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              1   same basic degree of reliance. 

 

              2            And looking just at this example, I would -- I don't 

 

              3   think the fact that the second payment would now be an ACH 

 

              4   enrollment, which would be voided if it was dishonored, is 

 

    09:17:45  5   necessarily inconsistent in terms of financial disclosures. 

 

              6   Q.  Okay.  But in 2000, you got the customers to give you two 

 

              7   payments before you restructured, right? 

 

              8   A.  That's what it says. 

 

              9   Q.  And in 2001, you got them to give you one payment before 

 

    09:18:00 10   you would do a restructure; is that right? 

 

             11   A.  One payment, plus enrollment in an ACH transaction, that's 

 

             12   correct. 

 

             13   Q.  Okay.  And then looking down at the second one there, 2000 

 

             14   policy versus 2001 policy.  You had a policy here for 

 

    09:18:13 15   unsecured, non-real estate, PHL, PEL, real estate under 

 

             16   10,000. 

 

             17            Do you see that column? 

 

             18   A.  I do. 

 

             19   Q.  And in this category -- it used to be in 2000, that you 

 

    09:18:28 20   could only restructure once every six months for HFC accounts; 

 

             21   is that right? 

 

             22   A.  Correct. 

 

             23   Q.  But in 2001, you could restructure once every four months; 

 

             24   is that right? 

 

    09:18:38 25   A.  That's what it says. 
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              1   economic and net present value analysis behind our re-age 

 

              2   policies, and that our criteria is that we wanted to do the 

 

              3   right thing for the customer and make a good economic 

 

              4   decision. 

 

    01:36:11  5            The re-age policies really benefitted both the 

 

              6   customers and benefitted the investors. 

 

              7   Q.  So, your concern was, with what you wrote here -- "I want 

 

              8   to make sure we're doing the right thing for the customer and 

 

              9   making a good economic decision" -- is that right? 

 

    01:36:29 10   A.  Of course. 

 

             11   Q.  And when you said making -- or when you said -- "making a 

 

             12   good economic decision," what did you mean? 

 

             13   A.  Well, I mean, we were responsible for increasing the 

 

             14   return to the shareholders.  And if you did restructures or 

 

    01:36:49 15   re-ages correctly, you would increase cash flow; you would 

 

             16   reduce the ultimate credits losses the company would have; you 

 

             17   could reduce your cost of collections; you could improve 

 

             18   customer relationships, which would benefit investors over the 

 

             19   long-term. 

 

    01:37:08 20            And, so, we wanted to do the right thing for the 

 

             21   customer, but only in a way that made -- was also a right 

 

             22   business decision for the investors. 

 

             23   Q.  The investors being the plaintiffs in this case; is that 

 

             24   right? 

 

    01:37:22 25   A.  That's correct. 
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              1   making a good economic decision"? 

 

              2   A.  That's absolutely right; and, particularly, for the type 

 

              3   of customer that you've heard about within Consumer Lending. 

 

              4            You know, there's been testimony about 11 out of 12 

 

    02:09:13  5   payments and all that kind of stuff.  And I think most of 

 

              6   Household's customers made 12 out of 12 payments, but some did 

 

              7   not. 

 

              8            And, so, that re-age process was an inherent part of 

 

              9   that value proposition to those customers -- that you 

 

    02:09:30 10   originated a certain type of customer at the front end, 

 

             11   recognizing they might need that flexibility in the collection 

 

             12   process. 

 

             13            So, it would be foolish to originate that kind of 

 

             14   customer and, then, not afford them that flexibility in the 

 

    02:09:44 15   collection process.  That wouldn't make any sense at all. 

 

             16            But the other part of the re-age issue is really it's 

 

             17   good for investors. 

 

             18            By re-aging properly, you reduce the ultimate loss, 

 

             19   in terms of charge-offs.  You don't let the person get so far 

 

    02:10:06 20   down the scale they can't recover.  It helps you kind of 

 

             21   manage your collection work force, so that you can take and 

 

             22   put your collection dollars on the customers that are most 

 

             23   difficult; and, for the customers that are less difficult, you 

 

             24   can deal with it in a more cost-efficient factor. 

 

    02:10:26 25            A re-age improves cash flow out of loans.  Even if 
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              1   fluent in the various systems.  They knew how to get to data. 

 

              2   They were able to provide analysis to senior management, or 

 

              3   whoever was making the request, in order to see what the 

 

              4   ramifications were if, indeed, we changed the policy. 

 

    01:26:47  5   Q.  That's something that you or your group did? 

 

              6   A.  I had probably ten different people running that type of 

 

              7   analysis in terms of restructures or other things. 

 

              8   Q.  But just -- I don't think we asked this before.  How many 

 

              9   people actually worked for you in your group or worked in your 

 

    01:27:03 10   area? 

 

             11   A.  I think at the time it was around 45. 

 

             12   Q.  45 people? 

 

             13   A.  45 people. 

 

             14   Q.  And can you tell us whether the Household restructure 

 

    01:27:15 15   policies or its practices as you understood them were 

 

             16   consistent -- you used the phrase "consistent" before -- with 

 

             17   the internal policies in all material respects? 

 

             18   A.  Yes.  And, you know, people made sure that whatever the 

 

             19   criteria was to restructure those accounts, that they were 

 

    01:27:34 20   followed. 

 

             21   Q.  I'm sorry, that they were? 

 

             22   A.  They were followed. 

 

             23   Q.  Followed. 

 

             24   A.  You know, accounts had to make payments.  For example, you 

 

    01:27:41 25   know, we did not restructure accounts without payments being 
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              1   made.  You know, typ- -- so, typically, when those payments 

 

              2   were made, that's when they would be restructured.  They would 

 

              3   not be restructured without any payments. 

 

              4   Q.  Now, I'd like you to put in front of you Plaintiffs' 

 

    01:28:02  5   Exhibit 1100, if you would. 

 

              6   A.  Okay. 

 

              7   Q.  You recall that counsel for the investors asked you about 

 

              8   this document on direct? 

 

              9   A.  Yes. 

 

    01:28:17 10   Q.  Now, I want you to walk me through this document a little 

 

             11   bit more, if you would.  Let's start at the first -- well, the 

 

             12   top of it.  It says -- and this is from you to Gilmer and 

 

             13   others, Vozar and Little. 

 

             14            Do you see that? 

 

    01:28:46 15   A.  Yes. 

 

             16   Q.  By the way, who was Little?  What was his role? 

 

             17   A.  David Little was in charge of real estate collections. 

 

             18   Q.  Did he have anything to do with the Beneficial portfolio? 

 

             19   A.  He collected both Beneficial and HFC real estate. 

 

    01:29:04 20   Q.  Okay. 

 

             21            So, it says in No. 1 -- under No. 1 -- "As you're 

 

             22   aware, we would restructure real estate more than once -- " 

 

             23   "more often than once every 12 months if we secured an EZ Pay 

 

             24   arrangement with the customer.  This situation has been 

 

    01:29:23 25   corrected." 
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              1   important for investors.  And in this case, it's really no 

 

              2   exception. 

 

              3            But more specifically, in this case Household, during 

 

              4   the relevant period, was embarking on a very significant 

 

              5   growth strategy to try and grow their earnings, to try and 

 

              6   grow their revenue, to try and grow their size.  That was 

 

              7   really the key component -- or one of the key components of 

 

              8   their business plan. 

 

              9            In order to convince investors that this growth plan 

 

             10   was a reason that they should pay more and more for Household 

 

             11   stock, it was necessary to communicate to investors that 

 

             12   Household could not only report increasing revenues, 

 

             13   increasing earnings, but that these increasing revenues and 

 

             14   earnings would continue into the future. 

 

             15            And if it were the case, as the plaintiffs allege in 

 

             16   this case and as many analysts and commentators concluded, 

 

             17   that those revenues could not be sustained in the long-term 

 

             18   because they were the function of improper lending practices, 

 

             19   which would cause Household to get into a lot of trouble, 

 

             20   ultimately force it to change its business practices, lower 

 

             21   its growth targets, making it a less-profitable company than 

 

             22   what investors believed at the beginning of the relevant 

 

             23   period, that could certainly lead to inflation. 

 

             24            MR. KAVALER:  Objection.  Move to strike and ask for 

 

             25   a sidebar. 
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              1   stock price, and in particular, Household stock price. 

 

              2   Q.  Is there a particular part of this article that you are 

 

              3   referring to? 

 

              4   A.  There is.  It's the -- 

 

    02:15:29  5   Q.  I think we have it. 

 

              6   A.  It's the very bottom of -- yeah.  That is the particular 

 

              7   paragraph that I was thinking of. 

 

              8            This is a continuation of a previous page. 

 

              9   "Household's tougher tactics" -- at the beginning -- "began in 

 

    02:15:48 10   1998." 

 

             11            Just for context, that refers to the bottom of the 

 

             12   previous page where the Forbes article describes a corporate 

 

             13   culture of predatory lending, and then the article goes on.  I 

 

             14   will give you the context and then I will read it. 

 

    02:16:07 15            The article goes on to talk about how Household 

 

             16   achieved a spectacular growth, but the spectacular growth came 

 

             17   at the expense of the consumer, who was victimized by 

 

             18   predatory lending.  And as a result, it wasn't clear whether 

 

             19   the growth that sustained Household's profitability, that 

 

    02:16:30 20   sustained the positive view that analysts and investors had 

 

             21   about Household would be able to continue. 

 

             22            So with that context, let me just read what the 

 

             23   Forbes article concluded. 

 

             24            "Household's tougher tactics began in 1998, when 

 

    02:16:48 25   Chief Executive William Aldinger, a serial acquirer who had 
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              1   just bought Beneficial Corp., ran out of targets and looked 

 

              2   for internal growth by pushing mortgages instead of credit 

 

              3   cards.  The results are impressive.  Household's net income 

 

              4   rose 17 percent to $514 million in the second quarter, its 

 

    02:17:11  5   16th consecutive record quarter, and it kept default losses at 

 

              6   an impressive 4.3 percent (annualized) of receivables. 

 

              7   Household's return on assets is down but still remarkable at 

 

              8   1.9 percent.  MBNA and Capital One, big players in mainstream 

 

              9   credit card lending, returned 1.5 percent each." 

 

             10            And now comes the concern. 

 

             11            "'He squared the circle,' Howard Mason of Sanford 

 

             12   C. Bernstein & Co. says of Aldinger.  'But there's always a 

 

             13   price for doing the seemingly impossible.' 

 

             14            "And the price" -- the article continues -- "was paid 

 

    02:17:49 15   by customers.  Mortgage lenders constantly raid rivals' 

 

             16   customers by offering cheaper rates, cutting into everyone's 

 

             17   profits.  So in 1999 Household cracked down.  It loosened 

 

             18   standards to allow second mortgages on top of first ones even 

 

             19   if that left consumers owing more than the value of their 

 

    02:18:11 20   homes.  It also increased fees to the levels that would 

 

             21   eventually match the highest allowed in many states.  These 

 

             22   fees, or points, chip away at homeowner's equity, making it 

 

             23   tougher to switch lenders.  Aldinger started telling Wall 

 

             24   Street that his customers were less likely to bolt because 

 

    02:18:28 25   their equity had been reduced by his loans, say several Wall 
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              1   were talking about? 

 

              2   A.  Yes.  In fact, the article discusses the very leakage that 

 

              3   I just described. 

 

              4   Q.  Okay.  And what in the article is significant to your 

 

    03:56:42  5   opinion regarding leakage? 

 

              6   A.  Well, if we just highlight the first half of the page on 

 

              7   the first page of the article.  The first paragraph talks 

 

              8   about the Washington report, the state investigative report on 

 

              9   Household. 

 

    03:57:08 10            Then it talks about how it's been suppressed by -- 

 

             11   for three months as a result of a court order that Household 

 

             12   obtained; then describes, because the article's been now 

 

             13   leaked, a -- what the article refers to as a blistering 

 

             14   assessment of the Household's loan practices in Washington and 

 

    03:57:37 15   elsewhere in the state. 

 

             16            And then it goes on to talk about what the report 

 

             17   accuses the company of, misrepresentations and dishonest 

 

             18   statements, failure to provide customers with accurate 

 

             19   disclosures, coaxing borrowers into signing without reading 

 

    03:57:56 20   the documents that they're signing, talking borrowers into 

 

             21   refinancing at disadvantageous interest rates based on 

 

             22   misleading them, adding costly insurance premiums. 

 

             23            But then the next paragraph is really what is 

 

             24   supportive of what I said a minute ago.  It talks about how 

 

    03:58:19 25   Household's attorneys went to court to obtain a restraining 

 


















































































































































































































