: And I know Your Honor doesn't take

it that way and I appreciate the comments Your Honor

made yesterday. And so that was the reason for my

preface in making this motion, if I thought that you,

Your Honor, were the final decider of this matter, I
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would frankly not renew my motion because I respect

Your Honor's ability to make those determinations.

But unfortunately, this matter will likely be

reviewed almost on a de novo basis solely on the

papers, and solely on the record without having the

benefit of somebody who can hear in the courtroom in

real-time the testimony of Mr. Baressi from yesterday.

And my concern is that on that record, his

testimony is both improper because it's not lay

opinion. It's not properly before this Court as

expert opinion. And it's also extraordinarily

prejudicial to this matter. And the probative value

that it could potentially offer a finder of fact is

far outweighed by the prejudice and bias that was

embedded in his testimony.

And so for those three reasons, we renew or

motion to strike his entire testimony from the record,

as well as any direct and cross that was elicited as a

result of that.

Thank you, Your Honor.

JUDGE McKENNA: Thank you.

MS. CHUM: Your Honor, may the government

respond?

JUDGE McKENNA: Yes, you may.

MS. CHUM: As discussed yesterday, and first,
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Enforcement Counsel does not agree with the

characterization -- respondent's characterization of

Mr. Baressi's testimony. As you stated on July 1st,

2016 in your Order, you -- the record must be

supplemented with additional information about RCC's.

That was when Enforcement Counsel became aware that

Your Honor would like additional information about

RCC's generally.

As you know, Mr. Baressi did not testify about

the application of RCC's to this specific case. He

simply provided information that has not been at

issue, not been contested in this case. The

information that Mr. Baressi offered is not

controversial and as Your Honor knows in this

administrative proceeding, pursuant to Rule 213, in

granting partial summary judgment, you have the right

to direct further proceedings in this action. And

more generally pursuant to rule 102, you have the

right to regulate the course of this proceeding.

And in requesting additional information about

RCC's generally you did just that. And Enforcement

Counsel provided general information, not as applied

to Integrity Advance, but general uncontroverted

information about RCC's through the testimony of

Mr. Baressi.
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So Enforcement Counsel would ask that you not

grant respondent's motion. Thank you.

JUDGE McKENNA: Thank you.

Another motion?

MS. BAKER: May I briefly reply to Ms. Chum?

JUDGE McKENNA: Certainly.

MS. BAKER: Thank you, Your Honor. And we do

have one more motion as well.

JUDGE McKENNA: I understand that.

MS. BAKER: Your Honor, I note for the record

that Your Honor pursuant to his Order -- to your Order

from a couple of weeks ago, has already admitted into

the record as evidence in this matter, two specific

exhibits proffered by Enforcement Counsel.

One is Exhibit No. 94, an examination of

remotely created checks by somebody who presumptively

has some knowledge of that. That's already in this

record. So Mr. Baressi has not added any knowledge

that is not presumptively already in the record. In

addition, I also note that it appears that Exhibit No.

98, which I'm not sure has been moved into evidence,

but I believe was also moved into evidence per your

Order although I will seek confirmation of that, but

that exhibit, a guide for remotely created checks

again that would seem to respond to the queries that
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Your Honor made in his Order granting Summary

Disposition in this matter but seeking additional

information about RCC's.

Mr. Baressi's testimony is cumulative as well.

There is certainly nothing that he added yesterday

that I would imagine those two articles don't add and

help enhance your understanding of this process and

this particular payment mechanism. And I still

believe that the testimony that was elicited from him

yesterday was highly prejudicial especially the last

couple of questions that were asked on redirect which

implied that this was used by fraudsters as a way to

evade payments -- or to evade being tracked by the

payment system, and that testimony is extremely

prejudicial and there is no probative value.

And somebody reading this record who doesn't

have the benefit of listening in real-time to that

witness would not be able to necessarily make the same

credibility determinations that Your Honor was able to

make yesterday.

JUDGE McKENNA: All right. Off the record.

(Whereupon, a brief discussion was had off the

record.)

MR. FRECHETTE: Your Honor, Enforcement

Counsel, similar to Respondents, submitted a list of
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exhibits before the hearing, and as we have gone

through and now sort of towards the end of the hearing

they haven't used all of the exhibits that were on the

list, even though some of the those exhibits were

admitted per Your Honor's Order, Respondents move to

reexamine the relevance of exhibits that Enforcement

Counsel has not used in its case in chief or as

rebuttal exhibit.

Rule 303 requires irrelevant or immaterial

evidence not be admitted and so since Enforcement

Counsel has not used those exhibits, which I have a

list that we could read into the record, we would

request that they be stricken from the record as

evidence.

JUDGE McKENNA: So what you are saying to me,

Mr. Frechette, is, Your Honor, in your desire to

shorten the proceeding and look at the proffer, the

objection, if any, and the legal rationale, and when I

review all of that and I make a determination that I'm

going to admit it, then you're saying, well, the

groundwork that you laid to shorten the hearing was

all screwed up. And then you're saying that we don't

want those exhibits in. So I set it up so that

Enforcement Counsel didn't do it in the way that it's

normally done.
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I don't like engaging in historic unproductive

colloquies. All right. Now a couple of your exhibits

were admitted, and you didn't address them.

MS. BAKER: We will stipulate that they would

also not be admitted into evidence.

JUDGE McKENNA: Well, I'm not going to do

that. So if you don't want to withdraw your Motion

and go with the way things are, then I'm going to go

and we are going to stay here and we are going to

backfill every one of their exhibits that were

admitted by me, prior to the hearing.

MR. FRECHETTE: One point of clarification is

the motion is not that Enforcement Counsel needs to go

through the process of laying a foundation and

authenticating these documents, these exhibits, it's

rather that Your Honor took that step, but then

Enforcement Counsel did not use the exhibits that Your

Honor had admitted in any way in this proceeding

questioning whether they are relevant or material to

Enforcement Counsel --

JUDGE McKENNA: That's a good point. The fact

of the matter is that they can brief and it's in

evidence.

MR. FRECHETTE: Yes, Your Honor. One moment

of Court's indulgence to confer.
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JUDGE McKENNA: Sure. I'm not in a hurry.

MR. FRECHETTE: Your Honor, I would like to

keep the motion on the record, but we will rest at

this time.

JUDGE McKENNA: All right.

So if that's the case, we will take a

five-minute recess. And then we will come back and

Enforcement Counsel will go through each exhibit that

I had admitted, as to doing it according to Hoyle,

because I'm not going to have an -- I'm not going to

have a manufactured error sitting out there because I

wanted to do something that speeded this process up.

MR. WHEELER: Your Honor, there is a precedent

PHH, a prior Bureau case, where it was held that

Enforcement Counsel didn't have to use exhibits for

them to be a part of the record.

JUDGE McKENNA: Right. But there's a problem

there too, isn't there?

MR. WHEELER: What would that problem be?

JUDGE McKENNA: It is on appeal.

MR. WHEELER: I don't think that issue is on

appeal.

JUDGE McKENNA: Well, the case is on appeal.

MR. WHEELER: Right. I don't think the

admission of exhibits was part of the appeal.
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MS. BAKER: Your Honor, if I can clarify, our

motion is as follows, and Your Honor can deny the

motion, but we would just like to make the motion for

the record.

Our position is that to the extent exhibits

were pre-admitted into the record in anticipation that

they are relevant and that they would be introduced or

used in some fashion with a witness put forward by

either party, presumptively that's why they were put

on an exhibit list. To the extent they were admitted

into the record, not used by a witness, or not

introduced through a witness who was presented in

either case, we would argue that by necessity their

relevance to the case in chief of either party that

was argued before Your Honor would be in question.

That's the argument. Not to make Enforcement

Counsel go through the drill of introducing each piece

of evidence and if that's what Your Honor's proposing,

then we will withdraw our motion because that's not

our intent.

JUDGE McKENNA: I set them up. I set

Enforcement Counsel up because I did not want to have

them to go through what I call gobbledygook rigmarole.

MS. BAKER: We will withdraw our motion Your

Honor.
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JUDGE McKENNA: All right.

MS. BAKER: Thank you.

JUDGE McKENNA: That's fine.

JUDGE McKENNA: All right. So off the record.

(Whereupon a brief recess was had.)

JUDGE McKENNA: Back on the record.

CLOSING ARGUMENTS BY MS. WEINBERG:

Good afternoon, Your Honor. Based on Your

Honor's request, we would like to go first and address

the amount of damages that we are seeking in this

matter.

Under Count One, which was the Truth in

Lending Act, we are seeking $133,422,838.83.

What this represents is the amounts paid above

the total of payment amount that was disclosed in the

TILA box for the entire period that Integrity Advance

was in business.

Your Honor, I should have said I want to

reserve five minutes for rebuttal in my closing. So I

wont try and keep my eye on the clock.

For Count Two, which is the related Consumer

Financial Protection Act Count to the Truth in Lending

Act Count we would be seeking $38,795,584.12 cents.

JUDGE McKENNA: And you want to correspond

that to an exhibit?
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MS. WEINBERG: Exhibit 97, page 3.

JUDGE McKENNA: And One is page 2?

MS. WEINBERG: The first, the 133 was 97, page

2. The second is 97 page 3.

JUDGE McKENNA: Thank you.

MS. WEINBERG: Our Count Three, which is our

deception count, is amounts paid over the disclosed --

the amount that was disclosed in the total of payments

box post-transfer date. And that is the same number

that I just mentioned for Count Two, that's the

$38,795,584.12.

Count Four was withdrawn by Enforcement

Counsel.

Count Five is the Electronic Funds Transfer

Act Count, and we would have been seeking disgorgement

in this matter and would reserve the right to do so in

future cases. But in this particular case, we think

that the relief largely overlaps the relief that we

are seeking under Counts One, Two and Three. So we

are not seeking a separate finding for relief under

our Electronic Funds Transfer Act counts, which are

Counts Five and Count Six.

For Count Seven, which is remotely created

checks, we are seeking the total amount paid by

consumers after the transfer date, July 21st, 2011 and
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that number is $265,452.50. That figure can be found

in Exhibit 97, page 5.

For civil monetary penalties, from July 21st,

2011 until December 31st, 2013, there are 530 days.

We will note that this is a conservative calculation

of the penalties and the days that would be due under

this because evidence also indicated that Integrity

Advance provided loan to consumers through May of

2013.

Nonetheless, relying on the 530 day figure,

the penalties can be assessed up to $5,437 per day at

the first tier penalty, which is what we would be

seeking here. That is the lowest tier penalties.

There are higher amount for second and third tier

penalties.

JUDGE McKENNA: Do you have a penalty

schedule?

MS. WEINBERG: I do. The citation, which I

can provide Your Honor for the current schedule, it

has recently been amended. It was originally $5,000

is 12 CFR Section 1083.1. And that reflects the

current schedule for civil monetary penalties.

So assessing penalties in that amount for 530

days, would be $2,881,610 per practice. We are

alleging that there are three practices here for which
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the Court should award civil monetary penalties. The

first has to do with the violations in the loan

agreements that the Court has already found in Counts

One through Three.

The second has to do with the violations under

the Electronic Funds Transfer Act and the third has to

do with violations, we are asking the Court, of

course, also to find that the --

JUDGE McKENNA: Is this a joint and several

situation?

MS. WEINBERG: We are seeking individual

liability against Mr. Carnes and I will be addressing

Mr. Carnes' liability.

JUDGE McKENNA: That wasn't what I asked. I

asked that when you are seeking damages against

Integrity Advance, is Mr. Carnes a joint and several?

MS. WEINBERG: He is not responsible for all

of the damages on all of the counts. We are not

saying that he is responsible under the Truth in

Lending Act.

JUDGE McKENNA: Okay. And so, well, the

company --

MS. WEINBERG: Has no money.

JUDGE McKENNA: -- basically doesn't exist any

more.
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MS. WEINBERG: Exactly, Your Honor.

JUDGE McKENNA: Like in NOAA proceedings, each

one is jointly several, so the fact that a company is

not around is irrelevant. Or if you have two

respondents, then they are joint and severally liable.

If you can't get it from one, you get it from the

other.

I just am asking what is the legal effect of

what you are asking for here?

MS. WEINBERG: Well, we are happy to spell

this out in more detail in our brief.

JUDGE McKENNA: That would be fine. You have

been put on notice.

MS. WEINBERG: Thank you, Your Honor. So I

will just --

JUDGE McKENNA: Continue.

MS. WEINBERG: Try to get through this part

quickly, given our time limitation and say that we are

seeking civil money penalties for three separate

practices, Counts One through Three, is one practice.

The Electronic Funds Transfer Act is a second

practice. And the remotely created checks is a third

practice.

So we would be seeking a total of $8,644,830

in civil money penalties, plus we would be seeking
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injunctive relief, which we will layout in much

greater detail in our post trial briefing.

So I would like to turn now to the other main

issue that is before the Court for its final decision.

Obviously RCC's remain, but I would like to move first

to address Mr. Carnes's liability and time allowing we

will move onto RCC's.

So the first thing that we need to do in

looking at whether or not Mr. Carnes is liable for the

violations that have been found, and that we are

asking the Court to further find against his company

in the activities that they undertook, is when can an

individual be held liable?

I'm going to start with the cases that

Respondents have cited. FTC versus Freecom and FTC

versus Commerce Planet. And what those cases hold is

that there are two, three main paths to finding an

individual liable.

One is when that individual had actual

knowledge. Another is when you can effectively find

that that individual had knowledge based on his

pervasive role and authority in the company. And a

third is when the individual was reckless in terms of

an awareness of a high probability of fraud, and an

intentional avoidance of the truth.
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In fact, although Respondents have repeatedly

argued in this matter that Mr. Carnes had to actually

see the loan agreement and actually approve all of the

language, that is not the standard that the cases

uphold.

As I have said, there's three ways, three

different ways without an individual having to

actually look at the language in an agreement, and

say, yes, this is exactly what I want it to say. And

I would -- we will set out many cases in our briefing,

but I just want to point to one case that we pointed

to in our pre-trial briefing, which was FTC versus

Five Star. And in that case the Court held that not

only was the owner of the company liable for the

violations and for restitution for the violations, but

the owners wife was liable even though she had argued

that she had nothing to do with deceptive marketing

materials that were in issue in that case and

performed only ministerial tasks for the organization.

But she was found to have the requisite knowledge

because of her preparation of filings and responses to

state regulators.

So let's look at the first avenue, actual

knowledge. What do we know about what Mr. Carnes

actually knew?
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He knew that the loans rolled over. He

testified in detail about how the product worked. He

knew that most consumers would experience rollovers.

At the same time, he knew that the loans disclosed the

cost as if it would be paid in full in just one

payment.

That is the essence of our deception claim.

That is the essence of our TILA claim. He was aware

of those factors.

Mr. Carnes has testified that he simply relied

on the advice of counsel and he tried to distance

himself from the actual content of the loan agreement.

But when Mr. Foster was on the stand, he didn't say

that Mr. Carnes had never asked about the loan

agreement. He simply repeatedly invoked attorney

client privilege.

Your Honor indicated that adverse inference

was appropriate in this instance given the

evasiveness.

JUDGE McKENNA: No, I didn't. No, I didn't.

I said -- I raised the issue of an adverse

inference. I didn't say that I was going to invoke

it.

MS. WEINBERG: Well, Enforcement Counsel would

urge you.
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JUDGE McKENNA: I want to think about that

one.

MS. WEINBERG: Well, since you were just

considering it, Enforcement Counsel would urge you to

adopt it. We think it is appropriate under these

circumstances.

Mr. Foster and Mr. Carnes had to talk about

the loan agreement. It was Integrity Advance's only

product. It defies reason to think that the two

executives in a company who offered one product and

had only one document that was consumer facing never

talked about the content of that document.

So let's look at the second avenue for finding

Mr. Carnes liable. And that's from his pervasive role

and authority to control the activities of Integrity

Advance.

We know that Mr. Carnes was the CEO of

Integrity Advance for each and every year that he

operated. We know that for each and every year that

Integrity Advance was in operation he was the key

decision maker. We heard that from Mr. Carnes

himself. We heard it from Mr. Madsen. We heard it

from Mr. Andonian.

Mr. Carnes said that he had the ultimate

authority over Integrity Advance business. We heard

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 684 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-188

repeated testimony that all large decisions had to go

through Mr. Carnes. These facts are not in dispute.

Even the org chart that was supplied by

Integrity Advance all points to Mr. Carnes. Everyone

reported ultimately to Mr. Carnes for him to make

decisions. Nor did this change when Mr. Foster became

COO.

Mr. Carnes was the signatory on Integrity

Advance's bank account. He hired most of the

employees. He controlled the distributions of funds

to HIP, the other company that he controlled.

But most importantly he conceded that he had

the authority to control what loan agreement Integrity

Advance used.

He had a pervasive role and pervasive

authority over Integrity Advance's business practices.

Mr. Carnes was not a remote CEO who couldn't

know what was going on in his company. He was in the

weeds of the operation of his company. He was in the

same physical space as everyone except for the

individual who we have talked about who was in

Delaware.

He had daily talks with Mr. Madsen and other

key staff. He was monitoring the business of

Integrity Advance on a minute level, watching
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conversions, watching follow-ups from calls which we

saw from the e-mail that was admitted. He ran

meetings. He set the agenda for meetings. He would

even go up to Mr. Andonian and tell him to make minute

adjustments in credit scores in terms of --

JUDGE McKENNA: Cutoff levels.

MS. WEINBERG: -- cutoff levels for what they

would accept in terms of their customer base.

JUDGE McKENNA: Right.

MS. WEINBERG: If the data base was slow,

Mr. Carnes was dealing with it. If Mr. Carnes wanted

a state off of the website, he would drop by

Mr. Andonian's desk and tell him to have it done, to

take care of it.

That particular example provides insight into

Mr. Carnes's testimony about the loan agreement.

When it came to compliance with the law, he

was hand's on. He walked towards the issue, not away

from it. We can expect that that behavior would be

consistent throughout and would include his control

and oversight over the loan agreement itself.

Mr. Carnes also testified with incredible

command of the details about the operations of

Integrity Advance. He knew the lowest and highest

amounts that were paid for leads. He knew the number
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of lead generators used. He knew details about a

random incident of fraud at a call center that

happened many years ago.

He knew the percentage of total transactions

that occurred through remotely created checks. Yet

somehow with the loan agreement he has no knowledge

and no involvement.

His testimony was simply not credible on this

point.

The other thing to note about the product is

that the product did not change, the loan agreement

did not change significantly over the time that

Integrity Advance was in operation. Yet we know from

Mr. Madsen's testimony that when Integrity Advance

started its operation there were only four employees.

There were only four employees involved in setting it

up.

It was Mr. Carnes, Mr. Foster, Mr. Shahin, who

is VP of technology and a receptionist.

JUDGE McKENNA: Your five minutes is up now.

MS. WEINBERG: Okay. Thank you, Your Honor.

JUDGE McKENNA: You're going to reserve?

MS. WEINBERG: I wanted to reserve five

minutes rebuttal.

JUDGE McKENNA: There you go.
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MS. WEINBERG: And that was 15?

JUDGE McKENNA: Yeah.

MS. WEINBERG: Okay. Thank you, Your Honor.

MS. BAKER: Good afternoon. Your Honor.

CLOSING ARGUMENTS BY MS. BAKER:

Listening to Ms. Weinberg speak earlier or a

few minutes ago about the monetary relief that the

CFPB is seeking from Respondents was the first time I

had ever heard those numbers. And I note that as the

first sentence of my closing argument because I think

that's emblematic of the case that has not been put on

here the last few days.

I began my opening a couple of days ago by

telling this Court what it would not hear. I close by

reminding this Court of what it did not hear.

The CFPB's enforcement office filed in its

pre-hearing statement an acknowledgement of what it

needs to show with respect to deception as it concerns

Mr. Carnes.

Specifically, top of page 5, responding Carnes

was fully aware of how Integrity Advance's loan

product operated and how that did not align with the

company's loan agreement disclosures.

Your Honor, this Court has not been presented

with any evidence that Mr. Carnes was not aware of how
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that did not align with the company's loan agreement

disclosures.

There is simply no evidence in the record,

even circumstantial evidence, let alone direct

evidence that Mr. Carnes had that knowledge.

Now the Office of Enforcement put on several

witnesses to try to establish that knowledge to no

avail. They opened with a Mr. Madsen, who, as Your

Honor heard, was responsible for overseeing the

company's efforts with respect to lead generation.

And as Your Honor noted during Mr. Madsen's

examination, lead generation concerned essentially the

bringing in of customers or would be customers into

the business. Mr. Madsen testified that he never had

a conversation with Mr. Carnes about the loan

agreement or any loan disclosures and, in fact,

Mr. Madsen himself never had anything to do with the

loan agreement or any loan agreement disclosures.

You heard testimony from Mr. Andonian, who was

essentially an IT specialist who was responsible for

supervising the IT activities of the Hayfield family

of companies, which I will talk about in a moment, and

what you heard from Mr. Andonian is that he worked

about 4,000 hours for Hayfield family of companies

between '11 and '12 and of those 4,000, he spent no
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more than two hours total talking about or working on

Integrity Advance related matters in meetings. You

heard that testimony.

And at that, none of those conversations to

which he was privy had anything to do with the loan

agreement or loan disclosures which Enforcement

Counsel acknowledged was the salient issue before this

Court with respect to Mr. Carnes's potential liability

for deceptive conduct.

Now you also heard testimony from Mr. Foster,

who was the COO of the company starting in 2010. He

was the executive vice president of the company. He

was there at its -- and the general counsel. He was

there at its formation. And in fact what Mr. Foster

clearly testified to was two things: Mr. Carnes was

frequently traveling and out of office and that

Mr. Carnes was also while he was in the office, very

engaged and involved in not just Integrity Advance,

but a number of other business interests as well.

Now all of this is a long way of saying that

Mr. Carnes does not run from the fact that he was in

fact a hand's on CEO. Indeed he established on the

stand that he was quite proud of that. Enforcement

Counsel showed him on his direct an e-mail that

suggested that he knew about fraud.
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What Mr. Carnes responded to in that e-mail

was three things: He said pay the consumer back, make

sure this doesn't happen again, and run it down.

That's what you heard, Your Honor. You heard

somebody who was concerned with making sure the

company got it right, but he did not look at or review

any of the loan agreement or loan disclosures and

there's absolutely no evidence in the record to

suggest that he did.

Now you also heard a fair amount of testimony

about the work of the Hayfield businesses. In fact,

we spent a lot of time listening to Enforcement

Counsel engage Mr. Carnes on Hayfield. Hayfield, as

Your Honor knows, was an umbrella company that had

about 14 other business lines associated with it.

And Mr. Carnes testified that particularly in

the years 2011 and 2012, which are the years at issue

with respect to deception, he spent approximately

seven and a half percent of his professional time at

the company working on business for the company.

If Your Honor recalls, he said 15 percent of

50 percent, which was about seven and a half percent.

So this is not the situation or the facts that

Ms. Weinberg is trying to paint of somebody who just

must have known about the details of legalese in a
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loan agreement that he specifically noted in his

testimony he engaged outside counsel to draft.

Now perhaps even more critically earlier today

we heard the testimony from a Ms. Quinn Miller and

Ms. Quinn Miller is the chief investigator of the

non-depository institution's unit of the banking

commissioner in the state of Delaware.

And Ms. Miller told us two things: She told

us that she herself regularly examined the loan

agreements that were affixed to the license

applications that came through her office and that

come through her office and she examined them for a

couple of things.

She said, I looked at the TIL box and she said

I know that. And she said she also examined that work

of her investigators to make sure that when those

licenses were either accepted or renewed, that all of

the I's were dotted and all the T's were crossed.

She's about as credible a witness as I've ever

heard. And she was very earnest and honest in telling

us what she did. You also heard testimony from her

that under the State of Delaware law it was legal in

2008, 2009, 2010, 2011, 2012 just as it is now, to

have a loan product that enabled four rollovers before

there was a principal paydown.
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You heard her talk about that. And in fact,

we refreshed her recollection with the law itself and

she acknowledged it, and she remembered it and that is

also in the record.

Mr. Carnes testified that he was aware that

his company was licensed in the state of Delaware, and

that he understood at a high level, his words high

level, what that meant insofar as each year that loan

-- that license was renewed. He testified to that.

And we heard testimony today acknowledging that, in

fact, in 2011 and 2012 as two examples, the lending

license for the Integrity Advance company was renewed

in the State of Delaware.

Now we have heard a fair amount about monetary

relief today. And I note that what we have heard

mostly is from an information technology specialist or

data scientist who was given a set of queries by the

Office of Enforcement and essentially ran data numbers

at their request.

Now I have no doubt that Mr. Hughes intended

to do the job he was asked to do. You also heard a

substantial amount of testimony from Dr. Ang, who is a

Ph.D. economist, who previously worked at the CFPB,

that, in fact, what Mr. Hughes did was quite flawed.

It was flawed in two significant ways:
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Mr. Hughes calculated a number called total payments.

And the idea behind Mr. Hughes's calculations is this:

The assumption being that consumers are presumptively

harmed because they were paying more than what the TIL

box disclosed. And so his working assumption is that

that amount is the amount that should be given back

to, or that's the argument that's now been made by

counsel, that that number is what should be given back

to consumers on a theory that they were harmed.

There's a couple of problems with that

argument. First of all, that argument ignores the

fact that we also heard testimony from Dr. Ang today

that between 2011 and 2012, 66 percent of the loans

that were made were for repeat customers. That means

the customers came back another time, for a second

loan, a third loan, a fourth loan, a fifth loan, et

cetera.

If a customer chose to come back to take out

another loan, there is no consumer injury as a matter

of law. There is no consumer injury.

Which means that the numbers that we heard

from Mr. Hughes and were apparently, although not

clearly synthesized a few minutes ago, are in fact

numbers that do not adequately reflect consumer harm,

assuming there is any consumer harm. And Your Honor,
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we do not by discussing these numbers suggest that

there is any consumer harm, but I do want to just

briefly address Dr. Ang's analysis for purposes of

closing and then I want to also talk about the

analytical route that this Court should not adopt in

looking at any numbers.

So Dr. Ang explained that if you took all of

the monies that were paid over the TIL box and you

took out of that category any consumer who took out

more than one loan, the number that you would end up

with is 7,033,546.

That is nowhere near the number we've heard

today. That's her testimony. That's Exhibit 23.

But more importantly than that testimony,

which is a significant counterpoint to Mr. Hughes's

testimony, more importantly than that, there is a

problem with this entire analysis. The CFPB's Office

of Enforcement has failed to make a damages showing.

They have offered no evidence into the record of

causation.

They have failed to show that even if there

was deceptive conduct, there was one consumer harmed.

Your Honor has not heard from anyone consumers. Your

Honor has not been shown a consumer survey. Your

Honor wasn't even presented during this entire trial

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 695 of 811



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029

III-199

of three days with even one consumer complaint. Not

even one consumer complaint.

There is absolutely no evidence in the record

of any consumer harmed whatsoever. Let alone

$133,000,000 worth of consumer harm.

Now there's another problem with this

analysis. The $133,000,000 number presupposes that

the Consumer Financial Protection Bureau's Consumer

Financial Protection Act enables the agency to go all

the way back to the beginning of time that this

company started doing business.

And as we discussed the other day, that is as

a matter of law incorrect. They cannot retroactively

apply the Consumer Financial Protection Act or any

component part of TILA to obtain restitution on those

grounds. So that number as a matter of law can't

stand.

JUDGE McKENNA: Did you wish to reserve?

MS. BAKER: I will continue with my argument,

Your Honor.

JUDGE McKENNA: Five minutes.

MS. BAKER: Thank you.

Now I want to talk briefly about some of the

flaws in Mr. Hughes's testimony, as revealed by his

testimony. Two in particular. What Dr. Ang testified
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about was that the problem with Mr. Hughes's analysis

is that the number over the TIL box that he used

neglected -- there was a problem when she ran those

numbers. And the problem that she articulated when

she ran those numbers is that the loan product at

issue never had an instance when the principal or

finance charge would have gone up as you got farther

in time.

It was always the case that the principal

would either stay the same or go down. But when she

analyzed some of that data she noted discrepancies

that precluded her from adopting the aggregate numbers

that he came up with. That's a flaw in his analysis

that she discussed.

The other flaw in his analysis goes more to

his calculation of remotely created checks that came

out today on his cross-examination. One of the things

that's noteworthy and it speaks to the lack of

consumer -- the lack of evidence in the record about

consumer harm, is that there was no evidence submitted

as to why any consumer might have withdrawn their

authorization and triggered creation of a remotely

created check in the first instance. And the fact

that he made a number of assumptions in his

calculation which were put up on a chart underscores
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that.

Now I want to note something that Ms. Weinberg

requested of this Court. Ms. Weinberg requested that

this Court take notice of the CFPB's request for an

adverse inference and as Your Honor undoubtably knows,

there is lots of case that precludes a court from

taking an adverse inference from the assertion of the

attorney/client privilege. And we can certainly brief

this in more detail if Your Honor would like, but I

note for just for the beginning starting argument

there is a number of cases that effectively say that

the assertion of an attorney/client privilege by a

company or an individual does not lead to an adverse

inference. And it cannot lead to an adverse

inference. A company cannot be penalized because it

merely protects its rights and its privileges. And

the request for an adverse inference is counter to

law.

Now there were a number of other misstatements

in the record that Ms. Weinberg made. She talked

about the standard for finding liability. She said

actual knowledge.

It's clear Mr. Carnes had no actual knowledge

of what the loan language or disclosure said. She

affectively described a standard of constructive
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knowledge. It's pretty clear he had no constructive

knowledge of what the loan agreement or the loan

disclosure said. He himself told this Court that that

was not something he was apprised of or aware of.

She also described another standard of a high

probability of fraud or recklessness, although I

didn't hear her enunciate that a great deal.

Obviously, the fact that you heard so much testimony

from how important it was to Mr. Carnes to get it

right when he could get it right discounts that third

prong as well.

But there is something else that I think is

important to establish here. Implicit in the CFPB's

argument is that if you're a hand's on CEO and you

care about your employees, and you don't shut the door

in their face when they come talk to you, that you

must be liable for everything your outside counsel

does. That can't be the law. That can't be the law,

Your Honor, thank you.

JUDGE McKENNA: Thank you.

Ms. Weinberg.

MS. BAKER: Your Honor, do I have any time

left?

JUDGE McKENNA: I'm going to give you some

time. You can have five.
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MS. WEINBERG: Your Honor, under the rules I

just note that Enforcement Counsel is supposed to have

the final rebuttal in this matter.

JUDGE McKENNA: Okay. All right.

MS. BAKER: That's fine.

JUDGE McKENNA: All right. You should know

that.

REBUTTAL CLOSING ARGUMENTS BY MS. WEINBERG:

I have only five minutes, so I'm going to try

and be brief and just hit a few points.

Respondents have argued that there was no

consumer harm. I think that we have to bring this

case back to the consumers who were harmed. I think

that if you asked any of the consumers whose funds

were taken in amounts higher than the amounts that

they expected whether they were harmed, they would

uniformly say yes. Monetary harm in all of the case

law is found to be harm. And I have no idea how

Respondents are arguing otherwise.

I also just want to return to what Ms. Miller

testified to. Contrary to respondent's

characterization, Ms. Miller said that their review of

the TIL box was virtually nonexistent. They looked at

an APR calculation. They were not looking for

compliance with federal law. They were doing some
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math.

And contrary to Mr. Carnes' testimony, they

did not provide her -- they did not provide Integrity

Advance with a loan agreement. She was, I think,

stupefied by the suggestion that they would.

I also want to address very briefly

respondent's repeated arguments about retroactivity.

The CFPB is not trying to enforce a retroactive

remedy. The remedy that we are seeking could have

been obtained by the FTC for TILA and EFTA violations

prior to the CFPB's existence. And the remedies that

the CFPB are seeking are available because the FTC

could have sought that relief.

Respondents are fond of quoting Landgraf;

however, Landgraf supports Enforcement Counsel's

position on this, as well as Hughes Aircraft Company v

U.S., which is 520 U.S. 939 another supreme court case

from 1997. And I, in the interest of time I just want

to read one quote which is that statutes merely

addressing which court shall have jurisdiction to

entertain a particular cause of action can fairly be

said merely to regulate the secondary conduct of

litigation and not the underlying primary conduct of

the parties.

In other words, if what they did was illegal
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before, it doesn't matter that it's the CFPB that is

now enforcing it.

JUDGE McKENNA: Let me ask you a question: Is

there contained in the statute, the regulations or the

caselaw that the fact that people were charged above

the TILA box that there is strict liability?

MS. WEINBERG: The only case that I know that

is directly on point is FTC versus AMG.

JUDGE McKENNA: And the answer to my question

is?

MS. WEINBERG: I am trying to recall now

whether the individual was held liable in that case

and I cannot remember if that was an issue in that

case. But we will certainly brief that in our

post-trial briefing.

JUDGE McKENNA: You can look at NOAA caselaw

on strict liability. It has some interesting

application.

MS. WEINBERG: For my final point and my

remaining minute or whatever it is that I have left.

I just want to return to RCC's because I think it's

interesting, there is no dispute that Respondents used

RCC's. And there is no dispute as to when they used

them.

They used them specifically when consumers had
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affirmatively told the company through their

revocation of the ACH authorization, that they were

not authorizing the company to take any more money

from their accounts. The company knew that. Yet they

used this mechanism to take money from consumers under

those circumstances.

And I think it's instructive given the

extremity of the remedy that they were invoking on

their own behalf, to look at how they disclosed this

remedy to consumers. There is no headings in the loan

agreement that point to this. There is no bold

language that points to this. It's not front and

center on any page. It's not even near where any

consumer signed. Instead, it's part of a sentence in

the middle of a paragraph pertaining to something else

in language which is unclear, to be generous.

Under these circumstances, we think that the

use of RCC's was unfair. What we have to show for

unfairness was a substantial injury. And here

consumers lost funds when they thought that they had

protected themselves from revoking the ACH

authorization. It was not reasonably avoidable. And

there were no benefits.

Thank you, Your Honor.

JUDGE McKENNA: All right. We will stand
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adjourned. I will wait to receive paper. I

understand that counsel when they get a hard copy of

the transcript will try and work out any deletions.

How long will you need to file a motion to

correct the transcript?

MS. BAKER: For Mr. Baressi?

JUDGE McKENNA: Everybody, everything.

MS. BAKER: Oh, for everything or just for --

well, for Mr. Baressi, we would ask for -- we can

probably file an opening brief on that within three

days of receiving the transcript. In terms of

correcting the transcript.

JUDGE McKENNA: Well, I don't think that's

going to be necessary unless -- there are two avenues

here: One is just to get rid of some particular

sentences that you had -- question and answer that you

had talked about. That's number one. And I think

that that can be handled between counsel.

The second thing is the motion to strike the

entire testimony direct and cross, that's a separate

issue and you can put that in your brief.

MS. BAKER: Thank you, Your Honor.

JUDGE McKENNA: Rather than make it a separate

item but as to the sentence, let me know early.

MS. BAKER: We will, Your Honor, thank you.
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JUDGE McKENNA: All right. And how long are

you going to need for a motion to correct the entire

transcript?

MS. BAKER: We can -- I'm going to propose

Mr. Wheeler and I maybe go back to our office and talk

about this and apprise the Court. I mean, I don't

have a sense of how long that transcript is going to

be.

MR. WHEELER: Yeah, do we have any sense of

how long the transcript will take?

JUDGE McKENNA: All right, well, see the deal

here is that we have deadlines.

I have deadlines. So I have to put

corresponding deadlines on you, and my general

inclination in watching the administrative process and

the deadline on regulations historically was manana,

and that is under the assumption that somebody was

trying to do their due diligence and get it done as

fast as they could get it done.

So the regulations require that I have to give

the director notice if I'm not going to be able to get

my decision out within 300 days from assignment.

So I'm going to try and do it right before

doing it fast.

MR. WHEELER: I appreciate that, Your Honor.
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MS. BAKER: For correcting the transcript

assuming we get it in two weeks, would a week after

that for any corrections, and we could probably even

agree to file a join submission to the extent we are

talking about errata sheet type --

JUDGE McKENNA: Yes. Five calendar days.

MS. BAKER: Maybe seven calendar days, would

that be okay, Your Honor? I'm mindful of everyone's

schedules.

Does that work for Mr. Wheeler?

MR. WHEELER: That's fine with me, Your Honor.

JUDGE McKENNA: All right.

Okay. Thank you. Everyone was a pleasure to

interact with for the last three days and I want to

thank you for that.

MR. WHEELER: Thank you, Your Honor.

(The proceedings concluded at 4:30 p.m.)

---
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REPORTER'S CERTIFICATE.

I, Jeannie A. Milio, Registered Professional

Reporter, an Official Court Reporter for the United

States Coast Guard, do hereby certify that I

stenographically recorded the proceedings in Consumer

Financial Protection Bureau versus Integrity Advance,

LLC and James R. Carnes, File No. 2015-CFPB-0029, held

on July 21, 2016, at 9:30 a.m. (ET), at the FERC

Building, 888 First St., N.E., Washington, DC, before

the Honorable Parlen L. McKenna.

I further certify that the page numbers III-1

through III-210 constitute an official transcript of

the proceedings as transcribed by me from my

stenographic notes to the within typewritten matter in

a complete and accurate manner.

In witness whereof, I have affixed my signature

this 1st day of September, 2016.

___________________________

Jeannie A. Milio, RPR

Official Court Reporter
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Integrity Advance: Evaluation of Select 

Disclosures in the Loan Agreement 

Report Prepared for the Consumer inanciaJ Protection Bureau 

Manoj Hastak, Ph.D. 

February 11, 2016 

CFPB042520 

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 710 of 811



SUMMARY OF QUALffiCATIONS AND EXPERIENCE 

Credentials and Expertise 

I am a Professor in the Department of Marketing at the Kogod School of Business, 

American University, in Washington, D.C. I have been a faculty member at American 

University for twenty-six (26) years, and served as chair of the :Marketing Department between 

2001 and 2004. During my academic career, I have-taught undergraduate and graduate courses 

in principles of marketing, consumer behavior, consumer information processing, advertising 

and promotion management, and database marketing. My curriculum vitae, included in 

Appendix A, contains a complete description of my professional background and publications. 

I received my Ph.D. in Business Administration from the Pennsylvania State University 

in 1984. I also have a Masters in.Business Administration from the Indian Institute of 

Management (Ahmed.abad, India) and a B~helor of Science degree, with a concentration in 

Physics and Mathematics, from the Birlalnstitute of Technology and Science (Pilani, India). 

I have published extens1vely in scholarly marketing publications including the Journal of 

Consumer Research, Journal of Public Policy & Marketing, Journal of Advertising, Journal of 

Business Research. and Psychology & Marketing. I am a two-time recipient (2003 and 2011) of 

the Thomas C. Kinnear award for the best article published in the Journal qf Public Policy & 

Marketing over a three-year period. I am an Associate Editor of the Journal of Public Policy & 

Marketing, and a former member-of the editorial board of the journal Psychology & Marketing. I 

have served as organizer and chair for numerous prestigious academic conferences including the 

Marketing and Public Policy Conference (2007) and the Society for Consumer Psychology 

Conference (1999). T have served as a reviewer for a number of peer-review journals including 

Jou.ma! of Consumer Research, Journal of Public Policy &Marketing, Journal of Advertising. 
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and Journal of Marketing Resean:h. In addition I have given numerous presentations on topics 

relating to consumer perception and comprehension of advertising and marketing 

communications at national and international conferences as well as for regulatory agencies such 

as the Federal Trade Commission. 

I have served as a consultant on consumer information processing, advertising 

communication, deceptive advertising and labeling, and research methodology issues for a 

number of federal agencies (e.g.~ the Federal Trade Commission, the U.S. Department of Justice. 

the Food and Drug Administration, the Department of Housing and Urban Development, the 

Consumer Financial Protection Bureau, and 1he Bureau of Alcoho~ Tobacco, and Firearms) as 

weU as for several law firms. 1n these capacities, I have developed and conducted nwnerous 

consumer research studies designed to assess consumer reactions to, perceptions of, and 

experiences with advertisements and other promotional materials. Many of these studies have 

dealt with the communication effects of disclosures and disclaimers in advertising and 

promotional material. 

Based on my knowledge, experience, education, and 1rainin& I consider myself to be an 

expert in marketing researc~ in consumer behavior, in consumer response to advertising and 

other promotional materials, and in measuring advertising deception. 

Prior Testimony 

Within the last four years, I have testified as an expert at trial or by deposition .in the 

following matters: 

FTC and State a/Colorado v. Dalbey et al. Civil Action No, 11-cv-1396-RBJ-K.LM. 

Deposition, April 30, 2013 
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Compensation 

For my work in this case, I am being compensated at the rate of$4~perhour. My 

compensation is not contingent on the outcome of the case. 

Materials Considered Jn Forming Opinions 

The list of materials that I have considered in forming my opinion is contained in 

AppendixD. 

Opinion 

Integrity Advance is a company that originated payday loans in amounts ranging from 

$100 through $ 1 000 to borrowers. The company relied on lead generators to help it secure 

loan applications from potential customers. lf an application was approved, Integrity 

Advance directed the borrower (via a caJI or e-mail) to its website to read and sign the Loan 

Agreement. The Loan Agreem,ent was a multi-page (approximately 9 page) document that 

laid out the terms and cond.itions of the loan, ACH authorization, and arbitration agreement. 

Once the Loan Agreement was signed (electronically), the company deposited funds into the 

customer's account and generally e-mailed a copy of the Loan Agreement document. 

In this report, l analyze the Loan Agreement document that Integrity Advance 

customers read and signed onJine and that was later generally provided to them via e-mail. 

My analysis focuses on two similar versions oftbe Loan Agreement (Fonn #2) used by 

Integrity Advance between May 2008 and December 2012. Appendices B and C contain 

copies of these loan documents as issued to actual consumers. The documents are labeled 

Version A and Version B. My analysis is centered on version A, but l discuss differences 

4 
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between the two versions BB appropriate, Note that the differences between the two versions 

are small and my conclusions apply to both versions. 

In particular J address three issues: 

(J) The Troth in Lending C "TIL") disclosure in th Loan Agreement specifies finance charges 

and a total payment amount under the assumption th.at the loan would be paid in full on the 

(first) payment due date. Subsequent disclosures in the Loan Agreement indicate that there is 

also an option to "renew" the loan and pay over time. How clearly does the Loan Agreement 

document disclose that costs (fees and charge ) associated with the loan are significantly 

higher if borrowers renew the loan {either actively or by default) rather than paying it off in 

full? 

(2) The Loan Agreement states that borrowers should affirmatively infono Integrity Advance 

whether they intend to renew their loan or pay it off in full at least 3 business days prior to 

the payment due date. Failure to contact Integrity Advance leads to automatic renewal of the 

loan with associated (higher) fees and charges. Stated differently, the default option is 

renewal of the loan. What is the effect of this default option on borrower choice { either active 

or implicit)? 

(3) The ACH authorization (included as a part of the Loan Agreement) allows Integrity 

Advance to create remotely a-eated checks and use these to debit borrower accounts. How 

clearly is this provision disclosed to borrowers? 

Issue #1: The Loan Cost Disclosures 

Key cost-related disclosures were presented in the Loan Agreement in five locations: 

5 
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(a) the TTL box (including some information presented right below the TIL box) on page 1 of 

the Loan Agreement (Poan 2), (b) three paragraphs presented right after this infonnatio~ (c) 

a section labeled " pecial Notice'' starting on approximately page 3 of the Loan Agreemen~ 

(d) a section entitled "Schedule of Charges and Fees" presented right after the section labeled 

"Special oticc" and (e) three paragraphs (marked as (a), (b), and (c)) starting 

approximately on page 5 in a section labeled "ACH Authorization Fonn 2b''. 

' 
Near the top of the first page, the Loan Agreement showed the Truth in Lending 

disclosures for the loan followed by some additional information. For ex.ample, the Loan 

Agreement in Appendix B showed the following: 

FEDERAL TRlTMI tN U:ND1 G DlSCLOSUR&l 

ANNUALPnRCENTACI f'INANC£ CQARGE KATE Aa11m11t Pln111Wld Tobi ,rraymcab 

111' dollar am,uat Ole' crtdtt Th, amcaoat c,t' a.•ecUt provided The 8tnOUIII )'H 'tl'II hll~ paid 
Thee ec>Jt .r~<Mtr e'redir •J 1t •Iler yo• ltavt made an 

"~1(.-af.t. wll-:oist10u. to rou or OIi your bdi lllf. p11,11nt111t IS licllllduled. 
• LOIi/ tlSUO $900.IO •a'tt. nn 

YO\lr PayolNtt St.llectute Will bo1 ~ (1) pa,y1nc;DI of5'51.UU dlle un W/lOUS1 (''P(lfffl','Ut t>llc Ot\lC"). 
·~-: You aro givin_g a «Mity illl:fm!st in Ifie-ECHl>CK/AL'H Aue-iza.tion.. 

Prl!fl:l)'IS!tnt: If _you pa.y oft' aiuty, ync win b.e e tilbl to.n ~fiind of the ,mcamt:d pW'bQQ oftht fifllll'ICC ,:)prg,;:, 

l llmln.tioa ot Alll!Ml•t Jintllad! Amounl given ro you dimctll'; SSOU.00 . AmOlftl1 p,ill on Loanl': .30"91171 with llli! S650.II. 

The finance charge shown in the TIL box was calculated under the assumption that the loan 

would be complete] y paid off in a single payment coinciding with the first payday following 

loan origination. 

Immediately below the TIL box, the Loan Agreement provided five sentences (four 

sentences in a box and an additional sentence below). Two of these sentences repeated the 

"Amount Financed,, and the "Total of Payments" shown in the TIT, box. The remaining 
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entences mentioned the ACH authorization, informed the bom,wer ab ut a prepayment 

option, and directed them to terms of the Loan Agreement below for any additional 

information about nonpayment, defau1t. and prepayment refunds1. 

Next, the Loan Agreement contained a series of paragraphs providing additional 

information ab011t payment options and terms and conditions of the Joan. The first three 

paragraphs, which started approximately in the middle oftbe first page of the Loan 

Agreement and continued to near the end of tbat page, contained information intended to 

qualify claims in the TIL box about the loan payment schedule as well as the finance charges: 

P. YMXNT OflTION.S: Yo1 lllm1.Jdcct )'Ollrpl)IIDCUl cpliotJ al IQSf 1hmi (3) blllillac d3yi prior IP your .Pf,ymcnl D11~ Date by 
ccmtl\Oti1'18 Ill Ill CROO) 50.5-<i1173. Atthat lime, you imychoow. • 

(o) Co>'.l(PJJ Ju ~11 : Yoo.I meypay tbeTowof'Payme.ntullowu.bo\'C phl:IAA)I ~d flr1, a:, bfy y01.1t Ion in full. WIien }VU 
MJll!r;t Utl and Hlo10(ms q,IDJ. we will debit ~our Batik AC"COUllt (~flocd b"'°"') f{,rthc Tc 1 u! Pa)'lnellts :plu:! uuy :u:cniccJ tcca, in 
11;1.10tdu,ce wi1b Ibo ACH Amharizioon bflow; Oil 

(ll)~: Yor.tmey rcnc:wl'OUflcm (thlt is, cumd tbc l'IJITIC1'11 e OsU?Gt'yoslomlllttll yo111 est ra-,oat~')byqthOfi!ills 
~ (Q«b1f1'00! ik J\t.«lQDI fm- dz amou1 oflhe F'11Jillla amr,e.. my aii:suod fta. [f)OU choose ,. q,tton, younu::w 
r.y:int11t Due Dam wilt be y(.1.11' ~ h)i .o.c', aad lht test or,11~ 1CnN of6' Lot11 ~ Will c~linuo '° apply. 

A.IJTirREN£WA1.: ltyou !llil roeomnus IOccaiitmyolll PtyOICfl ()JliOa II ldl1(2"o(,3J bvnlc• ~priotlo.111)'hyineD1DH 
Dllte1 rll' 0111m¥1Aic t'llll ro 1~ Ille kan •foll~ fflr'J 1'11)1 D.tte, l.cadi:r ffll)f at!Dnltiai~tmll\ll your lalm as 4ellfflba! under (b) ll1JoR, 
and ae.) oar BanltA.ocoift 0G ihel'11!..mr:nt D1,1c 1)eic OI ·~~ lt>r flit rllllllCC C ■!Id~ ~led J.c•. Ywr !JeW'h),malt 
Due Dale will be row· ext ~ Dafl: ; ad tm real oftbe '!Cm'S aft\111 Lclell Atp9llffllllll W\ condl.UD to apply. You JllU51 ~ lH It 
!cur three (l) lumca• da)'ll pnar t4> rou.r~ hymcat Due 0a Iv~ )QI( paylll80t option £tr the Rcllewal ltycu fail 10 coota::t 
~. or:Olborwlre ftlil 10 P,Y cl» loan in l'IID Oil )-'Ollf' new Paymett D111 D:ate., ,.., rm.y ■u1oa11t.olly ~ tho lom m .tl j'Olll'llm Ply 
D,iic. t Anc-r you, lnltii!l llllll~)'INDI, pi JIIJlj ~in upto fovr (4) Rcnc:wllb, All~~ oftht: lolla AertelllOll tiOOtinuc lo:apply lo 
R.ellewiil$. All R.cllO\Vtls ate ~101-der'ue))l(M.t. U•dor t>cla.MUU IIW1 if )ltJI) quali~t 'ft fflllY aJ.bT yoll aaatc:rln:, 11JUO (tlur 
(4) ~t:11owul:1,. ul111,1 klll>Wa ti 11 •~fiJUf&:lll,I• Qr 11 'rollover~. The Ml outs1etdi11s bala111::r .111111 be dllC upoe w1opl~1km otlltc tam Dlal 
Rcuwa", u11.lcu you q11aH{,- fur Alno-Wertout,. If! described l>c~. 

AUTO-WURKOUT. Unkra ,-.,u coo.« 115 to ~ofmn )'0111' option ftlr PqJllfflt in Full pJ'ior to your Fourdl Ren~ PaJJMlll Dae 
Dal.c, )'O"r Imm wlll ·w1omlllicaly bl! pba:r;J inlo J W(rl-ivt P~ l"l~n. Unckrtlte Wosto11t Pilymcnt 'Ptiln, Y~· Batt Aa:cunl. wm 
11Utom,tlcany be dd!itlld on yonr ray Date' 1hr toorued fiWlllOO cllqcs ptns • JldlciJ!Jl paymct11 C1f SSO.OO, "Un111 all amolllllH111t>d 
h~~r ~ -raid i111\111, Thi$ 4oe. net limit any ufL~J 1ld1w- ri11ht.'I 'lncicr 1bo knm of lh.c Loan Agreement. All W~ut 
Po)'lliv!J1 Jll11» 11l"l.l ~bjoct to undor'I aJiI:m'illl 

Much later in the Loan Agreement> (starting approximately on page 3), a section 

entitled .. Special Notice" was presented: 

1 Version B of the Loan Agreement contained four rather than five) sentences of information 
below the TIL box. Furthermore none of these entences were in a box, and only one 
sentence repeated Amount Financed" and the "Total of Payments•' shown in the TIL box. 
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SP.E<:L\LNOTlCEt 

(J) THIS Wi\.N IS DESJG~ED AS A SR0RT-TBlOJ CAt)H liL<.JW SOLUTION AND NOT Dt..'SIGNED AS A SOLUTION 
FOR LONGER l 'EUI t'l~ANCIAL PROBLEMS. 

42) J.D,OmONAL 'FEU MAY ACCRUE lF THE LOA.~ rs REflNA;IICED OR "ROI.LED OVBR", 

13) CREDIT COll.'ltiEUNC ti~K\'JCES ARE AV All.ABU. TO CONSUUERS WHO AR£ EXPER1£11(CJNC fJNk'\'Cl.t\L 
P1lOBLE)IS. 

BY £NTEIUNG \'0UJl NAME AND TOOAV'S .DA tt AND CI.JCIONG TOE "1 AORErBOTTON BELOW, YOU ARE 
l':LSCTRONIC\LLV SlGllotNG TRE LOAN ACRUMENT ANO AGREEING TO ALL 1l1E TERMS OF THE LOAN 
AGREEMENT. \'OU ALSO ACKNOWU.OGE RE-CE(PT OF A FliLLY COMl'l.£T£D COPV OF THE LOAN 
AGREEMENT A:'IID THE SCREDUL~ OF CJIARCES .\HD fEES BELOW, 

A PA YDAV LOAN IS NOT INTE~DF.D TO M£ET LONG-TERM FINANCIAL NEEDS 

The second item in this section informed borrowers that refinancing the loan could result in 

additional fees. 

Next, a section labeled "Schedule of Charges and Fees" was presented ( on page 3 ). 

This section contained several -fine print paragraphs followed by two tables entitles ''VIP 

Customer Fees" and "Standard Loan Fees": 
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Aceoruinjl a, mo CoffniaU100~ -.:plafion2.20J, Se1: ·oo 1.0, Noli fftty I fumf1b lfl WCl)'~Qll J c_1lPY of 
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and Itel~" >'CJV . -
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tnilu: hnmlwClf. Whf~ il.l'R u ~ fllNleit ~ sic,to Cfflll'lllr lC'lttkn•nd bii~ it ea,ucc:m eompl~todro tlwr.e th111 aic 
lllll lWlll'W or ill imp~ti;>nJ, 

n~o 15 90 IICCCMml M 11P Ii cm4. 11410 niedulod J!OYffle:lllll n ~-c,. thtrc are• ad.diliaMI rec. CIUlll;(d.etllc 11rillbij1~ IIJOl\1mt 
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E 
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18 604.JS'A 130.00 "5,00 $SD.Oil 75.00 = 105.00 1120,00 $18$.00 
11 644.12%. S30.00 $45.00 $60.00 75.00 ,os.oo 120.00 S13&.00 
10 184.31% ~: tt00 S80.00 75,00 105.00 $120.00 S135.DO 
,s 730,00% .co Sfi0.00 75,00 1: t'C,5.00 1120.00 s,as.oo ,, 782.14% S30.00 $CS.DO $60.00 75.00 ,os.oo 120.QO 1136.00 
13 '412.31% == F~ l'AO 

75.00 .00 t105Jl0 St.20.00 135.00 
1:Z n.i.~ 0.00 715.00 .DO 10MO St2.o.oo $138.00 

u 9915.46% 530.00 0.00 ~5.00 .00 rl)5j)O st20.oo St:15.00 
1096.Dffl 830.00 1:s.00 0.00 5 .00 NUIO H!Ul8 1120.00 f136.00 

9 1li!1U7% ~OD ~.00 0.(IO 75,00 119C).00 120.00 1!55..00 
a 1a~1~ $30,011 $45.00 StlQ.00 175,00 590,00 1n&.OO $120.00 $1a6.00 

= tit 
S1:le 
Sa 
$1311 
11!!6 1!16 
1166 
11:!e 
StSD 
$'1:16 
11ee .,. 
$156 
S'ISB 

; 

Finally, a section labeled "ACJI Authorization" was presented on pages 5. 7. The following 

infonnation was presented approximately a third of the way through this section (toward the 

bottom of page 5 : 
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Yov a1sQ a\ltbor~ us to .initiiato 110.ACH deb~ entry to YCJUr Bnnk.A.N:(Rllltr 

(a) far'Ulc ·Total cf Paymenu plus .any accruerl fe~ 011 lhe Paymmt Duo DIC'C, or 011 any subsequllnt Renewal Papnnt Due Date, if you 
L"CPlact us at lea~ three (l) ~slceliS-days prior co wch date and llCI~ Paymmt Optiou (a) 1111he LOM'I Agreement (Pay 111 f\JB): 

(b) fot1h~ Finance-Charg,e plus any accnled foes OIi the Paytneot Dlit Date, or 01 any $ubs.equil!nt Renewal Pnyment. Due D.aie, ifyou 
tcnlact us al lcaS1 lhn:c (3) busine.~ day» prior ti, n1d1 411:te .111d seleci Pay1nenl Opriot, (bJ 111 rhe Loan Aurcement (IU:N~WAL), or if y 
fail IO CQfflllCl us to conftnn your paymcrt oplion~ 

(c) for 1hc accrued fiGlmcc cbnrges 11nd foes. plU! SS0.00 on .ctMlh l"ay Dale1 a&r the fi)uttll ( 41h) Renewal Payment Due D.u, 111.til all 
IIIJloum owed under the Loa11 Apment 111: paid in faJl; and 

(ti) fur: 1ny 1a:roed Returned Payment charp, !lllbjl!d lo the Loan Agt'\l1:1na1•. 

Evaluation of Loan Cost Disclosures 

In this section, I evaluate the disclosures presented in the Loan Agreement that were 

highlighted in the last section. I rely primarily on Federal Trade Commission (FTC) 

guidelines on making disclosures and disclaimers clear and conspicuous in an on-line 

environment (e.g., on-line ads or web pages)2. These guidelines emphasize several key 

factors in assessing the likelihood that a disclosure in a document or promotional material 

will be noticed and comprehended by readers. These factors include: (a) Prominence 

( whether the disclosure is prominent enough for borrowers to notice it and read it)~ (b) 

2 The FfC first issued written guidance for on-line disclosures in 2000 and recently updated it 
in 2013. See Federal Trade Commission (2013), ".com Disclosures: How to Make Effective 
Disclosures in Digital Advertising.'' [available at 
http:i/www.fie.gov/sites/defau1t/files/attachments/press•releases/ftc-staff-revises-online• 
ai:1vertising..(lisclosure--gu1delines/1303Ldotc0mdisclosures.pdf] . The FTC also issued a 
report that dealt (partly) with the -qse of disclosures in negative options plans. See Federal 
Trade Commission (2009), "Negative Options: A Report by the Staff ofFfC's Division of 
Enforcement.'' [Available at 
http://v.ww ftc.gov/s1tes/pefault/fi1es/docmne11ts/reports/negative-options-federal-trade
commissfon-workshop-analyzing-negative-opti n-marketi1 g-report
staff/p064202negativeoptionreport.pdf.] For peer-reviewed articles that discuss application of 
the FTC guidelines to off~line and on-line disclosures, see Hastak (2004), and Hoy and Lwin 
(2007). The FTC has also held and continues to bold mnnerous workshops around the 
country that emphasize the importance of clear and oonspicuous disclosures (see Hoy and 
Lwin 2007 for details). Note that my analysis is applicable regardless of whether borrowers 
encounter the Loan Agreement in an on-line or off-line environment. 
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Placetnent (whether the disclosure is presented in an area where consumers are likely to 

look); (c) Proximity (whether the disclosure is located in close proximity to the claim being 

qualified); (d) Avoid.ability (whether specific techniques have been used ta increase the 

likelihood that consumers will look at the disclosure); (e) Clarity (whether the disclosure is 

presented in easy to understand language); and (t) Repetition (whether the disclosure is 

repeated to increase tbe likelihood of exposure). 

(a) Prominence 

The TIL box and the disclosures presented in the box are quite prominent. The 

headline above the TU, box is in bold upper case and in very large font. All four headlines 

within the box are bolded. Two of these headlines are in uppercase font that is larger than 

other text on the page while two headlines are in lower case font that is as large as other text 

on the page. In addition, the box makes this information stand out making it likely borrowers 

will attend to it and process it. Finally, the two sentences below the TIL box that repeat the 

'"Amowit Financed" and .. Total of Payments" shown in the TIL box also have key terms and 

dollar amounts bolded to enhance prominence3• 

The cost disclosures in the three qualifying disclosure paragraphs are far less 

prominent. Specific mentions of cost terms (total payment, accrued fees, finance charges, and 

principal payment) are buried in the text contained in each of the three paragraphs .in regular 

font size. Furthennore, the fact that the three disclosure paragraphs are a part of a long series 

:Version B of the Loa.11 Agreement has one sentence (rather than two) that repeats ''Amount 
Financed" and the "Total of Payments" shown in the TIL box, and key terms and dollar 
amounts are not bolded. 
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( over a dozen) of similat looking disclosure paragraphs in the Loan Agreement detracts from 

their prominence and hence the prominence of disclosures embedded within. the paragraphs. 

The sentence on "additional fees" in the section labeled "Special Notice" is in bold 

upper case font thus increasing its prominence. Unfortunately, this sentence is placed aroo.ng 

several sentences (approximately a half page) that are all presented in uppetcase bold font, 

and this decreases its prominence and n.oticeability. 

The section entitled "Schedule of Charges and Fees'' has a prominent heading in bold 

upper case and large font. Unfortunately, the heading comes at the end of approximately half 

a page of text th.at is all bold uppercase and large font, and this detracts from the prominence 

of the headline. Immediately following the heading is approximately half a page of text with 

references to cost-related concepts (APR, set up fees, additional fees, etc.) in small print that 

is not very prominent. Finally, there are two tables entitled ''VJP Customer Fees" and 

''Standard Loan Fees." These titles are underlined and in uppercase thus increasing their 

prominence. The entries in the tables are in a font similar to the font used in much of the 

document. The top row of each table and the first two columns (labeled '1Days" and "APR") 

are bolded making them stand out from the rest of the table. 

Finally, theinfonnation pr~sented in the section labeled ''ACH Autherization" is not 

at all presented in a way to make it prominent. h blends into the presentation of other 

ioformation in the sectioIL 

(b) Plaeement 

The TIL box ( and following sentences) is placed near the top of the first page of the 
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Loan Agreement. The three qualifying disclosure paragraphs are positioned in the bottom 

half of the .first page. This less advantageous placements suggests that the qualifying 

paragraphs are less likely to be noticed and read than the Til., disclosures. The sentence on 

''additional fees," the section entitled "Schedule of Charges and Fees," and the information 

presented in the section labeled "ACH Authorization" all enjoy an even Jess favorable 

placement, appearing on pages 3-5 (approximately) of the Loan Agreement. 

( c) Proximity 

Since the cost infounation in the three disclosure paragraphs and in the section 

entitled "Schedule of Charges and Fees" is intended to qualify the statements made in the 

TIL box about finance charges and total payments, it is important that this information is 

placed in close proximity to the TIL box and 'linked' to the cost statements therein. 

Unfortunately, the three paragraphs are separated from the TIL box by the four or :five 

statements that take up almost a third of the page, while the sentence on "arlditional feest the 

section entitled "Schedule of Charges and Fees," and the information presented in the section 

labeled "ACH Authorization" are all separated from the TIL box by several pages and 

multiple unrelated disclosures. More importantly, there is nothing in the document to show a 

'connection' between cost information presented in the TIL box and the cost-related tenns 

embedded in the three disclosure paragraphs or presented in any of the other disclosures. For 

example, a statement right below the TIL box indicating that the total payments and finance 

charges will be significantly higher if the "Renewal" option is selected and pointing to the 

"Payment Options" paragraph below (along with improving the clarity of this paragraph) 
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would help borrowers 'link' the information in the TIL box with the qualifying information 

that follows. There is nothing in the Loan Agreement that ties the disclosures 1o the claims 

they are supposed. to qualify. 

(d) Avoidability 

When borrowers first read the Loan Agreement online, they are required to initial at 

several places to indicate their agreement with sections of the agreement and also -Sign on the 

last page of the agreement. Having borrowers initial in several places increases the likelihood 

that they notice and read more of the agreement than would happen otherwise. However, the 

first time borrowers are asked to sign the Loan Agreement is on page 4. This is after the 

section on "Schedule of Charges and Fees" and well after the sentence on "additional fees/' 

and the cost disclosures in the TIL box and the following disclosure paragraphs. The second 

time borrowers are asked to sign (initial) is on page 6 part way through the section on ACH 

authorization, and almost half a page after the cost information presented in this section. 

Thus, it is unlikely that having borrowers initial/sign the Loan Agreement in multiple places 

would significantly increase their attention to key disclosures related to the cost of the loan. 

(e) Cla1ity 

The TIL disclosure box provides in.formation on the APR, finance charge, amount 

financed, and total payments. The finance charge, amount financed, and total payments are 

presented in relatively simple, easy to understand language, and are likely to be 

comprehended by borrowers who notice and attend to this information. The one potential for 

confusion occurs in the way information about ''Total of Payments'' is explained. The 
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sentence under this heading says: ''The amount you would ~ave paid after you have made aD 

payments as scheduled." However~ the payment schedule associated with the total payment 

stated in the TIL box involves a single payment and not multiple payments. Thus borrowers 

could incorrectly comprehend that they could make multiple payments and till only be 

~onsib1e for the total payment amount provided in the TIL box. 

The amount financed and the total of payments are also presented quite clearly in the 

two sentences (one sentence for Version B of the Loan Agreement) that follow the TILbox, 

although the terms u -ed to describe them are different (''Amount Financed" is referred to as 

''Amount gjven to you directly," and "Total f Payments" is referred to as' Amount paid on 

Loan #:xx'XXJUU{_ with us"). 

The three qualifying disclosure paragraphs tell borrowers that they must choose 

between two payment options (~'payment in full ' or "renewal'") at least three business days 

prior to their due date. Borrowers are further told th.at under the "payment in full" option. 

their bank account wouJd be debited for 1' ••• the Total of Payments plus any accrued fees ... ," 

whiJ e under the ''Renewal" or O Auto-Renewal" options their bank account would be debited 

•• . .. for the amount of the finance charge plus a11y accrued fees," and under the "Auto

Workout" option their bank: account would be debited " ... for accrued finance charges plus a 

principle payment of SO, until all amounts owed hereunder are paid in full. The 

presumption appears o be that borrowers wouJd aut.om.atically recognize that they would 

face additional finance charges under the "Renewal/ Auto-Renewal/ Auto-Workouf' options 

and thus the total c.ost of the loan would be higher than what is indicated in the TIL box, but 
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this is not made explicitly clear to them. 

The last sentence in the first qll&ifying paragraph {under the "Renewal'' option) adds 

to the potential for miscommunication and confusion. It states: "If you choose this option, 

your new Payment Due Date will be your next pay date, and the rest of the terms of the Loan 

Agreement will continue to apply." Borrowers reading this language could reasonably 

assmne that '~est of the terms" refers to the total payment and cost infonnaticm provided in 

the TlL box. In other words, borrowers could incorrectly infer that choosing this option does 

not change their total payment amount The potential for making this faulty inference is 

further exacerbated by language used in the TIL disclosure bo~ under the heading "Total of 

Payments." The sentence under this heading says: "The amount you would have paid after 

you have made all payments as scheduled." By1JSing the plural {payments) rather than the 

singular (payment), this language could reinforce the take-away that total payments remain 

the same even if multiple payments under the "renewal" option are selected. 

The second qualifying disclosure paragraph {captioned "Auto-Renewal") teUs 

borrowers that if they fail to choose between the Hpayment in full" or "renewal" options 

outlined in the first qualifying disclosure, they may be automatically assigned to the 

"renewal" option. Again, however, by repeating the phrase " ... rest of the terms of the Loan 

A~ent will continue to apply'' and another similar phrase: "All terms of the Loan 

Agreement continue to apply to Renewals" without alerting borrowers to potential changes in 

their total payments, the disclosure may reinforce the take-away that total payments remain 

as specified in the TIL box. 
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The third qualifying disclosure paragraph ( captioned "Auto-Workout") tells 

borrowers what would happen after four loan renewals. However, as with the first and second 

qualifying disclosure paragraphs, there is no specific language to indicate that. the tot.al 

payments due on the loan increase with each renewal until the entire principle has been paid 

back. 

In sum, the three qualifying disclosure paragraphs do not clearly explain the 

implications ofloan ·renewal for the total cost and total loan payments. To the contrary, by 

repeatedly emphasizing that "the rest of the tenns of the Loan Agreement will continue to 

apply,., the disclosures may reinforce the take-away that their total payments would be as 

indicated in the TIL disclosure box. 

The sentence on "additional fees" in the section labeled ''Special Notice1
' states that 

the borrower may be responsible for additional fees if the loan is refinanced or rolled over. 

This sentence has the potential to signal to bom,wers that refinancing the loan may result in 

additional costs. Note, however, that no informaticm is provided about the amount of these 

additiona1 charges, so its utility is limited. Also, by stating that additional fees 'may 

accrue ... " rather than •win accrue ... ,' the sentence introduces unnecessary ambiguity about 

whether or not additional costs will be incurred by the borrower. 

The section entitled "Schedule of Charges and Fees'' has two tables entitled '-'VIP 

Customer Fees" and .. Standard Loan Fees1
' that appear, at first glance, to provide concrete 

information on how fees and other charges vary as a function ofloan amount and duration. 

Unfortunately, the fofonnation in these tables is confusing and is not accompanied by any 
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text that would help the reader understand its implications. The tables provide APRs for 

different loan amounts for loans from 8 to 23 days in duration. It shows that the APR is 

higher for a loan of shorter duration. A consmner might understand this table to suggest that 

the longer that they have a loan, the less expensive it is - an incorrect inference. Rather, the 

figures appear to be based upon single payment loans. My understanding is that most 

consumers did not 'have such loans. In sum, it is not clear what the data in these tables are 

and how they relate to loan costs based on different repayment scbedu]es. 

Finally, the information presented in the section labeled "ACH Authorization" repeats 

some of the information presented earlier in the three qualifying paragraphs that immediately 

follow the TIL box. Specifically, borrowers are told that they are authorizing Integrity 

Advance to initiate ACH debit entries for the total of payments and any accrued fees, or the 

finance chm:ges plus any accrued fees, or the finance charges plus fees plus $50 depending on 

their particular choice/situation (i.e., uPayment -in Full'' vs. "Renewal/Auto-Renewal" vs. 

"Auto-Workout''), and that the ACH debits would -continue until all amowits owed under the 

Loan Agreement are paid in full. Again, the presumption appears to be that borrowers- would 

automatically recognize that they wo.uld face additional finance charges under the 
I 

"Renewal/Auto~Renewal/Auto-Workout'' options and th~s the total cost of the loan would be 

higher than what -is indicated in the TIL box, but this is not made explicitly clear to them. 

(f) Repetition 

The amount financed and total payment amount is presented in the TIL disclosure 

box. and repeatedjust below the box in two .sentences ( one sentence for Version B of the 
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Loan Agreement}. This repetition is likely to increase the likelihood that borrowers will 

notice and read these charges, which are associated with paying off the loan in a single 

payment. 

There i g also some repetition of ideas conveyed in the three qualifying disclosure 

paragraphs. Specifically, the infonnation presented in the section labeled "ACH 

Authorization" repeats some of the information presented earlier in the three qualifying 

paragraphs by re-informing borrowers they may be charged for either the total of payments 

and any accrued fees, or the finance charges plus any accrued fees, or the finance charges 

plus fees plus $50 depending on their particular choice/situation (i.e., "Payment in Full" vs. 

'"Renewal/ Auto-Renewal" vs. "Auto-Workout}. This repetition increases that chances that 

borrowers will notice and process this information. Furth.ermore, the phrase(' .. . rest of the 

terms of the Loan Agreement will ·continue to apply" is first mentioned in the first qualifying 

disclosure paragraph and is repeated twice in the second qualifying disclosure paragraph 

( once with exactly the same language and once more with slightly different language: "All 

terms of the Loan Agreement continue to apply to Renewa1s"). This increases the likelihood 

that borrowers will read and process this information. Unfortunately, as discussed earlier in 

the section on "Clarity", repetition of this idea is likely to mislead borrowers by reinforcing 

the take-away that total payments remain as specified in the TIL box, 

Sum.mazy Assessment of Cost Disclosures 

Overall, tlte disclosures provided in the Loan Agreement do not communicate to 

borrowers in a clear and conspicuous manner that costs (fees and charges) associated with 
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their loan would be significantly higher if they renew the loan (either actively or by default) 

rather than paying it off in full . 

The cost information in the three qualifying disclosure paragraphs is not very 

prominent. Furtbennore, the disclosures are not placed close to the TIL disclosure that they 

are supposed to qualify, and there is nothing to indicate to the reader that there is a 

' connection' between the disclosures. FinaJly, the qualifying disclosures are not clear in 

communicating to borrowers t,hat choosing the "Renewal" option will lead to higher costs 

than those. stated in the TIL disclosure box. On the contrary, the phrase" ... rest of the tenns 

oftbe Loan Agreement wit1 continue to apply' which is_ repeated in the first and second 

qualifying disclosures could easily communicate to borrowers instead that loan costs and 

total payments for the ''Renewal'' option are as stated and emphasized in the TIL box. 

The sentence on "additional fees" in the section labeled ''Special Notice" has the 

potential to communicate that the borrower ·may be responsible for additional fees if the loan 

is refinanced. Unfortunately, the poor prominence and placement of this sentence and its Jack 

of proximity to the TIL box suggests that it will not be very effective in qualifying the cost 

information presented in the TIL box. Additionally, as I have previously noted, this section 

states that such fees "may accrue" not that they will necessarily accrue. 

The section entitled "Schedule of Charges and Fees" also does not provide cost 

infonnation associated with the ''Renewal" option in a clear and conspicuous manner 

(assuming it does contain this infonnation). The section is placed towards the middle of a 

lengthy, dense document, and .there is nothing to indicate that the information presented.in 
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the section is related to Ot' qualifies the payment and cost information presented in the TIL 

box. Perhaps most importantly, the information in the two tables presented here is difficult to 

comprehend, and has the potential to suggest incorrect inferences. 

Finally, while the information presented in the section Jabeled "ACH Authorization" 

repeats some of the infurmation presented earlier in the three qualifying ·paragraphs., it suffers 

from lack of prominence: placement, proximity~ and clarity. 

Issue #2: Default Option 

As written, the Integrity Advance Loan Agreement envisions two repayment 

scenarios: consumers can pay off their loan in full on the first date it is due; or they can 

renew it (up to four times) and then proceed with the work out option. Additionally, the 

agreement states that borrowers must affirmatively inform Integrity Advance about their 

choice (via a phone call) at least 3 business days prior to the payment due date. Failure to 

contact Integrity Advance typically leads to automatic renewal of the loan with associated 

(higher) fees and charges. Stated differently, the default option is renewal of the loan. 

Defaults have a significant and large impact on behavior. Given a choice between two 

options, people often moose to do nothing andJ1ence get assigned to the default option. 

Consequently, changing the default option significantly affects choice outcomes. Default 

effects have been studied and documented in a variety of contexts including organ donation, 

enrollment in 401(K.) ,plans, and renewal of gym memberships.4 

"See, for example~ Della Vigna, Stefano and Ulrike Malmendier (2006), ''Paying Not to Go to 
the Gym," American Economic Review, 96 (3), 694-719; Johnson, Eric J. and Daniel G,. 
Goldstein (2003), "Do Defaults Save Lives?" Science, 302 (5649)t 1338-39; Madrian, 
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There are two implications of this literature to the present situation. First, since 

"renewal'' (as opposed to '1)ayment in full") was the default option in the Loan Agreement, 

nc would expect a large proportion of borrowers to end up with this option, but this would 

not necessarily mean that many or most of them chose the option actively. Second, since the 

majority of consumers did end up with the default option, the TIL disclosure that Integrity 

Advance provided to them was inaccurate. A better approach to facilitate consumer 

understanding might be to communicate clearly to borrowers upfront (near, or as a part of the 

TIL disclosure) that their costs and total payment amounts would vary depending on how 

many times they renewed the loan, and to present charges and total payments under several 

cenario ( e.g., paymenl in full, 2 renewals, 4 renewals+ auto workout). 5 By presenting this 

information early on and emphasizing the fact that borrowers have a cho1ce, the Loan 

Agreement would be providing important information in o unified manner rather than in a 

fragmented manner (in the TIL box and later in qualifying disclo w-es), and would thus 

increase the likelihood that borrowers would comprehend the loan terms and their choices. 

Issue #3: The Agreement for Remotely Created Checks 

Starting at approximately page 5, the Loan Agreement docwnent co_ntains a section 

entitled "ACH Authorization." This section is about 2 pages long. The main purpose of the 

Brigitte C. and Dennis F. Shea (2001), "The Power of Suggestion: Inertia in 401 (k) 
Participation and Savings Behavior,'' Quarterly Jaunzal of Economics, l 16 ( 4), 1149-87 ; and 
Smi~ N. Craig, Daniel 0. GoJdstein, and Eric J. Johnson (2013), "Choice Without 
Awareness: BthicaJ and Policy Implications of Defaults, 1 Journal of Public Policy & 
Marketing 32 (2). 159-172. 
s The intent here is not to indicate what woald be compliant under TILA, but rather what 
would make the disclosures easier for consumers to understand and better reflect reality. 
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section appears to be to receive authorization from the borrower for Integrity Advance to 

withdraw funds from the borrower's bank account in amounts and at times as agreed to in the 

Loan Agreemen . However. a paragraph that appears approximately half-way through this 

section (at the bottom of page 5), grants Integrity Advance powers that are separate and 

distinct from their ability to utilize ACH withdrawals: 

You •111~¥\ll.l_Mi may ~llitiale ,-debtlf.l'IIIY lorlhe samo wWilt lftbc ACR i:lditaitry1t.lslwfi.<lltd4r fJ\\Ytll!n i1.rcbUMd fat•l' 
l'J.ll501L 'Tho ACH At!lhcrirM1:i»~ fcdb in ch,::1-oiln Agrllil111Q1t1111r •o• 111u110 full ron;:ca:nd ~ fwlhistralUIIC'lio• unq) :rvu 
ind«bttdaae&1 IO 11• for tbll Tulnl d~o:ias-.. lllli• any i,tw char;ct c,r (~s hsGurnid 111114-:ribod In die Lo111 Avecncnt. ia nilly 
atislled .. Yw l'llil>' QIII)'. n;vlllce Ilic, ~ .~tic,111 by caniiolll'Js dlrllctly, If:,011 revoke yaur 1ulh~i?lt100, YfM! ~ tQ provide 
H with. I.D'1Cber fijrm of ~ ••cetlllble IO'US llld JQll irulh«iu IIS 101'11Plirlt liM1 tllbrd ODtot UXlRI' cbeek• dtaWl1 Oil Your Bok 
A..,;1111111 w It.ma m~ 11111WDlli •rv WIIICf Ii.I Uli m:li:r w ~a Aarcermmt. 

This portion of the paragraph authorizes Integrity Advance to create remotely created 

checks and use these to debit borrower accounts in the instance that the borrower blocks or 

revokes ACH authorization ( e.g., by instructions to their bank). 

Evaluation of The Agreement for Remotely Created Checks 

I evaluate the paragraph shown above from the ACH authorization (giving Integrity 

Advance pennis ion to create remotely created checks and use these to debit borrower 

accounts) using the ITC guidelines on making disclosures and disclaimers clear and 

conspicuous. As noted earlier, these guidelines emphasize several key factors in assessing the 

likelihood that a disclosure will be noticed and comprehended by readers: (a) Prominence, 

(b) Clarity, (c) Proximity, (d) Placement, (e) A oidability, and(f) Repetition. 

(a) Prominence 

The title for the section on ACH authori:1.ation is in bold upper case and lar.ge foot. In 

additio~ there is a line in bold uppercase I arge foot that says ._READ VERY CAREFULLY 

BEFORE INITIALING OR SIGNING. ' This statement plus the bold headline is likely to 
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draw attention to the section on ACH authorization. Unfortunately, tht? paragraph of focal 

interest here is not presented in a prominent manner - it appears in normal font, 'blends' with. 

other text, and is buried in the middle of the (2 page) section. 

(b) Placement 

The section on ACH authorization is placed after four pages of a very dense 

document. Furthennore, the paragraph of interest is placed towards the middle of the 2-page 

section making it even less conspicuous than information placed near the (relatively 

prominent) title of the section. 

(c) Proximity 

Since the paragraph of interest is not intended to directly qualify a claim or 

statement made elsewhere in the docwnent, proximity is not relevant to my analysis. 

( d) A voidability 

Borrowers are reqllired to sign approximately half way through the section on ACH 

authoriz.ation. Having borrowers sign increases the likelihood that they might read more of 

the information in the section than would happen otherwise. Unfortunately, the signature 

comes almost a trurd of a page after the key paragraph. Asking borrowers to initial or sign 

right after the key paragraph would have been a more effective strategy for increasing the 

likelihood that they might notice and read the information therein. 

( e) Rg,etition 

The information presented in the paragraph of interest is not repeated elsewhere in the 

Loan Agreement document 

24 
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(f) Clarity 

The following statement is included towards the end of the paragraph of interest: ''If 

you revoke your authorizati~ you agree to provide us with another form of payment 

acceptable to us and you authorize us to prepare and submit one or more checks drawn on 

Your Bank AccoWlt so long as amounts are owed to us under the Loan Agreement." For 

consumers who already understand how remotely created checks work, this statement seems 

fairly clear. However, for consumers who do not understand this (and that may be the 

majority of consumers), this statement fails to explain either that the company could write 

these checks without notifying the consumer when they create such checks or that they could 

do so without the consumer's signature. Further, that sentence ends with the phrase: " .. . so 

long as amounts are owed to us under the Loan Agreement." As noted earlier, borrowers 

could reasonably read this as referring to the "Total of Payments" specified in the TU. box 

rm-lier in the Loan Agreement This interpretation may be further reinforced by the sentence 

included towards the beginni~ of the paragraph: '"The ACH Authomations set forth in the 

Loan Agreement are to remain in full force and effect for this transaction until your 

'indebtedness to us fo:r the Total of Payments, plus any other charges or fees incurred and 

descnl>ed in the Loan Agreement, is fully satisfied." Consequently, even ifoorrowers happen 

to notice end read this paragraph, they could come away with the impression that the ACH 

authorization (as well as the authorization to remotely create and submit checks) is only in 

force until the "Total of Payments" specified in the TJL box have been made. 

2S 
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Summai:x A!l~SSl)$llt of Au¢9riza.tionJQ._Create.Remgtely Createg_«:hecks 

In my opinion, the paragraph (in the ACH Authorization) that seeks authority for 

Integrity Advance to create remotely created checks and use these to debit borrower accounts 

is neither clear nor conspicuous, aod is unlikely to be noticed, read, or correctly understood 

by borrowers. Specifically, it is placed inconspicuously in a section that follows five pages of 

dense text, the central idea of the paragraph is not repeated elsewhere, and the language in 

the paragraph has the potential 10 confuse and misdirect borrowers rather than illuminate 

them. 

Executed on this 11th day of February, 2016 

Manoj Hastak, Ph.D. 
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Office Address: 
Department of Marketing 
Kogod School of Business 
American University 
Washington DC 20016-8044 
(202) 885-1973 
mhastak@am mean. u 

Education: 

CURRICULUM VITAE 
Manoj Bastak 

December 2015 

1984: Doctor of Philosophy in Business Administration, PennsyJvania State University. 
Minors in Statistics and Social/Cognitive Psychology. 

1977: Master of Business Administration.1 Indian Institute of Management, Ahmedabad 
(India). 

1975: Bachelor of Science, Birla Institute of Technology and Science, Pilani (India). 
Concentration in Physics and Mathemati~. 

Academic Positions: 

Current Professor of Marketing, Kogod School of Business, American University, 
Washington D.C. 

2001- 2004 Chair, Department of Marketing, Kogod School of Business, American University 

1995- 1996 Visiting Scholar, Federal Trade Commission, Bmeau of Consumer 
Protection, Division of Advertising Practices, Washington D.C. -

1993-2010 Associate Professor of Marketing (with tenure), American University 

1989- 1993 Assistant Professor of Marketing, American University 

1984- 1989 Assistant Professor of Business Adnrinistration, University of illinois at 
Urbana-Champaign 

Consulting Experience: 
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1995- In-house consultant and resident expert at the Federal Trade Commission on cases 
Present and research projects involving deception, ad communication, disclosure, and 

other consumer perception issues. 

Intermittent Consultant to numerous agencies and organizations on research projects on 
product advertising and labeling issues such as deceptive advertising, 
corrective advertisin& advertising disclosures, and conswner comprehension of 
health, nutrition, financial and environmental information. Clients include the 
Food and Drug Administration, Department of Justice, Bureau of Alcohol, 
Tobacco, and Firearms, Department of Housing and Urban Development, 
CoOBumer Financial Protection Bureau. Future of Privacy Forum, and the Public 
Utilities Commission of the State of Nevada 

Intermittent Consultant/Expert Witness for law firms ill a number of cases involving deceptive 
advertising/labeling, disclosures, and consumer perception issues. 

Peer-Reviewed Publications: 

Hastalc, Manoj and Michael B. Mazis (2014), ''Three Decades of Marketing Academic Input at 
the FTC: Contributions to Research, Policy Making and Litigation," Journal of Public 
Policy & Marketing. 33 (2), pp. 232-243. 

Hastak, Manoj and Dennis Murphy (2013), "Are Tensile Claims in Advertising Deceptive? An 
Empirical Investigation of Energy Savings Claims," in Proceedings of the 2013 
International Conference on Research in Advertising, European Academy of Advertising. 

Pedro Giovanni Leon, Justin Cranshaw, Lorrie Faith Cranor, Jim Graves, Manoj Hastak, Blase 
Ur, and Gu.zi Xu (2012), ''What Do Online Behavioral Advertising Privacy Disclosures 
Communicate to Users? In Proceedings of the 2012 ACM Workshop on Privacy in the 
Electronic Society (WPES '12). 

Garrison, Loretta, Manoj Hast:ak, Jeanne M. Hogarth, Susan l<leimann, and Alan S. Levy (2012), 
"Designing Evidence-Based Disclosures: A Case Study of Financial Privacy Notices," 
Journal of Consumer Affairs, 46 (2), 204-234. (Order of authorship is random. All 
authors contributed equally). 

Hastak~ Manoj (2012), "Changes in Involvement Over Time: lmplicatioDB for Advertising 
lnduced Brand Evaluation Processes," in Proceedings of the 2012 International 

Conference on Research in Advertising, European Academy of Advertising. 

Hastak, Manoj and Michael B. Mazis (2011), "Deception by Implication: A Typology of 
•Truthful but Misleading' Advertising and Labeling Claims,'' Journal of Public Policy & 
Marketing, Volume 30, Number 2, 157-67. 
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Viswanathan, Madhu, ManoJ Hastalc, and Roland Gau (2009), "Understanding and 
Facilitating the Usage of Nutritional Labels by Low-Literate Consumers," Journal of 
Public Policy & Marketing, Volume 28, Number 2, pp 135-145. ((Winner -- Thomas C, 
Kinnear award for the best .article published fo the Journal of Public Policy & Marketing 
for the period 2007-2009. Order of authorship is random. All authors contributed 
equally). 

McCarty, John A., and Manoj Hastak (2007), "Segmentation Appro~cbes m DataMining: A 
Comparison ofRFM, CHAID, and Logistic Regression,'' Journal of Business Research. 
60 (6), pp 566-568. 

Hastak, Maooj (2004), "Regulation of the Rent-to-Own Industry: Implications of the Wisconsin 
Settlement with Rent-A-Center," Journal of Public Policy & Marketing. Volume 23, 
Number 1, pp 89-95. 

McKeman, Signe-Mary, James M. Lacko, and Manoj Hastak (2003), "Empirical Evidence on the 
Determinants of Rent-to-Own Use and Purchase Behavior." Economic Development 
Quarterly, Volume 17, No. 1, pp 33-52. 

Viswanathan, Madhu and Manoj Hastak (2002), "Role of Summary Information in Facilitating 
the Comprehension of Nutrition Information by Consumers," Journal of Public Policy & 
Marketing, Volume 21, No. 2, pp 305-318. (Order of authorship is random. Both authors 
contributed equally). 

Lacko, James M, Signe--Mary McKerna.n and Manoj Hastak (2002), "Customer Experience with 
Rent-to-Own Transactions,'' Journal of Public Policy & Marketing. Volume 21, No.I, pp 
126-138. 

Has~ Manoj, Michael B. Mazis, and Louis A. Morris (200 l ), '"The Role of Conswner Surveys 
in.Public Policy Decision Making." Journal of Public Policy & Marketing. Volume 20, 
No. 2, _pp 170-185. (Winner -- Thomas C, Kinnear award for the best article 
published in the Journal of Public Policy & Marketing for the period 1999-2001 ). 

Mitra, Anusree, Manoj Hastak, Gary T. Ford, and Debra J. Ringold (1999) "Can the 
Educationally Disadvantaged Interpret the FDA-Mandated Nutrition Facts Panel in the 
Presence of an Implied Health Claim?" Journal of Public Policy and Maiketing, Volume 
18, No. 1, pp 106-117. (Order of authorship is random. All authors contributed equally). 

Ford, Gary T., Manoj Hastak, Anusree Mitra, and Debra J. Ringold (1996), "Can Consumers 
Interpret Nutrition Information in the Presence of a Health Claim? A Laboratory 
Investigation," JoumalofPublicPolicyandMarketing, 15 (1), 16-27. (Order of 
authorship is alphabetical. All authors contributed equally). 

Hastak., Manoj and Anusree Mitra (l 996), "Facilitating and Inlnbiting Effects of Brand Cues 
on Recall, Consideration Sets and Choice," Journal of Business Research. Vol. 37, No 
2 (October)J 121-126. (Order of authorship is random. Both authors contributed equally). 
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Morris, Louis A., Manoj Hastak., and Michael H. Mazis (1995}, °Consurner Comprehension of 
Environmental Advertising Claims," Journal of Conswner Affairs> Vol. 29, No 2, 
(Winter), 328-350. 

Park, Jong-Won, and Manoj Hastak (1995), "Efl:ects of lllvolvement on On-Line· Brand 
Evaluations: A stronger Test of the ELM,'' Advances in Consumer Research, Vol. 22, F 
R Kardes and M. Sujan. (eds}, Provo, Utah: Association for Consumer Research, 435-
439. 

Hastak, Manoj, Romana Horst, and Michael B. Mazis (1994), "Consumer Perceptions About and 
Comprehension of Environmental Terms: Evidence From Survey Research Studies," in 
Proceedings of the 1994 Marketing and Public Policy Conference, D. J Ringol-d (oo.), 
Washington D.C., 94-105. 

Park, Jong-Won and Manoj Hastak (1994), ''Memory-Based Product Judgments: Effects of 
Involvement at Encoding and Retrieval," Journal of Consumer Research, 21 (3), 534-547. 

Hastak, Manoj and Sung-Tai Hong (1991 ), "Country-of-Origin Effects on Product Quality 
Judgments; An Information Integration Perspective", Psychology and Marketing, 
VoL 8 (2), 129-143. 

Hast.ak Manoj (1990), "Does Retrospective Thought Measurement Influence Subsequent 
Measures of Cognitive Structure in an Advertising Context?" Journal of Advertising 
Volume 19, Number 3~3-13. 

Hastak, Manoj and Jong-Won Park (1990)., "Mediators of Message Sidedness Effects on 
Cognitive Structure for Involved and Uninvolved Audiences", Adv:ances in Consumer 
Research, Vol. 17, M. E. Goldberg, G. A. Gorn, and R. W . Pollay (eds), Provo, Utah: 
Association for Consumer Research, 329-336. 

Basu, Amiya K. and Manoj Hastak (1990), "Multiattribute Judgments Under Uncertainty: A 
Conjoint Measurement Approach", Advances in Consumer Research, Vol. 17, M. E, 
Goldberg, G. A. Gorn and R. W. Pollay (eds), Provo, Utah: Association for Consumer 
Research, 554-562. 

Hastak, Manoj and Jerry C. Olson (1989), "Assessing the Role of Brand-Related Cognitive 
Responses as Mediators of Communication Effects on Cognitive Structure", Journal of 
Consumer Research, 15 (March), 444-56. 

Hastak., Manoj (1987}, "Role of Unsupported Brand Evaluation Thoughts in the Persuasion 
Process," Psychol?gy andMarketing.. VoJ. 4 (4), 323-37. 

Hastak. Manoj (1986,), ''A Comparison of Cognitive Structure and Cognitive Response 
Approaches for Measuring Advertising Effects on Product Attribute Belief.s," in 
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Proceedings of the Division of Consumer Psychology (AP A), J. G. Saegert ( ed), 
Washington DC, 4-7. 

Raju, P. S. and Manoj Hastak (1983), ''Pre-Trial Cognitive Effects ofCents~OffCoupons," 
Journal of Advertising, Vol. 12 (2), 24-33. 

Rethans, Amo J. and Manoj Hastak (1982), "Representation of Product Hazards in Consumer 
Memory," Advances in Consumer Research: Vol. 9. A. A. Mitchell (ed), Ann Arbor, MI: 
Association for Consumer Research. 487-93. 

Raju, P. S. and Manoj Hastak (1980), ''Consumer Response to Deals: A Discussion of 
Theoretical Perspectives," in Advances in Consumer Research: Vol. 7, J.C. Olson (ed), 
Ann Arbor, MI: Association for Consumer Research, 296-301. 

Wilson, R. Dale, Larry M. Newman, and Manoj Hastak (1979), "On the Validity of Research 
Methods in Consumer Dealing Activity: An Analysis ofTiming Issues," in.1979 AMA 
Educators' Conference Proceedings. N. Beckwith eta.I (eds), Chicago IL: American ~, 
Marketing Associatio~ 41-6. 

Edited Proceedings and Book Chapters: 

HastBk, Manoj, John L. Swasy, and Sonya Grier, eds. (2007), "Meeting Social, Ethical, and 
Regulatory Challenges in the 21st Century." Proceedings of the 2007 Marketing and 
Public Policy Conference, Washington DC, American Marketing Association. 

Hastak, Manoj (2003), .. Marketing: Myth, Reality, and Excess," in Inside the Minds: Textbook 
Marketing. Aspatore Books. 

Viswanathan, Madhu., Larry Com.peal.¾ and Manoj Hastak, eds. (1999), Society for Consumer 
Psychology 1999 Winter Conference Proceedings, St. Petersburg, Florida; Society for 
Consumer Psychology. 

Unpublished Reports and Papers: 

Hastak, Manoj (2012), ''Effects ofExposure·to 'Packages of Several Homeopathic Products on 
Con.sumer Take-Away and Beliefs," report submitted to the Federal Trade Commission, 
Washington D.C. 

Leon, Pedro Giovanni, Justin Cranshaw, Lonie Faith Cranor, Jim Graves, Manoj Hastak, Blase 
Ur, and Guzi Xu (2012), ~'What do Online Behavioral Advertising Disclosures 
Communicate to Usem?'' Carnegie Mellon University CyLab Technical Report# 12-008. 

Hastak, Manoj and Dennis Murphy (2012), "Effects of a Bristol "Windows Advertisement with 
an "Up To" Savings Claim on Consumer Take-Away and Beliefs," report submitted to 
the Federal Trade Commission1 Washington D.C. 
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Hastak, Manoj and Mary Culnan (20 I 0), "'On-line Behavioral Advertising Icon Study," report 
submitted to the Future of Privacy Forum, Washington D.C. 

Levy, Alan and Manoj Hastak (2009), ''Consumer Comprehension of Financial Plivacy Notices," 
report submitted to the inter-agency task force on GLB financial privacy notices (the 
Federal Deposit Insurance Corporation, the Federal Reserve Board, the.Federal Trade 
Commission, the National Credit Union Administration, the Office of the Comptroller of 
the Currency, the Office of Thrift Supervision, and the Securities and Exchange 
Commission). 

Hastak, Manoj and Michael B. Mazis (2004}, '~Effects ofCollS\lmer Testimonials in Weight 
Loss, Dietary Supplement, and Business Opportunity Advertisementst report submitted 
to the Federal Trade Commission, Was.hington D.C. 

Hastak, Manoj (2004), "The Effectiveness of'~Opt-Out'' Disclosures in Pre-Screened Credit card 
Offers," report submitted to the Federal Trade Commission, Washington D.C. 

Hastak, Manoj and Michael B. Mazis (2003), "The Effect of Consumer Te.stitnonials and 
Disclosures on Ad Communication for a Dietary Supplement,'' report submitted to the 
Federal Trade Commission, Washington D.C. 

Lacko, Jam.es M, Signe-Mary McKernan and Manoj Hastak (2000), "A Survey of Rent-to-Own 
Customers," Bureau of Economics Report, Federa1 Trade Commission, Washington D.C. 

Survey Advisor for "Privacy Online: Fair Information Practices in the Electronic Marketplace. A 
Federal Trade Commission Report to Congress," Federal Trade Commission, 
Washington D.C. (1998) 

Hastak, Manoj (1998), ''Energy Company Advertising Study," report submitted to the Public 
Utilities Commission of Nevada, Carson City, NV. 

Hastak, Manoj, Michael B. Mazis, and Jack Kloc (1998), "ATP Wine Labeling Study/' report 
subnritted to the Bureau of Alcohol, Tobacco, and Firearms, Washington D.C. 

Survey Advisor for "Privacy Online: A Report.to Congress," Federal Trade Commi~sion, 
Washington D.C. (1998) 

Hastak, Manoj and Michael B. Mazis (1997); "Consumers' Interpretation of "Recyclable" and 
"Please Recycle" Claims on Product Packages," report submitted to the Federal Trade 
Commission, Washington D.C. 

Hastak., Manoj, Thomas J. Maroni ck, and Michael B. Mazis (1996), "Con_sumers' Interpret~tion 
of Alternative Environmental Claims," report submitted to the Federal Trade 
Commission, Washington D.C. 
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Hastak, Manoj, Romana Horst., and Michael B. Mazis (1992), •rsumrnary and Analysis of 
Consumer Surveys on Environmental Claims in Advertising and Labeling," report 
submitted to the Federal Trade Cornmissio~ Washington D.C. 

Hastak, Manoj (1991 ), "Cognitive Processes Mediating Consumer Judgments in Mixed 
Information Environments." 

Research in Progress: 

.. Clear Discfosure of Infonnation Sharing Practices by Financial Institutions: hnplications for 
Comprehension and Choice," Manuscript Preparation in progress. (With Alan Levy of 
the FDA) 

"Effects of Consumer Testimonials in Advertising on Audience Perceptions of Efficacy and 
Typicality Claims." Manuscript preparation in progress. Target: Journal of Marketing. 
(With Michael Mazis). 

"Developing Mandatory Energy Labels that do not Mislead Consumers: Lessons from Consumer 
Research at the Federal Trade Commission." Manuscript preparation in p.rogress. 
Target: Journal of Public Policy & Marketing. (With James Hilger and Janis Pappalardo 
of the FTC) 

"Effects of Change in Involvement Between Ad Exposure and Brand Eval-uation on Brand 
Evaluation Processes." Manuscript preparation in progress. Target: Journal of Consumer 
P$Ychology. 

"Are t'Up To'' Claims in Advertising Deceptive and Can They be Corrected Through 
Disclosures?" Collecting additional data to extend findings from one of my earlier papers 

Confer,ence and Professional Presentations: 

~"The CFPB Integrated Mortgage Disclosure Project: Quantitative Study," Marketing & Public 
Policy Conference, Washington, D.C. June 2015. 

"Two Decades of Involvement with the FTC: Contributiott.s to Research, Policy Making, and 
Litigation," American Marketing Association Annual Conference, San Francisco, CA~ 
August2014 

"Three Deacades of Marketing Academic Input at the FI'C," Marketing & Public Policy 
Conference, Boston, MA. June 2014 

"Policy Challenges at the FTC: Opportunities for Research Contributions," Marketing & Public 
Policy Doctoral Consortium, University of Massachusetts, Amherst June 2014 

CFPB042554 

2015-CFPB-0029     Document 274A     Filed 05/15/2020     Page 744 of 811



"Copy-testing Issues in Litigation," Federal Trade Commission Workshop, Washington DC. 
February 2014 

"Use of Consumer Surveys in Litigation," Federal Trade Com.mission Workshop, Washington 
DC. February 2014 

"Are Tensile Claims in Advertising Deceptive? An Empirical Investigation of Energy Savings 
Claims," presented at the International Omference on Research in Advertising." Zagreb, 
Croatia. June 2013. 

"Designing Disclosures based on Consumer Testing/' presented at the joint FTC-CFPB 
Workshop entitled Life of a Debt: Data Integrity in Debt Collection. Washington D.C. 
June 2013. 

"Consumer Perception of"Up To" Claims in Advertising,'' presented at the 2013 Marketing & 
Public Policy Conference, Washington D.C. June 2013 

''What Do Online Behavioral Advertising Disclosures Communicate to Users?" presented at the 
2012 ACM workshop on_Privacy in the Electronic Society (WPES) Raleigh, NC, October 
2012. 

"Changes .in Involvement Over Time: Implications for Advertising Induced Brand Evaluation 
Processes," presented at the International Conference on Research in Advertising." 
Stockholm, Sweden. June 2012. 

"Noticing the Notice and Understanding What itMeans,"presented at the 5th Annual 
Privacy Law Scholars <PLS) Conference, George Washington University Law School~ 
Washington D.C. June 2012. 

''Clear Disclosure: Comprehension and Choice," presented at the 2012 Marketing & Public 
Policy Conference, Atlanta, GA. June 2012 

"Assessing Consumer Perceptions of Modified Risk Tobacco Product Advertising and Labeling 
CJaims and Associated Disclosures," presented at the FDA workshop on modified risk 
tobacco products, Washington D.C. August2011 . 

"Communication Efficacy ofLayered Disclosures About Online Behavioral Adveitising," 
presented at the 2011 Marketing & Public Policy Conference, Washington D.C. June 
2011 

"Communicating With Consumers: How to Improve Mortgage Loan Disclosures.'' Participant in 
Invited Panel. U.S. Ds,artmentofTreasury, WashingtonD.C. December2010. 

"Can Front-of-Package Nutrition Claims Help Low Literate Consumers Assess Product 
Healtbfulnessr' presented at the 2010 Marketing & Public Policy Conference. Denver, 
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CO. J\llle2010 

"Can You Understand What This Privacy Notice Says? A Report on the GLB Interagency 
Research Proj'ect; • presented at the 2010 Marketing & Public Policy Conference, Denver, 
CO. J1.111e2010 

''Future of Privacy Forum ''Icon"Survey: Comprehension ofBehavioral Advertising 
Disclosures," presented at the Federal Trade Commission, Washington DC. January 
2010. 

''Effects of Decision Structure, Stakes, -and Infom1ation Provision in a Fraud Case," presented at 
Association for Public Policy Analysis and Management Conference, Wasbington DC. 
November 2009 . 

.. Consumer Surveys: When and How to Create a Litigation Survey/' presented at the Federal 
Trade Commission Litigation Seminar, Wasbmgton DC. September 2009. 

''Developing Mandatory Energy Labels that do not Mislead Consumers: Lessons from Consumer 
Research at the Federal Trade Commission," presented at the 2009 Marketing & Public 
Policy Conference, Washington DC. May 2009 

"Exploring the Effects of Decision Structure, Stakes, and Information PtQvision in a Fraud 
Case," presented at the 2009 Marketing & Public Policy Conference, Washington DC. 
May 2009. 

"Facilitating the Usage of Nutritional Information by Low-Literate Consumers," Presented at the 
Association for Consumer Research Asia-Pacific Conference, Hyderabad, India. January 
2009. 

''Effects of Consumer Testimonials in Advertising on Audience Perceptions of Efficacy and 
Typicality Claims," presented at the 2008 Marketing & Public Policy Conference. 
Philadelphia, PA. June 2008. 

"Database Marketing Applications for the Emerging Retail Sector in India," invited address at 
MERC School ofBusiness and Retail Management (Pune, India). July2007 

Delivered opening remarks at the 2007 Marketing and Public Policy Conference, Washington 
DC., June 2007. 

"Developing Regulatory Disclosures through Consumer Testing,'' presented at the 2007 
Marketing & Public Policy Conference, Washington DC.~ June 2007. 

"Understanding and Facilitating the Usage of Nutritional Labels by Low Literate Consumers;• 
presented at the 2006 Marketing & Public Policy Conference, Long Beach, CA. June 
2006. 
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''Data Mining in Direct Marketing: A comparison of RFM, CHA.ID, and Logistic Regression," 
presented at the Consumer Personality and Research Conference, Dubrovnik" Croatia. 
September 2005. 

''The Effectiveness of "Opt-Out'' Disclosures in Pre-Screened Credit card Offers,"' presented at 
the2005 Marketing & Public Policy Conference, Washington D.C., May 2005. 

' 'Regulation of the Rent-to-Ownihdustry: Implications of the Wisconsin Settlement with Rent
A-Center," Presented at the 2004 Marketing & Public Policy Conference. Salt Lake City 
UT., May 2004. 

"Copy-testing and Conswner Research,., presented at the Federal Trade Commission, 
Washington D.C., August 2003 

"Empirical Evidence on the Determinants ofRent-to~Own Use and Purchase Behavior," 
presented at the 2003 Marketing & Public Policy Conference, Washington,DC., May 
2003. 

"Copy-testing and Consumer Research," presented at the Federal Trade Commission. 
Washington D.C., August 2002 

"Truthful but Misleading Claims in Advertising and Labeling," presented at the 2002 Marketing 
& Public Policy Conference1 Atlanta, GA. June 2002. 

"Use of Survey Research in Public Policy Decisions," presented at the 2001 Marketing & Public 
Policy Conference, Washington D.C. June 2001. 

' I_Marketing Academics at the Federal Trade Commission (1995-present)," presented at the 2001 
Marketing & Public Policy Conference, Washington D.C. June 2001. 

" Assessment of Customer experience with Rent-to•Own," presented at the Twenty-Second 
Annual Research Conference of the Association for Public Policy Analysis and 
Management, Seattle, WA. November 2000. 

"Copy-testing and Consumer Research," presented at the Advertising Training Seminar 
sponsored by the Federal Trade Commission, Washington D.C. August 2000. 

"An Empirical Examination of Customer Experience with Rent-to-Own Transactions," presented 
at the 2000 Marketing & Public Policy Conference, Washington D.C. June 2000. 

"Research Methodology at the FTC,'' presented at MSI-sponsored conference on Cuuent 
Developments at the FTC and FDA, WashingtonD.C. June 2000. 

"Facilitating the Use of Nutrition fuformation through Summary Information/' presented at the 
Advertising, Consumer Psychology, and Health Conference, Columbus, OH., May 1997. 
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"Con.sumer Inteipretation of "Recyclable" and "Please Recycle" Claims on Product Labels:• 
presented at the 1997 Marketing & Public Policy Conference, Boston MA, May 1997. 

''The Effects of Health Claims on Consumer Interpretation of FDA-Mandated Nutrition 
Disclosures: A Mall-intercept Study," presented at the 1997 Marketing & Public Policy 
Conference, Boston MA May 1997 

"Are Daily Reference Values Really Enough? Facilitating the Use of Nutrition Infonnation 
Through Summary Information," presented at the 1997 Marketing and Public Policy 
Conference, Boston MA. May 1997. 

"Consumers_, Interpretation of Alternative Environmental Claims," presented at the special AMA 
conference on Environmental Marketing Claims and Decision Making: Consumer, 
Market, and Regulatory Issues. San Diego, CA ., August 1996. 

"Consumer Perception of "Made in USA'' Claims in Advertising and on Product Labels," 
presented at lhe Federal Trade Commission "Made in USA" Workshop. Washington 
D.C., March 1996. 

"Can Disadvantaged Consumers Interpret Nutrition .Information in the Presence of a Health. 
Claim? A Laboratory Investigation, .. presented at the special AMA conference on 
Conswner and Market Implications of Information Provision: The Case of the Nutrition 
Labeling and Education Act of 1990. Washington D.C., August 1995. 

''Facilitating and Inhibiting Effects of Brand Cues on Recall, Consideration Sets and Choicet 
presented at the 22nd International Research Seminar in Marketing, La Londe les 
Maures_. France, June 1995. 

"Effects of the New FDA RuJes for Food Labels on Disadvantaged Consumers," presented at the 
22nd Annual Conference of tbe Association for Consumer Research, Boston, Mass .• 
October 1994. 

"Effects of Involvement on On-line Brand Evaluations," presented at the 22nd Annual 
Conference of the Association for Consumer Research, Boston, Mass., October 1994. 

"Consumer Comprehension of Environmental Claims,'' presented at the Conference on 
Environmental Consumerism, Georgetown University, Washington D.C., July 1994. 

"Consumer Comprehension of Environmental Advertising Claims," presented at the 1994 
Marketing & Public Policy conference, Washington D.C., May 1994. 

"Health Claims in the Presence of Cons1stent and Inconsistent Nutrient Information: A 
Laboratory Investigation," presented at the 21st Annual Conference of the Associatio.n 
for Consumer Research, Nashville, Tenn., October 1993. 
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"The Effect of Health Claims on Consumer Judgments About the .Healthfulness ofF-0od: A 
Laboratory Experiment," presented at the Federal Trade Comtnission (Bureau of 
Economics), Washington D.C., July 1993. 

"Effects of the New FDA Rules for Food Labels on Disadvantaged Consumers," presented at the 
1993 Marketing and Public Policy conference, East Lansing, MI., May 1993. 

11F acilitating and Inhibiting Effects of Brand Cues on Recall, Consideration Sets, and Choice, 0 

presented at the 20th Annual Conference of the Association for Consumer Research, 
Vancouver, B.C., October 1992. 

"Confirmatory Bias in the Processing of Health Information in Labels, '' presented at the 1992 
Marketing and Pub]ic Policy conference, Washington D.C., May 1992. 

''Representation of Product Information in Memory: Some Experimental Evidence," presented at 
the I 9th Annual Conference of the Association for Consumer Research, Chicago, IL, 
October 1991 . 

"Judgment Updating Strategies: Effect of New Information on Existing Product Evaluations"' 
presented at the l7thAnnual Conference of the Association for Consumer Research, New 
Orleans LA, October 1989. 

"Mediators of Message Sidedness Effects on Cognitive Structure for Involved and Uninvolved 
Audiences", presented at the 17th Annual Conference of the Association for Consumer 
Research, New Orleans LA, October 1989. 

"Multiattribl.lte Judgments Under Uncertainty: A Conjoint Measurement Approach", presented at 
the 17th Annual Conference of the Association for Consw:ner Research, New Orleans 
LA, October 1989. 

"Consmner Decision Making Under Uncertainty: A Coojofat Analysis Approach," presented at 
the 1989 Marketing Science Conference. Duke University, March 1989. 

"Source Credibility Effects in Advertising: Assessment of Mediating Processes,11 presented at the 
1988 Conference of the .American Academy of Advertising. Chicago Il, April 1988. 

"Simultaneous Effects of Country Image and Price Variables on Quality Perception; An 
Information Integration Perspective," presented at the 15th International Marketing 
Congress, New Delhi India., December 1987. 

"A Comparison of Cognitive Structure and Cognitive Response Approaches for Measuring 
Advertising Effects on Product Attribute Beliefs," piesented at the 1986 Annual 
Convention of the American Psychological Association, Washington DC, August 1986. 
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"Alternative Perspectives on Attitude Formation and Change in an Advertising Context," 
presented at the 12th Annual Conference of the Association for Consumer Researca 
Washington DC., October 1984. 

"R~resentation of Product Hazards in Consumer Memory," presented at the 9th Annual 
Conference of the Association for Consumer Research. St. Lot.tis, Mo, October 1981. 

"Consumer Response to Deals: A Discussion of Theoretical Perspectives," presented at the 8th 
Annual Conference of the Association for Consumer Research, San Francisco, CA, 
October 1980. 

"On the Validity of Research Methods in Consu.tner Dealing Activity: An Analysis ofTinring 
Issues," presented at the 1979 AMA Educators' Conference, Chicago, Il, August 1979. 

Doctoral Di.sse.rtation: 

"Assessing the Role of Brand- and Advertisement -Related Cognitive. Responses as Mediators of 
Communication Effects on Cognitive Structure.'' Professor Jeny C. Olson, Thesis 
Advis.or. 

Professional Service: 

Associate Editor, Journal of Public Policy & Marketing. (Academic Refereed Jotll1lal), 2013-
present. (Member of Editorial Review Board 2006~present). 

Member of the Editorial Review Board for Psychology & Marketing (Academic Refereed 
Journal), 1994-1996. 

Organizer and Co~Cbair, Marketing & Public Policy Conference. Washington D.C. 2007. 

Chair, Societal, Public Policy and Ethical Issues track, American Marketing Association Summer 
Marketing Educators• Conference. San Francisco, CA. 2005. 

Organizer and Co-Chair, Annual Conference of the Society for Consumer Psychology. St. 
Petersburg, Fl. 1999. 

Occasional Reviewer for: 

Journal of Consumer Research 
Journal of Marketing Research 
J oumal of Consumer Affairs 
Association for Consumer Research Conference 
Association for Consumer Research Asia-Pacific Conference 
American Marketing Association Summer and Winter Conference 
American Psychological Association Conference 
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Academy of Marketing Science World Marketing Congress 
Academy of Marketing Science Conference 
Marketing and Public Policy Conference 

Organizer and Co-Chair of session entitled "Developing Transparent Disclosures via Consmner
Centric Research: The CFPB Integrated Mortgage Disclosure Projec~" Washington D.C. 
June2015 

Chair of Session entitled ~•uve Long and Prosper", .International Conference on.Research irt 
Advertising, Zagreb. Croatia. June 2013. 

Organizer and Chair of session entitled "What is the FTC Up To? Research and FTC Guidance 
on "Up To'' Claims in Advertising/' Marketing & Public Policy Conference, Washington 
D.C. Jun,e 2013 

Organizer and Co-Chair of session entitled ''Controversies Surrounding Online Behavioral 
Advertising; Consmner, Industry, and Regulatory Perspectives" Marketing & Public 
Policy Conference, Washington D.C. June 2011 

Organizer and Co-Chair of session entitled "Role of Qualitative and Quantitative Consumer 
Research in Policy Development at Federal Agencies: Two Case Studies," Marketing & 
Public Policy Conference1 Denver, CO. June 2010 

Organizer and Co-Chair of session entitled "Effects of Front-of~Package Health and Nutrition 
Claims on Consumer Comprehension of Product Healthfulness," Marketing & Public 
Policy Conferen.ce, Denver, CO. June 2010 

Organizer and Co-Chair of session entitled "A two decade perspective on changing FTC 
prioriti~, initiatives, and impact," Marketing & PubHc Policy Conference, Washington 
D.C. May 2009. 

Organizer and Co-Chair of session entitled "Consumer Testimonials in Advertising: .Assessment 
of the FTC Endorsement Guides," Marketing & Public Policy Conference, Philadelphia, 
PA. June 2008. 

Organizer and Chair of session entitled "Financip.1/Credit Issues and Disadvantaged Consumers," 
Marketing and Public Policy Conference, Washington DC., May 2003. 

Organizer and Co-Chair, session on "Deceptive Advertising and Labeling: Causes and Cures," 
Marketing and Public Policy Conference, Atlanta GA1 May 2002. 

Chair, session on "Brand Extensions and Associations," 28th Annual Conference of the 
Association for Consumer Research, Salt Lake City,. UT> October 2000. 

Organizer and Co-Chair of session entitle.d "Health Claims and Consumer Behavior'>, Marketing 
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and PubHc Policy Conference, Boston MA, May 1997. 

Chair, session entitled "Advertising Effects on CollSlnner Memory and Response", 22nd 
International Research Seminar in Marketing, La Londe les Maures, France, June 1995. 

Discussant,. session on "Adolescent Compulsive Consumption," 22nd Annual Conference of 
the Association.for Consumer Research, Boston MA, October 1994. 

Invited participant in the Workshop on "Nutrition Labeling Regulations" organized by the 
Marketing Science Institute, Washington DC., January 1994. 

Member of the Board of Directors, American Marketing Association Metropolitan Washington 
Chapter, 1993-94. 

Organizer and Co-Chair (with John Lynch Jr.) of session entitled "New Directions in Research 
on Memory Based and Mixed Judgments, 11 at the 17th Annual Conference of the 
Association for Conswner Research, New Orleans LA, October 1989. 

Discussant,. session on ~Elaboration and Emotion in In.focmation Processing, '1 15th Annual 
Conference of the Association for Consumer Research, Boston MA, October 1987. 

Session Chair at the Paul D. Converse Marketing Symposium, University of Illinois at Urbana
Champai~ May 1986. 

Session Chair at the Stellner Symposium on Theories ofM.arlceting Practice, University of 
Illinois at Urbana-Champai~ May 1985. 

Honors and Awards: 

Two time recipient of the Thomas C1 Kinnear award for the best article published in the 
Journal of Public Policy & Marketing over- a three year period (2003 and 2011 ). 

Kogod School of Business~ Faculty Award for Outstanding Research, 2009 

Award from the Federal Trade Commission in recognition of outstanding contributions in 
producing the Commission\s Report on the Marketing of Violent Entertainment to 
Children. October 2000. 

Award from the Federal Trade Commission in recognition of outstanding contributions to the 
Privacy Initiative. October 1998. 

Recipient of a research grant for $5980 from the Marketing Science Institute (MSI), Cambridge, 
Mass. to investigate "RoJe of Fairness in Service Quality Evaluation in the Automobile 
Service Industry." 1996 (witb.Amiya K. Basu and Saad Andaleeb). 
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Honorable mention in the MST Research Competition ''Using Marketing to Serve Society" 
sponsored by the Marketing Science Institute, Cambridge, Mass., 1993. (With Gary T 
Ford, Anusree Mitra, and Debra J. Ringold). 

Research grant from the Marketing Science Institute (MSI) to fund research on the effects of 
health claims in food advertising and labeling on consumers, 1993. (With GaryT. Ford, 
Anusree Mitra, and Ringold). 

Named to the Uhiversity of Illinois list of excellent teachers, 1986, 1989. 

American Marketing Association Doctoral Consortium Fellow, 1981 . 

Alpha Mu Alpha Honorary Marketing Society. 

Beta Gamma Sigma Honorary Society 

President's gold medal for achieving the highest grade point average in the College of Science~ 
Birla Institute of Technology and Science, Pilani, India, 1975. 

National Science Talent Scholarship and Certificate of Merit, India. 1972-1975. 

Teaching Experience: 

Undergraduate: 

Graduate: 

Principles of Marketing, Consumer Behavior, Advertising and Promotion 
Management 

Buyer Behavior., Advanced Seminar in Consumer lnfonnation Processing, 
Database Marketing 
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APPLICATION (Jntegrlty Advance, LLC) FORM#1 Loa.n #: 30609072 

IMPORTANT INFORMATION ABOUT PROCEDVRES FOR OPENING A NEW ACCOUNT: To hetpthegovcmment ragttt the 
fuoding oftetrocism a1ki money l.iurKlering activities, Federal law requires an financial instilutioos Lo obrain, verify, and record 
infQm18tion th.RI identifies each P,<_:J"SOU who 0J>CDI an 11ccount. What thl$ means,.,. )'OU: When you open an acccunt, we ("we" ~ ~us'1 

me~ tQ "19kjrlfy Ad,iame, u.c l will ask fol' your name, address, date of birth, and other information that will allow us to identify you. We 
may also IISt to see yourdriver'J1 license or otbA- id~fyms doC'IJl\ettt. 

NOTICE: WEARE REOlQRED BYLAW l'Q ADOPT PROCEDURES raMQUES'l'AND RErAININ OUR RECQRQS1NFQRMAUQN 
Nfe&%SW m VERIUYQUR IDENTITY 

I'E 

EMPLOYMENT JNEORMATIQN 

fr;;; oC Accwmt Oectiue 
• BANK JNFORMATIDN 

By typing your name llOd oliddng "I Ag~" befQW', you are electronically sign~ dJis .AJ)P1icatiol). 8y clectronir;:;i.lly siguing aid 
!lllhmlaing dd~ Application,~ cerlify that all of the in1ormadon provided above i,. true, complete and corm:t !llld prrMded to us tor the 
purpose o1inducing us to muk.e the luun for which you an, app~ng andyuu 11cknuwledp Rllll.lMng a fully complewd copy "flhis 
Applk:atiao and acco~yilllJ ~uments. This Appli1mtioo wdl be deemed, incomplc:i.cand mp mn ~ plWCffld by_~ UJal~ ap,ed b)' 
~ below. By eJectroQJcally stgrung below YO\! also agree 1bat we may obtatn mid use anfOlttlat.ion about you from third parHe.s. 
mcluding c:oosumcr reports, to evaluate )'018' application .and tt> review your account for as long as you owe rmy amount to llB. 

Slgnatll.-e: (X) ____ ..... ---=• .. ·-------;;~-- - - - . Date: .. _ ·- __ _ 3/24/2009 • 

COVERED BORROWER IQENJIFJCATIO:, STATEMENii 

Federal law provides importaut protedieu to active duty members of the- AnQed Fones and dlejr dependents. TG Hs•re tblt 
ffaese protections are provided m eligible appleallh, we require you to select ud eledroaieally sjgn ~ ofthe Wlowlag 
saatrninmm n applicable: 

f£B,fSESElBCTONE Of THB FQUQfflNtiSXdfEMENTSr 
I A.\I a reaul•r ot !"fferve member of tle Army, Na"f, Marine Corps, All' F.ol'Cet or Coast GuaNI. serving on aedve 41aty unw 11 
call or onfer dtat does not specify a period of 39 dayt or fewer, or 111cla member len'lag A>n Aetlve Natlon•I Guard daiy. 

I AM II depeaclenf ofa me,nbff of tlle AnH!d Forces• xtiff dul7 1H dl!IIClibod abo~ ~ J - Ille 111emHr's 11pou»e, 1ile 111elhlter's diDd uaertle • 
ti elgbteftl year, •kl, oc lam 1111 ladMdual for -in.•• tile member provided 111ere than 4111C-lmlf ct1' my llo■nclal ,uppor1 for lllD da)'I IIIIJllediately precedl■g 
Way's elate. 

I AM /l/07' 11 rq;,.h, '" - 11re,nJ,« of 11,,i,.,..,.. M,17, Jlf«l'iw CtJrp«, Air f"ott.~ 11r CtJJnt Ga.mt; urri1,g 1t11 at:tll't! d~ 111tdu ll "'1ll ,w .o,wrrllld tlt,a mJt 

JffH'dh • period o/3(1 ~ or fb!!er (or« tkpfflllatt Qjadl • ateltlber). 

Signature: (X) __ ,.__ _________ , 

WARNING: lT lS h'\IPORTANT TO FILL OUT THIS FORM ACCUltATfJ.Y. KNOWl."JGLY MAkl''G A l<ALSE STATl!MUITON A C.R£.Dfi 
AP.PUCATI0:!4 IS A CIUl\1E. 

CONFIDENTIAL 
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LOAN AGREEMENT 

isbursemenf Date: 3/25Jl019 
ayment Da~ 4110/2009' 

lntegrit)' Advu~e, LLC) 
uo Creek Vi!!!W Road 

FORM #l Loan#: 
30609072 

In this Loun Agreement (bcreinoftcr. the "Loan~") the word.'lo "yo~", ~your" and "I~ mean die booowcr who has elCGtronically 
si8!1cd it The-wol'ds "we~, '\1s" and "OUt~ meab fntegrity AdVJ1nce, LLC (,Limder~),. a licensed le11der ofpayda;y loans regi,Iated by the 
Delaware State Bank Commissiooer. 

FEDERAL TRUTH IN LENblNG 0lSCLOS(JR'ES 

ANNUAL PERCENTAGE FINANCE CHA~GE Amount Flnant-ed Tomi of Paymenui 
RAtt 

The doJlar amount tlle credit The amount of credit provided Th~ a-.n,annt yeu will have raid 
'The i:ollt of yo111 r ~edit a, a after yoo ha\Pe made al 

yearly rate. "'' cost you. tu ye11 or on )'1)Ur belaalt payment, •• scheduled. 
£0.l-11JOJ.. SlS0.00 SSIJ0.0O ~u11an . 

our Payment Scb~ule ""ill be: One {l) payment oU65t,OO due ot 4/10120l9 ("Payment Due Date"). 
ecurtty: Yoo are giving a security faterest io the Et'J:tl!CK/ACH Authori2ation. 
repay1unt: lf )'Ou pay off early, you will be entitled to II refund of the unearned portioo of the finance charge. 

Itemiz:adon of Amount Financed: Amount gi\l\:ll to you din:ctly: SSH.DO . .Amounlpaid on Loan/I: 30609072 with us: S6S0.00. 

PAYMENT OPTIONS: You llll,f:iOelect your payment QPtion at least tlrree (3) business days priar to your Payment DuL, Date by 
c.,ntacting U!\ 1lt (ROO) 50,,--6073. At that ttmc, )'{Ill my clioose: 

[a,) 'Payms;pt jg full: You may pay the Tot-al of Payments shown above1 plus any accrued fc:cs, to SBtisfy youl" loau in fulL When you 
contact llsond choosethisoptmo,, we will debit YourBonk.Acoount (defined below) for the Totnl of Poymcnts plus any~ fees, in 
accordance with the ACH Authorization below; OR 

(b) Bsmewal: Yo,~ may renew yout loan (that is. extend the Payment Due Date of yollr loan until yourne~t Pay Date A') by authori7,ing 
us co dtibit Your Bank A~oollt for the amount of the Finance <..11arge, plus any accrued fees. lfyou choose thls option, your new 
Paymect Due Date \\ill be yo11r next Pay Date1• a11d the rest of the 1enns ofthe Loan Agrecmc11t will continue to apply. 

AUTO-RENEW AL: Jf you fail to cootact us to coofinn your Payment Option at least three (3) business days prior to 111y Paymi:nt Due 
Dnte, or. otherwise fail to pay the loan in Ml on any PBy Date, L~er may automatically renew your IQen H!i descrlbeihmder (b) above, 
and debtc Your Bank Account on the ~yincnt Due Date or thereafter for the Finance Charge and any accrued fcei. Y out new Payment 
Due ~te will be your next P,ay Date , and the L'(..'St of the tenns of the Loan Agreeincnt will continue to npply. You nmst oontact us at 
least three (3). business days prior to your new Payment Due Dato to confllT!l yoor payment ~on for the Renewal. If you fuil to -eontD.ct 
lJ&, or Qtherwise fail lo pay 1iie loan in full on yaur new J)ayment ~e Date, we may automatu:ally renew the loan until y0t1rnext Pay 
Date. 1 After your initi•l bu puymcnt, you m11y obtam up to four ( 4) -Renewals. All terms of the Loan Agreemenl coDtinuc fo 11pply to 
Renewals. An Renewals arc subject to Lender's. llf,!)r<Wal. Under Delaware law, if you qualify, we may allow you to ctater in~ llp IO four 
(4) Renewab, also lmowo as a ~refinancblg" or a 'rollover". TI1e full OQtstaoding balan~e $ball ~ due 1,1pou completion oflhe teJ:11J of ull 
Renewal$, unless y01J .q11alily for Auto-Workoi,t, as described below. 

AU'ro-woruwur. Unle$S you contact us ro eonfirm your option for P$yment in. Foll priof to ;your Fourth Renewal Payment D11e 
T.>ate, your loan will automatically be placed mto 11 Workout Payment Plan. Under the W Ofkont 'Payment Plan, Your 'Bank Account will 
auto.matic111ly be .d~ited on Y<?ur Pay Da~1 ~or accrued finance char~cs plus-a principaJ payment of $50.00, UDtil all amooots owed 
hctet1nder are paid 10 full. 1111s doe& o.ot lunrt any of Lcm.dels other ngbis under- the <c:rms of the Loan Agrccmi:int. AU Wodrout 
Pa)'tnent Plans arc subject to Lcmler1s 11pproval 

DISBURSEMENT: In order tQ complete your t.rausaction witb us, You mulit electronically sign the l..OHO. A,gneement by clickiog the '1 J 
Agree" button at. the end of the Loan Agreement; as well as all other "I Agree" buttons that appear within the LOIIJI Agreement and related 
documents tbe1 appear below. We will d11 .. 11 approve ot deny yoor application and lhc Loan A~o.t. ff the Loan A,greemeu1 is 
approved, we ~ill use commercial~ reasonable efforts to effect a credit entry by depositing tltc procoodi from the Loan A~cmcnt into 
1he bank account listed below in tho ECheck/ACH AuthoriMti.on rvour Bank Ae,-count") on tbt Disbm:sement Date. Un11voldable delAys 
as a ~l~ of bank holidays, ~e processing scbedu1e-ofyour individwll bank, the untimely ree~ipt of pay stubs,_rfsuch ?IX stubs are 
roqmred, madvertent proc~smg e~ "a~ of C'x'.llf\ and/or "act~ of tetror" may cxrt11d . d'le time fo, the depo~t. Y (')U win have the 
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oplio,1 ofn:scioding the loan eod this LMn ~eerncnt in accordanc~ widi the "RESCISSION _provision listed below, which dcs;rj~ 
among other thin~ the bme and manner widtin which notice 0fresc1sS1on must be given to be effective. Failure lo give such ~ce ti 
and when s:er our fn the "RESCIS I ' pmvi,;ion win be deemed to con. lilUI~ acccpbm:e by you of tile defayccl di!lbursemcnt date 

YOUR PROMISE TO PAY: ou promise to pay us the Total of Paymcn~ a()c;ording co the 1ern1 of our di&cfo "llft!~ set fortb below on 
the Pwyment Du~ Date, and uU other 11.mOUnl5 owed tow under-the Lo1112 Agrecnu:nt. You gnmt ~ a. :;ecwiiy intei\1sl in }'QUI" 
ECheclt/ACH Authoril.atioo, in the amount of tho Total of Paymcnu (the "ECheclc/A(,'ff ~) wbicb we may negotiate on the Payment Due 
Dau: or thcRafter. AJI paymi.:n15 will be applied fbst to- i11tcn:st and f'eesand then to princ;>al. BOth the amount of interest charged and 
rate Cben:of are set forth respectively tn the finance Cha~ and Arutual Petcen(!Be ~ dtselosures il1 the Loan Aa:reement. Pursaanl lO 
1bc EChcct/ACH AuthoriZl\tioo., you have dlrectcd •s to midate one or more ECbeck/ACH debit(:ntrius to Your Banlc Acco\lnt r« the 
amou.nl! owed to as imdor Che Loan AgrcCIDDl:ll Oil the Puymoal Due Dato or thereafter and for certain fucs that may bo assessed io the 
event of dishonor wbco proscotmcot is made to yeur bllllk on your ECh()l)k/ ACH Audtorizatioo. 

N. ENT TO ELECTRO, IC 00 1MUNTCA 110N8 t The following tcn'Tlll end coaditions govern electmnic comm1111ications in 
co1111ectioo with the Loan .-'\greemellt and rhe vamactioo evide11oed hereby (me "Const.Ill"). By clectronia.lly signing the Loan 
~ by eliciting the "J ACiREE'' button aad entering your oamc bcfow you sc coofinning fhat you have agreed to the tmm and 
conditions of lhc Comcnt and that you hwc downloaded o, prin!cd u eopy of Ibis CQl5C'nt fur yout record . You Pgrcc that: 

A· Any discl05ure, notice, recQJd ,or other type of infoonfftioo 1h11 is provided to you in cono1:ctian wi1h your lrllnsacuon 
wi:ffl. ll61 incfudillg but not limited to, rhc Loan Agreement, this COfflit'llt. lh<: Trurb ia Lcooing disclo.surt?S set fo11.h ebovc, change-in-term 
uoli~ fuc aod lra.nuclion infotllllltion, statements, delayed dlslmni,;mc11L lcllcrs,. notices ofadva:se action, tali; mnodaled brochures and 
disdO!iutes. aad tran.'lactioo information (l€~unicationii£e ), ma1 he sent to you d~nically by postintJ the infonnation a( our 
wt:b mnt, www.lAdvanceC111sh,com, orby sending at to you by e-:meil. 

A· We will l'IO( he ohtigsted m p,iwidc any C0111munfoati0Tt to ;ynu IT! J)flJ)CI' fonn uni~~ you ApCCifically requeilt ui.to do 
IJQ. 

• You may obtain a~ of aqy Communication by conlaoting us ut 30I Crwk View Road, Sa:it~ 92 Newark, DE 
J'1U « by calling us at (8(10) 505-607 Yoo Jgo can withdrawyotr eoo&ent t.o MoomtJ clecifOni C()rl'lfflll ications in lhesarne 
manlUI'. nd 1151;; that they be & to yon in pupa- or norr-electron.ic form. lf you choase lo reccivc Cormmini arions in paper or 
noo-dectronic fonn, w~ may cltci to cnoioatc die Loan Agreement aod demand paymcat of the llffl.O\mt t n due by 1Jrc date of your 
wilh,trnwat of ooment; or by the expiration ofaoy minimum tam mandoted by law, wbk:bevcr is later. 

• Y DU agree to pro\idc us wi1'h yoar ·current e-mail address for noticeJ a1 the ad&'ess or plute num er indicated above. If 
your e-mail address changes, you must scud llll a uoiice oflbe new ,dJn.:·i b)' wrilingtow; or sending"~ an ~ii, u&-ingsecure 
meAAftging. at Jeast five (S} days before the change. 

A· In order to receive elec1roni comm111lications i.n ~oon~iou with thli tmisaaioo, you will need II woddng COlUlCCtioa 10 
II-.;, Jntcrnct. Your b10W3CI' mu.,t s,1ppott tho Secure Sockets I.ayer ( S ) pro1aoooJ. SSL providcS a . ccu~ ohannaf 10 sead and receive 
cw::a <M:!r the lntemet. Mi1:rusoft lflta.mct Explonr 6 and above wpporu (Im fc:at:we. You will alro need cithc:c II printer connecllld to 
your ~putlr to print di&closnro.vuotices or sufficicat bard drive spa IMlilable 'lD aw the infomt111:ioo (e.g., I mcglhy1e or mon:). 
Yoa m,a have. your own Internet Sffl'icc provider. 

A· You ha'cby provilt: v11 with your express consent to rt..'CCJ\14: $MS m~gcs from m. 

A· We ou,y amend (add to, dcletcorchanse)thctenn9 of this c:onscnt to electroniccommuoicotion hy p-oviding)'fiu ~itb 
advance notice. 

By entering your name and t.od~ date and clicking d1e "I Agee," bultob below~ you ...-c electronically signinq:: tltis <focument and 
<.,-onflnniQS that: ( t) yow sy8Wln meet!! 1tle rcqvimnems set forth u bo\•e; (2) you .-gm, to receive Communicatiom electronicaOy; imd {3) 
you vc able to access aud print or ·tore infonnatioo prcsa1ted at this wcb111t0. 

SECURm'. PursuanrtoComma.n 2{a)(25) ofthtFedml lte&CJVC Bosrd Officlal Bc.aft'Commcntary to Rcglllntion Z 226.2. wcbovc 
di5clQQtd to ya\l that our i.n.twat In th lfCHJ!CK/ ACH Authorization Agreement is a ICCUrity intw et for Triitb-itl-Lending purpoM$ 
o , bccaute federof a.nd Delaw.re ha do t c:leady addreS6 wbefhcr our i.nlcrcgt in ECHBt'lUACH Authclriaricu Agr=mmt is 1 
~ ~t. N 

RESCISSION: V ou may rescind fututt prymcnt obtia:ation uodcr the onn Agia:nu;nt, witbou1 c.ost or finance cha.rgcs, no Wcr than 
$:00 p.m. Eost~ time: of~he next business ~y immedimly fo11owing lhe Disl,,ursan~ ~te C'R~cias.i~ De11dhne''.). To Jt;Seind fururc 
payment o~8flhmS oo this. loam, you inuat iofbrm us i11 waiti11g, by CJr before 1he R~on Dcadlme, \:!1thcr by cm.i1 to 
info@lladvancecasb.com or by fax to (800):581-8.t 48, that you W(l.tlt to cancel the fbtllre payment obllgatiQns oo thfs Joan and that you 
authoriT.e us to effect a debit entry to "r'our Bank Account for tJ,e principal omouot of the Lmn Agreement In lhe event that we rimety 
receive-your written notice ofrescl ion on orbcbe the Rescission Deadtin.e but before tile loan proceeds have been i:miiteqto Your 
Bank Aooouot, we will not e:ffoot o debit entry to Your Bank Account 11nd both 011n md yow obligatioas under the Loan Agn:,t:mcnt will 
~ rescinded. Io the cvcat that we timuly receive your written notice of Micisdon on or before 1h~ Rescls~ioo Deadline but after the loan 
proceeds have been credited lb Your Oauk .Account, we win effect ll debit to Your Bank Account fur the princip•I .amomrtoftbe Lam 
Agrcemcnc Tf we rettive (lllymcut or the rrineipal amount viu the debit, oun. and yoUr nh1igation.~ un<ler the L~rt Agreement Wlll he 
resciooed. If we do not receive payment of the principal amotJDt via the debit, Chen the Lou Agreement wilt remain in mil force 1lnd 
eft'cct. 

SPF.CIAL OTJCE: 

CONADENTIAL 
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(J) THl LOAN JS DES£GNED AS A SBORT-TEIL" CASH FLOW SOLUTION A;'\ffl NOT DESIGNED A A SOLlJTION 
tOK LONGER TER:.'1 FINAN<.:IAL PKUHLEMS. 

(J)ADDITIONALFEESM,AYA CRUEIFTHELOANI RE.Fl I\ '£0OR"ROLLEDOVER". 

(3} CREDIT COUNSELING SERVICES ARR .AVAll.ABLE TO CON$OMt.RS WHO ARE EXPER.lENCIN(; FINANCIAL 
PROBLEMS . 

.BY ENTER.ING YOUR NAME AND TODAY'S DATE AND CLICKING THE "f AGREE" BUTTON BELOW, YOU ARE 
ELECTRONICALLY SIGNING THE LOAN AGREEMENT AND AGREEING TO ALL TKE TERMS OF THE LOAN 
AGREEMENT. YOU ALSO ACKNOWLEDGE RECEIPT OF A FULLY COMPLETED t.'OPY OF TUE LOAN 
AGREEMENT AND TO'E SCHEDULE OF CHARGES AND FEESJJELOW. 

A PA YDAV LOAN lS NOT I TENDV> TO MEET LONG-TltRM FINANCIAL NEEW 

SCHEDULE OF CHARGES AND PEES 

Accordillg t(l the Commissioo.ertlf™s Rcgul~ion 2203, Section 1.0, ocif'icatioo, ~ licensee sl111ll fum.ish to eveiry .applicam a copy of 
tbe Itemized Sclledule of Charges and ees at the: time when such-application is ma~, A$ per du: aforementioru,d CommissiooerifT"'s 
Jlc&ulation 2203, Scctioo 1.0. Notification, p):asc review tbe itcmi1.od Sdl«l111e of charges and fees b¢1ow t1,1 better undc::niaod fhc ~hargcs 
atuJ f~ MWClllt.cd with your IODll, 

The: APR,, or Anoual. Peccentage lbt.e, is 1he tenn for tbe effective:, intero.st r11to thnt the bOCTOwor will~ on a loan to the lender in a 
standardi2cd way. This is to show th</ total cost of credrt to the coos11.mcr, expressed as an a.unual pcrCCltaQC of the amoU11t of credit lent 
10 the borrower. While APR is intended to make it easi~ to compare lcndeni Md 10llll optio~ it can iieem complicated to tb~ d1at a.ro 
not aware of its implicatioos. 

There is no IIC<lOUnt set up fee enc.I, when :hedulud paymen~ arc mn~~.t. cberc aro no additional feeis outside the principal amount 
borrowed and 1he interest that acannulaie11 on the amount borrowed. Wilen comparing in~ rates amoog companies, p)ease note that 
some companies ~y charsc set up fees, application fees., or 011\er 1cb charps while we do not charge for 1hcse services. 

OTHEB FEiS 

NSF FEEtS2S.O0 

~It t;USTQM~B EDS 

LOANAMOIJNT 
DAYS APR 5100.00 USO.GO J2DO.DO $250.QO $300.00 '350.0CI $,COO.GO $450.00 lir00 

$550.0f saoa.oo 
23 380.17% S24.00 $36.00 $48.00 $60.00 t2.00 u:.oo $96.00 ~08.00 0.00 $132.00 $144.00 u 391.16% $24.00 ffl·OO 1::: 560.00 2.00 .00 $96.00 08,00 2-0.00 $132.00 $144.00 
2 417.14% $7A.OO .00 =~ 172.00 S84JJO $96.00 $108.00 io.oo $132.00 $144.00 
29 '36.10%. $24.00 $.,8.00 $48.00 $'1'2.00 $84,00 $96.00 StOB.00 1120.00 $132.00 $144.00 
1' 411.05% $24.00 

1·00 a·oo ng.oo f72 .00 ffi.oo $96.00 1108.00 1120.00 $132.00 $144.00 .,, 4H.t7% $24.00 .00 ,00 .00 $72,00 .00 m,oo 1108.00 J12D.OO 1132.00 1144. 00 
17 515.29% $24.00 .oo .00 $60.00 '12.00 .00 .oo 108.00 120.00 132.00 1.W.00 
18 547.50% $24.00 .00 e·oo $60.00 $7i.oo $84,00 $96.00 

roam 
1120.00 $132.00 $1-4(.00 

15 lil4,.GO% $24.00 .00 .00 $&1.00 $72.00 $84.00 1.00 108.00 1120.00 $132.00 11◄4,00 
14 625.71~ $24.00 $36.00 .00 ng.oo m~ $84.00 .OD 108.00 120,00 r32.00 1◄4,00 
13 17U&% $24.00 $36.00 $48.00 .oo 

m·· 
.oo 108.00 120.00 132.00 $U4.00 

12 730.00% $24.00 $36,00 $48.00 S{!(J.OO .no .00 .00 108.00 120,00 132.00 $144.00 
11 796.36% $24.00 ,.00 $46.00 $60.00 $72.00 .00 1:,00 f,08,00 1120.00 $132.00 $144.00 
10 876.00% $24.00 .00 = soo.oo m·oo .00 .oo 08.00 120.00 $132.00 $144.00 
9 973.33% $24.00 ,00 $60.00 .00 ,00 $96.00 08.00 5120,00 ,,~.00 $144.00 
8 1015,00% $24-.00 .DO 

00 
$60.00 .00 .00 $96.00 08.00 $120.00 132.00 $144.00 

5I~~IMB~ LOAN EiR ~fa! CU~IQMERS AND riQ~VU~ ~l!~TOMEIOO 

LOAN AMOUHT 
DAYS APR $100.00 $150.00 $200.00 $250.00 $300..00 $350.00 $400.00 ~50.00 

23 416.09% $30.00 $45.00 $60.00 ~5.00 $90.00 1105.00 1120.00 35.00 
22 497.13% 130.00 $45.00 $60.00 5.00 $90.00 105.00 120.00 ras.oo 21 521.43% ao.oo $45,00 $60.00 $75.00 $90.00 $105.00 $120.00 135.00 
20 547.50% 30,00 5.00 $60.00 175.00 $90.00 $105,00 $120.00 135.00 
19 576.32% $30,00 5.00 1:,00 75.0D ,90.00 f 106,00 $120.00 $135.00 
18 608.33% ~-00 5.00 .00 75.00 90.00 105.00 $120.00 $135.00 
17 644.12% .00 .00 $60.00 r5.0D $90,00 r06.00 r,oo $135.00 
18 684.38% $30,00 .00 $60.00 75.00 190,00 106.00 120.00 r35.00 15 730.00% ug.oo 45.00 $60.00 75.00 90.00 106.00 120.00 135.00 
14 782.14% .00 .00 $60.00 $75.00 $90.00 105.00 120.00 136.00 
13 842.31% $30.00 5.00 =-00 $75.00 $90.00 $105,00 120.00 I 1ss.oo 
12 912.50% $30.00 .00 .00 $76,00 $90.00 $105,00 $120.00 135.00 
11 HS.AS% SS0.00 $45.00 $60.00 $75.00 $90.00 $105.00 $120.00 $.135.00 
10 1095.00% $30,00 $45.00 =-00 ~5.00 S90.00 1100.00 r20.oo $135.00 
9 1216.67% $30.00 $45.00 .00 5.00 $90.00 105.00 120,00 $135.00 
I 1368.75% $30.00 $45.00 $60.00 $75.00 $90.00 $105.00 120.00 $135.00 

4 

$850 
$156 
1156 156 
$'156 
$156 

r 168 
156 
158 
156 
166 

$166 
$166 
S166 
515& 
$166 
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Printed Name: 

SigJlature: (X).___ --~- Date: J@G,QQ2 
The~ "Pay Dute'' refers to the OOKt time following the Payment Due Date, that you rcccivc: rugular -.vages or salary from your employer. 
8CC'IIU$e .ReneMls are for at least fourtcca (14) days-, if you src paid weekly, yoor loan will not be Renewed until ttae next.Pay Date that i.s 
m least fourteC(l days after the prior Paymmt Dua Date. 

RIGHT TO CANCEL: YOU MAY CANCEL TBJS LOAN WlTHOUT COST OR FURTHER OBLIGATION TO US, lF YOO 
DO SO BY THE END OF BUSINESS ON THE BUS[~ESS DA it AFTER ~QU. To cancel., ;-uu may C<tlt us at (800) SC&-6073 
to alert us of your intention to cancel. A1temstrvdy, you may a print thls page, complete the information in this b<>x. sign and fax it to us 
ac (S00)--581-SJ.48. If you fol.low these procedures bu$ there 11re insufficie21t funds a,•ailahle in Your Bank AC®unt tc Cililblt us to reverse 
the tnnsf.et of loan prot..'Ceds at the time we effect an ACH debit entry of Your Bani- Account, your cancellation will not be effective and 
y01J will be required to p~y the loan and our charges on the scheduled ltlRtllrity date. 

Slpttu.re: 

CONFIDENTIAl 
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ACH AUTHORIZATIO~ (Integrity Advance, LLC) FORM #2b 
READ VERY CAREFULLY BEFORE lNJTIALJNG OR SJGNJNG 

L<lan #: 3060907! 

ACII AUTllOJtll.ATlON :You hereby voluntarily eutl1ori;i:1: us, lllld our succesS<>rs and assign1t,, to initiate an automatk credil and debit entry 

YOUR BANK ACCOUNT INFO: 

Ntt.w; ~-
S-ankNarne: 

I 
Address: rrransit ABA Number: 

tity, State Zip: 
r Checking Acoount Num't,cr. 

!Phone: 

,-- J 

I 
l 

I 

~moun.t~ f6SO.OO 

l 
1 

I 
Pn)'1ncnt -Duc Dote: ~/1.0/2009 

l 

1 
Th is A ('}I Authorizatioo is ~ part of aod relates to the Loan Agreement dated 3/24/2009 (the "loan Agreement"). The words " 
you'', ~your" and "J'' mean the borrower who has electronically signed it The words "we", "us" ,and "our~ mean Integrity Advance, LLC' 
("Lender"). a licensed lender of payday loans regulated by the Delaware State Bank Commissioner: You hereby voluotarily authorize us, 
and our :!Ui:CCS$0r'S aud assi~, to initiate autotm1tic.; i;rcdi1 and dtblt entrie!I to Your Dank A\."Cu11ul in accordam:c wich the Loa11 
Agreement. You agree that we will initiate a credit entry to Your Bank Account for the Amount f'immced on or Elhout the Di$bul'$emcnt 
Ir.ite. 
You also authon:,.e us to initiate an ACH debiu~nlry to Your Bank Account: 

(11) for the Total of Payments plus aD)' accrued fees on the Payment Due Date, or on any subsequent Renewal Payment Due Date, if you 
contact us at lca-,-i three (3.) business days prior to sucb date and iielcct Piiyment Option (a) in the Luau Agreement (Pay in futl); 

(b) for the Finance Charie plui. any accroed fees on the Payment Due Dut<:, or on any ~tlbscquent Renewal Pilyment Due Date, if you 
contact us. at least thrct (3) business days prior to such date and select Payment Option (b) in the l-oB.n Agrccm<:nt (RENEWAL), odf yon 
f.ail to coll.tact us to confum yolU' paymeot option; 

(c) for the accrued finance cball;!C:S and fees, plus $50.00 oo each Pay Date1 afterlhe fourth (4u1) Renewal Paymtnt Due Date, until all 
ernotmts owed under the Loan Agreement me paid in full~ and 

(d) for any accrnc.d Rct11med Payment charges, subject to the Loan Ag,ccmcnt. 

You agree that we may re-initiate a debit trttry for dle same amount if the ACH debit entry is dishonOf'ed or _paymen.t 1s returned fot any 
reAson. The ACH Authorizations set forth in the Loan Agreement are to remain in full force and effect for this transaction until your 
indebtedness to us for the Total of Payments.. plus any other charges or fees incurred and described in the loan Agreement, is fully 
satisfied. You may only revoke lhc above authorizations by contacting 1is directly. lfyou revoke your 11ulhoriza1ion, ym1 agree to provide 
us with anothc- form (If payment acceptable to us and you autbori7.c us to pn:parc and submit one or more checks drawn on Your Bank 
Acwunl su l011Ji ~ amounts are owed to us umk.-1' the Luan A¥Remiml, 

. 

CONFIDENTIAL 
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lh p.ayrneot is~ uupaid, yw autbori;i:e •lS ro !Wl.ke a one-time electrQl'lic ful1d rransfer &um Your Bank Account to collect a fee of 
$2S. Yau voluntarily authol'i?e us, and oor successor and assigns, 10 initiate a debitC11trito Your Bank Account for payment oftbis. fee. 
You further authoriz.c us to initiate dcbitmtrics as 11ccc:.sary to recoup the outstandmt loan balanetl whcu~a an A.CH t.ram;actioo is 
mumcd to oi; for any JU!$SOn, You undcnrtand and aga:cc tlmt th.is ACH audloriution is provided for your eonvcnicocc, and that :you have 
autbori:1.ed repayment of your loan by ACH debi1s vohmtacily. You agree 1hat you may iq,ay )'OUT indebtedness lhrougb other means, 
ilwludmg by provi.dina timely payment via cashier'$ check ur money order din.-ctcd to: fntcgrity Advancei 300 Creek Viow Road, ~'ui.te 102, 
Newark, DE 1971 I. 

You euthori7.c us io v~ify all ofthc information~-you have provided. includmg J)ll$1 and/or cu~n,:nt information. You agree t"-1: the 
ACH Authoril'.Ution herefn i£ for repuyment of I Bingle payment loan, or for $ing1c psyment of finonce c:hnrges for Renewals, oncl 1hlt theae 
enbie6 aba1l not recur at substsntiafly ~Jar intervals. lf dtere i$ my missing or erro=ous information in or with yoor loan 81JD]ication 
regarding your bank, bank routing and ttansit RUmber, or account llumber, then you aU1horize us. to verify and correct such infonna"!lon. 

lf'your plO'meot is returned to us by yourf1.11aacial iostitution doe to insufficieatfuads oca clQscd uc;oouot y0u 11.sre~that we may recover 
court cosls and rcaso11al:)lc attomc)"s fees incunod by us. 

Sig111ture: (X) __ _ Date: ____ ""llwao.14_.!2llll;Oo11.Q2"-----

• addition, you ako agree C°' the follawiq~ 

l. I undmtand that you are licfflsed in die State of Delaware and operate your bu!lmess within the State of .Delaware. ( undm,tand that I 
could line travelt.d to Dela\vatc to apply £ar- a IOIIO at your office io DclaW!l~bot I have cbasco to apply rot this loan vill the intmn.et, 
telephone and/or fox ror my own convcniaicc. 

2, l undexstand that no bi~~fl contract between mywlf ~d you will be formed umil my application is received by you in Delawan: and is 
approved by your uoderwnnog department. aR1 located m Delaware. 

3. J understand tbat if my application is approved funds will be transrem:d to me liom our \,ank account in Delaware 11nd the contra.ct will 
not be completely performed until I have repaid the loao in full, along with any fees, and my paym.m.t i.ueceived by you in Dela:wam or is 
depos.ired elcctron1calty into onr bank Acoount in Delaware. 

X Initial hen! only if you have read.~ to, and undentancl fM !Catemen~ polldes aud pr@eedores Jlsted above. 
4.T -..a;1~,ye that I hne n:ccived and ~ad ~ Jpt;,m;ity; Adugc, Prmcy Pglicy, 

S. I under:'iland tflat l may make choicell ni~ng the wa:y that th~ Integrity Advllncc flnnify of companici; u!\ei; and AABl'e:11 my infonMtton. 
I iu:kaowlc:dte th~ tblluwing uotk:i= n:ipd1Jl¥ dtOliC clK>iutis; 

• 

• 

• 

• 

• 

The Jo~ Advance !Bmily of axnpmics is prov~ 1lns notice . 

federal law gives you the right ro limit some but oot all roadceti:n& from tbe lntegri1y Adva11ce Companies. Federal law also 
requires us to give yon th.is ooticc to tell you about your choice to limit mut.:.cting wm the Integrity Advance Coropilnics . 

You may limit the Integrity A.dvam,-e affiliated oompiu1ie11, Ovm llllll~eting 111.c:ir produtiis or secviOl;S to you based onyul.lf 
pmonal iufomtlttion lmtt thtiy rcctive .from otller Integrity Advctnlie (."Ompaoiw. This illfonuation im:lw.lc:11 yoll( income; yoor 
~nt histo1)'. and your credit histoty. report, or 5':0re. • 

Your choice ro limit marketing offers from the Iutegrlf)' Advaoce compmic11 will apply tlt'ltU you tell us to change your choice. 

lfyou have nlrendy made o cboioc to limit marketing otra-s fl<Jffl the lnt:egrity Advan<:o OOtDPflt'lies, you do oot need to act aguin, 

to limit 01,1r sbilring Pfinfotlnatk>o with Third Pai:ttes and Affllialcd COll)Jlllllie:i, and/oc to limit marketing.offers from Affiliated 
Cumpanit:1S, COJWtct 11~: 

♦ 
Ele~oicalty, by clicking subroilting our onljne ggt;rnn fogn 

• By Mail or Fa:<: By printiog out and (;0Jnfleti11g the Mni) or Fax o.pt--out fonn and 11C11dingthc form to: 300 Crock Vkw 
Road, Suite f02, Ncwuk. DE l97!1 or via Fax to 301-861-1717. 

I certify that t hitve received. read and undcnt.ood this not1ce rep.ming my Opt-out clloioell. 

CONFIDENTIAL 
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X loitial bere only if.;vou .lu1vt read, ·agree- to. ead unders~nd tbe 1blfe111enli, peUcies IUJd precedures listed •(loove~ 

6. I uudcrlstand that the Loan Agrccmont and any !!tlbscq\lcnt agl"C()mcnts between ll'i)"clf 11rtd you arc subject to Delaware law. that 1.-grcc 
to be bouud by such law~ aqd acknowledge that, in the event of a booa fide-dispute between !D_y8elf and you, that Delaware law shall 
.c:xclusivcly apply to such clis!"ltcs, regardless of where auy proceedings arc bekl 

7. l und~nd thitt submitting false infonwtion to mdl.ll'tl you ,o grant me a Joou. i.e., at- false l!OCiat s1;>eurity P\Ullb(,r, {al$e iilenti6cation, 
allcred bank statements, etc., constitutes fraud and may subject mc-to~riminalpcnalties. I funbcr11ck11owlcdgc tbatyou ha'vc di&elosed 
your policy that you will report .~uch instances offru.ud to the appropriate law enforcemenc.ogencies. 

8. I undersand ifI prefer to pay al I or pan of the loan amount, mtber than accept the refinancing, [ can call you at (SGO) 505-6073 at least 
three (3) business days before my payrQeDt is due. 

9. l undC1'512nd and accept if I default ou my Joan and I do n<Jt cqopcnrtc with you on repaying my debt, including Che ori4inal loan amount. 
and all fees that may apply, you may submit my name 10 fl oollection agency and report. the incident to a consumer reportmg agency 
databllSc, such as Tcletnck and/or CL Verify, which m~y aewnivcly imP,a-ct my ability to write checks and to rccci.ve Joans or adva!m:es 
ftom other compani.es. 

I 0.1 Wlderstand and llCcept if my accoant i5> turned over to a third party "oUeciioo ageocy aJJd they are unabte to collect the iimouot owed 
you, the collmion agen;;:y will thco pursue every action granted tu tbi;:m uoocr the law, iiu:l\lding but not limited to ·wage garnishment. 

X~ IJJ.lti•I bere-only ltyo■ beveread, agree to. ud uqa~d lbe stateme■ts,. policies and procect•res 6$ted -.hove. 
W The tcnn "Pf\Y Date~ refers to thQ ncd time following 1hc Pa~ent Due ~tc, that you i:oocivc rc~lar wages or $Diary ~ y(}Ut 
employer. Because Renewals arc for 1t1 least fuurtceo (14) da~t ifyau arc peid weekly, your loan WJH not be Rooewecl UDtil tho next Pay 
Date that is at least fourt~n. days after the prior Payment Due JJate. 

FORM#3 

(Integrity Aavaote, Ll..C) Loan -N~ 306t907Z 

Bonvwe~s Name: Dale: 3/24/2009 

BoJTOwer: PLEAsE READ AND COMPLETE Tllll FOLLOWING: 
DEFAULT, GOVERNING LAW, ASSIGNMENT AND EXECUTION. Yoo wlll be in default l.fyou do not.pay us the amouo.ts Jou 
owe us under the Loan Agrcernem. The Applicarion1 Loari Agreement; end ACH Authorization. will be govomed by the laws of1he State. 
of Pe1awan!. Thi!> Arbitration Provjsfonis govcroooby me Fed~l ArbitnttiQµAct, 9U.S,C. Sections 1-16 (''FAA"). Wcmaya5Sign or 
tnmsfer the loao Agreement or any of our rights hereunder. Jfthc Loan Agreemc:n1 is wnsumJJllltcd, the,i yoo agree that the elecrronicelly 
signed Loan Ag_reement, ACH Authorization, and Arbi1n,.tion Provision we reocive (rom you will be oonsideNd the original c,t1.,-cuted Loan 
.Agn:clDCDf. ACH Authorization, and Arbitratioo Provision,. rcspootivcly, which are bit1ding and enforceable as to both t,.artics: 
WAIVER OF JtJRV TRIAL AND ARBITRATION PROVISION. Arbitriidon is a proces$ in which persons with a ijispute: (a) waNe 
their rigbts to Ole a lawst1ir and _proceed in court ~nd to bave ~jlll'Y trial to resolve their disputes; and (b) agree. instead, to suboor their 
dispu~ to a neutral lh:ird pttso!] (an "amitmtol"' ) t~r a dcc~on .. Each parl}'_to the ~ilk: has an opP9rtuoi.t)' ID present ~me e-viden~ to 
tbe- 11rb11ia1or. Prc-arbi.tuil.i0u-d1s.:uvc.."I')' may be fumled. Al'b1lnlt.100. pa·Ol.X:edwg:1 are pn~te ,and lCliS focmal than e<>llli trials. The arb1lrator 
will issue a fl031 and binding deci.,100 resolving the diS'J)Ute, which may be enforced HS a oourt judgnumt A coort rarclfu,'::"ums an 
arbitrator's decision. We have a policr of arbi1nting alldisput:c:s with customers which cannot bi; ierolvcd m a small C • trtbunal, 
including the scope and validity of this Aroitntion Prov~ioo and any right you msy have to participate io an alleged class action. 

T11EREFORE, YOU ACKNOWLEDGE AND AGREE AS FOLLOWS: 
1. For pmposes oflbis Waiver of Jury Trial and A.rb1tratio11 Provision, the words "di~1,1e• -and "dispull:s" ore given the broaoostpossible 
meaning and include, without limi(lltioo (a) all r.:Jaims, diipirtes, or controversies arising from or reJating directly 0( indirectly 'to the 
signing of'this Art>itration Provisioo. the validi1y aod scope of this Albitration Provision and any claim oc attempt to set aside this 
Atbil.nitiOll Pro~sim.; (b) ¥ll fedaitl or stll.lt: law cb1iJ!lS. ~i!lpuws or controvenie!;, ~sing_ i'om or .relating 9ireL11y '?f ~Y. to fltt Loan 
Agrtemc.nt, the u1fomiat1on you gave us before entenng mto the Loan Ap-cemcnt, mcl';Jding the <:tJSfomer 1nf~nnat1on appltcatLon, and/or 
any past agrecmentor agreements bm·een you and us; (c) 1111 c01Jn1Qrclauns, cross-cl;nniS 11nd ihird-party dauns; (d) :ill CCJmmon law 
<ilai~ based upon cootract. tort, fraud. or other intentional tom: (e) all claims based vpon a violation of any uate or tederal coostitutio~ 
statute or regulation; (I) all clailll$ asserted by us against you, including claims fur money damages to collect any sum we claim you owe 
us; (g) all claims asserted by you individually against us and/or any of our emplQJues, agents. direet«s, officers, shareholders, .gov.cmors, 
managers, members, parent comp-,my or affiliated entiti1:~ (hereinafter collectively refi:ired to a:. "relaied third partiesn}. illcl!lding claims 
for money damages mid/or equitable or injunctive relief; (h) a 11 claims asserted on your behalf by anoCher person; (i) all claims assertc-0 by 
you as a private attome)' general, a, a representative arid member of a class of persons, ot in any other representative capacity, against us 
tmdfor related third parties (hc~nafter rcfum,d to as ''Representative Claims''); and/or (j) all claims arising from or relati~g directfy or 
indirectly to the discl()SUI'e ta)' us or rc1atcd third partie.g ,of11oy non-public personal mtbrmation about yoo. 
2. You acknowlooge iind 11g1ee d1lif by en~ring into this Arbitration Provi~101t: 
(a) YOU Alm GIVING UP \'OtJRRIGHT TO HAVE A TRIAL BY JURV TO RESOLVE ANY DISPUTE ALLEGED AGAINST 
trs OR RELATED TlllRD PARTIES; 
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(b) YOU ARE GIVING UP YOUR RIGHT TO RA '1"E A COURT, omER THAN A SMALL CLA.IMS TRIBWfAL, RESOLVE 
ANY DISPUTE ALLEGED AGAINST US OR RELATED TH,I.R.b PARTIES; ud 
(c) YOU ARE GIVING UP YOUR RIGHT TO SERVE AS A REPRESENTATIVE, AS A PRIVA tE A TTORNE\' GENERAL, 
OR IN ANY OTHER REPRESENTATIVE CAPACln', AND/OR TO PAllTIOPATE AS A MEMBER OF A CLASS OF 
CLAlMA"-'TS, IN ASY LAWSUIT FILED AGAINST US ANO/OR RELATED THIRD PARTIES. 
3. Except u provided 'in Paragraph 6 below, all disputes iocluding any Representative Claims against us and/or related third parties shall be 
,-a;olvcd by bfoding arbitration only on an individual ba-si$ with you. THEREFORE, THE A~BITRATO'R SH'A LL NOT CONDUCT 
CLASS AlUUTRATION; THAT JS, THE AllBITRATOR SHALL NOT ALLOW \'OU TO SERVE AS A REPRESENTATIVE. 
AS A PRIV.ATEA1·TORNEV GENERAL, OR IN ANY OTHER REPRESENTAflVE CAll-i\.CllY J10Jl OfflERS lN nJE 
ARBl,TRATION, 
4, Any party lo a dispute, ioduding related third parties,. may send the other P3'1y written notice by certified mail retum receipt reqUeited 
of their intent to .ubittate and setting forth the u1bject of dle dispute. along \vi.th the tttliefrequested, even if a lawsuit has been ffied .. 
ReJ!.Bl'dJess of who demands arbioadQn, you shall bavc tlie right ro select anr of the following arortration ocg-,1oizations to administer lhe 
arb1tralion: the American A1bitrn1icm Association (l-&00-778-7879) http;/Jwww.adc.org « TAMS (l-800-352-5267) 
http://www"~r;"om· Th~ partii:s ~•Y olso 88,:CC to si;:lr.,ct °-!I a.rbi!"'tor w~ ~ides wi~n _ywr ~dc.rn! judi~ial district who~ m 
~. Mir~ JUdg4:, or .ad:ittrator i:e~sterec! and nt g?OO ~ding with an,arb1~ron asroc~ou, Bf!d arb1truw •~ accordance ~h ~uch 
arb1tranrifl1'1s rot.es. flie party 1'0Ce1Vtlig tll1tiC£ of .111'61tranM will respond m wnttng by certified mad retuni ~1pt requestc:d witruJJ 
twenty (20) days. Ifyoo demand arbitration, )'00 must ln[orm os in your d~mand of the arbitration organization you have sel~ed or 
~llt:t~ you de.~~ 10 selL;L"t a local ar~itr:ator. Ifretated ,bird ~teS or we del'lll!Jid ~i~on, yo,u ll!ust notify us _within, ~wenty 00) days 
m wntmg by ccrUfied ml11l relllrn l"fl';elpl rcque.~ of your dec1s1on to select an arb-itratioo organlZll.tt(ln. lf'you fail to nO(Jfy us-, then we 
bavc the ri.sflt to scli,?C,t un arbitration o,gani:tation. The. parties to such dispute wilJ be governed by the rules llnd procedon;is of $uch 
arbrtf11.lion organization applicable to c~umer di!Sl"lhif., tQ tlw extent those rules and procedures do not contradict the express tenns of th is 
AJbitntion Provision, including tbe limitati.OIIS on lhe arhiltldot below. You 1nay obfaan a copy of the ntles..and proccdtns by con.fading 
rho arlmmioo organization listed abo\lil. 
5. Regordless o( who demaodli arbitratkm, al your request we wi II ad-vauoe your portion or the arbitration expenses, incladiog 1be tiling, 
adm. ioistrativc, hearing 1ud ubi'lllltor's fl:C$ ("Arbhntion Fcc:s~). Throughout tile albitratiOIJ, each~ sMll bc-,rbis or bcrown 111twmcys• 
(CO$ and expenses, sucn as witness and ~ wmaesa fees. The arbitrator shall apply applicable su b!itantive law oonsistCII.I wi1h the FAA. 
end :applicable statutes oflimitation, and shaU honor claims of F.fvilcsc n,1.-ognized al law. The arbitration hewing will be .conducted in the 
oounty of your reside:oce. The amitra«>r may decide, with or wnJiout a hearing, any motion that is substantially similar co a modoo 10 
uismi~ for faiJun to st11w M claim or II mc;,tiun fur 11urrum1ry judg.tm..-nL In cundueting 1h1.: nln!riuo proceeding, the llfbilnltor shall oot 
apply any federal or sUltc nalcs of civil PfO«)dure o, cvideo.ce. J f aJ lowed 1,y staMe or applicabte &!wJ the W'bitrator may award statu«>ry 
damages anNcr reasonable mtorneys' fees and cxpeltSes. lftbe erbitmtor renders a decision. or an 11W11rd in your favor resolving the dispute. 
then you will not be responsib1e for reimburs.mg us for your portion of the Arbitration Fees. and woe will reimburse you for any Art>itrntioo 
Fees yoo have previously paid. lftbo arbitrata- does not render a dc-cision or an award in your favor resoh.ing the disetite, tb4:11 the 
arbitrator shall require ~ to reimburse us for the Arbitration Fees we have advaoced. oot m exceed the amount which would bllvc been 
assessed as court c:o1,~ 1f the: dispute bad bei:u resolved by a state court with jwudjction. ~ any Arbitration Fees you haVt: previously 
paid. At d,c timcly request of any party, the a.dtitmor shall provido a writtoo c,q,laoarioo for the award. The arbitrator's a111,"8J"d may be filed 
with any ~Ji. havtni:durisdiction: . _ . _ " . _ . . . 
6. All parties, mch1din.g related third plll'ties, shall retain the right to seek adJUdtcatton ma small i;Laum tribunal 10 the county of your 
n:sid~e for dl,-tutes within the scope of imch trlbunal'i. juri:;mction" Any di~ which cannot be adjudicated within the Jurl!iodiclfon of a 
~11 claims lribunal, ~hall be n:solveu by biD.ling ubi:tn!.tioo. An'/ appuatl df 11judgmmf. (rum a s1oall claimli tribuna.1 sludl be Jt:lil.llvul by 
birtdi,c arbitration. 
1. Thi, Arbit:n!tion PJ'O'Vision is IWlde ()lnUBQt to a tnnsactiou involving mtfnbte commerce nnd nil be governed by tbe PAA. Ifa fiool 
non- appealable judgment of a court havingjmisdiction over this transaction ii~ foc any reason, that the FAA docs not apply to this 
minsru:tion,. then our .agreement to arbitrate shall be governed by tbe ai'bitratiOII law oftbe State of Dela®re. 
8. ThisArbilratiou Provision is binding -.poo and benefits you, you[ m.pective ~ successors atld assigns. This Arbintion ProviSion is 
bir.adiog '1POll and beocfJts us, 0111' succes.wrs 1md assigns, and related third patties. This Aroitratio11 Provision continues io. fuU forte and 
effect, even if your obligations lutvc bcco pid or discbargi:xi through bankruptcy. This Arblb'ation Ptovisioo survives any cancellation. 
termination, 11mcndment, ex.i:,inition or peifurmance of my tnmtadion betwcen you and us and continues in full for~e ami effuct µuless you 
and we othi:rwise agree in writing. If nny of this Arbitration Provision is held invalid, the remaindCf" shall remain in effect. 

9, OPT-OUT PROCESS. You may choc,$e to opt out of the A:rbitnitioo Provision, bot m by following the process set·•forth bek>w. lf 
)'OU do uot wish to be 1,ubjm IQ this Arbitmioo Provision, theo you must notify us in wr~ within 111dy (60) calendar~ of ihe date o:f 
this Arbimnion Provi:i.Klll et the fullowiog addrr:s1: lategrity Advance, 300 Creek. View Suite 102, Newark. DE 197 l l . Your written 
notice m'Ult include your name, add~ aecount number or $0Cial $~rity number:, the date of this Arbitration Provision, and a $tateahCl11 
that yon wi:sh to opt-Cllltofthis Albittattoti Provision. Ifyau cltoost to Q1>t ou~ tben yow c:boi(:e will apply ooly to the Appticatioa. Loat1 
A~ent, ACH Authorization, W'ld Arbitnidon Pn>'Vis1ous suomittod by you in this tnllUaction. 
By enteriag your name and clicking tile "I Agree" butt•• below,yo■ •re electrnladly dgldng IIUld agreeing t• •U t1-e term, rA the 
Loan Agnement, the Arbitr2tion ProvWon, :ltlld the ACH Aulhorizatioo (itathe Loan Oocu.n,entsi€) a:iad providirag ~r 
~nrdng your electronic slgnature 011 all or tile Loan Decainents. and yeu are uprei!ISly e11nsentlng to receive SMS messages 
from ■s. \'oa 11grce 1hat your electroak Rgufure has fl1.e full force and effect of your phyikal slgnaturt and that it IJl11dt you to 
the Loan De,cuments I• the same muner a pbyskal sign11~re would clo si:,. By dettrulcally signing below, you allo admowledge 
that all or-the Loan Docmients were fl~ Jn before y.ou ·did so and you Juve rtllCI, anderstand, Hd agree to all of the terms of the 
Lean l)ocume11ts, includ1-.g the provisin entfflell •~)YAIV£R UE D2BY TRIAL AND ARBJIBAUDN fRCWISIQN" and ti. 
frlyacy Polley 81'1.d Conred Ba,ro,,-er lllelltfflct1tio1t Ststt-menL You ar;ree tmtyour right Jo ~le SPlt agaltlst m fer Jliny cl•lm •r 
dispute reganliag t1ae. Loa11 Documents •r yeur relationship wJth us is limited by tla WAIVER OF JURY TRIAL AND 
ARBITRATION FROVISION. You al51 agne tllat all mfom1atio1 yt,tu previded to 111 prior to i;,rdurine tl.ec,ompleth)11 orlhe 
Lea11 Docudlents is complete and accurate. Yn repftSellt tllat you are 11ot a dcM...- uJider any ptomd.log in bankruptcy 11.Dd hive 
n, intnd,11 to Ole a petflfou for relier ■ader 111y cllapttr of the United States Bankr11pkr Code. 

PrlatedNamt 

CONFJDENTIAL 
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Signature: (Xl __ 

CONFIDENTIAL 

Dote: __ _,3...,/2.,.4_12 .... 009 ___ _ 

Electronic Signature Infonnation 
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APPLICATION (Integrity Advance, LLC) FORM #1 Loan#: 53649938 
IMPORTANT INFORMATION ABOl.lT PROCEDU/lES FOR OPeNJN<.i II NBW ACCO_ UNT.: To help the govcmmt:n.l .fig)1t the 
funding oftentti.sm and mQOey laundering ecdvitios, Federal law ~uires 11TI financial institutions to obtain. verify, and record 
iufurmatioo. tba1 identifies elltlb person who opens en account. Whal this means far yo11: When you open on acoouot; we ("we• or "tis'' 
refers l:O ilJntegrity Advaoce, LLC") will ask for your name, address., date of birth, and other information that will allow us to identify )'OU. 
We may also ask to see your driver's tia:me or ocheridcntifying document. 

zi~HllMliWffl'J,li&Yf 4PQPTPROCEDURF.s TQREOUES['ANDRETAIN JNOUR RECQRDS[NFORMATJON 

PERSONAL INFORMATION 

E:MPWYMENT INFORMATJON 

~~ 
BANK INFOJ.{MATION 

fr .. ~,11,j-o .... C .. A,crn .... -»-m ... -... Cb-oc-k-iu'6g _____ l1 .... o .... iJiio ... ·.,.g..,N,..1 ... 1ro .... b ... ec.... IAm»rot Nnmbei: 
REFERENCE lN.FORMATION 

By typins your name and clicking 11I Agree'' below. you are electronically signing this Application.. By electronic:ally sigJJing and 
submitting Ibis Application, you certify that an of the infonnation provided above is lrue, complete and correct aod provided to u& fOI' the 
purpo5~ of inducing U$ to make the loan for wbicb yoo are applying and :you a~ni,wkdge ~h--mg a fully CQJl'iplete:tl cqJY-Of lhi8 
A])J>li<:Mioo and accomponying documents. Th.is- Applicnl.ion wnl lie deemed incmnplere and wi1l 11ot be~ b-y us wiless aped by 
you below. By clccttorucally signing bclo,1,1i' you also sgrcc-that we n,ay obtain 11nd use info:nnadco about you from third parties, moluding 
eons11mer reports, to evaluate yaur application and to review yow- acoount fhr as tong as you owe 1111y amount to us. 

CQYIBIQ BORROWER IPENTIFICATIQN STATEMENT; 
Federal law provide!t important prot.ections to acdvedul)' memben; Qfthe Armed F«eesal'ld their dcpende11tli. To ensure that the.o;e 
ptuWd.ions lift! pruvidetfro eliilible !lpp!ic:ml!;, we require you to sefol.1 and dec1rooiatlly sign O'NE of tb.e following stawment... ai. 
applicable; 

I AM a regular orrcserve member of the Anny, Na.vy. Marine Corp$. Air Pon::e, or C0&61: Guard, serving on active duty under a call or 
order that does not specify a .lleriod of 30 di)'$ or fewer, or such member setving on Activ~ National Gum;! dufy. 

l AM a dcpmdcnt of a member of the Armed Forces on active duty~ tbcribed above, because I run the member's spouse. the nicmbcr's 
child under the: llgt of eighteen yean. old, or l am an iodividool for wbom 1hc mcmbcr provided more than ooo-ilalf of my financial support 
(or HlO days im~diately preceding today', date. 

I AM NOT ,11 regular or reserve memhet at'the Army, Navy, Marine ("~ Air 'Force, or Coallt C'rt1ard~ RetVing on active duty under a call 
oc ordir tba,t does not specify a. period of30 days or fewu (or a depende11t of such a member), 

WARN!NG: IT 1$1\fPORTANT TO FILL OUT THIS FORM A.CCt;RATEL Y. KNOWINOL Y MAKINO A FALSE STATEMENT ON 
A CB.EDIT APPUCATION IS A CllIM.E. 

LOAN AGREEMENT FORM #2 Loan #: 53649938 
Disbum:ment ~e; 11/3/2011 
Paymcotl>au:: ll/15/2011 Loan#: 53649-938 

(Irueg,:it:y Advance, LLC) 300 ('!;eek View Road Suite 102 NAME; 
Newark. DE 19711 Phone: (800) 505--{)()73 STATE: , 
In this Lo811 Agreement {hercinsft.c:r, the ''Loan Agrccmcntn) the. words "you", "your" and "I" mean the bonower who has electl'Ollkally 
signed it The words "we", 1'us" and "ourft mean Integrity Advance, UC ("Lender")." a liceused lender ofpayday loans regulated by the 
Delaware. State Bank COOlll1iSSioner. 

FEDERAL TRUTH IN LENDI~G DISCLOSURES 
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~NNUALPERCE~TAGE Fffl-ANCECHARGE 
RATE 

Amount Financed 

Toe 6ol1Rr smooot the credit will The amount of credit pro~ded to 
The ca&t of yow cmlit <'Iii II ycmdy 

rate. 
7300/4 

co:;t you, yt'lu or f>n yonr behalf. 
$12Q.OO $500.00 

Security: You are giYing a security interest in the ACH Authol'iZ!ltion. 

Tota] of Payments 

Th~ amoum you will have paid 
after you 

have made all payl"QC1l1s as 
scheduled. 

c,,:.-,n nn 

Prepay111ent: If you pay off early, you wiP be entitled to II refund ~,f the ltneamed portioo of too finance chai:gc. 

See the i.enns of lhc Loau Agrc<:ment below for any additional information about nonpayment. defa11tl, and prepayment refu11ds. 

li:mim,ion of Amount Finam,,~: Amount given to you directly; $500,00. Amowt puld on W!l'1ft: .S~649938 with-us: $620.00. 

PA Y.''tfENT OPTIONH: You muM 11elect your payment option at 1eai.t. three (3) bu~ines~ daY!i prior to Y<Jltf Paymcrit Due l)stc by 
conl'lli.1:ing us at (SO0) 505-0073. At that time. you may 1:hoose: 

(a) !:!i"(lcJ:111= You 1m1y pay the Total Qf Payments shown ul;xrve,. p111s aD)' accrued fees1 ro :satisfy your loan in fuU. Wllen you contact 
us a , is option, we will .debit Your Bank Account (defined below in the ACH Autnorization) for the Tool of Payments plus any 
accrued fees., in accordance wi1h the ACH A11tbQri1.ation bel()w; OR 

(b) Rcgcwa): Yuu may n:uew your 101111 (thal is. exteud the Payme,:u Due Dale of your loao u,nil yourneJ1l'Pay Date•) by audmrizil.!8, QS lo 
debit Y out Bank Account for the amount of the Finaoco Clwgc, plus any accrued fcos. lfyou choose this option, your now Pfl}'mcut Due 
Date will be your next Pay Dam, and the re~'t of tho tenns of the Loan Agreement wil1 wntinue to appl.y. 

• The tcnn "Pay Date,•· iu used in ,this Ulan Agreement, refer!t to thil neid rime following the Payment Doe D-.t~, that you receive regular 
wages or salary ftom your cmp1oycr, Because .Renewals arc for at least fourteen (14) days. if you are paid weekly, your loan wilJ not bi:: 
ll~ed until -the next Pay Date that is at lea$t fourteen days after the prior Payment Due Da1c. 

AUTO-RENEWAL: If you fail to comact us to confirm your Payment Option. at least three (3} business days prior 10 any Payment Due 
Date, or otherw1ie fail to pay the loan in full oo any Pay Date, Lender may automatically nmew yaur loan u describe<:! undei- (b) above, 
and debit Ywr Bani: ACCOlltlt on the Payment Due Date or thereafter for the Finance Charge and any accrued fees. Your new Payment Due 
Da~ will ~your nwtf' Pay Date, aod the resloflbe terms oftbel.oan Aircem~ wm co11ti1,x,e lo apply, You musU:onlacl us al leasttbree 
(3) business days prior to )'OUr new Payment Doc Date to confirm your payment option for the Rcocwal, 1f you fail to contact us. or' 

otherwise fail to pay the loan in full on your new Payment Due Date, we may automatically renew the loan until your next Pay Dale. After 
your btitiat loan payment, you may obtain up to four (4) Renewals. All terms oftbc Loan Agreement continue to apply fo Renewals, All 
Rcnewab arc ~ubjert to Lender'~ .a~val. Under-Delaware law, if you qualify, we may snow you t~ cmcr into UJl t<l four (4) Renewal!-, 
slso known as a "refinancing~ or a ' rollover-. The full outstanding balance shall be due upon completion of die tcnr& of all Renewals, 
1m1css you qualify for Auto-Workout, ll described below. 

A UTO-WORKQUT: Unless you contact us to confi~m )'OUr option for Payment in Full prior to your Foarth Renewal Payment Due Date, 
your loan wi II automatically be ph1ccd hlto an Auto-Workout payment p11U). Uodes the A.uto-Wortout payment plan, Your Bank Account 
will automaticalfy be debited on your Pay Date for accrued finance chatges plus 21 princip11l pa~menc of $50.00, until all amounts owed 
hereuuder are paid io full. This does not liniit any of Lcodet':t other rights undQr the terms of the Loan Ag;rccmenl All Auto-Workoot 
payment plans a.Jc subject to Lender's approval. 

DJS/ll/RSJJMBNT: .ln ordor to complete your transact,on with us, you m145t electronicnlly i.igu the Loon Agreement by clicking the "! 
Agn."C" button at the encl of1hc I.mm Agreement, w; well aun other ar Agree" buttons tlult appear within the l..oaTI AgrcementandTCllited 
documents that appear below. We will tllen approve or deny your application and the Lc8n Agreement If the Loan Agreemffll Is approved, 
we wUl use cornmetclally reasonable efforts to effect 'll credit entry by depositing the proceeds from the Loan Agreement into Your 'Bank 
A.ecountoo the Di$\>IU'$ement J)altt. Urui.voidable delays a.s n res11lt of hank holidays, the processing schedule ofyour individual bank, the 
\mfi1nely receipf of pay sn1~ if such pay sfubs are required, inadvertent p.rocessjng errors, "acts« GodH ~ 11nd/or "acu oftem>r" rnay 
extend the time {OJ: the deposit. You wm have the optiM ofrescillding the loan and 1hi& Loan Ag(eement in accordROce with 1be 
a€o:RESC1SSJON" provision listed below, which descnl!es, amoog odter things, the 1iroe and manner within whkh notice ofC'CSdssion 
must be given to be effective. Failure to e;ivc such notice as and when setool in d111 '"RESCJSSJON' provjsion will be <ieerned to coustjiule 
aoccplllocc by you of the delayed disb1115Cm<:nt date. 

YOUR PROMISE 1'() PAY: You promise to pay us the·ro1a1 of Payments a<:dn'ding to the terms of our disclosures i.ct forth bclowoo the 
P11yment Due Date and all other amounts owed tom, under the Loan A~cemeul Yoo grant us a !tccmity iotcte!i;tin your AC'H 
Authorization (defi11cd below) •n the amount of th!. Tota 1 of PayJTk,"llts which w~ ,nay negotiate oo the Payment Due Date or 1hereaftcr. All 
pa_ymcots will be ae,J?lied first to interest and fees and then to p1i.nci.Jllll. Both 1hc amount of interest clwgcd and 111tc thereof aro set forth 
respe<:tively in the Fmauce Charge and Annual Ferclcntage Rate disoloswe& i.n the Loan Ag:reemeJlt, Purst1ant ro tho ACH Aut:horiiaQ01>., 
yo11 have directed ui; to initiate one or more ECbec.k/ACH (collectively" ACH") automatic credit debit entries to Your Bank Accowrt for 
thn amounts owed to us under the Loan Agn:cment on the Payment Due Dlltc or theJUtfler 11nd for certain fees durt may be ftsscssed in the 
event of dishonor when p~t is made to your bank on your ACH Aulhorizari011. 

CONSENT TO ELECTRONICCOMMI.INICATIONS: The-following terms and condiliooa govern electronic communicRtions in 
connection with the 1.oan Agreement and the transactioo evidenced hereby (the "Consent''). By electronically signing the Loan AgreerMnt 
by clicJcing th.e "J AUREEl" button and eateriog your name below, you are confimring that you have agreed to tlte terms and conditions: of 
the Consent' and lhar yoo. h11ve downloaded or printed a copy oftbis Consent for your recordR. You agree that: 

• Amr disclosure, notice, record or other type of inf0011Btion that is provided to yoo in OOO!ICcti:Qn with your tnwsl!Ction witb us, 
inc~oding but not limite~ to,. the Lo~ Agr=ment, this Coru;cn~ .the Truth in Lending ~'i:k:losures set fort~ 1bove. change-in-term 
notu .. "CS, foe and transactioo mfonnatton. statements, delayed d1sbul$C!Jlent letters, notice~ of adverse aeb()U, state mandated 
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brochures and diliclosUICS, and U'lJ()sacilo!J iuformatiot.1 (ii.fccCom01vuicetioosiif ), may be lierlt to you electr-omcally by posting 
the information at our web site_, www.IAdvanceCash.com, or by sending it ro yuu by e-mail, 

• We will not be obligated to pmvidc aoy C.Ommuni.cation to you in pnpcr fonn uolas yon ~ecifically ~q!Wst us to do so. 
• Yoo may obhtl11 a copy ofany Communi.mion by con•acting-us 11t 300 Creek View Road, Suttc 102, Newark. DB 19711, orby 

calling us at (800) 505-,j0'73. You also can withdraw your consent to ongoing t:lectronic communications int~ ~ame mannir, 
and ask that th<.--y be sent to you in paper or non-elec1ronic form. If you choose to receiv~ Communicatioos in paper or 
non--1:lcctronic form, we may elect to termmatc tbe Loan A~emcnt and demand paymC11t of the amount then due by lhc date af 
your withuntwal of ~o~ urby the expmi.tiun ufany mimmum Ull'lll mandatc:d by hl.w, whii:ht:vtr is w.le:r. 

• You agree to provide us with your commt e-ttutil address for notiCell at tire addnm. or phone number indicated above. If your 
e-mail address chan_$es; you must send illJ a notice of the new addre:Js by writing to us tR' sending 11$ an t-muU, -using secllRl 
messaging, at least fjve (5) days before the change. 

• In order to receive electronic communi~ions m oonnet-'tion with this tnmsaction., you.will need a womng connection ro the 
Internet. Your browser mw,i support Che Secure Soekets Layer ("SSL'') protoool. SSL provides a secure chan!lel to send and 
recci ve data over the Internet. Microsoft lntcmct &pJon::r o Md abovesupports this &ature. You wjU alw oeed either o printer 
connoctcd to your computer to print di!iclosurcs/noticcs orsufficicnt bl)l'd drive space- nvailablc to i11vc tho infor:motion (e.g., I 
m¢gllbyte or more). You m\15\ have your own lnteroet service provider. 

• You hereby provide us with. ;iour express consent to receive SMS messages &om us via any of1he pbooc uumbeni provided lo us. 
• We mey amend (add to, delete or change) the terms of this Consent to elecironic commurJiartion by providing you. with advance 

nooce ill. accordance with applicable law. 

ay entering your name .md today's d(att, ond cJif.lkiog the ~1 ~" button wlow, you ~re i,Jcctroniaally signin~ this d<»ummt 1md 
confinning that; (l) your system meets die requin:ments set forth above; (2) you agrw to n:-ceive Oomnnloicattoni electronically, and (3) 
)DU m ebre 1D ar.~ and print or store irl.fotmlltiQD present.ed et r:bis website. 

SECUillfft Plll:ftant to Comment 2(a)f25) of the Fede.rat Re$erve Board Official Stldf Commentar)' w Regu)ati.on Z 226.2. we have 
di$cli>scd to you that our inta:t:st in the ACB AllthoriDtion is a ,ccurity intcrtst for T.JUlh-in-Lmdiag purposes only, bcctoac fcdm.l •nd 
Delaware law do not clearly addnlss whdbcr out imerest m tbe ACH. Alithorizatioa i6 • "security interest." 

RESCISSION: You may rescind future payment obligations under the Loan Agreement, witbout cost or finance charges. no latet 1han 5 :00 
p.m E.b.11:m lime of th~ oc:Kt busuu::$s day iJ111HWill1dy fulluwm, tlu: Oi,.burscmcut Date ("Jl~.issiun Deadline"). To r~-cind futur~ 
paymcot obligations on this loan, yoo must i11fonn us in writin~ IJy or be:fOJC 1hc Rescission Deadline, either by email to 
inf~advancecash.com or by fax to (800)-581-8148, tbat, you want to cancel the future payment obligations on this Joan and that you 
authorize us to effect a debil cntr,y to Your Bank:ACC'Ount fur the principal amount oftbe Loan Agreement. In the event that we time.ly 
receive your written notice of rescission on or befurc the Rescission Deadline but befott: the- loan procttds have been creditr.d to Your 
Bank Aocount, we will -not affect a. debit entry to Your Bruilc Account and both ours and your obligations under the loan .Agreemeor will 
be rescinded. In the event that we timely recc~ yow written notice of ~t)$iou on or before the .Rt$dSSion ~dline but after the loaa 
proax:ds hove been ctcd,tcd to Your Bank Account, we will affect a debit w Your- .Bmlc. Account for the principal at•momrt of 1bc Loan 
Agiec:r:nent. If we recejvt: payment of d,1; ffD1CipaJ ltlll01Ult v~ tbe debit, ours aoo yoor oblpom "lffl.der tlk: Loan ~n:cmcnt will be 
mcind.cd. If we w nl,Jt ~jye paymeJtt of 1hc principal a.mount via the debit, then the Lop Agreement will remain m fi,dl f~ aod effel;t.. 

A.SSIGNMliNI': Thi11 Agreement rnay wt be~ by you, We nm)' aS!lillJl or nod'c:r 1lwi ABJ1:t:mdli mid &JU( reJIW:d ripts und 
ob~QtlS Without notice to you and your coo.sent i.1 not roqoired if we ma.Ice such 111-ass~t a transfer, 

DBFAULT: You will be in defilult under- this Agreement if you do not pay us what you owe us when due 01· your chosen peymcnt. method 
i1t stopped, denied or otherwise dlshunored. 

RE.FlJSSD INST.RUM ENT CUAllG£: If )40Qf p11yment method is stopped, de11ied o.r otherwise disbo1Jorcd, then you agn:c to pay us o 
llOO-'SUfficicut. funds { i€~8Fi.E) f~ of $25. 

GOVERNING UW: The laws ofthe StateofDela11tare will ~ovem this Agreemeut. iioWcver, any dispute arising out offhis wan 
Agn:clIIWl and any renewal tlleroofwill be fflbja;t to O~e A.Rl31TRATlON PROVISION. which is ·_govemed by1hc Fcdml Amitration 
A1.1. 

SPECIAL NOTICE: 

(1) THIS LOAN ts DBSJGN.ED AS A. SHORT-TERM CASH FLOW SOLUTION AND NOT DESIGNED AS A SOLtmOtf FOR 
LO'.NOEJt TERM FINANClAL P'ROBLEMS. 

(2) ADDITIONAL FEES MAY ACCRUE IF tlm LOAN IS REFINANCED OR •JtOLLED OVERn. 

(3) C.:RE.DlT COVNSEUNG SER VICES ARE AV AJ.LABLE TO t'O.NSUMERS W.H,O ARE EXPJ!RI.ENC~(J l".lNANCf.Al. 
PROBLEMS. 

BY ENmRING ¥OUR NA.~E AND TODA.Y'S DATE AND CLICKING THE "I AOREO" DUTTON BELOW, YOU ARE 
ELECTRONICALLY SIGNING 1lfE LOAN AGRE£MENT AND AGREEING TO ALL THE 'I'ERMS OF THE LOAN AGREEMENT. 
YOU ALSO ACKNOWLEDGE RECEIPT OF A FULLY COMPLETED COPY OP THE WAN AGREEMENT AND THE SCHEDULE 
Of CHARGES AND FEES BtLOW. 

SCHEDULE OF CHARGES AND FF..ES 

A l'A YDAY LOAN IS NOT INTENDE.O 10 MEET LONG-TERM FINANCIAL NEEDS 

Ac-Ollnlfng to the CommissionenteTMs R.cgula1ioa ml, Section 1.0, Notification, ecveiy liccm,::c shall furnish to every applicsnta copy of 
the ltemu.ed Schedule ofC.'harg~ and Feent the time when sueb application is made. As per the afotementioncd .C:ommi.ision~ 
Regulation 220J, Sectjoo 1.0. Notification, pl~ review the itemized schedule of char.81$ and fees below to better undentsnd ~ charges 
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IIJ1d fees .associated witb your loan. 

The APR, or Annual Pcrccat:agc Rate, is the tcrm foe du: effective interest rate that tho borrower will p11.y on II loaa to die leader ht a 
1.1andatdi)!cd way. Thill is to show the total cos-t of credit to the consumCl', expressed as an annual percentage of the amooot of ctcdit lent to 
the borrower. While APR· i, intended to make ii easier to compare lenders arid Joan option Iii., it can seem complicated to those that are not 
aware ofifs Ullptiarilons. 

Till:rl: ~ no accuunt ~t up ftt -llnd, whm ~uli;:d paymerrlis iil'C made, tl~rc ate no additwn11l fet:S ool!il<lt d11e principal amount bonuwc:d 
and the interest that accumulates oo the amooot borrowed. When comparing intcl'C$t rates among compani~, -please oote tha1 some 
<..'Ompunies may charge set up fees. application fees, or other such chiu-ges while we do not charge for tnese services. 

OTllERFEES 

NSF FEE.-$25.00 

V1f CUSTOMER QES 

LOAN AMOUNT 
DA YSAPR $100.00$lS0.00$200.00$250.00$JO(l.00$350.00$400.00$450.00$500.00SS50.00StlOO.OOS650.00$700.00 
23 380.87'Yo $24.00 $36.00 $48.00 $60.00 $72.00 $84.00 $96.00 $108.00$120.00Sl32.00S144.00S156.00$l68.00 
22 39ll. 1K% S24.00 $36.0IJ $4S.00 $60.00 $72.tJO $84.00 $96.00 $108.00$12U.OU$J32.00$144.0USIS6.00$ l 6~.00 
21 417.14•/~ $24.00 $36.00 $48.00 $60.00 $72.00 $84.00 $96.00 S108.00S120 .. 00SJ32.00S144.00S1S6.00S168.00 
20 438.00% !24,00 $36.00 $48.00 $60,00 '$72.00 $84.00- $96,00 f108.00SJ20.00$132,00$144.DOSIS6.00$168,0fl 
19 461.05% $24.00 $36.00 $48.0lt $60.00 $72.00 $84.00 $96.00 $108.00$120.00$132,00$144.00$156,00$ 168.00 
18 486.67% $24.00 $36,00 $48,00 $60.00 $72.00 $84.00 $96.00 $108.00$120.00SJ3200$144.00SIS6.00$l68.00 
17 SlS.29% $24,00 $36.00 148.00 $60.00 $72.00 $84.00 $96.00 S108.00$120.00$13200Sl44.00S156.00$168.00 
16 547.50% $24.00 $3(;.00 .$48.00 $60.00 $72.00 $84.00 $96.00 S108.00$120.00$132.00$144.00S156.00S168.00 
15 j84,00% $24.00 S36.00 .$48.00 $60.00 $72.00 $84.00 $96.00 $108.00$120.00Sl32.00$144.00S156.00$168.00 
14 625.71% $24.00 $36.00 $48.00 $60.00 $72.00 $84.00 $96,00 Sl08.00$l20,00$13200$144.00SJ56.00$168.00 
13 673.85% $24,00 "6.00 $48.00 $60.00 $72.00 $84.00 $96.00 $108.00$120.00$132.00$144.00Sl56.00$168.00 
12 730.00o/o $24,00 $36.00 $48.00 $60.00 $7200 $84.00 $96.00 $108.00$120.00$13200$144.00SIS6.00$168.00 
I.I 196.36% $24.00 $36.00 $48.00 $60.00 $72.00 $84.00 $96,00 $108.-00$120;()0$J32.00$144.00Sl56.00$148.00 
IO !176.00% $24.00 $36.00 $48.00 $60.00 $72.00 $R4.00 $96.00 $10R.00$120.00$1:l2.00~144.00SIS6.00$16R.OO 
9 973.33% $24.00 $36.00 $48.00 $60.00 $72.00 $84.00 $96.00 S108.00$120.00Sl3200$144.00SJ56,00$168.00 
8 l09S.00"/4S24.()0 $3(1.00 $48.00 $60.00 $72.00 S84.00 $96.00 S108.00$120.00$i32.00$144.00SIS6,00$168.00 

STANDARD LOAN FEES (NEW CUSTOMERS AND NON-VIP CUSTOMERS) 
LOAN Al'1O~"'T 

DAYSAPR S100,00$lSO.OOS200.00$2SO:oos300.00S350.00$400,00S450,00fSOO.OO 
23 476.09'!/o $30.00 $45.00 $60.00 $75.00 $90.00 $10S.00$120.00$13S.Q0$1SO.OO 
22 497.73% $30.00 $45,00 $60.00 $75.00 $90.00 -SIOS.00$120.00$H5.00$150.00 
21 521.43¾ $30.00 $45.00 $60.00 $75.00 $90.00 .SIOS.00$120.00$135.00$150.00 
20 547.50% $30.00 $45.00 $60.00 $75.00 S90.00 S105,00$120,00S13S.00$150.00 
19 576.32% $30.00 $45.00 $60.00 $75.00 $90.00 .$J05,00$120.00$1JS.00$150.00 
18 608.33% $30.00 S4S.-OO $60.00 $75.00 $90.00 $105.00$120.00S13S.OOS1S0.00 
17 644.12% SJ0.00 $45.00 $60.00 $75.00 $90.00 $JOS.00$J20.00$13S.00$150.00 
16 6K4.31Wo $30.00 $45.00 $60.00 $75.00 $90,60 $l05.00$12U.00$13S.OU$J5U.OU 
lS 730.00% $30.00 $45.00 $60.00 $.75.00 $90.00 $10.S.00$J2Cl.OOS135.00$150.00 
J4 782.14% $30.00 $45.00 $60.00 $75.00 $90.00 $10S.00$l20.00Sl35.00SJSO.OO 
13 842.31% ·S30.00 $45.00 $60.00 $75.00 $90.00 SIOS.00$120.00$135.00$150.00 
12 912.SOo/o $30.00 S45.00 $60.00 $75.00 $90.00 $105.00$120,00SBS.00$150.00 
U 995.45% $30.00 $4S.OO $60.00 $75.00 S90.00 SI05.00$120.00$13S.00$150.00 
JO 1095.00o/.$30.00 $45.00 S60.00 5i75.00 $90.00 SI05.00S120.00S135.00SJSO.OO 
9 12J6.67°/4S30.00 $4:5.00 $60.00 $75.00 $90.00 Sl05.00$120.00$13S.00$l50.00 
S l'.M8.7So/•$30,00 $45.00 S<i0.00 $75.00 $90.00 SI05.00$J20.00$J3S.00$150.00 
RIGHT TO CANCEL: YOU MAI' CANCEL THIS LOAN WITI/OIJT COST Oil FlJRTHBR OBLIGA 'ltON ro us, IF rou DO so 
Bl' 1'8-if ~N]! OF llUSJNESS ON_ THE B(/SINESS ~,O' ~FTER 1112Q011. T~ cancel, y~1 may call us. at (800) 50~73 to alert us 
of your m(cobon to camQCI. Altemativcly, you may a pnnt thlS page, c?mpletethe 111,fonm~n 111 this box, sign and fax 1t10 cs at 
(R00}-581- 8 I 41t ff you Follow these procedures but there are m1111ffic1ent funds available m Yonr Ban\: Account to enable ll!I to reverse the 
ttl!.ne.-fer u( loall pr«.~ at tht, tiil.kl Wl;l ~l'ftx-1 au ACH debit entry of Your Blink Ai.:\XJunt, yo11r t..11UCelhition will oot bt: t:ffecLivt: 1m.d you wm be rtquired to pay the loan and our cbai:gcs on. the sched11lcd maturity date. 

Signitlurc: (X) __________ Jmc: _________ _ 

ACH AtJTRORJZA TION (Integrity Advance, LLC) FORM #2b Loan#: S3649938 
READ VERY CAREFULLY BEFORE INITIALING OR SIGNING 

A Cll AVTHORJZA TION: You hereby voluntarily authorize us~ and our successors and assigns, to initiate ~n ACH entry to Your Bank 
Accouot ns described below: 

''YOW BANK. ACCOUNT" INFO: 
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Amount: $620_0Q 
hymeat Due Date: l I /lS/2011 
This ACH Authoriz:ation is a part of aad tclma-to1hc I.om-Ap-eement d11t~ J 11212011 (the 111.om Agreement"). The word, ")"Gt', 11your" 
1111d 'T' mean the borrom::r who b:as clcctrooioally isigned it. The words "we", ~us" and •our'' mean Jntegrrty AdvrmCCy LLC ("Lender"), ll 
li.cemcd lender of payday loBDS regulau:d by the Dcllwarc State Bani: t'omm.issiom:r. You hereby vohmt.ffrily authorize us, md our 
mcocssors and asliigtis., to initiate automatic credit and dcbir entries to Your Bimk Account in acconia~e wifll lhe Loan.Agreement. You 
agree than we will initiate a crediteooy It> Your Bank Account for th.c Amount Financed on or about the Disbu.isement Date. Yuu agree 
that we may initiate a debit entry to Your Sank Accwnt \Ip to two additional times after our firs-I presentation and re-rnitiale a debit entry 
for tbe nme a.mount if the ACR is dishonored. 

You also authDrize us to initiate an ACH debit entty to Your Bsnk Account.: 

(II) for th: Total uf P11ymi:n~ plul; 110yacc111ed fc:Q on tbi: Payment Due Date, or w, a!tY su~ul3ll Reoewal Payment Doc Date. jfyoo 
contKt us at least tine (3) businol!s days prior to sucb date and select Payment Option (a) in th~ Loan Agn:cmcnt (Pay in r.IJ); 

(b) for d:w Finance Clia.tge plus any a(.-c.med fees on the Payment Due Date, ot on any subsequent Renewal Payment Due Date, if you 
contacf115at lea~ three (]) hmine'l,11d11.ys priortn KUCh date1111chelecl Pl!)!~t Option (b) in the I.mm Agreement(RFNEWAL), orif'yon 
fail tocooract-us to c()nnnn your payment option; 

(c) for tho 8CCllllod tinancc charges and fees, ph&'i $50.00 on eauh Pu)' Dore ofter the fo1lrth (4th) Renewal Payment Du~ Dete, until all 
am~ owed under die Loan Agreement ~paid i» full; and 

(d) for any accroed NSF Fees, subject to the Lam Agyccmenl 

The ACH Authorizations set forth in the l-0a11 Agreement are to remain in full fM:e and effect for chis transaction umil your indcbt«!ncss 
to us t'or the Total of Payments, plus 1111.y other clwges or fcl.?$ ini:urred and descn't,cd in 1he Loan Agreement, is fully satisfied. You may 
ooty revoke the above au1horizalions by cootacting us directly. If you revoke youtaulborization, you agree to provide us w:ilh another foi:m 
of paymem acceptable to us and you authorize U5 kl prq,are and submit ooe or more cl!ecks drawn on Your Bank Account so long·as 
amounts m: owed to us uoder t'!te Loon Agreement, 

You 1urthw authori?.C U$ to initiate two additional debit entries as necessttry to RC(JUJ) the outstunding loan bal.ance whenever an ACH 
tra.osae1ioa is returned to us for any reasoo. Y Q11 understand and agree that this ACH Authori:Z'ation is provided for your coovcnic:nce; and 
tllat you have authorized repayment of your loan by ACH debits v-0luntarily. You ape that yoa may TI.'Pl7 your indcbt=dn.C51; tfuouglt 
ocher means, including by providingtime)y paynlelltvia casbiets check or money orou dimeted to: lur.egnry Advance, 300 Creek~ 
Roa,;1, Suit= 102, Newark, DE 1971 I. 

You authorla us to verify all of the informarion dutt yo\l have provicred, including pas& and/or "-ummtinformation. You ·agree that the 
A,(.'.H. Authorization herein is for repayment of~ :sin8fo payment loan1 or lbc sin.gle pi,.ymi:mt o{ fim1'ce cllargcs for Renewals, lJl,d tbat these 
~ ,:hall not r<..-cur af subs~otially regular intcl'VJlls. lftbere is l!Jiy missing or erroneous informatfoo in or with yoor loan application 
n:g,aniug your bank, bank routing and transit nwnba.-. or account numbec. tbeu you aulhori7.e us «> vcri fy and correct stich infonnation. 

tfyoorpaymr.nt is returned tons by your financial institution due -to ill51lfficient funds or a closed accoont, you agree tbs• we may nicover 
court costs .and roasooa.ble attorney's fees inaured by us. 

1n addition, you ,also agree to the followilJg: 

1.1 ~nd that you~ li.:CJ1$;d in the. $1Bte of Delaware and operate y()Ul' business within the State of Delaware. I undr:ntand that I 
could have traveled to Delaware IQ apply for a loan at your office in DelaWaJe but I have chosen to apply for thi$ loan via the imem~ 
tclcphooe and/or fax for my own con\rcnimcc. 

2.1 uodc:rsbmd tbat no binding contract between myself and you will be formed until my application is received by you in Delll"fi'ffl) and is 
llj)j.Wond by your underwriting department, also located in Delaware. 

3. 1 aclu-.owledge that I have received, read, understand, and :i.gree to the lu!GwilY Adyance Priyllcy Pojicy. 

4. I understand that the Loan Agn:emcnt 1111d any aubsequent a~ments between myself and you arc i>1.1b.}ett to De1aware law, 1hat J agw(!, 
tQ ~ bound by such law, and acknowledge that. in the evelll. of a. bona fide dispute between myself imd Jou, lba1 Delaware law llbafl 
c:5ch1$ively appJy to such disputes, regardless ofwhm: 11ny, ~eding:s arc beld. 

5. J understand that submitting fable infoonation to .imluce you to grant me a loan (i.c~ a false socia.1 se<:tirity number.. fa lsc ideotjfication, 
altm:d h:3nk statementS etc.) consritu_tcs fraud and mll)' &1bjcct me to _criminal penalties. J .furtbe~ aclnowledgc that you lllve disctosed 
your policy that you will rc;port sucl) 1n&1ance.s of fraud to the appropriate Jaw cnfotccllll...'ft agencies. 

6.1 understand if I prefer to pay oil or partof1be loan amount, I can call yoo at (800) SOS-6073 at least tbfee (3) business®}'~ before my 
paylllent ls.&&e. 

7. J u.admtand and ace~ if 1 defaulr on my loan 811.d 1 do nor coopenne with you on repayi~g !11Y debt, includtog rhe o~I loan amount 
and all fees dial may apply. you may &u~,t 111y a;ame to a collc,cuon _agel!:Cy and ~tt ~ ~1deo1 to a consumer. teportblg agancy 
database, $Ucb as Tefctrack and/or Cl Vcnly, which may n()gat1ve1y impact my tbiUty to wnteQbcclci nd to rc.cei,•c IOl11115 or advances 
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Ovm other compauics. 

8. I understand and accept if my accouot is turned over fo a third party collection agency and chcy arc tmabJo to collect the amount owed 
you. the collection agency will then p11rl!Uc r;:,,cry ~ction gmntcd to th.cm under tile law, including but11of limited to wage ganrishmcnt. 

ARBll'RA TION PROVISION 

ftORM#3 

(Integrity A.cJwnce. LLC) Loon. #: 53649938 

Borrower': PLEASE READ AND C.OMPLETB 
THE FOLLOWING: 
DEFAULT, GOVERNING I.AW, ASSIGNMENT AND EXECUTION. Y 011 Will be in default if you do n0t pay Ur.the amounts you owe 
u.~ under the Loan Agrcct11cnt Tbc Application, Loan Agreement, and ACH Autborlzation, VliU be govcmcd by the laws of the State of 
Delftware. This Arbitrafam Provision is governed by the Pederol Arbitn!tion Act, 9 U.S.C. Sections 1-16 ("FAA"). We may assign Of 
~nsfer the Loaa Ag:n:ement or any o~ ou,: rights here~df:f · J f ~ ~tt Agre1;m~ot is c~ted, then )'.OU agree lh:'(. tb.e electronically 
signed Loan Agreement, ACB Auth01'17..atlon, and ArtutrntiO'II Prov1s100 we receive from you \\1ll be considered the ongmal executed LQan 
Agrcement1 ACH Authorit.atioo, and Afbitzation Provision, respecrivelyt which are binding and enforceable as to both. parties, 

W t4WBR OF JURYTRTAL AND ARBITRATION PROVISION. Arbitration i$ a process in which persons with a dispute: (a) waive their 
ngbts to file a lBwsuil aod proceed io cc,urt and to have a jury trial to resolve tbeir disputes; and (b) ogroe, inSteed, to s,1bmil dlcit dispu(CS 
to a neutral third person (an "arbitrator") fur a decision. Each party to the dispute ha.~ an oppoftUnjty to rresent llOme evidence to the 
arbitrator. Prc-amiiration discovery may he limit.ed. Amitn.tfon pmceeding.-. src private sod leii$ fonna thu.n court trials. The amitrator 
will issue a fUJHI and binding decision resolving the dispute, which may be enforced as a coortjudgment Acmirt rarely overturns an 
ubitrator's decision. We have a policy ofarointing 11ll distMes wich custom~s which cannot be .tcsolved in a small cliiims tribunal. 
including 1he scope and validity of this MitratiC)ll Provisioo and ll11Y right~ may bave to participate in an !!lleg-e<I cl11S$ action. 

THEREFORE, YOU ACKNOWLEDGE AND ACiHBE AS FOLLOWS: 

1, For purposes ofd1is Waiver of Jury Trial and Arbitration Provisio11. 1l1c words "dispute" and "disputes• are given the bri>adest possible 
meaning and include, without limitation (a) all cla1ms, disputes, or corittoven.ic, arising from or ,elating direct1y or indiNctly to the 
signing of this. Arbitration Provision, 1hc validity and scope of this Arbitration Provision and any claim oc attempt to set aside this 
Aititrllli011 Provision; (b) 11.ll federal or state law claims, di~u1cs or cot1~ven;i~ arising from or relating dm-tly or indirectly to the 1..olln 
Agreement, the infonnation you gave us before (."ntr:ting into the Lofttt A~emcnt, including the customer iofo1ID11tion application, and/Of 
any past agreement or agreements between you and us; (c) all rounti:rdauns, cross-claims and third~ claims; (d) aJt (.-ommon law 
claims, bMcd upon contract, tort. ftaud, or other inttntional torts; ( c) all claims based upon a violation of any $fate or federal constitution1 
stat11tc or regulation; (t) all claims a.~d by us against you, including claims tor money damascs to toDcct any sum wc claim you owe 
us; (g) all claims asserted' by you individually against us and/or any ot our employ~, agents, directors, oflkers, shareholders governors, 
managers, members, pa~nt company or affiliatNi entities (hereinafter collectively refened ro as "related third parties"), incli"iding claims 
for money damages and/or equitable or injunctive-relief; (h) all claims as~rtcd on your bchcdfby another pmon; (i) all claim~ asserted by 
y-0u •. s a privale: aunr11ey genen1I~ as a represenlllli.ve a11d in~nber of a class of per.sous, or in 11oy otli.::4" n:p.l"ellentative cap11cic.y, against us 
and/Qr related thud panic:$ (h~~ttJfter Rfmed to ai; "RepteiS4.'1ltutive Claim:."); and/or G) all ~laims wing from or ~ lating directly or 
'indirecdy to the disclosute by us 01 related third parti~ of any 11on-put,lie personat information about you, 

2. You 11clcnow1edge an4 agree that by entering iuto this Arhitrnti.on Provi$.ion: 
(a) YOU ARE GIVING UP YOUR RIGHT TO HA. VEA TRJAL BY.JORY TO RESOLVE ANY DISPUTE ALLEGED AGAINST US 
DR RELATED THIRD PARTIES: 
(b) Y()U ARB GWJNG UP YOUR RIGHT TO HA VEA COURT, orHBlt THAN A SMAU CLAIMS TRIBUNAL, RESOL VB ANY 
DISPUTE AUBGED AGAINST US OR RELATED THIRD PARTJESJ 11ml 
(c) YOU ARE GIJ7NG UP YOUR BTGHT TO SERVE AS A REPRESENT AT/VE, AS A PRIVAIE ATTORNEY GENERAL, OR IN 
ANY OTB.ER REPRBSENTATJVE CAPACITY, AND/OR TO P.ARTJCIPAIE AS A MEMJJER OF .A CUSS OF CLAIMANTS, IN 
If.NY 1.AWSUIT Fl£EDAGAJNST US AND/OR REl,ATED THIRD PARTIES. 

3. Except as provided in P~graph 6 bel,ow, ail disp11tes includiog11ny Rcpresctmrtive Claims against us and/or relllfed tbll'd ~les sh.all be 
cesolvcd by binding arbitration only on an individual tnisis with you. THEREFORE, THE ARBITRATOR SHAU NOT CONDUCT 
CUSS ARBITRATION; THAT ts, THE ARBITRAT(J'll SHAU NOT Al..LOWYOl' TO SERVE A.f .4 REPRESENTATWE, AS A 
Plt,IV A re ATTQ/lN£1' GENERAL, OR. IN A.N)' 07:HJJ,R REPRESENTATIVE CAPACITY FOR 01'HEM IN THE ARBI'fll.4 TION, 

4, Any J?lldl° '° a dispute, iocloding ~tided third pz1rtic;.s.. In')' 5c::od the Q~r ~ written notice by cx:rtifred mail .rean;n receipt requested 
of thell' mtent to atbtcrate and setting forth the subject of the d~pute along with the relief requestcd1 even if a lawsmt has been filed. 
Regardless of who demands arbitnttioo, you shall have the right l'O scl~ any of die following arbitratiou o:rganiz8tions to administer the 
arbitration: the American. Atbitration A~ciation (l-800-778-7879) http:/!www.adr.org or JAMS (l-800-352-5267) 
bltp;//wv,w,jamsadr.com. The parties may also a~ io ~elect i10 arbn.rator who re$ides within your fodend judicial distriCl who is an 
attorney, r.:tired judg~ or atbitraror rc$ist.ercd and in good standing with an arbitration association, and arbitratll in accordance with sooh 
arbitratora€™11 rules. The party receivmg notice of arbitration will resp()nd rn writing by certified mail rewm r~'ei.pt requested within 
twenty {20) days, lf you demand arbitration, you mui;t inform us in your demand of the .arbitra(ion organilation yo11 have &elecied or 
whether you desire to select a loca 1 arbitrator. If related third partb:s or we dem11nd arbitration, you must notify us wilhin twenty (20) days 
in writing by certified mail return. receipt requested ofyoQC del-ision to select an arbitration organization. If you tail to notify us, then we 
have the right to sell-ct an arl:>itration organization. The parties to suc!J dispute will bo govcmtld by the rule:$ and procedures of sucb 
orbi!"lfi?n orgim_i~tio~ appJi~ble to .eo!15~m« disputes, ~o the extent those rules aud procedures do not contradict the exp~ tcm,..~ ~f thjs 
Arbtlrat1on Ptovis100, including the limitations Qll the arbitrator below. You may obctlm a copy oftbc 111les and procedu:e.s by co.ntlsctrng 
the arbilration organization liswd above. 

CONFIDENTIAL 
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5 . .R.egan.1("5 of who demands arbitratiai, at Y(lUC reqa~t we will pay, or reimblUSC you for, your iio,1 ion of ihe arbitration. expeuses, 
includin,g the filing, administ:rative, tearing and aibitrator's file.~(" Arbiuation Fees•). Throus,to\ll tlle arbitration, each J)8rty shall bcaT his 
or ha own 11ttomcys' fc(.l.S and ~p1mscs, sucb as witness 1111d eii.pcrt witties.5 fees. n,e 11rbitmrnr shell apply opplicable iiubstum'C law 
caosistont wilh tno FAA. and applie11ble- SlalUfcs oflimitatioo, and sban honor claims ofprivil~ rccogtlized 11t l11w. The erbitrefion 
bearing will be conducted in tbe C<>Qnt)' of your residence. The arbimtor may decide, with or w,tbout ll hearing, im:y motion that is 
so~titlly similaT to a motion to dismiss fur 6iwro to S1atc a claim or 1t motion fot summary judgment. 1D conducting lbe arbitration 
proaccding, rhe arbitr tor i;hall not apply any fedctal or state rules of ci ti'l J)ToccdlD'C or evldcm:e. If a11owcd by 1"alute or 8R)1iceblc law, 
lb -.rbiintwr may a.wiml i1Uttuwry d1Un•p and'ur n::uomblti aiU.UFMys' fees and eitpcm»c::s. AJ till: timely request or 11oy pdl't)', the urbitnslor 
shall pn,vidn writtc.n explanation for1bc awml. The-arbib:atoc'uMrd lll4"Y be filed widl co rt h vingiuri!dictio.o:. It aflcr finding.in 
your favor m any respect oo the mtti of your claim, the arbimcor issue~ you 11D swan! dUlf as greater than die vnlue of our last writtm 
ldllementofti rrnadc before arl>mta w• ldetted, the we will: (i)ftY you 1be amomrt oftbe award orS7,SO0 (''the alb!ruative 
payment"} wbiche,icr is greater; and (i i) pllf )'OUf'-Sllemey the 2mount o .3tto~• fi and reimburse aoy expenses (mchiding expert 
witness ccs and co · ) dt8l your attornev rc:asanably incurs for inve$tigating, piqracioJ, aid pW1uilli yoor claim in arbimtioo ("1lle 
atkrrlcy fees"). Jf WI: did out make a w~ offer 1o settle the <fu;pute bcfart au ubitrator wu scloc11,d, yoll and yo.v 1ttcmi:y will~ 
entitled IO RCX1ivi: lht altcm1tivc paymcnt and the at10nlcy fees, ~ipCcth-'Cly, if the aroitntor award.$ vou 11ny t~Hcf oo thc.aocrin. The 
arbitraeor may make rulings and tllSolve dispute5 as to die payment and rcimbmcment of~ ex;>cns~ ud t11e 1hernative payment and 
the attoroey fees at any rime during tbe proceeding and upon request from either party mede witluo 14 days of the arbitrator's ruling oo the 
me:ril$. The right ro attorneys' fee.sand expenses discussed in tJle prec1.>diog sentences supplemetts any right to attomeys' fees and expenses 
)'Ou may have under applicable law. Thus, i1 you would be entided to a lerger amount under ttic applicable l11w, this provisk>n ~ not 
preclude tho urbitrntor rf'Ol'n awurding you that UDOtmt. HQweve,, you m~y cot recover duplicativo 11wanls of attorneys' fees or cosu. 
Although under som1.1 hlwi:; we muy lmve a right to an 3Will'd of attorneys' fees and oxpcn:IOS if wo pr<lYllil1 we agrco thin we M'JI not SC\.-'!< 
such an award. 

6. All pan:ies, includiq related dtird parties, shall retaio the rltht t0 seek adiudicall.on iD a AmAII claims 1rlbunal in tbe count)' of iour 
ccsidalto for dbpute.t within (he :scope of ID tribunal's jurisdiction. Any diapllk,, whieb cannot be adjl]diC11(ed within the jurisdietioo of a 
amaJI dafms trlbunat, shall be n:sotvod by binit.ng arbitratioo. Any app011I of ojudamcxd m,m a slll!III ofaims 1ribunal shall be: n:90lvcd by 
binding atbitration. 

7. This ArbittafiOJ'I Provi •ion is m & pursuant to a tran.sactioo involving mtffit!l2 cxwnmen::e and wlJ be governed by the FAA. lf a final 
o~htbh; jwgmc;na. vf II wu11 havio.1: jumdfotioo Qvtr this trans11c1iu1.1 finlls. (Or ••I.Y ~••• t!lllt the: FM 4,luc~ 11u.t ~ly w chis 
tnmaction. 1ben ow llJ;l"CCment to aroi1rare shall be governed by the jjfhitrlltion law oftlie St!lfe of Delawa-~. 

8. This Atbiomion Pcovisioo is binding upon and benefits. you. your ~c bcin, SUCCC8SOl'S •nd • s\cN, This Arbitr111ion Provision is 
l,iiiding UJ)Q'l and bcneli us, our cce5SOI'$ and assigns, and related lhinJ parties. This Arirltration Provision contimies in full fon:c and 
etrc~ even if your obligatioos have bee11 paid or discharged through baokru_pc.cy. 'Ibis Aibhra1ion Provwon suivi es any CIJ1Cdlatioo.. 
tmninatioo. amendment, expiration or pcrftumance of any tmnsacrioo between you aod us arul c-ontinucs io fuU f«ee sud cfthCI llD 1«:liS yuu 
and we oth«wiJc agi,)O in wJiting, lf ADY of this Albitration Provision is held mvalid, fhc n:maindcr ·h 11 remain in cfl'cct 

!t o"-our fflOCliSS. Yau may c:booie 1o opt out of tbe Amitnltion PJ'OVisioa, but d by foUowing Inc ~ set-fonh below. lf 
yau da ooc wi11h 10 he subject 11'1 lhiA AmitrltiDl'I Provision. then yoo mullt notify~ 1n w1itin1, within si,ity (liO) calendar day,I oft),c date of 
I.hi:,; Arbilnltwn Provil.ion t tho fuUowing Mdlftlli: Iaaegrity Adwnct: 300 t'nldt Vu:w RUdd, S11® l 02, Ni:wadt. D"E 19711. Your wrilteq 
noticic mm includo your ruunc, address, accoullt number or social security number, the date of this Arbintlon Provision, 8Dd • sta&cmcnt 
that you wish to ~tout ofthi& ArbitrotiOft Provision. Jfyou ahoose to opt out, then your choiee will 11ppty only to the Application, Lonn 
Agrcemed, ACH A11tbori7;arioo, aud Arbitration Pmvisions- 1ubmittcd by you in Ibis cti.oo. 

8, Dllfflnll 1')11r n'1me alH/. tlltklllg tht! "I Ag,u" blrll<1n bel(1w, yQIJ 11,e t/ec1,v,11i,colly ,Jgn/ng 1111d agrteing to all Ille ienn6 of th~ 
UJtlll At1WIMl1I, th, Arbltrath,11 Provbit,11, a,ri tit~ ACH A11thorh1thm (if'Althe L011t1 Doc,,n,ent,8£) and provhlinz or CDlfllming 
,oar .,/a;tronlc ,;lgnotutt 1>n all ,;f the LHn ~1rt!I, tmd '°" 11tt aptU!IJ co~ to roceillt! SMS Rlt!ffllges .r,o,,, m. Yu11· ap« 
that. ;yo11r Jmronlc ng1U1l11re ho!f tire /11/l /tm:e 111'11 eff11ct of JolU' pbj'S/(J(J/ lf/gN!#1a1Y .,,,ftl,Rt h bJnds you lo lh, Loan Doc111t1erttli in 
the io,- M11nn1tr q pllJtJlcql tlgmttnre wo•id do so. ..ly eled,onically sl,fnlns Wa"',yo• ltlso aclumwlcdg~ that 1JII of the L01111 
Doctt111ntf were jlll«I Ill before yqu did so 11ml Y#tll 1tave rud, 11nders1t111tl. and Mt"' 1111/ the remu 1,f the Lor,n D~ 
W-, tll• prn111$11.1n u,titled " 1 " anti tl,ti PrlvlKf fol[Q 111rtl Coveretl 
Borrc,INl' Iian1/jic11tit111 StatOPtOlf&. You ~ tltot J'Old right to ftlo s11lt llg(llmt ta '1W •"2 cfRlm or dirp11k regarding the Latin 
1'tx:otfM■b or J"'"" reltJli11,olaiJ, 1111'" t1s & llmJlu b., me W .4/VBR OF JTJR Y TRI AND AR.1111'/U Tl ON PRO VISION. Yo,, 11/so 
Q1rft tltot •II l,ifortfl11llon yo• p,m,ldt,d lo • pr to or tl11ring the cwnpldfq.n 11/ th LM11 DOCllnutllb h ct111tpkl• 11nd fNDl1'fd& You 
,.,.,_. tl,.t11 ,011 t¥ra ,wt a ub'41' turtlb •"F ~ In INt.11.kn,pttty 0114 haw "" ,,,,_,,o,. to jll~ 11 pdl/li>M fot rwllef ••r lltrJI 
clt"f/U1 of~ Unirwl $tttm /J411kr11ptc, Col,.. 

PdltlelM 

... tlll'r. (]().. __ __,,___ __ _ 
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Dr. Manoi Hastak - List of Documents and Materials Considered 

The following lists the data, materials, and other information considered in 

connection with the forgoing expert report. 

• Notice of Charges Seeking Disgorgem~nt, Other Equitable Relief, and Civil 
Money Penalties, In re Integrity Advance, LLC and James R. Carnes 
(proceeding# 2015-CFPB-0029) 

• Integrity Advance's and James Carnes' Response to the Bureau's Discretionary 
Notice and Opportunity to Respond and Advise (NORA) Process, Nov. 13, 2014 

Integrity Advance Loan Application Forms (CFPB.000683-CFPB000697) 

• Loan Application Forms, Loan #54148642 (CFPB033705-CFPB033711) 
(REDACTED) 
Integrity Advance Loan Application Form (CFPBooo796-CFPB000798) 
Narrative Responses to January 7, 2013 Civil Investigative Demand Issued to 
Integrity Advance, LLC (CFPB035835-CFPB035850) 

• Loan App1ication Forms, Loan #46340151 (CFPB002537-CFPB002553) 
(REDACTED) 

• Loan A.pplication Forms~ Loan #50484872 (CFPB005658-CFPB005674) 
(REDACTED) 

• Form # 1 Easy Application (CFPB000574- CFPB000575) 
• Form #2 Loan Agreement - Faxless (CFPB000640-CFPB000645) 
• Form #2bFaxlessACHAuthora.ation (CFPB000796-CFPB000798) 

• Better Business Bureau Complaints (CFPB036490-CFPB037833) 
• Completed. Consumer Loan Applications (CFPB001696- CFPB001710, 

CFPB002336- CFPB002350, CFPB002929- CFPB002943, CFPB003184-
CFPB003200, CFPB003645- CFPB003661, CFPB004308- CFPB004322, 
CFPB004343- CFPB004357, CFPB004371- CFPB004387, CFPB004371-
CFPB004387, CFPB004703- CFPB004717, CFPB004848-CFPB004862, 
CFPB005740- CFPB0057561 CFPB006401- CFPB006415, CFPB006490-
CFPB006506, CFPB006829- CFPB006845, CFPB030698- CFPB030707, 
CFPB033325-CFPB033331) 
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1	  

EXPERT REPORT OF DR. NATHAN NOVEMSKY 

I. QUALIFICATIONS.

1. I am a Professor of Marketing at the School of Management, Yale University.

I also have an affiliated appointment as a Professor of Psychology at the Department of 

Psychology, Yale University. A copy of my curriculum vitae, which includes a complete 

list of my publications, is attached as Appendix A. I hold a Ph.D. and Master’s degree in 

Psychology from Princeton University, and a Bachelor’s degree from Wesleyan 

University in Psychology, Math and Physics. 

2. My field of expertise is consumer decision making, consumer experiences,

consumer information processing, marketing research, and consumer psychology. Most 

of my research has focused on buyers’ purchasing behavior, the effect of available 

information and product characteristics (such as brand name, price, and features), 

consumer’s beliefs and attitudes, and marketing activities (such as promotions, 

advertising) on buying decisions and on consumer experiences. 

3. At Yale University I have taught MBA and executive MBA courses on

Marketing Management, covering such topics as buyer behavior, developing marketing

strategies, building brand equity, advertising, sales promotions, and retailing. I also 

taught an MBA course Consumer Behavior, focusing on all aspects of how consumers 

make decisions and how information and marketing activities influence consumers’ 

decisions and experiences. I have taught an MBA course applying Behavioral Science to 

decision making. In addition, I have guided and supervised many MBA student teams in 

their work on company and industry projects dealing with a variety of markets. 

4. I have taught several doctoral courses on Behavioral Decision Making, one

focusing on Judgment and one focusing on Choice. I also have taught in various 

executive education programs, including a program I jointly developed that applies 

Behavioral Science to marketing activities and marketing research.  
RESPO DENrS 

t EXHIBIT 
I 003 
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5. I have published articles in the leading journals in consumer behavior as well

as in psychology, including the Journal of Consumer Research, the Journal of Marketing 

Research, the Journal of Consumer Psychology, Psychological Science, Organizational 

Behavior and Human Decision Processes, and the Journal of Behavioral Decision 

Making.  

6. I have conducted, supervised, or evaluated hundreds of surveys, including

many related to consumer behavior and information processing, customer satisfaction, 

branding, consumer experiences, and advertising-related issues. I served on editorial 

boards of all the leading journals in consumer behavior, including the Journal of 

Consumer Research, Journal of Marketing Research, and the Journal of Consumer 

Psychology. I am also a frequent reviewer of articles submitted to journals in other fields, 

such as psychology, decision making, and economics. As a reviewer, I am asked to 

evaluate the research of scholars wishing to publish their articles in leading scholarly 

journals. 

7. I have also worked as a consultant for many organizations on a variety of

marketing and buyer behavior topics, often with a focus on how to communicate with 

consumers. And I have served as an expert and a consultant to experts in prior litigations 

involving various marketing and buyer behavior issues, consumer confusion, false 

advertising, branding, and other areas. I am being compensated at the rate of $450 an 

hour. My compensation is not contingent on any of the opinions reached in this case or 

the outcome of the litigation.  

8. I was asked by counsel for Integrity Advance to evaluate the report of Dr.

Manoj Hastak. 

9. In connection with preparation of this report, I reviewed the documents listed

in Appendix D. To the extent additional information or opinions become available to me, 

I reserve the right to review such information and opinions and to supplement or amend 
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my opinions as necessary. 

 

II. SUMMARY OF CONCLUSIONS REGARDING THE DISCLOSURE 

OF LOAN RENEWAL COSTS 

 

10. Dr. Hastak addresses three issues in his report. I organize my report around 

these three issues. He describes the first issue as follows:  

 

“How clearly does the Loan Agreement document disclose that the costs (fees 
and charges) associated with the loan are significantly higher if borrowers 
renew the loan (either actively or by default) rather than paying it off in full?” 
See Report of Dr. Manoj Hastak (“Hastak Report”) at 5. 
 

11. Dr. Hastak’s first major conclusion is that the costs of renewing the loan 

were not disclosed in a clear and conspicuous manner. This conclusion is relevant only to 

the extent it implies consumers do not realize that they will incur fees if they renew their 

loans, so I will focus on this latter issue.  

 

12. Dr. Hastak provides no empirical analysis (such as a consumer survey) of 

consumers’ understanding (or lack thereof) with regard to the fees associated with 

renewal of their loans. To the extent his report provides conclusions about consumers’ 

understanding that loan renewal will involve higher fees, they are completely speculative.  

 

13. Moreover, Dr. Hastak does not address the relevance of renewal cost 

disclosures for consumers taking out a loan. He provides no empirical support for the 

idea that consumers find this information relevant in the first instance when taking out a 

loan. There are at least two lines of consumer behavior research that directly suggest that 

consumers may not be considering renewal at all when taking out an initial loan.1 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1	  Frederick, S., Loewenstein, G., & O'donoghue, T. (2002). Time discounting and time 
preference: A critical review. Journal of economic literature, 40(2), 351-401; 
Berman, J., Tran, A., Lynch, J. & Zauberman, G., (in press). Expense Neglect in 
Forecasting Personal Finances. Journal of Marketing Research. 
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Accordingly, the need for actual empirical support of the claim that renewal costs are in 

fact considered at all when deciding to take out a loan is particularly important in 

assessing Integrity Advance customers’ understanding of cost disclosures. There is also at 

least one past study that directly examines consumers’ considerations when taking out a 

payday loan. This study found that consumers were more concerned with a quick and 

easy process for borrowing money than cost when choosing a payday loan.2  

 

III. OPINIONS REGARDING THE DISCLOSURE OF RENEWAL 

COSTS 

 

14. Dr. Hastak never tested scientifically using the standard practices of the 

field of consumer behavior as to the claims made in his report about consumers’ 

understanding of the loan agreement provided by Integrity Advance. Consumer 

understanding of the loan agreement is extremely context dependent. That understanding 

can be affected by consumers’ current thoughts, momentary goals, mindset, level of 

depletion, level of distraction, and many other factors that behavioral science has 

uncovered. Without a direct empirical assessment of consumers’ understanding, such as 

with a consumer survey, any claims about that understanding are speculative.  

 

15. Hypotheses or ideas regarding consumers’ understanding of the loan 

agreement could be based on prior research and general expertise and experience, but 

these hypotheses need to be tested to be considered valid, as would be expected when 

submitting such ideas to a peer-reviewed journal for publication in the field of consumer 

behavior. Without such tests, these ideas would not be accepted by the field of consumer 

behavior.3 

 

16. Many of the ideas Dr. Hastak puts forward are one of several possible 

interpretations of how consumers’ understand the loan agreement and make loan related 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
2 Lawrence, E. C., & Elliehausen, G. (2008). A comparative analysis of payday loan 
customers. Contemporary Economic Policy, 26(2), 299-316. 
3 Calder, B. J., & Tybout, A. M. (1987). What consumer research is... Journal of 
Consumer Research, 14(1), 136. 
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decisions. There are generally other equally plausible assertions that could be made based 

on existing consumer behavior research and my expertise and experience. Such 

possibilities are discussed in this report. In the absence of empirical support for one idea 

over another, each idea is simply one among several competing ideas. In my experience, 

such situations are exactly those that call for empirical investigation to understand which 

of several competing ideas is more descriptive of a particular situation. Without such 

data, there is no way to know which idea describes consumers’ actual understanding and 

decision-making process.  

 

17. In his deposition, Dr. Hastak appears to agree that a consumer survey is the 

best way to understand these situations. He stated, “So there were several reasons for 

doing the empirical analysis. One is that empirical data provides -- a well done study, 

provides the best evidence that you can get in terms of how consumers would process 

certain information. The other was that consumer testing is often useful in a situation 
where different interest groups, different agencies, consumer groups, industry, have 

different views of what might be the best document or notice in this case. Data can help 

address those issues.” See Deposition of Dr. Manoj Hastak (“Hastak Dep.”) at 88:18 – 

89:5.   

 

18. Dr. Hastak references FTC guidelines when making his assessment of the 

disclosures in the loan agreement. These guidelines highlight several dimensions as 

important to consider when making disclosures to consumers, including clarity, 

proximity, and prominence. However, the guidelines do not seem to suggest any 

particular standards about how much is enough for each dimension of disclosure. In fact, 

it would be very difficult to come up with standards for how much is enough of any of 

these dimensions because the same level of these dimensions could have different effects 

that depend on the context. For example, it is impossible to say how much proximity is 

exactly enough proximity to generate any particular level of consumer understanding 

because that understanding is so dependent on many other factors, including the factors 

listed in paragraph 14 of this report. Indeed, Dr. Hastak does not provide claims about 

how much is the right amount of any of these dimensions is lacking in the loan 
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agreement.  

19. The FTC guidelines also offer no guidance about how many consumers

might be confused if a disclosure is found to be lacking on any of these dimensions. Dr. 

Hastak makes no claims about how many consumers might be confused or misled by any 

aspects of the loan agreement.  He also provides no empirical analysis of how many 

consumers would be confused by the disclosures contained in the loan agreement.  

20. The FTC guidelines provide no guidance about how many consumers would

have a better understanding if disclosures were modified along certain dimensions. And 

Dr. Hastak provides no empirical support for the idea that any consumers – much less 

how many – would have a better understanding, if any changes were made. 

21. Underlying Dr. Hastak’s report is the assumption that loan renewal costs

have an influence in the first instance on consumers’ decision making when evaluating 

the loan agreement. The main support I can find for this assumption is Dr. Hastak’s 

reference to the notion that costs are generally important to consumers. See Hastak Dep. 

99:2-17.  I have encountered many examples of consumers ignoring seemingly important 

information,4 and it is my experience that not all costs are considered by consumers, 

especially costs that are not immediate and certain.5 Since renewal costs are neither 

immediate nor certain (because consumers may not renew the loan), these costs may not 

be considered by consumers during their loan origination decision. Accordingly, because 

of the existence of an equally plausible alternative to Dr. Hastak’s untested assumption, 

any assertion that these costs are considered at all by consumers in this particular context 

demands empirical support. Nonetheless, Dr. Hastak provides no data to support his 

untested assumption that consumers consider renewal costs at all when taking out a loan.  

4	  Hsee, C. K. (1996). The evaluability hypothesis: An explanation for preference 
reversals between joint and separate evaluations of alternatives. Organizational behavior 
and human decision processes, 67(3).	  
5 Frederick, S., Novemsky, N., Wang, J., Dhar, R., & Nowlis, S. (2009). Opportunity cost 
neglect. Journal of Consumer Research, 36(4), 553-561. 
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22. Furthermore, there are two bodies of research in consumer behavior and 

related fields that cast doubt on the idea that renewal costs have an impact on the original 

decision to take a loan. The first body of research finds that consumer decision making is 

driven much more by costs and benefits that are immediate compared to benefits that are 

further away in time.6 To the extent that consumers are focused on solving their 

immediate cash flow problems and not focused on costs that will be realized several pay 

cycles later, they may not consider renewal costs important for their loan origination 

decision. 

 

23. The second body of research in consumer behavior and related fields that 

also casts doubt on the idea that consumers find renewal costs relevant when making the 

loan origination decision shows that consumers are often extremely optimistic about their 

future. In particular, some studies find that people believe they will have more financial 

slack in the future than they do today.7 Therefore, even if consumers are considering the 

future when thinking about their loan, they may be optimistic that they will be able to pay 

their loan off in full at their first due date. Accordingly, they may not consider the 

potential renewal costs of the loan. 

 

24. These two bodies of research, along with the fact that renewal costs are 

neither immediate nor certain, provide a competing perspective on the question of 

whether loan renewal costs impact consumers’ decisions to initiate payday loans. As 

discussed above, a situation where there are competing ideas about consumer behavior 

are situations where data, such as a consumer survey, are required to shed light on which 

idea actually describes consumer behavior in this particular situation. Unfortunately, Dr. 

Hastak provides no such data, leaving competing ideas unresolved.    

 

25. My reading of Dr. Hastak’s report is that he further assumes that a better 

understanding of the renewal costs would not only affect consumers’ decision making 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
6 Frederick, S., Loewenstein, G., & O'donoghue, T. (2002). Time discounting and time 
preference: A critical review. Journal of economic literature, 40(2), 351-401. 
7 Berman, J., Tran, A., Lynch, J. & Zauberman, G., (in press). Expense Neglect in 
Forecasting Personal Finances. Journal of Marketing Research.  
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about taking out a loan, but more specifically it would dissuade consumers from getting 

loans from Integrity Advance. As with his other ideas, there exist competing ideas that 

might apply in this particular context. For instance, it could be that consumers find the 

loan renewal option, despite its costs, not to be a deterrent to accepting Integrity 

Advance’s offering. Indeed, there are several observations that support this idea. The first 

such observation involves the decision to renew the loan. Before making that decision 

consumers receive more disclosures about the cost of renewal. Customers receive a 

welcome e-mail (See Appendix B), a reminder e-mail (Appendix C) and they receive a 

phone call from Integrity Advance. 

 

26. Customers receive a welcome e-mail once their loan is approved. The 

welcome e-mail (Appendix B) describes the three payment options available to customers 

and how to execute each option, including renewal as one of the options. They are also 

reminded that they can choose to pay off the loan at any time. This information is 

prominent within the email message and constitutes the majority of the information 

contained in that message. This information is repeated in a reminder e-mail that is sent 

shortly before the first payment due date. These two email messages clearly bear on 

customer’s knowledge at the time they choose to renew their loan.  

 

27. Customers also receive a phone call from Integrity Advance. During that 

call, consumers had the opportunity to ask any questions they had about costs of the loan 

including renewal costs. If there were confused about renewal costs after examining the 

loan agreement, this phone call would have been an opportunity to clear up those 

confusions. 

 

28. Dr. Hastak provides no analysis of these e-mail messages or the phone call 

despite his own acknowledgment that the phone call could have facilitated consumers’ 

understanding of the renewal costs. See Hastak Dep. 93:9-20. 

 

29. There are two possible beliefs consumers can hold when facing the renewal 

decision. First, they might correctly believe that extending the duration of the loan 
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requires additional finance charges. Second, consumers might believe that Integrity 

Advance is offering to extend their loan to up to four times its original length without 

charging additional fees. This belief defies research showing that consumers often 

understand when they purchase a product or service that they are in an exchange 

relationship with the firm supplying the product or service.8 They pay a price in exchange 

for the benefits of the product or service. Id. When consumers receive additional benefits 

they expect to pay for them. Id. Consumers’ belief that their loan is being extended to 

five times its original length without additional fees contradicts this general expectation. 

Since the notion that consumers expect to pay for additional benefits, such as a loan 

extension, in marketplace contexts has empirical support, to be confident that any number 

of consumers – least of all most of them – indeed believe the loan extension comes 

without additional costs would require direct empirical support. Otherwise, this is just a 

hypothesis that contradicts previous empirical research, but has no empirical support of 

its own. Indeed, there is no empirical support in Dr. Hastak’s report for the idea that 

consumers believe that loan extensions are free. Therefore, the relevant empirical 

analysis contradicts this particular hypothesis. 

 

30. The fact that more than 85% of consumers choose to renew their loans 

despite receiving these e-mail messages reminding them when their loan is due and how 

to execute each of the possible payment options is further support for the idea that 

consumers prefer renewal to paying off the loan even after receiving these additional 

disclosures. If the renewal option is a valuable aspect of the loan, it is unlikely that some 

altered version of a disclosure of the renewal costs in the loan agreement would serve to 

dissuade interested customers from taking out a loan.  

 

31. A second observation that supports the idea that loan renewals may be 

valuable to consumers is the large percentage of customers who take out additional loans 

after completing payment of their initial loan. In 2011, Integrity Advance issued 65,036 

loans to 46,154 unique customers. See CFPB035849. Therefore at least 29% of their 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
8 Aggarwal, P. (2004). The effects of brand relationship norms on consumer attitudes and 
behavior. Journal of consumer research, 31(1), 87-101. 
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business involved customers who already completed payment of a prior loan. Id. 

Similarly in 2012, Integrity Advance issued 56,161 loans to 41,015 unique customers, 

meaning at least 27% of their loans were to customers who already completed payment 

on a prior loan. See CFPB035850. These repeat customers either understood that loan 

renewal involved substantial costs because they choose not to renew their first loans with 

Integrity Advance or (more likely given that the vast majority of loans are renewed) they 

did renew them and experienced exactly how renewal works and what the costs are. 

Given that all these customers came back with yet more information about loan renewal 

and its associated costs suggests that these (and possibly other) customers find the 

Integrity Advance offering complete with its renewal option and its associated renewal 

costs to be an attractive offering.  

 

32. Another observation that supports the idea that consumers are satisfied with 

the disclosed loan renewal costs focuses on the fact that most Integrity Advance 

customers come through a lead generation website. This means they have the opportunity 

to consider more than one provider when choosing a loan. When a customer chooses 

Integrity Advance it suggests that they either are not finding disclosures about renewal 

costs a critical piece of information for making their loan provider decision or they find 

Integrity Advance’s offering complete with disclosures about renewal costs sufficiently 

attractive to end up choosing Integrity Advance as their loan provider.  

 

33. To summarize, there are multiple observations that suggest that consumers do 

not find the renewal costs to be a reason not to choose Integrity Advance as their loan 

provider: a) they were informed about renewal by multiple e-mail messages that 

highlighted only the repayment options and still renewed at a very high rate; b) they 

received a phone call where they had the opportunity to ask questions about renewal 

costs; c) many customers completely paid off their Integrity Advance loans including 

renewals and chose to reengage with Integrity Advance for additional payday loans; and 

d) most customers sign up through a lead generation website suggesting they are either 

satisfied by or not sufficiently interested to be dissuaded by Integrity Advance’s renewal 

cost disclosure. To assume that consumers would be dissuaded from taking out loans 
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from Integrity Advance by better knowledge of loan renewal costs in light of all these 

observations certainly should require empirical support that includes direct examination 

of consumers’ actual understanding of renewal costs and of their decision making 

process. Such empirical support is not contained in Dr. Hastak’s report.  

 

34. Dr. Hastak suggests that renewal costs be made more prominent in the loan 

agreement throughout his report. However, when presenting information to consumers, 

especially financial information about a complicated product, like a payday loan, not 

every piece of information can be made maximally prominent. There are trade-offs in 

making some information prominent. For example, studies of consumer behavior show 

that consumers have limits for how much information they will process.9 When there is 

too much information, consumers tend to disengage and not even process the information 

presented, a process termed “information overload.” Indeed, Dr. Hastak seems to concur 

that making too much information prominent actually inhibits consumers’ ability to 

process that information. See Hastak Dep. 106:12-15. 

 

35. Both regulatory requirements and consumer decision making drive the 

decision to make certain information prominent. Given the research described above at ¶ 

21-23, renewal costs may not be the information consumers are interested in 

understanding or using for their loan origination decision. As a result, it is not clear that 

better consumer understanding will result from making renewal cost information more 

prominent. Therefore, empirical support of improved consumer understanding is 

necessary to substantiate claims that higher prominence of renewal cost information will 

improve consumers’ overall understanding of their loans.  

 

36. Dr. Hastak claims that the renewal cost information is not displayed 

prominently. He provides no data to support the idea that with the current disclosure, 

consumers are not aware of the fees associated with loan renewal. He also makes no 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
9 Jacoby, J., Speller, D. E., & Berning, C. K.. (1974). Brand Choice Behavior as a 
Function of Information Load: Replication and Extension. Journal of Consumer 
Research, 1(1), 33–42.  
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claims about how many consumers might be uninformed as a result of the current level of 

prominence.  

 

37. Dr. Hastak does not provide any empirical support for the idea that 

consumers’ understanding would change if the cost information were displayed more 

prominently. He makes no claims about how much prominence is sufficient based on 

FTC guidelines that he is using for his assessment. He also makes no claims about how 

many consumers would be better informed if certain specific changes in prominence were 

made.   

 

38. Dr. Hastak claims that the renewal cost information is not placed close 

enough to the TIL disclosure box for consumers to understand renewal costs. He provides 

no data to support the idea that with the current distance between the renewal cost 

information and the TIL disclosure box, consumers are not aware of the renewal fees. He 

also makes no claims about how many consumers might be uninformed as a result of the 

distance between the renewal fees and the TIL disclosure box. Without such data, it is 

impossible to know the impact of proximity on consumers’ understanding, since the 

effect of proximity will vary by context. 

 

39. Dr. Hastak does not provide any empirical analysis that consumers’ 

understanding would change if the distance between the renewal costs and the TIL 

disclosure box were decreased. Without such analysis, it is impossible to know the 

impact of changes in distance on consumers’ understanding because any impact of 

proximity will vary by context. Further, Dr. Hastak makes no claims about how much of 

a decrease is sufficient based on the FTC guidelines. He also makes no claims about how 

many consumers would be better informed if the distance were reduced by some specific 

amount.  

 

40. Dr. Hastak claims the renewal cost disclosures are not clear because they 

include the phrase “…rest of the terms of the Loan Agreement will continue to apply.” 

Dr. Hastak suggests that consumers interpret this phrase to mean their total finance 
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charge would continue to be the one shown in the TIL box. While Dr. Hastak is providing 

one possible consumer interpretation of this phrase, another possible interpretation is that 

consumers interpreted this phrase as it was intended. In other words, consumers’ 

understood that for each pay period that they have not paid off their loan, they will be 

assessed the same finance charge in accordance with the terms of the loan. However, Dr. 

Hastak provides no empirical analysis of how consumers interpret this statement. 

Therefore, there is no basis to decide which of these competing ideas actually describes 

consumers’ understanding in this situation.  

 

41. Dr. Hastak states that the renewal cost disclosure in the section labeled 

“Special Notice” has poor prominence and placement and therefore “suggests” it will not 

be very effective in communicating cost information.   See Hastak Report at 

20.Specifically, he says, “poor prominence and placement…suggests that it will not be 

very effective in qualifying cost information presented in the TIL box.”  Id. Since Dr. 

Hastak makes no claims about how many consumers would be affected by this 

disclosure, nor about whether the prominence and placement of this disclosure are 

responsible for any specific effect on consumers’ understanding, it is not clear what to 

take away from this analysis. There is not even a clear statement in Dr. Hastak’s report 

that this disclosure will not inform consumers that there are fees for loan renewal. 

Empirical analysis could be used to clarify whether this disclosure is or is not 

communicating anything about loan renewal fees. However, since Dr. Hastak provides no 

such analysis, it is difficult to draw any conclusions from his analysis of this section.  

 

42. Furthermore, without empirical analysis, there is no way to know whether 

changing the prominence and placement of this disclosure will enhance any or all 

consumers’ understanding of the renewal costs. Nor is there any way to know how much 

of a change in prominence and placement would be sufficient to change the effect of this 

disclosure on consumers’ understanding.  

 

43. Dr. Hastak also makes reference to the section entitled “Schedule of 

Charges and Fees.” He states that some of the information is “difficult to comprehend, 
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and has the potential to suggest incorrect inferences.” See Hastak Report at 21.  This 

language communicates the speculative nature of Dr. Hastak’s claims which seem to be 

based largely on his impression when reading the disclosure. He provides no data to 

support his conclusions about this disclosure. My impression was that the information 

was presented clearly in this section of the agreement, but I recognize this is no basis for 

claims about consumers’ understanding of that information.10 I will note that Dr. Hastak, 

when examining this section of the loan agreement during his deposition, also came to 

better understand the information that he had previously claimed to be difficult to 

comprehend and potentially misleading. See Hastak Dep. 171:18-172:3. This suggests 

personal impressions are likely to change and are not a good basis for inferences about 

consumer understanding. This is another situation where there are competing ideas, and 

an empirical investigation is needed to differentiate the validity of those ideas.  

 

IV. OPINIONS REGARDING DEFAULT RENEWAL 

 

44. Dr. Hastak’s second major conclusion is that “since renewal was the default 

option in the Loan Agreement, one would expect a large proportion of borrowers to end 

up with this option, but this would not necessarily mean that many or most of them chose 

the option actively.” See Hastak Report at 22.  

 

45. We know that a large proportion of borrowers do indeed renew their loans, 

and I concur with Dr. Hastak’s uncertainty as to the number of these renewals that are the 

result of renewal being the default option. There are many studies of default effects, 

including some I have conducted myself, and the absolute magnitude of default effects 

varies quite widely by the particulars of the decision and its context.11 Dr. Hastak 

provides no data regarding the number of consumers who are affected by renewal being 

the default option.  

 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
10 Daneman, M., & Carpenter, P. A. (1980). Individual differences in working memory 
and reading. Journal of verbal learning and verbal behavior, 19(4), 450-466. 
11 Jachimowicz, J. M., Duncan, S., & Weber, E. U. (2016). Default-Switching: The 
Hidden Cost of Defaults. Available at SSRN 2727301. 
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46. It is important to note that some default must be chosen for the eventuality 

that consumers do not contact Integrity Advance prior to their loan due date. A default of 

pay-in-full would carry potential harm to consumers because it would result in a 

potentially unexpected debit of the entire loan amount on consumers’ bank account. This 

could be more costly to consumers than the default of renewing the loan. Dr. Hastak 

provides no empirical analysis of the costs and benefits of different defaults, so it is 

impossible to determine which default is better for consumers.   

 

47. Dr. Hastak provides no empirical analysis to suggest that consumers are not 

aware that renewal is the default option. So, to the extent the default may be swaying 

some consumers to renew their loans, it is not clear that this is happening without their 

consent, or against their preference for another option. In my experience, default effects 

are most pronounced when the decision maker does not have a strong preference for a 

particular course of action.12 

 

48. In his discussion of default renewals, Dr. Hastak recommends that the loan 

agreement spell out multiple repayment scenarios, including the fees for no renewals, two 

renewals, and four renewals + workout. As discussed above, more information is not 

always better because it can cause information overload and lead consumers to disengage 

and detract from their understanding.13 To be confident that more information would 

indeed enhance understanding requires data regarding consumers’ understanding with 

and without that additional information. Dr. Hastak does not provide such data.  

 

V. OPINIONS REGARDING AUTHORIZATION FOR REMOTELY 

CREATED CHECKS 

 

49. Dr. Hastak’s third major conclusion is that the Authorization for Remotely 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
12 Simonson, Itamar, Thomas Kramer, and Maia J. Young. "Effect propensity." 
Organizational Behavior and Human Decision Processes 95.2 (2004): 156-174. 
13	  Jacoby, J., Speller, D. E., & Berning, C. K.. (1974). Brand Choice Behavior as a 
Function of Information Load: Replication and Extension. Journal of Consumer 
Research, 1(1), 33–42.	  
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Created Checks is “unlikely to be noticed, read, or correctly understood by borrowers.” 

See Hastak Report at 26.  There is no data provided about how many consumers read this 

disclosure and there is no empirical analysis provided about what consumers understand 

from this disclosure.  

50. Moreover, there is no data provided to suggest that consumers consider this

authorization important when agreeing to take out the loan. Note that remotely created 

checks are only relevant when consumers have blocked the very ACH authorization that 

they are granting by agreeing to accept this loan. Consumers are not likely to be thinking 

about what happens if they choose to revoke the ACH authorization at the very moment 

they are choosing to grant that same authorization. Therefore, the relevance of the 

remotely created check disclosure to consumers’ loan origination decisions especially 

demands empirical support. 

51. In his deposition, Dr. Hastak claims that consumers understand that their

authorization will be required for each remotely created check. See Hastak Dep. 261:17-

22. This conclusion is not apparent from my reading of the loan agreement. Therefore

such a claim about consumer understanding requires empirical support from direct

examination of consumers’ understanding. However, Dr. Hastak provides no such

empirical support.

Executed on March 25, 2016 in New Haven, Connecticut. 

_________________ 

Nathan Novemsky Ph.D. 
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CONFIDENTIAL 

PAGE 1 

'Ifu 'Jirst State 

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF 

DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT 

COPY OF THE CERTIFICATE OF FORMATION OF "INTEGRITY ADVANCE, 

LLC", FILED IN THIS OFFICE ON THE SECOND DAY OF JULY, A. D. 200 7, 

AT 5:14 O'CLOCK P.M. 

4382363 8100 

070775510 

Harriet Smith Windsor, Secretary of State 

AUTHENTICATION: 5811270 

DATE: 07-02-07 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 

INTEG000006 

CFPB000171 
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CONFIDENTIAL 

CERTIFICATE OF FORMATION 

OF 

INTEGRITY ADVANCE, LLC 

State of Dalaware 
Secretazy of State 

Division o£Corporations 
Delivered 05:14 PM 07/02/2007 

FILED 05:14 PM 07/02/2007 
SRV 070775510 - 4382363 FILE 

1. The name of the limited liability company is Integrity Advance, LLC. 

2. The address of its registered office in the State of Delaware is: 
Corporation Trust Center, 1209 Orange Street, Wilmington, New Castle County 
Delaware 19801. The name of its registered agent at such address is The 
Corporation Trust Company. 

IN WITNESS WHEREOF, the undersigned has executed this Certificate of 
Fonnation of Integrity Advance, LLC this 2nd day of July, 2007. 

DE083 -1113/05 C TSystemOnllne 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 

INTEG000007 

CFPB000172 
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INTEGRITY ADVANCE
COUNTS OF REPEAT CUSTOMERS1 BY NUMBER OF LOANS

Number of Repeat Customers
Number of Loans All Repeat Customers Originated On or After July 21, 20112

[a] [b] [c]

2 or More 57,798 26,129
3 or More 27,002 16,094
4 or More 14,538 10,155
5 or More 8,447 6,527
6 or More 5,092 4,148
7 or More 3,231 2,698
10 or More 1,039 926
15 or More 228 215
20 or More3 72 70

Notes:

1 Repeat customers are customers with more than one loan over time. Loans are uniquely identified by original 
application number.

2 A repeat customer is included in column [c] if he has at least one loan originated after July 21, 2011. In 
order to be consistent with the CFPB counts of customers and loans (EC-EX-097), a loan is classified 
as originated on or after July 21, 2011 if  the first record for the loan is dated on or after August 13, 2011. 

3 Customers had up to 45 loans.

Source:
Integrity Advance Payment Data (EC-EX-101).
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INTEGRITY ADVANCE
REPEAT CUSTOMERS1 RELATIVE TO ALL CUSTOMERS

 Originated On or After
All Loans  July 21, 20112

[a] [b] [c]

Customers
Total Number of Customers 180,379 54,130
Number of Repeat Customers 57,798 26,129
Percent Repeat Customers 32% 48%

Loans
Total Number of Loans 304,227 82,980
Total Number of Loans to Repeat Customers 181,646 54,979
Percent of Loans to Repeat Customers 60% 66%

Payments
Total Paid by Customers $273,926,407.60 $80,305,622.40
Total Paid by Repeat Customers $187,786,791.03 $60,846,765.14
Percent of Total Payments from Repeat Customers 69% 76%

Notes:
1 Repeat customers are customers with more than one loan over time. Loans are identified uniquely by original application number.
2 In order to be consistent with the CFPB counts of customers and loans (EC-EX-097), a loan is classified as originated on or after 

July 21, 2011 if  the first record for the loan is dated on or after August 13, 2011. 

Source:
Integrity Advance Payment Data (EC-EX-101). 
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OVERVIEW OF INTEGRITY ADVANCE (IA) 
LOANS AND CONSUMERS 

Total Number of 
Consumers 

Total Number of Loans 

Number of Loans 
For which IA Obtained 
Money Above 'Total of 

Payments' 
(money above principal + 1 finance fee) 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 

All Integrity Advance Integrity Advance Loans 
Originated on or After Loans July 21, 2011 

180,379 54,130 

304,227 82,980 

209,899 56,473 

*From transaction data produced by Integrity Advance to Enforcement 
Counsel pursuant to February 19, 2016 subpoena for data 
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LOAN PAYMENTS MADE BY CONSUMERS 
TO INTEGRITY ADVANCE 

Total Paid 
$273,926,407.60 

(principal+ finance fees+ additional fees) 

Total Paid Above Loan Principal 
$181,957,867.95 

(finance fees + additional fees) 

Total Paid Above 
$133,422,838.83 'Total of Payments' 

*From transaction data produced by Integrity Advance to Enforcement 
Counsel pursuant to February 19, 2016 subpoena for data 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 
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LOAN PAYMENTS MADE BY CONSUMERS TO 
INTEGRITY ADVANCE ON LOANS ORIGINATED 

ON OR AFTER JULY 21, 2011 

$80,305,622-40 

*From transaction data produced by Integrity Advance to Enforcement 
Counsel pursuant to February 19, 2016 subpoena for data 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 
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OVERVIEW OF INTEGRITY ADV ANCE'S USE OF 
RCCS ON CONSUMERS WHO HAD REVOKED 

IA's ACH AUTHORIZATION OR STOPPED 
IA's ACH WITHDRAWALS 

AIIRCCs RCCs on or After 
July 21, 2011 

NumberofRCCs Used 3,545 1,271 

Number of Loans Where 
2,024 587 RCCsUsed 

Number ofRCCs Used to 
Obtain Funds from Consumers 1,826 602 Who Had Already Paid 'Total of 

Payments' 

Number of RCCs Followed by 
Attempt(s) by IA to Withdraw 

Additional Money from 511 171 
Consumers' Bank Accounts 

With 'Insufficient Funds' 

TOTAL OBTAINED BY INTEGRITY ADVANCE VIA RCC 
FOLLOWING ACH STOP OR REVOCATION $839,879.50 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 

*From transaction data produced by Integrity Advance to Enforcement 
Counsel pursuant to February 19, 2016 subpoena for data 
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RCCs BY INTEGRITY ADVANCE ON OR AFTER JULY 
21, 2011 TO WITHDRAW FUNDS FROM 

CONSUMERS WHO HAD REVOKED IA's ACH 
AUTHORIZATION OR STOPPED IA's ACH 

WITHDRAWALS 

$265,452.50 

$115,024.50 

-x•From transaction data produced by Integrity Advance to Enforcement 
Counsel pursuant to February 19, 2016 subpoena for data 

SUBJECT TO PROTECTIVE ORDER IN 2015-CFPB-0029 
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