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NOTICE OF HEARING OF MOTION

TO:  Tom E. Roesser. Esq.
Katherine G. Leonard. Esq.
CARLSMITH BALL WICHMAN CASE & ICHIKI
Pacific Tower
1001 Bishop Street, Suite 2200
Honolulu, Hawan 96813

NOTICE IS HEREBY GIVEN that the above-identified Plaintiff’s Motion for
Summary Judgment shall come on for hearing, before the Honorable Susan Oki Mollway, Judge of
the above-entitled Court, at 300 Ala Moana Boulevard, Honolulu, Hawaii, at 11:15 o'clock a.m., on

December 7. 1998 or as soon thereafter as counsel can be heard.

DATED: Honolulu, Hawaii, October 28. 1998.

il Hoifee

STANLEY E. LEVIN
JOHN HARRIS PAER
Attorneys for Plaintiff
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IN THE UNITED STATES DISTRICT COURT

FOR THE DISTRICT OF HAWAII
TERESA ANN LOPEZ, ' CiviL NO. 97-01384 SOM
(Other Civil Action)
Plaintiff,

PLAINTIFF'S MOTION FOR SUMMARY
VS. JUDGMENT

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAII, INC,,

Defendants.

CiviL No. 98-00205 DAE
TERESA ANN LOPEZ, (OTHER CIVIL ACTION)

Plainuff,
VS.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

Defendants.

PLAINTIFF’S MOTION FOR SUMMARY JUDGMENT

Plaintiff, Theresa Ann Lopez, by and through her attorneys, hereby move this
Court for an order granting Plaintiff summary judgment as to all claims of Plaintiff. Plaintiff is
entitled to this order because there are no genuine issues as to any material facts and Plaintiff is

entitled to judgment as a matter of law.

This Motion is supported by the memorandum with exhibits attached, the
declarations filed herewith and the records on file with the Court on the date of the hearing

herein.



DATED: Honolulu, Hawaii. October 28, 1998.

5%; bew:
! ’ !i/ &‘(_/\__—_

STANLEY E. LEVIN
JOHN HARRIS PAER
Attorneys for Plainuff
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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF HAWAII

TERESA ANN LOPEZ, CiviL No. 97-01384 SOM
| (Other Civil Action)
Plaintiff, ‘

| MEMORANDUM IN SUPPORT OF MOTION;
VS. :

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAIL, INC,,

Defendants.
CiviL No. 98-00205 DAE
TERESA ANN LOPEZ, (OTHER CIVIL ACTION)
Plaintift,

VS.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

Defendants.

MEMORANDUM IN SurPPORT OF MOTION

L INTRODUCTION

This case involves a typical sale of credit life insurance by a finance company to a
consumer in connection with a mortgage loan. The Defendants typically do no underwriting
prior to issuing the policy, but take all comers. They do this because the premiums and profits
are so high in the credit life field. However, to bolster their profit margins even further, some
creditors including Defendants herein, use a deceptively short, but all encompassing application
so that they can conduct post claim underwriting in the event that claims are made. As shown

herein, this is truly an unfair and deceptive practice. The lender has also violated the Truth in



Lending Act and has breached its fiduciary duties to Plaintiff.’
1L FACTS

Al BACKGROUND INFORMATION

Plaintiff has been a museum curator for the Bishop Museum for some 10 years.
she recerved her degree in Anthropology trom the University of Hawaii in 1985. She and Mr.
Lopez were married for 25 years and they have a daughter who works for the Federal Bureau of
Investigation. Mr. Lopez served in the Army, worked for the Department of Health and later
had his own real estate business. Plamtff also has a real estate license and took over that
business after her husband’s death. Plaintiff’s family has always been close, honest and
hardworking. Lopez declaration 2.

B. THE LOAN TRANSACTION

Plaintiff and her husband entered into a consumer credit transaction with
Defendant Associates Financial Services Company of Hawaii, Inc. (hereinafter “Loan
Company”) on October 25, 1995. They received one copy of the disclosure statement for that
transaction, Exhibit “A”. They also received one copy of the Notice of Right to Cancel in
connection with that transaction, Exhibit “B”. Lopez declaration §3.

That loan was made primarily for personal, family and household purposes and
was secured by their home, their principal residence. Lopez declaration 94.

Loan Company’s empioyee who handled that transaction with Plaintiffs at closing

was Christine West. At closing, Ms. West, for the first time, mentioned credit life insurance.

H

i It is worth noting at the outset that in Merchants of Misery: How Corporate America
Profits from Poverty (1996), Library of Congress ISBN 1-36751-083-3; ISBN 1-56751-082-5; HG181.M46, the
award winning journalist, Michael Hudson devotes an entire chapter to Associates.
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She offered Plamntiff and her husband credit life insurance for this loan, and on the spur of the
moment, they agreed. Lopez declaration ¥5.

Associates Financial Life Insurance Company (hereinafter “Insurance Company™)
1s licensed by the State of Hawaii as an insurance company and is an admitted Hawaii insurer.
See Request for Admission No. 6. a true and correct copy of which is attached hereto as Exhibit
“L”. At all times herein, the licensed General Agent in Hawaii for Insurance Company was
Beneficial Services, Inc. See Request for Admission No. 12 (Exhibit “L”). At all relevant times
herein, Loan Company was licensed by the State of Hawaii as a “subagent” of Beneficial
Services, Inc. for the purpose of selling credit life insurance. Request for Admission No. 13
(Exhibit “L”); see also Hamilton deposition” page 20 lines 3-24; see also Exhibit 1 to that
deposition. On October 25, 1995, Ms. West was licensed as a “solicitor” by the State of Hawan
for Defendant Loan Company for the purpose of soliciting sales of credit insurance by Loan
Company. Request for Adinission No. 14 (Exhibit “L”).

Ms. West gave Plaintiff and her husband the credit life application, told them to
fill it out and sign it, and said they would then be covered by the credit life insurance, and that
the payment would be included as part of the loan, which it was. Ms. West did not say or
explain anything else about the credit life application or the insurance. Lopez declaration 6.

Plaintiff and her husband filled out the credit life application, Exhibit “C”, in
roughly one minute, and felt that they had done so truthfully. Ms. West left the room for a
minute or so while they filled out that form and they gave it to Ms. West when she returned. Ms.

West did not say anything else regarding the insurance, but the charge for credit life insurance

: A true and correct copy of the deposition transcript of Jeffrey Hamilton, taken on April 9, 1998, is attached
hereto as Exhibit “N”,
3



appeared on the disclosure statement and Plaintiff and her husband believed that they were
covered. Lopez declaration 47.

Plaintiff and her husband signed the rest of the closing documents and received
the disclosure statement (Exhibit “B”") showing that they had credit life insurance and had paid
57124.78 for 1. At the ume, they did not realize how expensive this coverage actually was since
the premium only covered a loan of roughly $57,000.00 (the amount financed of $64,385.73
included the premium itself of $7,124.78). Lopez declaration 8.

Defendant Associates Financial Life Insurance Company (Insurance Company)
wrote the credit life insurance policy for Plaintiff’s loan and they received a copy of the policy,
Exhibit “D”. Lopez declaration 49.

Plaintiff and her husband understood that Ms. West was acting as their insurance
agent in offering the coverage. They believed that Ms. West was required to, and was, doing all
that was necessary to protect them, and to be sure that they were receiving the coverage that she
had offered them, that they had accepted, and that they had been charged for under the loan.
They had an expectation that they were covered with credit life insurance and their expectation
was reasonable. Lopez declaration §10.

Prior to her husbanfi’s death, neither Ms. West nor anyone else, ever told Plaintiff
or her husband that a misstatement on the application, intentional or otherwise, would prevent
their recovery under the policy. Plaintiff and her husband filled out all the forms given to them
honestly and to the best of their knowledge and belief. Lopez declaration 4§ 11 and 12.

C. MR. LOPEZ’S MEDICAL HISTORY AND THE APPLICATION

Prior to 1996, Mr. Lopez had not seen a doctor for some 10 years, and Plaintiff

and Mr. Lopez considered him to be exceptionaily heaithy. In the summer of 1995, Mr. Lopez
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saw Dr. Frank Williams because of fatigue. Plaintiff and her husband were told that he had an
aneurysm, which they understood tc be a bubble on the outside wall of the artery. Dr. Williams
told Mr, Lopez to continue his life normally and they would review his condition again in six
months. The Lopez’s were initially concemed, but after being told to continue living normally,
they were no longer worried and put this out of their minds. Lopez declaration §13.

Mr. Lopez did not have a heart problem ever; his heart was always strong. Mr.
Lopez did not have a circulatory problem; his circulation was fine and his blood pressure was
normal. Plaintiff and Mr. Lopez always believed that Mr. Lopez was very healthy and that his
heart and circulatory system were healthy as well. Lopez declaration 49 14 and 15.

The Lopez’s felt that they had answered the questions correctly on the credit life
application, and wrote Dr. Williams’ name on the application. They understood that was so
Loan Company could check out their answers and determine if the answers they gave were
correct. The Lopez’s &suﬁed that 1f there were any problems or discrepancies, Loan Company
would let them know immediately. Lopez declaration §16.

D. MR. LOPEZ’S DEATH AND DENIAL OF BENEFITS

The Lopez’s made péyments every month on the loan, part of which went to pay
for the charge for credit life insurance. Loan Company accepted their payments month after
month and never notified them of any problems or discrepancies with respect to our credit life
insurance. Lopez declaration 417,

On March 3, 1996, Louis A. Lopez died suddenly. The death certificate, Exhibit
“E”, says that the cause of death was a thoracic aortic dissection. Mr. Lopez’s death was caused

by the bursting of the bubble on the wall of the aorta; not by a weak heart or blockage of the



circulatory system. Mr. Lopez’s death was a complete surprise to the family. He did not even
have a will or any other kind of estate plan. Lopez declaration ¢18.

Plaintiff notified Loan Company shortly after her husband’s death and assumed
that the credit life insurance would take care of the balance of the loan. Plaintff received no
word from Defendants and Plaintiff had to conunue to make pavments under the loan to protect
her home. Lopez declaration ¥19.

On August 19, 1996, five and one-half months after her husband’s death,
Insurance Company wrote to Plaintiff denying her claim for benefits under the credit life policy.
See Exhibit “F”; Lopez declaration 420.

At that time, Loan Company notified Plaintiff that it would return the credit life
premium of $7,124.78. Lopez declaration 921.

Defendant’s office manager at that time, Cheryl Hursh, suggested that Plaintiff
might want to apply the pfemium to reduce her outstanding balance and Plaintiff agreed. Ms.
Hursh also suggested that Plaintiff might want to reduce her payments by refinancing the loan
and Plaintiff agreed to that as well. Lopez deciaration ¥ 22 and 23.

Plaintiff was very vulnerable at that time, still shocked over the loss of her
husband, and additionally shocked over the denial of the insurance claim. Ms. Hursh was very
sympathetic and Plaintiff believed she was protecting her interests; therefore, Plaintiff followed
her advice and refinanced the ioan on September 30, 1996. Plaintiff was given the disciosure
statement and notice of right to cancel for that transaction, Exhibits “G” and “H” respectively.
Lopez declaration 49 24 and 25.

On September 30. 1996, one month after its denial of claim letter and nearly
seven months after Mr. Lopez’s death, Loan Company did rebate the insurance premium of
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57.124.78, but immediately reclaimed neariy half of that amount in points for the refinanced
loan. It charged five points or $2,983.24. Lopez declaration 926. Loan Company did not rebate
any interest on the insurance premium, nor any other amount except for the premium itself.
Lopez declaration 927; Hamilton deposition page 90 lines 14-25; page 94 line 19 - page 97 line
2. The insurance premium rebate check was written by Associates to Associates; not to the
customer. That is standard operating procedure. Hamilton deposition page 97 lines 3-11.

E. INJURY SUFFERED BY PLAINTIFF

The total amount that was paid off on the old loan by the refinancing was
$59,309.89. That figure was obtained by taking the total amount due under the old loan and
subtracting the premium of $7,124.78. Hamilton deposition page 107 lines 1-12. Points are
charged on the amount financed (which includes the credit life premium) and interest is charged
upon the points and the origination fee as well as the credit life premium. Hamilton deposition
page 114 line | - page 115 iine I.

When Plaintiff recovered somewhat from the death of her husband and from the
denial of the insurance claim, she realized that Defendants had taken advantage of her and of her
husband. Lopez declaration §28.

In addition to the amounts that Defendants should have paid under the credit life
insurance and the additional payments that Plaintiff made to Loan Company and to another
lender in refinancing her house yet again, Defendants have caused Plaintiff economic damages as
well as incalculable misery at a time when she was already very weak. She lost sleep, suffered
emotionally, lost time from work and generally suffered a lessening of quality of life as a direct

result of Defendants’ actions as described above. Lopez declaration §29.



F. FACTS RELEVANT TO FIDUCIARY DUTY

As a subagent, Loan Company owed Plaintiff and her husband a fiduciary duty
when selling them credit life insurance. Upon issuing the policy and/or accepting payments over
several months, Defendants had bound coverage. See Declaration of John Dexter attached
hereto. The agent and subagent have similar roles and powers. The subagent appoints solicitors
who can represent the company. Hamilton deposition page 16 lines 3-24.

[t 1s the practice in the industry for customers to assume that they are covered by
credit life insurance when they sign the Loan Company’s request form asking for coverage and
are charged the premium. At that point, customers usually do and are entitled to believe that
they are covered by credit life insurance. Declaration of Cheryl Tipton, attached hereto; see also
Declaration of John Dexter, attached hereto.

The regulatory framework for the sale of credit life insurance contemplates a
“take all comers” approéch. Consumers generally assume pre-claims underwriting as is typical
with other types of life insurance. Consumers are generally unaware of the concept of post-
claims underwriting. In exchange, credit life insurers have a higher profit expectancy than other
insurers because they are allowed to charge a premium far higher than is allowed for ordinary
life insurance. In addition, credit insurers have a captive market. Declaration of John Dexter,
attached hereto; see also Consume:r Federation of America Releases, Exhibits “I"” and “J”.

Defendant Insurance Company is essentially the sole provider of insurance for
Loan Company. Defendants are affiliated companies and owned by the same company.
Hamilton deposition, page 9 lines 7-20; page 31 lines 2-17.

Plaintiff, through her counsel, rescinded both loans by letter of September 19,

1997, Exhubit “K”.



G. PROFIT AND INCENTIVE TO SELL CREDIT LIFE INSURANCE

In 1995, Loan Company made 689 mortgage loans of which 408 inciuded charges
for credit life insurance. There were six claims made under credit life policies in 1995 and two
(one third) of those were denied. See Detendants’ Answers to Interrogatories, a true and correct
copy of which 1s attached hereto as Exhibit "M™).

In 1996, Loan Company made 628 mortgage loans of which 341 inciuded charges
for credit life insurance. There were twelve claims made under credit life policies in 1995 and
four (one third) of those were denied. Defendants” Answers to Interrogatories (Exhibit “M”).

Loan Company’s policy is to instruct its loan officers to try to sell credit life
insurance to every eligible customer. The sale of credit life insurance contributes to the profit
margin of both Defendants. Hamiiton deposition page 44 lines 10-13. Loan Company’s
employees are instructed to tell customers that in the event of death, the remaining balance may
be paid off by the insurance, but they are not instructed to tell customers when the policy would
pay and when it would not pay. Hamilton deposition page 46 line 18- page 47 line 2.

Defendants print a monthly summary, called a trend report, that gives gross and
net profit figures from different items, including an itemization for credit life insurance.
Hamilton deposition page 71 line 14 - page 72 line 13; page 75 lines 6-15. Each branch gets
their own monthly trend report and there is one for the statewide operation. Hamilton deposition
page 74 line 2-7.

Part of the incentive for Loan Company to sell credit life is increase profit as
shown on the trend reports. The only thing that reduces income from credit life sales are payoffs

and returned premiums. These amounts may all stay in Hawaii; he does not know if the profit



goes to [nsurance Company or to other affiliates. Hamilton deposition page 76 line 22 - page 79

line 23.

H. MR. HAMILTON’S OTHER TESTIMONY

Mr. Hamilton is a vice-president of Loan Company, the highest ranking officer of
that company in Hawaii, but he does not know who the president is. nor who the other officers or
directors are nor has he ever been to a board meeting. Hamilton deposition page 10 line 4 - page
11 line 10. He knows that the standard credit policy indicates that it is a group policy and
assumes there is a master policy somewhere, but he has never seen it, does not know who has it
or where 1t 1s and does not believe there is a copy in Hawaii. Hamilton deposition page 115 lines
6-25.

Mr. Hamiliton does not know if the premiums stay with Loan Company or go to
Insurance Company or to some other affiliate. Hamilton deposition page 35 line 19 - page 38
line 20. Mr. Hamilton doeé not recall any death claims other than this one.

Q: These are pretty major events, aren’t they? Do these not
appear significant to you?

No, they do not.

A demiai of a death claim isn’t significant?
No.

>

Hamilton deposition page 50 line 19 - page 51 line 7.

Mr. Hamiiton adn;itted that the disclosure statement was required by federal law,
and that its purpose is to disclose the terms of the ioan. Hamilton deposition page 83 lines 18-24.
He admits that the disclosure statement discloses that the Lopez’s signed for credit life insurance
on the disclosure statement itseif, that the disclosure statement shows that a premium was

charged the Lopez’s for joint credit life insurance, that such a premium actually was charged for
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that insurance, and that there is nothing at all on the disclosure statement that informs the
borrower that they may not actually be covered if one of them dies.
Hamilton deposition page 83 line 18 - page 85 line 9.

1. LACK OF WARNINGS ON THE DOCUMENTS

On the credit life application, the only waming concerning misstatements or
possible denial of coverage, according to Mr. Hamilton, is on the bottom where it states that “If [
have been required to answer questions one through six, [ represent that the above answers are
true and correct to the best of my knowledge and understand that these representations shall be
the basis for the company’s acceptance of this application for insurance applied for...”. Mr.
Hamilton also stated 1n this connection, that “We ask them for their doctor’s names.” He admits
that the Lopez’s did give their doctor’s names, and that there is no other warning. Hamilton
deposition page 87 line 1 - page 89 line 2.

Mr. Hamilton admits that Loan Company does not normally, and did not in this
case, call the doctors listed on the credit life application. Hamilton deposition page 105 lines 6-
13. However, they did take the time to clear Mr. Lopez’s tax liens, a much more time consuming
and complicated process which is standard practice for Loan Company. Hamilton deposition
page 104 line 14 -page 105 line 5.

The customer gets the policy at closing, which says:

“WHAT YOU GET

We certify that if we have been paid the premium shown in the

schedule, you are insured for the coverage shown in the schedule,

subject to the terms of the group policy issued to the creditor.”

See Exhibit “D”.
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Mr. Hamilton does not know whether the group policy is the same as the master
policy. and has never seen it. Hamilton deposition page 117 lines 5-25. He also does not know
how a customer would figure out what this language means. Hamiiton deposition page 118 lines
1-6.

On the tirst page, the policy also states Who Gets Paid and What We Will Pay.
On the second page the policy states WHAT WE WON’T PAY. There are three categories: 1.
Misstated Age (which is not applicable here.) 2. Suicide (which is not applicable here.) and 3.
Total Disabilities Not Covered (which 1s not applicable here.) See Exhibit “D”.

II. ARGUMENT

A. THE CREDIT LIFE INSURANCE WAS VALID

o

This case is controlled by the recent Ninth Circuit decision in Fleming v.

Monumental Life Insurance Company, _F.3d __ C.A. No. 97-35118, (9" Cir., September 1,

e
P
s

“‘“‘”‘“"’”’”‘T‘J“S’g');ﬁkethlscasethat case was a diversity actioﬁ agamstan insurer who issued a credit life
insurance policy. Monumental offered the policy, did not require a prior physical examination,
the customer filled out an application and paid the premium. The District Court held that at that
point, there was a valid offer and acceptance of coverage and awarded $241,643 plus attorneys
fees.

In our case, Defen;iants’ offered credit life to Plaintiff and her husband, did not
require a prior physical, they signed for it on the disclosure statement, they were charged for it,
they filled out the appiication, the entire premium was collected when the loan was made, and
interest and points charged on that premium. Those charges were included in the monthly
payments that were made by Plaintiff every month for almost a full year, even after her
husband’s death. Thus, here too, there was a valid offer and acceptance creating coverage.

12



The District Court was affirmed on appeal. The Ninth Circuit said,

“The application and accompanying letter contained sufficient
information to objectively manifest Monumental’s intent to
provide Amold with $231,463 of individual life insurance.
Moreover, once Armmoid received the application, he had nothing
left to do but fill in a few remaining pieces of information, and
return the application and deposit premium to Monumental....We
conclude from these facts and circumstances that Amold accepted
Monumental’s offer of an individual life insurance policy 1n the
amount of $231,463.7...

“Even if [the agent] mistakenly offered Arnold $231,463 of
insurance, and the district court concluded that she did not, such a
mistake does not allow Monumental to avoid the contract. Amold
did not know of the mistake and, under the circumstances, cannot
be charged with such knowledge....The district court altematively
found that Monumental was estopped from invoking any limiting
language in the Application, Certificate and/or Group Policy.” ...

“The ‘reasonable expectation’ doctrine provides that when an
insurer creates a reasonable expectation of coverage that is not
supported by the terms of an insurance policy, the expectation will
prevail over the policy language.

This Court also has held, in a Truth in Lending case, that the creditor is estopped

from denying its own representations. Rivero v. J. P. Automobiles, Inc. dba Pflueger Honda,
Civ. No. 96-01010 HG (D. Haw., June 10, 1997), atp. 7.
Thus, it is clear that there was a valid contract for credit life insurance which

should have paid off Plaintiff’s loan.

B. DEFENDANT LOAN COMPANY BREACHED ITS FIDUCIARY DUTIES TO THE
PLAINTIFF

Loan Company has admitted that it was a subagent in this transaction, authorized
and licensed by the State of Hawaii to sell credit life insurance, and that it profits by the sale of
credit life insurance. As an insurance agent selling credit life insurance, Loan Company had a

fiduciary duty to Mr. Lopez. In re Dickson, 432 F. Supp. 752 (W.D.N.C., 1977); Browder v.
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Hanley Dawson Cadillac Co., 379 N.E. 2d 1206 (1978); Parnell v. First Savings and Loan 336

So. 2d 764 (Miss., 1976); Watkins v. Vallev Fidelity Bank & Trust Co., 474 S.W. 2d 915 (Tenn.,

1971). [n Walters v. First National Bank of Newark, 433 N.E. 2d 608 (Ohio, 1982), the Court

said "The fiduciary nature, at least in this respect, of the bank-customer relationship is predicated
upon the bank's superior conversion with the area of loan processing, of which mortgage
insurance 1s a component.” The Court thus held that as a matter of law, in a loan application in
which credit insurance is invoived, the bank is a fiduciary. The Court also held that once a
customer has indicated his desire for credit insurance coverage, the bank must purchase the

requested insurance or advise the customer of its failure to make the purchase. See also Stone v.

Davis, 419 N.E. 2d 1094, cert. denied, 454 U.S. 1081 (1981).

"[The agent] is required to exercise fidelity and good faith toward his principal in
all matters within the scope of his employment....He cannot put himself in a position antagonistic
to his principal's interest, by ... acting adversely to his client's interests, or by failing to
communicate information he may possess or acquire which is or may be material to his
employer's advantage, or otherwise." 12 Am. Jr. 2d, Brokers, Sec. 84 at 837; see also Property

House v. Kelley, 68 Haw. 371, 715 P. 2d 805, 810 (1986); Garl v. Mihuta, 361 N.E. 2d 1065

(1975).

The Court in Property House v. Kelley, supra, explained the agent's duties:

"...[an] agent bears a duty to make a full, fair, and timely disclosure
to the principal of all facts within the agent's knowledge which are,
or may be, matenal to the transaction and which might affect the
principal's rights and interests or influence his actions....an agent is
subject to a duty to use reasonable efforts to give his principal
information which is relevant to affairs entrusted to him...
Restatement (Second) of Agency Sec. 381, at 182 (1958)."

715 P.2d at 805, 810.
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Loan Company failed to perform its duties to ascertain and disclose pertinent facts
to the Lopez’s involving the application, coverage and the status of the policy. In fact, Loan
Company actively represented as true, facts and information which it either knew to be false or
for which 1t did not have sufficient basis for knowing whether those facts were true or false.
Loan Company indicated to the Lopez’s that they had purchased valid credit life insurance
coverage and accepted their premium, and charged them interest on the payment of that
premium. Loan company did not explain to the Lopez’s that it would not check with their
doctors and that any incorrect information might result in the denial of coverage, though this
information was part of Loan Company’s policy and was readily apparent in their own files. The
minimal duty owed to the Lopez’s by Loan Company would include a reasonable competent,
diligent and timely inspection of its own manuals and communication to the Lopez’s of the

purpose and use of the credit life application. The facts in this case are far more favorable to

Plaintiffs herein than thosé of any of the above cited cases. In most of those cases, the lender
had not even accepted and retained the premium, while here Loan Company did charge the
premium and Plaintiff paid finance charges upon the premium of more than $1000.00. Even
without such payments, the above Courts found a fiduciary relationship.

As lenders are entitled to be compensated as insurance agents, it is the duty of
such lender to promptly notify the insured if he has not, or may not, receive the protection he

sought. In Cameron v. First Nationai Bank of Bozeman, 607 P. 2d 1113 (Mont., 1980), the court

held that the agent had a duty to:

"immediately give written notice to such debtor and promptly
make an appropriate credit to the account....The reason that those
strict provisions of insurance law apply to credit life and disability
business is because of the nature of this business in our present
commercial world. In the credit life business insurers do not
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compete with each other to get insureds, but rather they compete
with each other to get agents” (such as lenders).

Here, the premium was not retummed unul seven months after the death of Mr.
Lopez and Loan Company collected interest on that premium the entre seven months (as well as
the period before Mr. Lopez’s death) and never returned anv of the interest.

Finally, Defendants knew through their own records that they had accepted the
premium and had not notified the Lopez’s that they would not check with the doctors they listed,
nor that incorrect information might lead to denial of coverage. As stated by Judge Chinen, "If
{the Bank] chooses to ignore the information and record in its own file, then it must bear the

consequences.” First Hawaiian Bank v. Klein, 41 B.R. 626, 629 (D. Haw., 1984). Thus,

Defendants violated their fiduciary duty.

C. THERE ARE TRUTH IN LENDING VIOLATIONS ON THE LOANS

1. - BACKGROUND OF TILA IN HAwall
In Hawaii cases, the Ninth Circuit and this District Court have consistently and
jealously guarded the consumer’s rights under the Truth in Lending Act, holding that the Act

should be liberaily Construed in light of its broad remedial purpose. Burnett v. Ala Moana Pawn

Shop, 3 F.3d 1261 (9™ Cir., 1993); Dias v. Bank of Hawaii I, 732 F.2d 1401 (Sth Cir., 1984);
Dias v. Bank of Hawaii II, 764 F. 2d 1292 (9" Cir., 1965). These Courts have recognized the
importance to consumers of the disclosure requirements of TILA, and have required strict
compliance with those requirements. This is in order to achieve uniform disclosures throughout
the industry and the consequent benefits of comparison shopping for the best terms in financing.
Both courts have also ruled in favor of the consumer against Defendant Loan

Company herein. Kessler v. Associates Financial Services of Hawaii, Inc. I, 573 F.2d 577 Ch

Cir., 1977); Kessler v. Associates Financial Services of Hawaii. Inc. II, 639 F. 2d 498 (9th Cir.,
16



1981); Pedro v. Associates Financiaj Services of Hawaii Inc., Civ. No. 87-0184 (D. Haw., Dec.

6, 1988). Defendants and its affiliates are among the most abusive lenders and are frequent
litigators in this area nationwide.
Recently, this District Court has continued that trend, granting summary judgment

to Plainutfs in Markham v. William Curtis Gibson [II, et al. , Civ. No. 97-01651 SPK CD. Haw.,

July 7, 1998); Rivera v. J. P Automobiles. Inc. dba Pflueger Honda, Civ. No. 96-01010 HG (D.

Haw., June 10, 1997); Bumett v. Ala Moana Pawn Shop, Civ. No. 90-00267 ACK CD. Haw.

Oct. 17, 1991).

2. LOAN COMPANY’S FAILURE TO REBATE THE POINTS AND
INTEREST RELATING TO THE CREDIT INSURANCE CHARGE
RESULTED IN AN INCORRECT DISCLOSURE OF THE FINANCE
CHARGE AND THE ANNUAL PERCENTAGE RATE ON THE
SEPTEMBER 30, 1996 LOAN
It 1s undisputed that while Loan Company did rebate the insurance charge of
$7,124.78 (nearly one year late), it did not rebate the interest charged and paid on that amount
from October 25, 1995 until September 30, 1996 when the second loan was made and the
insurance charge was rebated. This is nearly one year of interest charged on that $7,124.78, at an
APR of 14.4%, or approximately $1,000.00. In addition, Defendant did not rebate the points
(5%) charged on the credit life insurance; another $350.00. Clearly these amounts render the
Finance Charge and the Annual Percentage rate grossly inaccurate for that second loan.
Thus, even if one accepts Loan Company’s tortured reasoning that there was no
coverage and that Plaintiffs should be returned to position as if they had not purchased the
insurance, still Defendant failed to make the required rebate of interest.

In In re Steinbrecher, 110 B.R. 155, 165 (Bkrtcy., E.D. Pa. 1990), the court was

faced with exactly this issue. In that case, Defendant improperly charged for and improperly
17



disclosed the charge for credit life insurance. The court said, “Any retention of an uneared
portion of a finance charge must be considered part of the finance charge of the refinanced loan.

Reg. Z §226.20(a). See aiso Steele v. Ford Motor Credit Co., 783 F. 2d 1016. 1017 (11" Cir..

1986)." The court further stated. “because the initial finance charge was erroneously understated
due to 1ts omission of the cost of the property insurance, Mid-Penn miscalculated the rebate due
and understated in all subsequent loans the dollar amount of rebate to which the debtors were
entitled.” Finally, on page 166 of that opinion, the court said, *“ The consequences of these
conclusions are as follows: First, the debtors are entitled to have all the finance charges on all of
the loans eliminated and the outstanding mortgage (or mortgages) canceled.” The court also
awarded statutory damages.

Similarly, in Steele v. Ford Motor Credit Co., supra, the court held that a mere

$24.00 error in failing to rebate a portion of a month’s interest was enough to constitute a
“material” violation, anc.ii ailowed the consumer to rescind the transaction. Here, of course, the
failure to rebate is far larger, more than $1,000.00.

It is clear that the failure to properly disclose extends the three day right of
rescission to three years. Thus, the rescission in this case is timely and Plaintiff is entitled to the
benefits of that rescission. Semar v. Platte Valley Saving & Loan Ass’n, 791 F. 2d 699 (9m Cir,,

1986); Jackson v. Grant, 890 F. 2d. 118 (9" Cir., 1989).

3. L.OAN COMPANY’S DISCLOSURE OF THE CREDIT LIFE INSURANCE
IN THE OCTOBER 25, 1995 LOAN WAS INCORRECT

Loan Company clearly disclosed on the disclosure statement that Plaintiff and her
husband had credit life insurance on the October 25, 1995 loan. The disclosure showed that they
requested it, signed for it, and were charged the premium, which was included in the loan

amount, and was subject to points and interest. However, when Mr. Lopez died, according to
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Defendants, that disclosure was incorrect, and there really was no credit life insurance available
to cover the loan.

This is an obvious violation. First of all, there was valid credit life insurance, and
that should have paid off the entire loan of October 25, 1995, Thus, all amounts financed in the
second loan were ncorrect. There should have been no second loan at all. Thus, the disclosure
statement dated September 30, 1996 violates TILA in every way. The Amount Financed should
be 0. The APR should be 0, and the Finance Charge should be 0.

Plaintiff is entitled not only to statutory damages of $2,000.00 for this loan, but 1s

also entitled to her actual damages, which is, at least, the entire loan amount plus interest. She is
also entitled to actual damages in the nature of emotional harm.

[f there was no credit insurance, as Defendant claims, Loan Company should not
have disclosed that there was such insurance. Then Plaintiff could have sought such insurance
elsewhere. Clearly that is an incorrect and damaging disclosure.

Plaintiff has rescinded both loans within three years and is entitled to the benefits
of rescission under the statute. Semar v. Platte Valley Savings & Loan Ass’n, supra, in addition
to the statutory damages of $2,000.00 regarding the second loan only (the first loan was more
than one year old when the suit was filed).

D. DEFENDANTS ARE LIABLE FOR THEIR NEGLIGENT OR INNOCENT
MISREPRESENTATIONS

Loan Company and Insurance Company are legally liable for any innocent or

negligent misrepresentations they made to the Plaintiff. Chun v. Park 51 Haw. 462 (1969);
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Shaffer v. Earl Thacker Co.. Ltd., 6 Haw. App. 188 (1986); Easton v. Strassburger, 199 Cal.

Reptr. 383, 46 A.L.R. 4th 521 (1984). °

Here, the agent admittedly knew very little about credit life insurance and
explained aimost nothing about the insurance, except that by signing and agreeing to the charge,
Plaintiff and her husband had the insurance. Defendants’ forms indicated the same.

The Hawani Court of Appeals set forth the elements of negligent

misrepresentation in Shaffer, supra, at 191:

Information Negligently Supplied for the Guidance of Others (1)
One who, in the course of his business, profession or employment,
or in any other transaction in which he has a pecuniary interest,
supplies false information for the guidance of others in their
business transactions, is subject to liability for pecuniary loss
caused to them by their justifiable reliance upon the information, if
he fails to exercise reasonable care or competence in obtaining or
communicating the information...

6 Haw. A‘pp. 188, 191.

Defendants misrepresented the status of coverage to Plaintiff and her husband in
the course of their business, in the ieast, because Loan Company received and kept the premiums
from the sale of the credit life insurance until September 30, 1996 and never returned the interest
on the insurance. This is reflected in Loan Company’s own records, and is Loan Company's
responsibility. First Hawaiian B@' k v. Klein, supra.

Not only did the Lopez’s justifiably rely upon these representations, even the loan
officer thought that Mr. Lopez had valid credit life insurance. The Lopez’s reliance was justified

because the falsity of Loan Company's representation was not apparent, because their payment

} Where the agent knows that it does not have a sufficient basis for the assurances of facts that it is passing
along to the buyer of an insurance policy, but nevertheless makes such assurances, it is liable for negligent
misrepresentation, even if those misrepresentations are innocent. Mertens v. Wolfeboro National Bank, 402 A.2d
1335, 1337 (N.H., 1979).
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had been accepted and interest had been charged on that amount, and Loan company had

superior knowledge of its own procedures as an insurance agent. Cory v. Villa Properties, 180

Cal. App. 3d 592, 225 Cal. Reptr. 628. 631 (1986).

Loan Company refused to provide the Lopez’s with the most fundamental service
of determining the status of their coverage. As a licensed msurance agent in the State of Hawaii,
they had a duty to check and affirm the coverage and to verify the accuracy of the information

they communicated to the Plaintiffs and that Plaintiffs communicated to them. Shaffer v. Ear]

Thacker, supra at 192-3.

Even if the misrepresentations 1n this case were innocent, Defendant 1s still liable
for them. The elements of innocent misrepresentation are set out in Restatement (Second) Torts
(1977), Section 552C:

(1) One who, in a sale, rental, or exchange transaction with
another, makes a misrepresentation of a material fact for the
purpose of inducing the other to act or to refrain from acting in
reliance upon it, is subject to liability to the other for pecuniary
loss caused to him by his justifiable reliance upon the
misrepresentation, even though it is not made fraudulently or
negligently.

The court in Johnson v. Healy, 405 A.2d 54, 56 (Conn., 1978) held that a party

who makes false and misleading representations which induce another to act to the first party's

advantage should be held strictly liable for such misrepresentations. At the very least

Defendants are liable for innocent misrepresentation because it supplied the Plaintiffs with the
form for signature requesting insurance and accepted their payment by deducting it from the loan
proceeds, and by charging interest on it as part of the amount financed in the loan. Thus, the
Plaintiffs were justified in their reliance that they had credit life insurance. Cory v. Villa

Properties, supra.
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E. DEFENDANTS BREACHED THEIR CONTRACT WITH PLAINTIFF

The loan contract was a definite and binding contract. The contract was fully
performed by Plamtff and her husband, but unbeknownst to them, Loan Company had failed to
inform the Plaintiff and her husband that it would not check with their doctors and that if
Defendants decided there was a misstatement on the form. they would deny coverage.
Defendants never corrected this problem and therefore, remain in breach of the contract. Malani
v. Clapp, 536 Haw. 507 (1975).

In Robichaud v. Athol Credit Union, 225 N.E. 2d 347 (Mass., 1967), the

mortgagor and his widow relied upon the lender's representations that the note was covered by
credit life insurance. That is the exact situation in this case. In that case, the Court held that the
widow was entitled to recover what she would have had if the representation had been true.
Therefore, the mortgage and the note were canceled. That is exactly what should happen here.
The note should have beeh canceled, and Ms. Lopez should have been given the property free

and clear. See also Beiter v. Decatur Federal Savings and Loan Association, 150 S.E. 2d 687

(Ga., 1966).

F. DEFENDANTS HAVE COMMITTED UNFAIR AND DECEPTIVE TRADE PRACTICES

1. THERE ARE FOUR ELEMENTS THAT MRS. LOPEZ MUST PROVE

Wiginton v. Pacific Credit Corp. dba City Collectors, 2 Haw. App. 435 (1981)

and Bumett v. Ala Moana Pawn Shop, 3 F. 3d 1261 (9th Cir., 1993) describe the elements of an

unfair or deceptive practice. In paragraph 47 of the underlying opinion in Burnett (dated October

17, 1991, Civ. No. 90-00267 ACK), Judge Kay said:

"The amendments revised the elements of a cause of action under
H.R.S. Section 480-2 for claims arising after May 10, 1988. The
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current elements of a claim for unfair and deceptive trade practices
under Section 480-2 can now be restated as follows:

(1) a violation of H.R.S. Sec. 480-2;

(2) injury to piaintiff's business or property resulting from such
violation;

(3) proof of the amount of damages; and

4) a showing that the plaintiff was a ‘consumer'.”

It should be noted also that a violation of H.R.S Chapter 480D 1s a per se violation
of H.R.S. 480-2. See H.R.S. 480D-4(a).
2. DEFENDANTS ENGAGED IN A ""BAIT AND SWITCH”

In Bumnett v. Ala Moana Pawn Shop, supra. the Ninth Circuit held that a "bait and switch" was a

prohibited practice under HRS § 480-2. Here, Defendants engaged in a similar, but more serious
game of "bait and switch". Here, Defendants accepted payment for a credit life policy, disclosed
that Plaintiff and her husband had valid credit life ingurance, and gave them a policy. However,
after Mr. Lopez' death, Defendants said that Plaintiff was not entitled to the benefits of the credit
life policy. This is exactly the conduct that is prohibited, and entitles Plaintiff to treble damages.
3. LOAN CoMPANY VIOLATED H.R.S, § 480-2 By FAILING TO
RETURN THE PREMIUM PROMPTLY, AND BY HOLDING IT FOR
NEARLY SiX MONTHS AFTER THE DEATH OF MR. LOPEZ
Mr. Lopez died on March 3, 1996. Defendants did not return the premium until
September 30, 1996 (and even then, half of it went to points on the new loan). During that
period of nearly 6 months, Plaintiff continued to pay on the original loan because she was afraid
Defendants would claim the loan was in default. In addition, Defendants continued to charge
and collect interest on the premium amount. Assuming that Defendants were correct that there
was no coverage, the premium was Plaintiff’s at all times, along with interest thereon, and

Defendant continued io hold Plaintiff’s money for some 6 months. This is a clear breach of both

Defendants’ fiduciary duty and an unfair and deceptive practice as well.
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This position is supported by Mr. Dexter’s declaration as well as by H.R.S.
3431:10B-109(b) which states in relevant part:

“any refund of an amount paid by the debtor for the nsurance shall
be paid or credited promptly to the person entitled thereto.”

This should mean 30 days at the most, not 6 or 7 months.
4. THE BANK VIOLATED H.R.S. 480-2 By FAILING TO DISCLOSE
To THE LOPEZ’S THAT IT WAS AN INSURANCE AGENT AND
WOULD PROFIT FROM THE SALE OF THE CREDIT LIFE
INSURANCE PREMIUM

It 1s undisputed that Loan Company is licensed to and acted as an insurance agent
in selling credit life insurance to the Lopez’s and its other customers, and for this service, it
makes a profit. Defendant has refused to disclose its profit, but 40 per cent of the premiums it
collects for credit life insurance is typical for credit life insurance, sometimes more.

These facts were never made know to the Lopez’s. As a result, the Lopez’s paid
$7124.78 that they thoughi: was going to the insurance company, while a significant portion of
that (more than 50%) was going to Loan Company. The Lopez’s might have been more wary
had they known that Loan Company had a stake in the sale of insurance. This might have led

them to another source of insurance with a more reputable agent. This failure to disclose is a

violation under the recent decision of the Hawaii Supreme Court in Liebert v. Finance Factors

Ltd., 71 Haw. 285 (1990). In that case, the creditor offered a tuition financing program and
based payments and the insurance rate on the assumption that the creditor would forward the
amount financed immediately to the school; however, instead it had an undisciosed arrangement

with the school that it would forward payment in two installments. The Hawan Supreme Court

found that the arrangement was an unfair and deceptive practice in violation of §480-2.
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Similarly, Loan Company's undisciosed arrangement for it to profit from the premium when it
offered credit insurance to the Lopez’s, is also a violation of §480-2.

This is all the more egregious because of the very nature of credit life insurance.
Premiums are artificially high as a resuit of lack of competition, and also because actual payout
is infrequent. Here. Defendants made some 749 mortgage loans involving credit insurance in
1995 and 1996 and still denied one third of their 18 claims. Credit life insurance has been called
the nation’s biggest rip-off by the Consumer Federation of America. See the Consumer
Federation of America’s Releases dated June 4, 1990 and May 20, 1992, Exhibits “I” and “J".
The June 4, 1990 release states that “Credit Life insurance is by far the most overpriced
insurance purchase by many consumers. Prices are nearly twice as high as they would be in a
competitive market.”

In addition, the May 20, 1992 release states that “the loss (or payout) ratio for all
credit life policies was undér 50% and that 1n a number of states, this ration was less than 30%.
Here, Defendants refused to state their loss ratio, but they did state that of 500 to 600 policies
written In each of 1995 and 1996, only a handful resulted in death claims, and a full third of
those were denied by Defendants.

. LOAN COMPANY’S EFFORTS TO GET MS. LOPEZ TO REFINANCE
THE LOAN WAS AN UNFAIR PRACTICE

Loan Company deceived Ms. Lopez into refinancing her loan at a time when it
knew the credit insurance should have paid for the loan, and at a time when it knew that she was
vulnerable by virtue of the death of her husband and Defendants’ recent denial of coverage. This
was deceitful for two reasons. First, the insurance should have paid off the loan. Second, a new
loan with new charges and an additional five points was not in Plaintiff’s interest in any event.

She lost half of the returned premium immediately in the form of points. Vaughan v. Kalyvas,
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342 S.E.2d 617 (S. C. Ct. App., 1986) held that attempting to coerce a debtor into refinancing is
a deceptive practice. Rushing a party to consummate a transaction 1s also an unfair practice.

Evans v. Yegen Associates, 556 F. Supp. 1219 (D. Mass., 1983).

G. DAMAGES
Plaintiff suffered damages in the following amounts:
L. The value of the policy or the remaining loan amount plus interest
($59,503.00 plus interest);
2. Emotional harm, pain and suffering;

Treble damages ($178,509.00 plus interest), reasonable attorneys fees and

(V]

costs (already several thousand dollars).

IV. CONCLUSION
For the above reasons, the Court should grant Plaintiff's Motion for Summary

Judgment.

DATED: Honolulu, Hawaii, October 28, 1998.

PRI

HARRIS PAER
EY E. LEVIN
Attorneys for Plaintiff
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DAVIS LEVIN LIVINGSTON GRANDE
STANLEY E. LEVIN. 1152-0

10 Marin Street

Honolulu, Hawan 96817

Telephone: (808) 524-7500

Fax: (808) 545-7802

JOHN HARRIS PAER #1531
+1B Kepola Place

Honolulu, Hawan 96817
Telephone: (808) 595-7179

Anorneys for Plaintiffs

IN THE UNITED STATES DISTRICT COURT

DISTRICT OF HAWAII

TERESA ANN LOPEZ,
Plaintiff,

VS.

ASSOCIATES FINANCIAL SERVICES COMPANY

OF Hawall, INC.,

Defendants.

TERESA ANN LOPEZ,
Plainuff.
VS.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

Defendants.

CiviL No. 97-01384 SOM

DECLARATION OF JOHN HARRIS PAER

CrviL. No. 98-00205 DAE
(OTHER CIVIL ACTION)



DECLARATION OF JOHN HARRIS PAER

1. [ am an attorneyv licensed to practice law in all of the Courts Hawaii, and

am one of the attorneys for Plainuff in the above-entitled action.

2 Exhibit "I" is a true and correct copy of the Consumer Federation of

America Release dated Mav 20, 1992,

3. Exhibit "J" 1s a true and correct copy of the Consumer Federation of
America Release dated June 4, 1992.

4 Exhibit "K" is a true and correct copy of a letter [ wrote to the President of
Associates Financial Services Company of Hawaii, dated September 19, 1997.

5. Exhibit "L" are true and correct copies of excerpts from the Response of
Defendant Associates Financial Life Insurance Company to Plaintiff's First Set of Requests for
Admissions dated August 19, 1998, and the Response of Defendant Associates Financial
Services Company of Hawaii, Inc. to Plaintiffs First Set of Requests for Admissions dated
August 19, 1998.

6. Exhibit "M" is a true and correct copy of the Defendant Associates
Financial Services Company of Hawaii, Inc.'s Second Supplemental Response to Plaintiff’s First
Interrogatories to Defendant dated March 17, 1998.

7. Exhibit “N™ are true and correct copies of excerpts from the deposition
transcript of Jeffrey Hamuilton, taken on October 9, 1998.

I declare under penaity of perjury that the foregoing is true and correct.

Executed this _7:% day of October, 1998 at Honolulu, Hawaii.

ol il

JOHN HARRIS PAER




IN THE UNITED STATES DISTRICT COURT

OR THE DISTRICT OF HAWAII

rrf

TERESA ANN LOPEZ, ; CIVIZ NO. §87-013284 SOM
)
Plaintifif, J
vs. ) DECLARATION OF TERESA ANN
LOPEZ; EXHIBITS "A-pn

ASSOCIATES FINANCIAIL SERVICES }
COMPANY OF HAWAII, INC.

-

Defendant.

TERESA ANN LOPEZ,

L N

Plaintiff, CIVIL NO. 98-00205 SOM
vS.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

Defendant.

e N St St St S N ittt

DECLARATION OF TERESA ANN LOPEZ

TERESA ANN LOPEZ declares as follows:

1. I am the Plaintiff in these actions, have personal
knowledge of the facts alleged herein and know them to be true and
correct. I am competent to testify to the facts alleged herein and
make this declaration under penalty of law.

2. I have worked for 10 years as a museum curator for
the Bishop Museum. I received a B.A. in Anthropology from the
University of Hawaii in 1985. My husband, Louis A. Lopez served in
the Army, worked for the Department of Health of the State of

Hawaii, and later had his own real estate business. I also have a



realtcr's license and took over my husband's business after his
death. My husband and I were married for 25 years. We have a
daughter who works for the Federal Bureau of Investigation. I
pelieve that my family and I have always been close, honest and
hardworking.

3. My husband and I entered into a consumer credit
transaction with Defendant Associates Financial Services Company of
Hawaii, Inc. (hereinafter "Loan Company") on October 25, 1995. We
received one copy of the disclosure statement for that transaction,
a copy of which is attached heretc as Exhibit "A". We also
received one copy of the Notice of Right to Cancel in connection
with that transaction, a true copy of which is attached hereto as
Exhibit "B".

4. That loan was a refinancing of our mortgage and was
made primarily for personal, family and household purposes and was
secured by our home, our principal residence.

5. Loan Company's employee who handled that transaction
with us at closing was Christine West. At closing, Ms. West, for
the first time, mentioned credit life insurance. She offered us
credit life insurance for this loan, and on the spur of the moment,
we agreed.

6. Ms. West gave us the credit life application, told us
to £ill it out and sign it, and said we would then be covered by
the credit life insurance, and that the payment would be included
as part of the loan, which it was. She did not say or explain
anything else about the credit life application or the insurance.

7. My husband and I filled out that form in roughly one



minute, and felt that we had done so truthfully. Ms. West left the
room for a minute or so while we filled out that form and we gave
it to her when she returned. She did not say anything else
regarding the insurance, but the charge for credit life insurance

appeared on the disclosure statement and we believed that we were

covered. A true copy o©of that application for credit life is
attached hereto as Exhibit "C".
8. We signed the rest of the closing documents and

received the disclosure statement (Exhibit "B") showing that we had
credit life insurance and had paid $7124.78 for it. At the time,
we did not realize how expensive this coverage actually was since
that premium only covered a loan of roughly $57,000.00 (the amount
financed of $64,385.73 included the premium itself of $7124.78).

9. Defendant Associates Financial Life Insurance Company
(Insurance Company) wrote the credit life insurance policy for our
loan. We received a copy of the policy at that time. A true copy
of the credit life policy is attached hereto as Exhibit "D".

10. My husband and I understood that Ms. West was acting
as our insurance agent in offering us that coverage. We believed
that she was required to, and was, doing all that was necessary to
protect our interests and to be sure that we were receiving the
coverage that she had offered us and that we had been charged for
under the loan. We had an expectation that we were covered with
credit life insurance and that expectation was reasonable.

11. Prior to my husband's death, neither Ms. West nor
anyone else, ever told us that a misstatement on the application,

intentional or otherwise, would prevent our recovery under the



policy.

12. My husband and I filled out all the forms given to

us honestly and to the best of our knowledge and belief.

996, my husband had not seen a doctor for

o)

13. Prior to

some 10 years, and we considered him to be exceptionally healthy.

,

In the summer of 1996, he saw Dr. Frank Williams because of
fatigue. He was told that he had an aneurysm, which we understood
to be a bubble on the ocutside wall of the artery. Dr. Williams
told him to continue his life normally and we would review his
condition again in six months. We were initially concerned, but
after being told to continue living normally, we were no longer
worried and put this out of our minds.

14. My husband did not have a heart problem ever; his
heart was always strong.

~15. My husband did not have a circulatory problem; his
circulation was fine and his blood pressure was normal. We both
believed at all times that he was very healthy and that his heart
and circulatory system were healthy as well.

16. We felt that we had answered the questions on the
credit life application correctly, and wrote Dr. Williams' name on
the application. We understood that was so Loan Company could
check out our answers and determine if the answers we gave were
correct. We assumed that 1f there were any problems or
discrepancies, they would let us know immediately.

17. We made payments every month on the lcan, part of
which went to the charge for credit life insurance. Loan Company

accepted our payments and never notified us of any problems or



o

iscrepancies with respect to our credit life insurance. During

his entire time, our expectation continued that we were covered

ct

with credit life insurance and that expectation was reasonable in
light of the above facts.

18. On March 3, 1396, my husband, Louis A. Lopez died
suddenly. A copy of the death certificate is attached hereto as
Exhibitc "E". It says that the cause of death was a thoracic aortic
dissection. This was a complete surprise as we thought his health
was fine. He did not even have a will or any other estate plan.

19. I notified Loan Company shortly after my husband's
death and assumed that the credit life insurance would take care of
the balance of the loan. I heard nothing from Defendants and had
to continue to make payments on the loan to protect my home.

20. On August 19, 1996, five and one-half months after
my husband's death; Insurance Company wrote to me stating that my
claim for benefits under the credit life policy was denied. A true
copy of that letter 1is attached hereto as Exhibit "F".

21. At that time, Loan Company notified me that it would
return the credit life premium of $7124.78.

22. Defendant's office manager at that time, Cheryl
Hursh, suggested that I might want to apply the premium to reduce
my outstanding balance and I agreed.

23. Ms. Hursh also suggested that I might want to reduce
my payments by refinancing the loan and I agreed to that as well.

24 . I was very vulnerable at that time, still shocked
over the loss of my husband, and additionally shocked over the

denial of our insurance claim.



Ms. Hursh was very sympathetic and I thought she was

)
G2l

protecrting my interests as best sne could, ana therefore, I
followed her advice 1in refinancing the loan, which I did on
September 30, 1996. True copries cI the disclosure statement and

wtice of right to cancel given to me f[or that transaction are

»

attached hereto as Exhibits "G" and "H" regpectivelv.

26. Loan Company did rebate the insurance gremium of
$7124.78, but reclaimed nearly half of that amount in points for
the refinanced loan. It charged five points or $2983.24.

27. Loan Company did not rebate any interest on the
insurance premium, nor any other amount except for the premium
itself.

28. When I recovered somewhat from the death of my
husband and from the denial of the insurance claim, I realized that
Defendants had taken advantage of me and of my husband.

29. In addition to the amounts that Defendants should
have paid under the loan and the additional payments that I have
made to them and to another lender in refinancing my house yet
again, Defendants have caused me incalculable misery at a time when
I was already very weak. I have lost sleep, suffered emotionally,
have lost time from work and have generally suffered a lessening of
quality of life as a direct result of Defendants' actions as
described above.

FURTHER DECLARANT SAYETH NAUGHT.

s . o
.. P L
DATED: Honolulu, Hawaii, é> /;/'L //}:ﬁ

: -
C%?‘z/f /7 A

TERESA ANN LOPEZ PRI
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TERESA ANN LOPEZ,

Plaintiff,
vs.

ASSOCIATES FINANCIAL SERVICES

COMPANY OF HAWAII, INC.
Defendant.

TERESA ANN LOPEZ,
Plaintiff,

vs.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

Defendant.

THE DISTRICT OF

et St o
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UNITED STATES DISTRICT

CIVIL NO.

COURT

HAWAII

897-01384 SOM

CHERYL TIPTON

98-00205 SOM

DECLARATION OF CHERYL TIPTON

CHERYL TIPTON declares as follows:

1. I am an attorney licensed in the State of Hawaiil

since 1981, have personal knowledge of the facts alleged herein and

know them to be true and correct.

I am competent to testify to the

facts alleged herein and make this declaration under penalty of

law.



more than 12 years counseling Legal Aid

Z I workea for
clients  about Tnhneir  loans with various lenders, including
Associates Filnancial Services of Hawalil, inc. {hereinafter
"Agsoclates"!. I nave reviewed hundreds of loan documents, a large
number of which Incliuded credit 1ife insurance. I sit on the
medicar malpractice claims panel and have done so since 1986. I am
presently Senior Enforcement Attorney for the Civil Rights
Commission of the State of Hawail and have been with the Commission
gince 1985.

3. It is the policy and practice of finance companies,

{of which Associates is one) and is the custom in the industry to
sell credit life insurance at the time the loan is completed. The

lender is often affiliated with the credit insurance company.

4. Credit l1ife insurance 1is as extremely profitable
product for lenders, and they generally want to sell as much as

possible.

5. Whether an application is required or not, insurance

coverage is automatically provided to those borrowers who agree to

o e

bt

pay for it. There is no follow up evaluation of the application by

the lender.



5. I have reviewed the loan disclosure statement and the
insurance schedule and application for the Associates loan made to
Louils and Teresa Lopez on October 25, 1995. I have also reviewed
Associates' credit life insurance policy and the letter of August
19, 1996 from the claims examiner denying benefits. The documents
show that the Lopez's paid Associates $7124.78 for credit life
insurance with an effective date of October 30, 1985. Contrary to
the statement of the claims examiner, 1t is my opinion, based on my
experience, that it 1s not the practice of lenders to evaluate
information on insurance applications prior to issuing a policy;

rather 1f the buyer signs for and pays for the insurance, coverage

is automatic.

7. It is further my opinion that under these facts, the
Lopez's, 1like most other consumers, would have a reasonable

expectation that they were covered by credit life insurance.

FURTHER DECLARANT SAYETH NAUGHT.

DATED: Honolulu, Hawaii, (Z(ﬁ/éﬂﬁ&] &, /778

foveed T

CHERYL “TIPTON
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FOR THE DISTRICT OF HAWAIZ

TERESA ANN LOPEZ ) CIVIL NO. ©7-C1384 DAE
1
- : Bl g 3
Plaintirrt, )
A

VS ) DECLARATICON CF JOEN ©. DEXTER
H EXHIZTT "n

ASSCCIATES FINANCIAL SERVICES
COMPAN Y OF HAWAII, INC. )
y
/
A
/

Defendant.

e S o

TERESA ANN LOPEZ,
Plaintiff, CIVIL NO. 9$8-00205 DAE
vS.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

Defendant.

B o N R P O S

DECLARATION OF JOHN . DEXTER

JOHN F. DEXTER declares as follows:

1. I am an attorney licensed in the State of Cklahoma
since 1981, have personal knowledge of the facts alleged herein and
know them to be true and correct. I am competent to testify to the
facts alleged herein and make this declaration under penalty of

-
Law.



2. I have worked intensively for more than five years in
“ne  lnsurance  area. ~ have participated in and reviewed the
urory framework for many kinds of insurance, including but not

_imited to credit insurance, and have reviewed many loan documents,
rge number of which included credit life insurance. I was
~tssistant General Counsel for the Oklahoma Insurance Department

Srom 1990 - 1994. As part of my duties there, I revised and

romulgated Oklahoma credit insurance regulations and assisted in

ie

{2

[

0

rafting of the Uniform Credit Insurance Model Act and

tions. I was alsoc the Commissioner's liaison to the credit

gy

egul

V]
[wi

(

insurance industry. I was also a member of the Credit Insurance
Committee of the National Association of Insurance Commissioners.
During 1994 and 1995, I worked for the Hawaii Insurance Bureau. A
copy of my resume listing my qualifications is attached hereto as
Exhibit 1 .

3. It is the policy and practice of finance companies,
{of which Associates is one) and is the custom in the industry to
sell credit life insurance at the time the loan is completed. The
lender is often affiliated with the credit insurance company.

4. Credit life insurance 1s as extremely profitable
product for lenders, and they generally want to sell as much as
possible. For that reason, credit life insurers typically adopt a
“take all comers" approach whereby little or no underwriting is

done prior to the sale.



5. The regulatory framework for credit life insurance

-

similarly contemplates a "take all comers” apprcach, and 1s &

natural result of the context for creditf insurance transactions.

This approach i1s also dictated by the relationship of issusrs
{insurers}, producers and captive reinsurers.
6. Whether an application 1s filled out or not,

insurance coverage 1is generally provided to those borrowers who
agree to pay for it. There is seldom any evaluation of the
applicant's health by the lender, prior to policy issuance.

7. Credit life insurance 1g much more susceptible to
unfair and deceptive practices and other consumer abuse than 1is
other types of 1life insurance. The reasons for this are as
follows:

a. It is an "add-on" to the primary transaction.
b. Consumers are unfamiliar with it, and are likely to

ife

et

presume pre-claim underwriting as with other types of
insurance.
C. The reasonable expectations of the consumer are
inconsistent with the actual mechanics of the business.
8. Credit life insurers traditionally have a higher
profit expectancy than other types of life insurance. Therefore,

their loss ratios are regulated and prima facie rates are enforced.
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inguiry 1s very much susceptible to abuse bpecause the nature of the
cransacticn 1s such that consumers can easily be misled and
confuse 01s 18 particuiarly Ttrue as a result of "post-claims
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underwriting", a nearly universal practice which is unfamiliar to

10. I have reviewed the loan disclosure statement and
the insurance schedule and application for the Associates Financial
Services of Hawaii, Inc. loan made to Louis and Teresa Lopez on
October 25, 1955. I have also reviewed Associates' credit life
insurance policy and the letter of August 19, 1996 from the claims
examiner denying benefits. The documents show that the Lopez's
paid Associates $7124.78 <for reait life insurance with an
effective date of October 20, 1995. Contrary to the statement of
the claims examiner, it is my opinion, based on my experience, that
it is not the practice of lenders to evaluate information on
insurance applicatiocns prior to issuing a policy; rather if the
buyver signs for and pays for the insurance, coverage is automatic.

11. The application at issue in this case is such that
a consumer would reasonably expect to be covered. This is because
the fact and conseqgquences of retrospective review by the issuer
were not disclosed, and because the credit life agent is, like all
other life insurance agents, 1in a trust or fiduciary relationship

with the insured.



12. It is my opinion that under these facts and
documents, the Lopez's, like most other consumers, would have a
reasonable expectation that they were covered by credit 1life
insurance.

FURTHER DECLARANT SAYETH NAUGHT.

DATED: Honolulu, Hawaii, October 15, 1998

NSO S
@‘F. DEXTER




JOHN F. DEXTER
733 Bishop Sureet, 170-242
Honolulu, HI 96816 (808) 737-3295

SUMMARY

Seasoned attorney of fourteeen years with extensive trial experience and strong background in business, regulatory,
commercial and real estate transactions.

. Effective communication and organizational skiils
. Aggressive, principled approach to problem-solving
. Quick command of new and difficult subject matter
. Ability to develop effective case theory and strategy
PROFESSIONAL EXPERIENCE
OKLAHOMA INSURANCE DEPARTMENT 1990-1994

Assistant General Counsel, responsible to Insurance Commissioner for successful conduct of all state and federal
litigation with two or three cases set for trial at any given time. Frequent assignment to controversial, high profile
policy issues and novel, cutting edge topics (banking and insurance, Indian sovereignty, company fraud, etc.).

. Sole attorney responsible for ail phases of pretrial and trial including research, case scheduling, brief and
argue motions and discovery in complex, document intensive cases (actuarial, economist experts).

. Hlustrative issues litigated include insurance company solvency and receivership; state/federal authority
under ERISA, McCarran-Ferguson and National Banking Acts; due process, equal protection issues under
insurance code; D&O liability, recapture of offshore assets and reinsurance proceeds; fraudulent financial
reporting, and guaranty fund liability. ‘

. Revised and promulgated Oklahoma credit insurance regulations; committee member assisting NAIC in
drafting current Uniform Credit Insurance Model Act and Reg; Commissioner's liason to credit insurance
industry. ' :

. Counsei to Oklahorna State Property and Casuality Board, advising on policy and rating issues; repre-

sented and advised Board in annuai work comp rate hearings; participated in work comp reform.

. Review, advise commissioner on proposed mergers, acquisitions, consolidations and dissolutions of
domestic insurance companies.

. Commissioner's designe to Oklahoma Police and Fireman pension fund Boards with oversight of billion
doilar portfolio.
PRIVATE PRACTICE 1986-90, 1983-84

Provided counsel and representation in broad range of general business, commercial and corporate matters.

. Structure, negotiate and coordinate due diligence for real estate and oil and gas ventures, asset purchases
and sales, loan workouts and foreclosures; including master documents, valuations, title examination, etc.

. Residential construction and real estate contract litigation including specific performance, punitive
damages; foreciosure and lender liability litigation with private and government lenders.

EXHIRIT

|
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. Representation of debtors, inciuding adversanal proceedings, under Chapter 7, 11, and 13 of Tide 1.

, Investor and promoter counsel in private offering litigauon related to unregistered security sales and
material misrepresentauon ciaims.

. Formation and Board Counsel to “C" and nonprofit corporations [501 (¢) (3) and (4)]; advise on manufac-
turer comptiance with SARA Tide I and action by private foundations under citizen suit provisions of
SARA Tide I, Clean Air and Water Acts.

. Defense Counsel in one state criminal tial (embezzlement) resuiting in acquittal.

CHEYENNE PETROLEUM COMPANY 1984-85
In-house Counsel, Mgr. Land Operations

Directed $5 mullion lease acquisition budget. Supervised, five employees and outside counsel; negotiated industry
joint ventures for drilling program, and responsible for negotiations and drafting of all contracts (joint venture, gas
and oil sales, operating agreements etc.). Represented in administrative hearings before Oklahoma Corporation

Commission.

AMAREX, INC. 1981-82
In-house Counsel, Land Dept.

Responsibie for lease acquisition, title curative and state/federal regulatory compliance related to $25 million
annual drlling programs in Texas, California, Louisiana, North Dakota, Arkansas and Alaska. Negotiated, drafted
all industry joint venture agreements.

r

GETTY OIL COMPANY 1980-81
Lz}ndman

Directed lease acquisition activities in Anadarko Basin of Western Oklahoma, inciuding acquisition on federal,
state leases by compettve bid and compiiance with BLM regulations for drilling operations on federal lands.

OKLAHOMA CORPORATION COMMISSION 1979-80
Law Clerk

Performed iegal research on selected issues in gas, electnc and transmission and telephone utility regulation for
General Counsel.

EDUCATION
Oklahoma City University Attended:
Junis Doctorate Loyola University of Chicago

University of the Americas--Pueblo, Mexico

University of Oklahoma
B.A. English Literature

HONORS AND MEMBERSHIPS

. National Association of Attorneys' General Seminar on Insurance Fraud. Speaker: "ERISA Preemption--
An Exception to the McCarran-Ferguson Act.” Aprl, 1994.



. Oklahoma City University Seminar on Regulation of Empioyee Leasing. Speaker: "Regulatory Authority
of the Oklahoma Insurance Department.” October, 1992.

. Former Member, Credit Insurance Committee of National Association of Insurance Commissioners.
1993/1994.
. Member. Oklahoma State Bar Association. 1981-94.
. Participant, YMCA Young Persons’ Mentor Program. 1992-93
. American Jurisprudence Award, Trusts. 1979.
PUBLICATIONS

“Petroleum Geology for Lawyers and Laymen.” O.B.A. Continuing Legal Education Series, 1980.

REFERENCES

Martin M. Simons (808) 586-2790
Consulting Actuary, Insurance Division

Hawaii Dept. of Commerce

1010 Richards

Honolulu, HI 96816

Richard W. Hill {808) 737-0114
President, Hill Construction, Inc.

2091 Alaeloa

Honolulu, HI 96821

Cathy J. Weatherford (405) 521-2746
Oklahoma Insurance Commissioner

1901 N. Wainut

Oklahoma City, OK 73105

Honorable Marion P. Opala (405) 521-3839
Oklahoma Supreme Court Justice

202 State Capitol Building

Oklahoma City, OK 73105

Thomas L. Howard, Esq. (301)986-5778
Baker, Worthington

4 West Irving Street

Chevy Chase, MD 20815



NDUM
RESUME

INSURANCE BUREAU 1994-1995

Rules Analyst at HIB re: work comp manual; special projects. e.g. work comp reform.

PRINATE PRACTICE 1995-1998

Ciass counsel in class action litigation i behalt of gas royalty owners against defendant
o1l companies.



DISCLOSURE STATEME. Povperitrian
BORROWER (Called “you® or “your” ! LENDER (Callad “we* or “us")
LCPEZ,LOUIS A ASSOCIATES FINANCIAL SERVICES COMPANY
LOPEZ, TERESA A | OF HAWAII, INC.
QILW PLACE ar 96714 | 116 HEKILI STREET RM 104
{ KAILUA BI 96734
CO-BORROWER: ,
DATE OF LOAN | | ACCOUNTNUMBER |
10725795 { ! 0316924 ‘
ANNUAL FINANCE Amount Towi of
PERCENTAGE CHARGE Financed Payments
RATE The dollar armount e The amaunt of crecit The amount you wil have
The cost of your crockt wii cost you, provicded 1 you o on pad after you have mace s
cradt &s & yearry raze. your benatt, payments as schecuted.
14.49%18 94160.00 $  54385.73 $ 158545.73
PAYMENT SCHEDULE - Payments are payabie monthty 1st Payment Cate
12/15/95%
180 Frynens 1 o8 1253.06 folowedby 179 a §78.73 tfolowed by oS .00

VARIABLE RATE: if this is a vanable interest rate ican, Jis ransacton has & vanabie rate feanirs for which vanabie rate
disciosurss have been provded sarter.

PREPAYMENT: If you pay off earty, you [ may [ wii not have io pay a penaity. You will not be entitted 1o a refund of
the loan fee or ican onginancn fee.

SECURITY: X You sre giving a secunty interest n your real estute located at
(%4 XALLUA Bl

T You are giving a security interast in the rea: estate being purchased and which is iocated at

ASSUMPTION: if this loan is a purchase money Tansacton, SOMeons buyng your home may, subect to conditions, be
aflowed 10 assume the remander of the morigage on the onginal terms.

See your contract documents for additonal formation about non-payment, default, any required repayment of your
indebtedness in fuil batfoce the scheduied date, secunty nterests, prepayment penaities and prepayment refunds.

o means sstmate.

&] This is & variadie mmgt&to«.

[T This is & fixed interest rate loan.

INSURANCE:
Crmmhn&mnowmmmuwummmmm. insurance provided by us may be
issuad by an affiiated company which expects to profit fom the insurancs.

TYPE TERM OF INSURANCE | PREMIUM SIGNATURE
Single Credit Life insurance onthe Efective Catmof | 3 $.00
insurance.

Joint Borrower Credit Life insurance | onthe EffeciveDateot | s 712¢.78
insurancs.

monts, beginning lmmmmmﬁm

Cradit Accident and Heaith insurance | on the Effective Datect | ¢ $.00
?Wﬂ__ﬂ.
months, beginning | want involuntary UNempioyment INSUrANGS.

Involuntary Unempicyment insurance | on e Effective Date s $.00
insurance.

CANCELLATION CPTION: You may cancel all, but not part of, the credit INSUrANCE COVErages on this ican by returning the credit
insurance certificates 10 the office where the loan was made. The uneamed credit insurance premium will be credited to your account. it
cancediation occurs within 15 days from the above date, the entire credit insurance premium will be credijed 1 your account. Even
though & credit is made 10 your account Decause the credt insurance 1 canceiied, you will still be cbiigated 10 continue making payments
on your joan as scheduied,

NOTICE: SEE OTHER SIDE FOR ALDITIONAL PROVISIONS.

25027555
258 (2‘72?5‘

A0000020

00a8t AEY. 1006 hwg COrY (1) Treenas
CO-BORAGWER COPY (1)

-~ pYHIRIT A



NOTICE OF RIGHT TO CANCEL

Your Right to Cancel
You are entenng into a ransaction that wiil resuit in a (mortgage/ien/ secunty interest) (onvin) your home. You have &

legal right under federal law to cancel this transaction, without cost, within three business days from whichever of the
{oilowing events occurs last

the date of the transaction, which is CCTOBER 25, 1995 :

{1

i

or

(2} the date you received your Truth in Lending disclosures:

—

or
(3) thae date you received this notice of your night to cancel.

it you cancel the transaction, the (mortgage/ien/security interest) is aiso canceilad. Within 20 calendar days after we
receive your notice, we must take the steps necessary {o reflect the fact that our (mortgage/lien/secunty interest) (onvin}
your home has been canceiled, and we must return to you any money o property you have given to us or to anyone gise
in connection with this transaction.

You may keep any monay or property we have given you until we have done the things mentioned above, but you must
then offer to retumn the money or property. If it is impractical or untair for you to retumn the property, you must offer its
reasonabie value. You may offer to return the property at your home or at the location of the property. Monay must be
returned to the address below. if we do not take possession of the money or property within 20 calendar days of your
offer, you may keep it without further obligation.
3

How to Cancel
if you deciie to cancel this transaction, you may do so by notifying us in writing, at
Name of Creditor _________ASSOCIATES FINANCIAL SXRYICES COMPANY OF HAWAII, INC.

116 HEFXILI STRENT RM 104, EAILUA, HI 967340000

Adtdrons of Crasvur's Pase of Sumeenn)

You may use any written statement that is signed and datad by you and states your intention to cancel, or you may use
this notice by dating and signing below. Keep one copy of this notice because it contains important information about
your rights.

it you cancel by mail or telegram, you must send the notice no later than midnight of ... QCTORZR 28, 1993 .

]
{or midnight of the third business day foflowing the latest of the three svents ksted above). If you send or deliver your
written notice to cancei some other way, it must be delivered to the above address no iater than that time.

_1l WISH TO CANCEL
Cormunars Bigrases D
The undersigned acknowiedges receipt of two compieted copies of this notice this i3 day of

= < N

W ‘
‘. ﬁg% (. 7PN
Cormandl’
BORMOWER COPY ¢

#1008 ARV 140 CO-SORROWER COPY 12} e

A

© EXHIBIT- &



2; ‘&OCIATEF WANCIAL U}r. INSURANCE COMPANY Admn & 9.0 Bax 223727, Dalle. Tenas 75222.3727

y. heran called tve Compary Home O Sermury Bivd. e, 500, Nastwile, TN 37214
INSURANCE SCHEDULE .
CREDITOR BENEFICIARY J ACCOUNT NUMBER | GROUP POLICY NUMBER MPO0O2
ASSOCIATES rrmwcux. SERV. CO 0316924
116 AEXIZI STREET 164 | SRRSO o
KAILUA ax 95734°°°° OECREASING LIFEINSURANCE ®  "7*+67,855.01¢
AMOUNT OF LEVEL R NONE
SeCoRRRENEARY A L
4/, W Y DISABILTY .
272 /’(’? A 2 INDEMNITY NONE
INSURED (cafed nietednane innred
ADDRESS LO s A LOPEZ V
157 XUUMELE PLACE Geows H/A Net X
RAILUA HI 96734 —r:
CO4NSURED AGE Ute Prameam $ N/A
TERESA A 4“4 ey o s *e7,124.78%
Single Level
Effectve Datn of e ance 10/30/95 Lte Pramuam s N/A
TERM OF DECREASING UFE INSURANCE 180 oa | S s N/A
TERM OF LEVEL UFE INSURANCE H/A o] st NN dem - V5.
TERM OF DISABILITY INSURANCE N/A mos | Disaieity ineur ance Prereum s H/A
‘Warting Penod 14 Deays
A of Lte $ 12500000 | Ehewnaton Period NONE Dave
Mamsernam Disatiiity Sanett $ Q00 | TOTAL CREDIT LIFE
AND DISABILITY
O v $ 100000 | INSURANCE PREMIUM §  eevee7 124,78

The anly meur ancs eflectve undw twue carvhonte is hat 1or winch & preveum » peid.

APPLICATION FOR CREDIT INSURANCE
Answers to questions 1 - § are required only when the amourt of ife insurance coverage will be greater than $7,500.00

UFE INSURANCE A% TOTAL DISABILITY INSURANCE
D SINGLE JOINT SINGLE D JOINT
(appiicant cnly) { and (appiicant only) (availabis to sppiicant and co-appiicant

co-applicant) ONLY 1 jaint iite insurance is siected)
I, the undarsigned applicant, hereby for the credit insurance coverage checked above in connection with the account for which | am
applying. To the best of my knowiledge, the answers given {0 the questions below are true.
{if insurance is desired only on the applicant, onfy those questions appiicable 10 the applicant need be answered.)
APPLICANT CO-APPLICANT
NC

1. Have you during the past 5 years received medical advice, consultation,
mmwummmmm«mg‘mw
Panatysts Cirrhosis

Carebeal hemorthage Cancer Hypertension
High blood pressure- Sugatdab‘t« Asthma
Drug addiction
2. Have you during the past § ne-md medical advics, consultation,
mm««mM%uWum«
disorder of the:
3 H.m:lm o
Have you the past 1 y«n:
Had or been loid
(AIDSY) or AIDS R.mdcmcmcv Deticency Syndrome

B. Received advice or treatment in connaction with any of the categoties
mmmwmm?

C. Tested positive for HIV or antbodies o the AIDS (Human T-Cel

mmg:.urmvmm7

* &‘wwu«\m&&&mwm«wtqm«
disorder of the back or neck?

5. Hmmdmhpu!mhdm%hﬁomw
by any e insurance company?

8 Have you during the past § months been advisad by a physician to have an

{ understand thet | am not efigible for insurance i | will have aitained the sge of 76 prior ity date of the accourt in connection with
which this insurance is appiled for, If | have been required 1o answer questions 1 - & | represent that the above answers are true and correct to
mmammmwmmmmuummmmsmdmwmm
insurance

lUNDE!RSTANDTHATTHEMMHWTERMOFUFEINSUMNC&&MYBELESSMU{TMOFMAW FURTHER, IF |
AMAPPLYINGFOHTOTALDISABIUWWI UNDERSTAND THAT THE MAXIMUM TERM OF TOTAL QISABILITY INSURANCE
M A

FEE®R B @
00000 O O
%@E‘l@@@ B 8

5DDDDDD L

n“dmu .dm«hlnt. mmmmnmummw
,‘[Mc,/ k/z({rau.s 72’ ~ -
Propesed term of accsurd " Applcarts "
(80 . %3/%:
Qate of appication e " Segppicanl’ dats ol buth
025-95 ~ 2/5/
Signature of winess O,W“L—
e pe W woam
‘ 1 SR ooeY ) A0000022

ol
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s e W .

£ 179

.
ASSOCL INA AL LIFE INSURANCE COMPANY Aa .7 O.8ex 223727, Cotan, Tanma 7S223-3727
A Tanne X inaurance Company. Ners cated he Company rame Ot “ermary BM\d. Sia. 800, Nesrrvie. TN 37214
INSURANCE SCHEDULE
CREDITCR 3ENEFICURY ACTOUNT NUMBER | GROUP POLICY NUMBER
CRIGINAL AMOUNT OF R
CECREASING LIFE INSURANCE
AMOUNT OF LE\'E.E s
= N LIFE INSURANC!
SECOND BENERCURY o ST
INDEMMITY s
INSURED (cased you) | AGE i S
ACORESS Y i " hiiashed
; Ceoew Nowt
j Surge O .
CO<NSURED i AGE e Pramuen s
: ot Den eaarny
Lite Prervmamn $
ENectve Jare of s avoe ; US;,P.!W 3
TERM OF CECREASING LIFE INSURANCE e :
TERM OF LEVEL LIFE INSURANCE s | o, vt
TERM OF DISABILITY INSURANCE g | Olontuly wveurarven Prerrmrs 3
Watng Puriod 1“ Dave
Menavasn Aronat of LS e snon 3 1somoee Elrvwnaton Puried NONE Dave
Marnan Orsaptity Senedt 3 WM | TOTAL CREINT UFE
AND DISABILTY
ety Cienairty 3 100008 | INSURANCE PREMIUM $

The arty e vy 18 Al fOr wtuoh & IR pasil

NOTE - THE LIFE INSURANCE BENEFTT MAY NOT COMPLETELY PAY OFF YOUR ACCOUNT.
THE DISABILITY INSURANCE BENEFIT MAY BE LESS THAN YOUR MONTHLY PAYMENT,
MAXIMUM TERM OF UFE INSURANCE 180 MONTHS
MAXIMUM TERM OF DISABILITY INSURANCE 80 MONTHS
No disabiiity insurances Is provided for any instailments on your t scheduled more than 60
manths after tho effective dats of insurance,

WHAT YOU GET
Wa cartty that it we have been paid the premium shown in the schedule, you are insured for the coverage shown i
the schedute, subject to the terms ot the group poiicy issued to the creditor.

WHO GETS PAID

Claim payments are made to the creditor beneficiary named in the schedule to pay off or reduce your accoun
baiance. If ciam payments are more than your account baiance, the difference wil be pai 1o you or to the secom
beneficiary named in the scheduie, if any, or 10 your estate.

WHAT WE WILL PAY .

Single Life insursnce Benefit. if you die while insured for sn:?«‘ iife insurance coverage, we will pay the amount ¢
insurance in force at the tme of your death after we receive prootf of your death.

Joint Uife insurance Benefit If you or your co-insured die while insured for joint ife we will pay tn
amount of iInsurance in force at the time you or your co-insured die after we receive proot of desth. one death beneh
is payable under this certificate.

AmeuntofquutnlnmswmmMmmdﬁ-mManu
you are insured for gross balance decrsasing ife insurance, the amount of decreasing fife insurance is the ongine
amount of decreasing life insurance shown in the scheduie until the first payment due date. After that your insuranct
declines each month by an equal amount. That amount is the onginal amount of decreasing ife insurance divided dy the
numper of months n e term of decreasing iife insurance shown in the scheduie. if you are insured for net baianct
decreasing life insurance, e amount of decrsasing life insurance s the original amount of decrsasing ke insuranc:
shown in the scheduie unti the first payment due date. After that the amount of insurance is the scheduled unpax
principal balancs due on the account on the date of your death,

AmoumoanvdUtc!nwmesmmdhvdﬂchmm-umd“ihm
shown in the scheduie until the end of the term of lavel ide insurance shown in the schedule. .

an&umAmountofUfclnnmnmmmwpmnmmdwwmmdh
msuuncnuwn!ommmmmdunmmnmmummmdyw

detmmmduomnmsmmmmmhmhm&m
we'll divide the maximum amount of ife insurance by the onginal account balancs to obtain a retio. Then we'll multiply the
ratio by the scheduied unpaid account balance on the dats of death. The resuit will be the amount of ife insurancs benet
we'll pay. Whmmmdmam&hmnmd.ﬁnthMmmmdiﬁ
insurancs by the original prncipal balance 1o cbtain & ratio, Then, we'll Muitiply this ratio by the scheduled unpaid PINCIPE
bm.mmmammmwummmmmmwﬂmm AT
Single Total Disability insursnce Benefit. (INSURED ONLY) Rmmmi&uﬂ&&ﬁm
will pay a benefit # you fie written proot that you became totally disabied while insured and continue 1 be itally disables
. ) be ’

WITHIN 18 DAYS FROM THE DATE THE ACCOUNT BEGINS, THE INSURED SHALL BE PERMITTED TO RETUR?
THE CERTIFICATE OF INSURANCE TO THE CREDITOR AND TO RECEIVE A REFUND OF ANY PREMIUM PAIL
FOR THE INSURANCE IF NOT SATISFIED WITH THE INSURANCE FOR ANY REASON.

HIS874850TOP/PB/JD
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Joint Totat Dlaagility In- . Beneftt. (INSURED AND CO-NSUREL  Avait>—~ ONLY It [oint lifs insursnca is
stected.) f you and y rOSUNSd sre NSURNd for total diaDAtY nsurance, - pay a penefit ¢ yoyu o:?u:,
co-nsurad fle wrmen pr A you OR yOuUr cCO-¥sured became totaly disanied w iused and conbnue to se totatly
Asadted for at laast TYe wanmg. pencd-shown 1 116 scheduie. Payment will be catc...awd from me first day of Qs abeity
‘aiowing e shMINATON CAN0S shown i e scheduie. The daity benefit wil be equai-to 1730t of your monthly disatsity
naemnity smown m e schedufe for sacrr day of disability to be compensated. Payments wik 310D when you OR your
J3-1nSured are not Oty deatied,  Or when benefits are Daid 10 e end of the term:of disakuity nsurance snawn
7 iha schedule., whichdver comas frst  The maumum monthly Deneft 1s limited to the maxmum monthly disabikty
ndemmity shown in 1he schedide. [n e eventof simuttanecus disabiity, onty singie benefl payments are aus.
(PAYMENTS ARE NOT DOUBLED,) Howeves, payments wiil cONtinue untl both you and your consured are no longer
aisabled. You and, your So-inswred cannot combina days disabled and must separately meet the waiting penad shown m
na schedule. Consscutive disabiites wif be reated as separate ctaims, in the event of overfa days, one
cenelit s due dunn%max sme and wil be pad on the first ctauimant. (IN NO INSTANCE WILL BENEFIT Bz! oom._gn
UNDER THIS CERTIFICATE )

Definition of Total Disability. Dunng the first 12 consecutive months of total disabiiity, total disabiiity means that you
ara noOt abie (0 PAITOTM Me TMPOrEITt duties Of YOUr OCCURATON Decause of SiCkNess of accidental injury and are receving
requiar care and Teatment by a licensed physician o¢ pracstoner of the healing arts. After the first 12 consecutive
inoaths of total disabuty, the defintion changes and requires that you not be able to perform the guues of any occupaton
tof which you are reasonadty ouaified Dy educaton, raming, of expenencs. You wiil be required to grve us wntan proat
of your conunuing total disadiity at reasonabie intervais. -

WHAT WE WON'T PAY

Misstated Age. if you stated your age on the maturity date of the insured account will be 75 or less, and this is not
cofract, we wil ratutm your Dremium when we discover s and will not pay any benefits. Howaver, f you correctly stated
JOUr age making you neigidie and we do not retum your premium witun 75 days of the effectve date, arxd pnor to a
clan, you are insured. This alsa appies (0 your co-nsured, i you applied for joint U7 coverage or jout e and jont total”
disabiity coverage, ’

Suicide. We worr? zay any claim f you commit suicide within 12 months of ths effective dats shown in the schedule;
but we will refund the fa sisurance premmm, This aiso applies to your co-nsured, if you apptied for jount life coverage.

Total Disabiiities Not Caversd. We won't pay the cism or refund the premium  disabiiity i a resutt of (1) chilabergy,
aborton of MIscarnage of Dy pregnancy, whether axisting on the date a cartficate is issusd o any insured of deveioping
thereatter; (2) intentonaily seff-inflicted injuries; (3) operating, nding in or descending from a non-scheduted aircratt (4)
pre-existing conditions wiich manfested themseives to the insured by requinng medical diagnosts ot reatment within sor
months preceding the taking of he apgiicaton for insurance and which caused 103 within s months following the |
sffective date of coverage; provided, however, that disabdity commaencing thereaftes resuiting from such conditions shail
be covered. Tt .

PARTIAL PAYOFF -

if the onginal amount of life insurance shown in the schedule is less than the original amount of your account, the ife
insurance benefit may not complstely pay off your account balance. See paragraph tited "Maximum Amount of Life
insurance” to calculate the partai payort.

if tha monthly disabdity indemnity shown in the scheduie 3 less than your monthly payment, you wil have to pay the
creditor the difference each month.

NOTE: If the tarm of the insurance shown in the schaedule is less (nan the actuai term of your account the insurance
will not remain in force for any mon!marg«mm'ng after the end of the term of insurance.

WHEN INSURANCE STOPS - REFRUNDS

This insurance stops at the end of the term shown in the scheduls, when any life insurance benafit is paid. or when
your account balance s paid off, renewed or refinanced or ctherwise stops, whichever happens first. This insurance wil
aiso stop i the collateral tor the_ account is repossessed or its titte is ransferred. If your insurance stops before the end of
the term shown in the schedis 10¢ any reason other than as a result of a life benefit being paid, you will be given a refund
of a credit on your accountof uneamed premiunm. Refunds for decreasing cradiit life insurance and disability insurance will
be caiculated according & ihe. Rule oh¥8 formuis. Refunds for ievel (it msurance will be caicuiated on & pro-rata basis.
Refunds ot cradits ofiessi,fhan; $1.08'won't-be made. When lermination of life/disability insurance is a result of your
death, the life insurante. psema paid i the'company is deemed eamed and no refund is dus; however, disablity
ASUrance [remmum i not eamed arkiwil de refunded. e - y

.-: - D e .

. a

' S

e

WHAT YOUR CONTRACT IS AND HOW YOUR STATEMENTS AFFECTY IT .

The group policy, the appication for the group policy, riders, amendments and endorsements, i any, your attached
appkaﬁomﬂ’mmdmiscmalmmmchmdm All siatements made by you n your
application are considered 10 have been made o the best of youn knowiedge and befiel. No statement can be used o
void Mis NSUrANCE Or deny & ciaim urdess that statement i in your signed application. Aftar 24 months from the date of
the appiication, no atatement made by you in your-appiication can be Gsud to void this insurance or derty a claim uniess
that statement was- made fraudulently. R L S e e

- . . L e IS -

RULESFORFIUNGATOTALD:SA&U\‘YCWH oo . T Mamea

T You must wiite us of GUF agent about your total disabsiity ciaiin within 30 days afted the-beginning of your disability or
&% soon after that a3 you can. We will send you cisim forms within 15 days after you:tall-us about the ciaim. It we don't
" send the forms in 15 days you can sinply send us written proof of your total disabiity. The proof must show the date and
cauge, af 98 totaddisabiity and how tanous It is, and it must be signed by a physician or chiropractor. The proct of total
Jisability must'Se yent 15-Us niotiter theh 90<dily¥ Witer your total disability ends. if it is impossible to file within 9 days.
you must file as soor a3 you can. Unless ‘rou havs Deen legally incanaoie of filing the proof of total disability, we won't
accept it # it is filed ufter 15 monthe from the time # shouid have besn filed. You can't start any iegal action unol GO days
after you senid us tha proct of your total disabiiity, and you can't start any legal action more than 38 months after the proot
is filad.

RULES FOR FILING A LIFE CLAIM

YWe must ba given & cartified copy of the death Zertificate as proof of a ke claim,

CONFORMITY WITH STATE STATUTES
Any pant of the certificate which, on the effective date of the certificate, contiicts with the statutes of the stats where
tha cartficate was delivered i crianged to conform 1o the mnimum standards of those statses.
PHYSICAL EXAMINATION AND AUTOPSY o .
‘Ne 2t 0ur own expense have the gL and You MUt allow US the IPPGrUNity, 10 EXAMING YOUr persan &3 often &s o
reascnably required ‘hile & cizim is pending and 1 make an atcpsy in casa of deadn, ¥ it is not forbidden by law.

e
: . i
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DEFARTMENT GF mEALTH
CFFICE OF MEALTH STATUS

MONITC2 NG

CERTIFICATE OF DEA™

STATE
] ALgno. 151
/ T CECEASED ~ FIAST NAME MIDOUE MAME LAST MAME 2 s&x T3 OATE OF DEATH mOmTw 04T tatr
Louis Adam Lovez, Jr. Male | March 2, 139
TR Hawallan-Chinese~ | I c:::: ronT e ] ST LA ¥ OATEOF ST S Sar T Sow o7 o
Portuguese S - peeiidepuipey 47 l ? | March 31, 1948 | Honolulu
Ta-t. ISLANO OF DEATH 7o, CITY, TOWN OR LOCATION OF DEATM Te, MCSPITAL OR OTHER INSTITUTION MAME F MO #¢ ETWER. CAE STREET ANG WUmlE B T8 1F OSSO INST sOCATE
X . OCA, OF - tat W, B
Oahu Honolulu The Queen's Medical Center rpmatie;ém -
8 STATE OF RIATM |F NOT ™ ULA, 3. CITIZEN OF WhAT COUMNTRY 10. MARSIED. NEVER MAARIED, 11, SURVIVING SPOUSE (F Wt CAVE mADEN mamf) = {12 wes O OBE P
amg TR U.S.A S"F(l WIDOWED. otyon(zm weam ) ; L% i O
Hawall aOaA. c Married Teresa A. Lindekucel H{.22%) Yes
13. SOCIAL SECURITY NUMBER V:tf;t.og&;ﬂmmw KNG OF ORI DONE CLMG MOET OF waaKweG, |14, KiIND OF BUSINESS OR INOUSTRY RS Y —
v . (g G t—p—
576-50-1946 Real Estate Broker 3Gt g Brokerage Firm “112 | Coll 4
15a RESIOENCE ~STATE 5a COUNTY 15¢ CITY. TOwn, OR LOCATION T, MSNE CITY UastS  {13e. MUMBER, STREET AND 2@
. . 3 JPECPY S Of MR
Hawaii Honolulu Kailua Yes 157 Kuurele Place 96734
18, FATHER - FIRST NAME MIDOLE NAME LAST MAME 17. MOTHER ~ FIRST KAsal : MHOOUE NASE HAIDEN NAME
Louis Adam lopez, Sr. Beverly Agnes Camacho
184 INFORMAMT « NAME 190, MAKING ADORESS (STHET OR # O SOX, CITY O TOWS STATE, 2w L.
Teresa A. lopez 157 Kuumele Place Kailua, Hawail 96734
Tha BURIAL, CREMATION, REMOVAL 190 CEMETEAY OR CREMATORY ~ NAME 19 LOCATION CTF OR 10w Si_ul
-4 ¥ Cremation Windward Crematory Kaneohe Hawaii

190, GATE aCMN, DAY, WAl

March S5, 1996

e

190, PERMIT NUMBER

#1024

2m, FUNERAL HONE -~ HAME

Hawaiian Memorial Park Mortuary

(Signaruve e rh.;’

il Y

18 To e bost oF My AAOWISIGE, JHHN OCCUWTRE St the $ME, G8te NG DIGCE and Jus 1B the
CHMBElS) And CHCUMSANCES Stated Mrwi JescnDeg Delow (tara 218 Twough ITTG where

Cot tun~fmFrray NAD

Ty OOINIOR GAST DCCIrTeE i 1Y T NS 4rnY

;.i m-»’

naed arv belrw (terns FTID Cwougn 317G

oMLY

710 DATE SIGNED tHo.. AT, T0)

21, Tid€ O DEATH

x:» 2% GATE SIGMED ma. Bar, TR)

Yo e C

CERTIFYING

2c. TiIME OF DEATH

/

24a. REGISTRAR - s;{%
.

E;LH G 2 » . M - 3
218 NANME ATTENDING PHYSICIAN IF OTHER THAN CERTIFIER (TYPE OF Pe) ;i 4. PAONOUNCED DEAD (MO.. DAY, TR) | 22e. PRONQUNCED DEAD (Mway
3. NAJE ANG ADORESS OF CERTIFIER (PHYSICIAN, MEDICAL EXAMIMER OR CORONER) (179 Cr rapeny = = =
Collin Dang, M.D. 1380 Lusitana St. $912 Honolulu, Hawaii 96813

245 CATE RECEIVED BY LOCAL REGISTRAN FK.EDIY!TAT!REGW

MAR -5 1996

“MAR - 5 1936

# PARTL  DEATH WAS CAUSED 8Y: _ ENTER ONLY GMNE CAUSE PER LNE FOR (], (B, ANO (c) By eithviip )
IMMEDATE CALSE
" [ W S ol W | A Tl e ,UMU:N [WETE g —,ngu...(_
mmwm% 3 7
2. comomo nrrsm. " S R T k=2
IMMEDIATE CAUSE (s), m e~ Trorpt e B Mmoo aaat e diaee atm~ o hl
STATING THE OUE TO. OR AS A CORSEQUENCE Of:
S . A-—;)m./\.‘..
1 M‘{\_&de- ‘A‘.WUM Lk~ A
PART . OVHER SIGNIFICANT CONDITIONS: COMGTIONS CONTRIUTING 1O BT NOT MEATED 1O CAUSE GIVEN ¢ #AAT Noj 28a. AUTOPSY (123 O My
e
h 260, 1F YES, WERE FINOWGS
CONSIOERED ™
CAUSE OF DEATIH?

T8 ALLIOENT, SUICTOR. HOMWCIOR.
O UNDETERMNED (09Cry

776, DATE OF INJURY (MOse, Oa¥, TiAR

Le. TIME OF RRY

Tra. DRSCIIBE HOW IANY OCCURRED

WIURY AT Mg, 0000, STRETY, FACTORY, CINCE MOG. TTC. (SreCrny

270 INJURY AT wORKYT | 270 PLACE Q
(IPRCHY YRS OFF JeCy

~N

T7¢. LOCATION (JTUINT Of 7.5, MO, SITY OR 10WM, SATD

ICEAMFY

THISIS &
ATT OF THE =
“E aswan STATE

Oﬂmvo'r %?nﬁ

TOUE COF
:gg C FILE N
R+ F

EALTH

ATE AEGS

TRAR

merininDIT -



Assccliates Financial Life Ins.
?,0. Box 223727
2

Dallas, TX 73

August 19, 1996

TO THE ESTATE OF:
Louls A. Lopez
157 Kuumele Plac

e
Kailua, HI 56734

RE: Claim No.: 1835282
Loan No.: 0316924
Creditcr: Associates Financial Services

TO WHOM IT MAY CONCERN:

We have completed our investigation into the request for benefits
under the Credit Life Insurance Policy which was written in
conjunction with the above loan through the Associates Financial
Services Company.

When Mr. Lopez applied for this insurance coverage on 10/30/95, he
completed an.Insurance Health Application. This Insurance Health
Application reads as follows:

Question No. 2:
"Have you during the past 5 years received medical advice,
consultation, treatment or taken medication (prescription
or non-prescription) for disease or disorder of the:
Heart or circulatory system Kidneys Lungs”

These are answered "no®.

We have received copies of Mr. Louis Lopez's medical records from
Ultimate Health Programs of Hawaii, Frank Allen Williams, M.D.,

33 S. King St., Suite 201, Honolulu, Hawaii and Dr. Collin Dang.

These records reveal Mr. Lopez was treated for thoracic aortic
aneurysm within the five (5) years prior to the effective date of this
insurance coverage. The following chart lists the dates of treatment,
diagnoses, and the medications/treatments that were prescribed.

A0000228
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Page Two

Louls A. Lopez
Claim No.1535282
August 19, 1396

DATES DIAGNCSES/PHYSICIANS MEDICATIONS/TREATMENTS

——— - —— — —— - —— ——— - - o o~ - ——— - — -~ - —— . — — - >

8/22/95 Thoracic aortic aneurysm

8/29/95 Thoracic acortic aneurysm -
Chest X-ray of 8/239/35 confirms
diagnosis of aortic aneurysm
* Dr., Frank Williams

8/1/95 Referred for CT Scan. CT shows a
5.4 cm aneurysm of decending aorta. Type I dissection.

9/7/95 Aortic aneurysm dissection Take Atenolol 25 mg.
every day
"Instructed patient to not ever
run out of Atenolol.”
* Frank Williams, M.D.

8/8/95 Chronic Type B thoracic aortic dissection,
present diameter of aneurysm, 5.5 cm.
* Collin Dang, M.D.

3/11/95 Follow-up visit. Aneurysm Continue taking
Atenolol 25 mg.
every day.

Had the true and complete information been given on this Health
Application, the Credit Life Insurance would not have been issued.
The Company must now take the same position it would have taken had
the true and complete information been given, and that is to declare
the insurance null and void and of no effect as of the date of loan
and insurance, 10/30/95.

For these and other reasons, none of which are waived, the Company
hereby takes the position that there is no basis for claim.

We are contacting the Associates Branch Office which handles Mr.
Lopez's loan to refund all premiums paid for this coverage.

We have based our decision on facts available to us. If you do not
agree wvith this, or if you feel other important information should be
included in our evaluation, please submit this information for ocur
review, If you wish to discuss this claim with us, you may contact us
at 1-800-336-8913.

Sincerely,

Stan Madison
Claims Examiner

wh A0000229

cc: Associates Financial Services " Ross lnouye, Group Director



DISCLOSURE STATEMENT

MAWAN

VASABLE FTXED MATE

REALESTATE L

8.

BORROWER (Calied “you" or “your™

| LENDER (Cailed “we" or "us")

t

LOPEZ,TERESA A | ASSOCIATES FINANCIAL SERVITEIS COMPANY
. OF HAWAII, INC.
157 DUMELE PLACE | ss714 116 HEKILI STREET 104
KAILUA HI 96734
CO-BORAOWER:
DATE OF LOAN ACCQUNT NUMBER
09/30/96 0317460
ANNUAL FINANCE Amount i Towi of i
PERCENTAGE CHARGE Financed E Payments |
RATE The dotar amount the The amount of creait | The amount you wil have |
The cost of your crect wil cost you. provded to you of on jpanauwmmu I
et a3 a ysarty rate. your behast. | payments a3 scheduied. !
14.17%|$  82799.66 S 59664.89 $ 142464.55 |
PAYMENT SCHEDULE - Payments are payabie monthly st Payment Oata
11/04/96
120 Payments 119 &3 717.18 folowsdby 1 a$ 57120.13 folowsdby 0 & $ 00

VARIABLE RATE:

have i pay & penaity. You will not be entitfed o a refund of

SECURITY: (XI You are giving a security interest in your resl estate iocated at:

137 KUUMELE PLACE XAILUA

if thes 13 a vanabie interest rate ioan, this ransacton has a vaniable rate feature for which vanabie rate
disciosurss have been provided eartier.

PREPAYMENT: If you pay off early, you (X may (] wil not
the Prepaxd Finance Charge.

1294

{0 You are giving a secunty interest in the real estate being purchased and which is located at

2 means estmate.

ASSUMPTION: If this ican i3 a purchase money Tansaction, someone buying your home may, subyect 1o conditons. be
allowed to assume the remander of the mortgage on the original terms.
See your contract documents for additional information about non-payment, default, any required repayment of your
indebtedness in full betore the schedtuied date, secunty interests, prepayment penaities and prepayment refunds,

T This is & variable interest rate loan.

-

N -
[X] This is & fixed interest rate ioan. ('jé;?’{? ) o~
BORACWER O FORACWER
INSURANCE:
Credit insurancs is not required o obtain this loan and will not be provided you sign bek insurance provided by us may be
issued by an affikated comparny which expects to profit from the nsurancs.
TYPE TERM OF INSURANCE PREMIUM SIGNATURE
months, beginning | want singte cradit life nsurance.
Single Credit Life insurance on ihe Effective Date of s $.00
Insurance.
Wae want jomnt borrower credit life insurance,
Joint Borrower Credit Lite insurance | on the Effective Dateot | g $.00
Insurance.
months, begi | want credit accxdent and health insurancs.
Credit Accident and Health insurance | ©n the Effective Dateof | 3 $.00
insurancs.
months, ; | want involuntary unempioyment insurance.
involuntary Unempioyment insurance | on the Effective Dateof | g $.00
insurance.

CANCELLATION OPTION: You may cancel all, but not part of, the credit insurance coverages on this loan by reluming the credit
insurance cartificates 10 the office where the loan was made. The unsamed credit insurance premium will be credited 1 your account. it
canceilation cccurs within 15 days from the above date, the entire credit insurance premium will be credited 10 your account. Even
though a credil is made 10 your account because the credit insurance is cancelied, you will still be cbligated 0 continue making payments

on your ioan as scheduled.

NOTICE: SEE OTHER SIDE FOR ADDITIONAL PROVISIONS.

| have recsived a copy of this statement, 2 é}‘, é-’
[ oes (2, ETRO oh o,
' somnown 7 oz 3L
FORACWER ) CATE
/ A0000017
OMGINAL (1)
000061 NEV. 808 IR COPY (1) 08
CO-BORMOWER COPY (1)

eYUIRIT G

4

s G

Lo A

At



Sap-23-98 09:10A John Harris Paer 808 595-7179 P.O1

NOTICE OF RIGHT TO CANCEL

Your Right to Cancel
You are entering into a new transaction {0 increase the amount of credit provided to you. We acquired a (mortgagediery

sacurity intersst) (onvin) your home under the original transaction and will retain that (mortgage/ien/securnty intersal) in
the new lransaction. You have a legal right under federal law to cancel the new ransaction, without cosl, within thvee

business days from whichever of the following events occurs last:

(1) the date of the new transaction, which is ______ SEPTENBER 30, 1996 .
or

(@) gfnaummmmrmmumgmm

{3} the dale you received this notice of your right to cancei.

it you cancel the new transaction, your canceilation wil apply only to the increase in the amount of credit. it will not affect
the amount that you presently owe or the (mortgage/lier/secunty intersst) we already have (onvin} your home. If you
cancel, the (morngage/Mlen/security interest) as it applies to the increased amount is aiso canceiled. Within 20 calendar
days after we receive your notice of cancslilation of the new transaction, we must take the steps necaessasy to reflect the
tact that our (mortgage/lien/security interest) (on/in) your home no longer applies to the increase of credit. We must also
return any money you have given (o us or anycne sisa in connection with the new transaction.

You may keep any money we have given you in the new transaction until we have done the things mentioned above, but
you must then offer 10 return the money at the address beiow. If we do not take posssssion of the money within 20
calendar days of your offer, you may keep it without further obligation.

How to Canoel
it you decide to cancel the new transaction, you may do 80 by nolitying us in writing, at

Name of Creditor —___ ABBOCIATES FINANCIAL SERVICES COMPANY OF HAMAII. INC

1
mmmguwwmm Business)

You may use any written statement that is signed and dated by you and states your intention to cancel, or you may use
this notice by dating anu wgning below. Keep cne copy of this notice because it contains important information about
your nghts.

xrmmwwam.mmmsmmmmmmmaW

L {
(qmmmdwmmmtmmmmmmmwmy. it you send or deliver your
writtan notice to cancel some other way, it must be delivered to the above address no later than that time.

| WISH TO CANCEL

Consumer's Signature A Cais
The undersighed acknowiedges receipt of two compieted copies of this notice this

—  sEeTHMOER L1996 ﬁ
| / fﬂ?ﬁzt {’)'171 -

Consumer

]
Z AC000013
Jomiginal (1) Oepesition
14773 (REFINANCE) AEV 208 Isormowsn corv @ Deposition of - - ooate
[CO-BORROWEA COPY @ | D
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CREDIT LIFE INSURANCE REVISITED: A CONTINUING CONSUMER RIPOFF

Prepared by
Stephen Brobeck
Consumer Federation of America
With the assistance of - .
James H. Hunt
National Insurance Consumer Organization
In 1990, the Consumer Federatiqn of America (CFA) and
National Insurance Consumer Organization (NICO) released a report
entitled "Credit Life Insurance: The Nation’s Worst Insurance
Ripoff." It found that the loss (or payout) ratio for all credit
life policies was under 50% and that, in a number of states, this
ratio was less than 30%. The report also concluded that this
insurance is not needed by most borrowers. Most are already
protected by other life insurance policies or by other assets.
And the families of those with neither may have higher priorities
than repaying the debt if the borrower dies.
In 1992, CFA and NICO re-examined credit life insurance to
see if the product had improved. As in 1990, the two
organizations computed charges and loss ratios by state for a

policy on a $10,000 locan at 12% APR repayable over 48 months (see

accompanying table). Here is what was found.

SXHIBIT T



1) Since the June 1990 release ¢f the first study, eight
states -- Alabama, Florida, California, Iowa, New Hampshire,
Cregon, Texas, and Wisconsin -- lowered credit life insurance
rates. As a result, the nationwide loss ratioc improved from
37.9% in 1989 to 41.5% in 1990 to an even higher, but
undetermined, percentage in 1991. (The CFA-NICO estimated
nationwide loss ratio of 43% in the earlier study was based on
assumed levels of mortality that proved to be slightly too high.)

2) In most states, credit life insurance is still a ripoff.
Cnly New York meets the 70% minimum loss ratio standard set by
CFA and NICC. and only New York, Maine, and the District of
Columbia meet the 60% minimum loss ratio level defined by a
National Association of Insurance Commissicners (NAIC) model
standard. In addition to these three states, only nine others --
Vérmont, Wisconsin, New Jersey, California, Pennsylvania,
Arizona, Oregon, Florida, and Maryland -- have an overall loss
ratio of at least 50%. In seven states -- Hawaii, New Mexico,
North Carolina, Mississippi, Oklahoma, South Carolina, and

Louisiana -~ the loss ratio is less than 30%.



CHARC FOR CREDIT LIFEY INSURANCE BY z
$10,000 Lzan at 12% APR Renayahlas in 48 Mentns
(1 (2) (3) {4y (5)~* (8)
Credit Lif= Charages Claims as % of Rzts
Single  rinence Total Single Total 3100/
Statss Premium Cherge Cherge  Premium Charge  VYear
New fork (net only) S 118 % 31 3 149 71% 58% .27
Mzing (nat only) 123 32 155 63 50 .28
vermont (net only) 135 36 171 57 45 .31
Minnesata (net only) 163 43 206 L3 34 .37
wiscInsin 170 44 214 &0 4Q 233
New Hempshire 177 47 224 4z 33 .34
New Jersey 183 48 231 St 4 .33
Massachusstis (net only) 186 49 238 38 30 .42
Mass. Auto Dealers (Net) 142 37 179 31 25 .32
Oistrict of Columbia 2086 55 261 g4 51 .40
California 206 55 261 51 49 .40
North Dakota, Utah 206 53 251 - 38 30 .40
Texas 206 55 261 36 28 40
Hawail 206 =5 261 27 21 40
Rhocde Island 209 55 264 40 32 41
fennsylvania 212 56 268 53 44 .41
Arizcna 228 &0 288 52 41 44
Qregon 233 61 294 53 42 .45
Chio 244 64 308 - 47 37 .47
Michigan 249 85 314 45 36 .48
Florice 258 &8 328 50 40 .50
“Illinois, Wyoming ‘ 259 69 328 39 31 .50
Connecticut 259 69 328 32-% 25 .50
Maryland 266 70 336 ‘54 43 .51
Virginia ‘ 268 70 338 40 32 .51
Iowa 302 76 378 34 - 27 .58
Misscuri, Weshington 313 82 395 -39 31 .60
idaho, Kentucky 313 82 3985 32 - 25 .60
Montcna, South Dako;a 313 82 395 3 25 .80
Alaska 313 82 395 30 24 .60
West Virginia 328 86 - 411 41 32 .62
Nebraskz 334 89 423 -32 - 25 .64
Delaware 340 90 423 - 45 36 .65
Nevada 340 80 423 33 . 26 .65
Arkansas, CGeorgia 340 90 423 -32 . 25 .65
Indiana, Kansas 340 90 423 0. 24 .€5
New Mexico 340 90 423 - 27 21 .65
Tennessee 343 g0 433 33 26 .66
Colorado 367 97 - 464 30 24 .70
North Carolina 367 97 464 27 . 21 .70
Alabema 422 111 -~ 533 - 30 24 .80
Mississippi , 422 1 533 27 - 21 .80
Oklahoma 434 115 549 29° 23 .85
Scuth Carolina 434 115 549 - 26- 21 .85
Louisiana 533 140 673 °23 18 1.00
LA, with dismemberment 675 178 ‘853 19 15 1.25

* Columns (4) and (5) show loss ratios (explained below) based on experience
in 19€8-1990. The source is Cresdit Life and Accident and Health Experience by
State, National Association of Insurance Commissicners (NAIC), March, 19¢2.

3



Notes on Credit Life Insurance

1. Credit life insurance pays off a lcan on the death of the
debtor. Credit disability insurance, not shown here but also
nighly profitable in most states, covers monthly payments while
the debtor is sick. Rates for credit life and disability
insurance do not vary by age. Under Truth-in-Lending, credit
insurance is voluntary, but the way in which coverage is sold
cften leaves consumers with the impression it is mandatory.

2 Life insurance sold with first mortgage loans is not usually
called credit life insurance. Its sale differs in several
respects from l1ife insurance sold with consumer credit. The data
sh

3. Premiums shown for most states are based on "prima facie”
rates, meaning the maximum rates that may be charged in the
absence of claims experience Jjustifying higher rates. Premiuns
for NY, DC, PA and MD are somewhat below prima facie standards in
those states since enforcement of "loss ratio" standards appears
<o produce lower average rates. The premium for credit life
insurance is almost always a one-time charge (except on credit
card debts) that itself becomes part of the loan, so the total
cost of credit life is the one~time charge, or single premium,
plus the finance charge attributable to it.

4. MA, ME, MN, NY and VT limit credit life insured amounts to
the declining, scheduled principal balances; this is called "net
debt" coverage. Other states allow "gross debt" coverage,
meaning that scheduled coverage is equal each month to the sum of
remaining monthly payments due on the debt, an amount that
includes at all times the unearned finance charge, that is, the
portion of the finance charge that would be refunded at death.
In the case of VA, for example, the death benefit in the first
menth is $12,978, even though only $10,268 plus one month’s
interest of $103 is required to pay off the loan if the debtor
dies during the month. Excess coverage under gross debt credit
life insurance reduces to zero in the last month of the loan
term. For the loan illustrated, gross coverage exceeds net
coverage by 17% meaning that 17% more coverage is sold, and
charged for, than the amount needed to pay off the loan at any
time. Rates per $100 (of gross initial coverage) per year for
MA, ME, MN, NY and VT have been adjusted to be comparable to
cther states shown.

5. The ratio of claims to premiums is known as a "loss ratio."
Luss ratios are often used in health insurance and property
insurance to define reasonableness of premium rates. Sellers of
Medicare Supplements, for example, must meet loss ratio targets
of 65% for individually issued policies and 75% for group
policies. Credit life insurance is group insurance. The cost of
credit life insurance is not only the premium paid but also the
finance charge added to the premium. It is at least arguable,
therefore, that "loss ratio" for credit life should be defined as



the ratio of claims to the total amount the consumer pays.

Claims as a percent of total charges represents a better measure
of value from the consumer’s perspective; this ratio is more
comparable to loss ratios in other lines of insurance where
premiums are paid annually, or more frequently, rather than in
one sum for the whole debt term, which averages abocut three
vyears. We have shown loss ratios both as a percent of the single
premium (the conventional way) and as a percent of total charges.
The National Association of Insurance Commissioners reccmmends a
loss ratic of at least 60% of the single premium; only NY, ME and
DC met this standard.

6. The loss ratics shown in Columns (4) and (5) are based on
prima facie earned premiums rather than on actual earned
premiums, except as noted. A few insurers, notably CUNA Mutual,
which sells to credit unions, do not charge the maximum rate
permitted in the higher rate states. The higher loss ratios
these insurers experience tend to increase statewide actual loss
ratios.

7. Since 1988, AL, FL, GA, IA, MA, MI, MN, NH, NJ, ND, OR, TX,
UT, and WI have lowered prima facie maximum credit life rates in
varying degrees. Because credit life coverage extends over
several years, it takes several years for lower rates to have an
effect on loss ratics. On the other hand, credit life insurers
often have some ability to control claims by tightening
eligibility criteria. When rates are lowered in a state, credit
insurers are pressured by creditors to maintain commission
levels. One way to do this is to lower claims by adding health
guestions to the eligibility procedure. (This practice arguably
serves the interests of consumers if it excludes claims on
terminally ill persons and if further reductions in prima facie
maximum rates are later ordered by the state to match lower loss
raticos.) In Columns (4) and (5), we have increased the NAIC
prima facie loss ratios of some states where it appeared recent
rate changes would have such an effect.

8. A dozen states appear to allow "dismemberment" coverage to be
added to loans at an extra charge. We believe the claim cost to
be less than $.01/$100/year, meaning the coverage is nearly
worthless. The worst offender is LA, at $.25/%100/yr. AL is
$.10; FL, XY, NV, and WV are $.05; IA is $.045; AZ is $.04; and,
GA, MI, and PA are less than $.02. The rate data comes from a
reliable source, but we don’t know the extent to which the
coverage is sold nor whether the premiums and claims are included
in the NAIC data. Since the rate is so egregious in LA, we have
shown its effect in that state.

9. Maximum rates vary in a few states according to type of
lender; in those states, rates for banks were used. Rates in NY
vary by creditor size and could be about 6% lower or higher. A
few states allow higher rates for small loan companies, whose
customers tend to be somewhat older.



L

10. A significant percentage of credit life sales are on joint
debtors at rates averaging perhaps 1.67 times single life rates.
The NAIC has not published studies of joint life experience. The
nultiple of 1.87 1is reasonable in the low rate states, excessive
in the high rate states.

11. <Creditors -- such as auto dealers, banks and finance
companies -- seek credit insurers that pay the highest
commissions or other compensation. The higher the premium rate,
the higher the available ccmpensation, of course. This
chencnenon, in which competitive forces tend to raise prices to
censumers rather than lower them, 1s known as '"reverse
ccmpetition.” Credit insurance has been called "the hidden
insurance," since the insurance transaction is made part of a
complex credit instrument. Although credit insurance charges are
disclosed pursuant to the Truth-in-Lending Act, the nature of the
coverage and the manner of its sale make it impossible for
censumers to compare prices with alternative sources cf coverage.
This is why all states have rate ceilings. Creditors may receive
both commissions ("up-frcnt" compensation) and any amounts left
over at the end of an accocunting pericd after the insurer has
paid death claims and deducted its negotiated expense and profit
charges. Larger creditors may own the credit insurance company.
Total compensation to creditors varies dramatically by state, of
course, and by type of creditor; autc dealers, with the youngest
age group, typically receive the largest margins. Compensation
from credit life insurance, exclusive cf finance charges con
premiums, averages clcse to 50% in the United States; the range
is from 20% or less in NY to 70% or more in LA. Note that a
creditor receiving a 50% commission, for example, earns 50% of
the finance charge on the premium without advancing any funds on
behalf of the consumer.
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CREDIT LITE INSURANCZI: TEE NATION'S WORST INSURANCZ RIZQCET

Prepared by
Stephen Brobeck
Consumer Federaticn of America

With the assistance of
James H. Eunt
National Insurance Consumer Organization

Summarv

Credit life insurance is by far the most overpriced
insurance purchased by many consumers. Prices are nearly twice
as high as they would be in a competitive market. In 1888,
consumers were overcharged nearly $1 billion. Yet, this
insurance is not needed by most borrowers. What sustains this
consumer ripocff is the way credit life is socld -- by lenders, who
profit from its sale, as an add-on to installment loans. The
only remedy to this problem is more effective state regulation
coupled with extensive consumer education.

Introducticn

redit life insurance is term life insurance offered by
lenders that pays off an installment loan if the borrower dies.
It is scld by banks, finance companies, auto dealers, and other
lenders to the large majority of consumers taking out an
installment loan. Credit life is written by insurance companies,
most of whom specialize in credit insurance. A number of credit
life insurance companies have been set up by the lenders
themselves.

At the end of 13988, there was $251 billion of credit life
insurance outstanding and more than 70 million policies. 1In this
year, consumers paid $2.1 billion in credit life premiums and
received $0.8 billion in benefits. As the accompanying table
indicates, on a 510,000 48-month installment loan at 12% APR, in
several states borrowers rcutinely pay more than $400 for this
Lnsurance (more than $500 when finance charges on the premium are



i
5
9]

iy
O
O
4
D
3

i
]

_oss 2atics Tgow: The most noxious features of credit life
insurance are chat 1t 1s excrbitantly priced in most states and
Aot neecded v mest consumers. The besb index of price fairness
Zor insurance precducts is the loss ratic -- the provortion of
cremiums gaid cut in claims. The remaining portion is retained
zv le2nders as ccmmissicns and by ilasurers for administrative
exTtenses and profit. In aute insurance markets, consumer grours
cemplain about loss ratics of 60% or 70%. 3But in credit
insurance markets, I1n 1288 these estimated ratics ranged, among
stazes, ZIrcm 22% teo 71l%, with a nacicnal average of 43%. In six
states, $5.20 or less of every $51.00 in premiums was paid out in
death Dbeneiits.

Cuercharces Avvroach S$1 33illion Annuallv: To what extent
are ccnsumers overcharged? That depends on how cheaply cradix
1iZe cculd Se scld. A report published by the American

Asscciation of Retired Fersons estimated that a loss ratio of 7S5%
allows beth insurers and their lender agents to earn a reasonable
profit. In 1889, those craedit unions which cffer credit life
insurance tc members paid 61% of premium dollars in claims and an
additicnal 20% in reimbursements, experience refunds, and
dividends, for a total payout rate of 8l%. These ratios are
nearly double the average loss ratio on credit life insurance
pclicies offered by for-orofit institutions. They suggest that
censumers are paying nearly twice as much as they should be for
this insurance. 1In 1888, the difference between the actual 43%
estimated loss ratic and a 735% loss ratic represented $910
millicn.

Quercharges Varv bv State: These overcharges are greater in
scme states than in others (see table). 1In states such as Maine
and New York, consumers are overcharged little if at all. In
cther states, however, they are covercharged by 200-300%. The
most reasconably priced credit life insurance is sold in New
Zngland. Mzaine, Mew York, Vermeont, 2and New Hampshire are £our of
the five states with the highest loss ratios. The worst gouging
takes place in the South. Louisiana, Alabama, Mississippi,
Georgia, North Carolina, and South Carolina are among the eight
states with the lowest loss ratiocs.

Coveragces Are Excessjve: Massachusetts, Maine, New York,
and Vermont require *"net debt® coverage where only principal
balances are insured. Qther states, however, authorize "gross.
debt" coverage where the unearned finance charge, as well as the -
loan principal, is insured. In the case of California, Bawaii,
Minnesota, and Wisconsin, for example, the death benefit in the
first month is $12,901, even though only $10,206 plus one month's
interest of $102 is required to pay off the loan if the debtor
dies during the month. For this locan, gross coverage exceeds net
coverage by 17%, so that 17% more coverage is sold than necessary
te cover the loan. For technical reasons, this increases
premiums 26% except in MNew Eampshire, New Jersey, Chio,




Pennsvlivania, Rhcde Island, Jtah, and Virginia. Rates shown in
=he taple zer S100 o gress initial coverage per vear for
Massachusetts, Maine, New York, and Vermont have been acdjusted to
be comparable to other states shown.

Credit TiZe Yor YNeeded hbv Most Borrowers: Ia a 1373
article, Consumer Reocorts concl udec that "for most consumers ...
credit insurance makes no sense.” Instead, it recommends that
those who are inadequately insured should consider increasing
ccverage on their existing life insurance policy. Yet, this
ugg:ading 0L coverace may not be necessary 1f borrowers have
suZiicient assets to cover the debt and other expenses. and even
iI they do not, they may have higher priorities than repaying th
debt.

The C3uses

Lenders Mislead Uninformed Borrowers: On the majority of
all installment lcans, borrcwers purchase credit life insurance.
One lender admitted that his institution sells this insurance to
99% of consumers taking out these loans, though this perceantage
is lower at most lending institutions. Why do so many borrowers
buy high~pricad insurance coverage they probably do not need?
There are several reasons. First, some purchasers are not aware
that they have bought this insurance. A 13878 Purdue University
study found that 30% were not aware they had done so, and a 1977
Federal Trade Commission study learned that 12% did not know they
had made this purchase. Second, other purchasers feel compelled
to get the insurance because the lender states or implies that
they must do so to obtain the loan. Various studies have found
that between 14% and 45% of purchasers thought it was required.
Third, some lenders play on the emotions of borrowers. They say
things to borrowers such as: "You'd like credit life insurance,
wouldn't you, to protect your family in the event you die.®
Fourth, lenders ccmmonly make it difficult for borrowers to
refuse credit life by building this insurance into the monthly
payment. Thus, refusal necessitates redoing the loan papers.
Fifth, these consumers are not given information by lenders that
would allow them to evaluate the fairness of the price. Lenders
rarely, if ever, disclose loss ratios. Moreover, the charges for
credit life insurance look modest compared to the finance charges
on the lcan principal. Thus, it is not surprising that so many
borrowers purchase credit life.

*Reverse Competition®: In normal markets, sellers compete _
with each other to sell to consumers. In the credit life
insurance market, however, lenders are the real shoppers. They
shop insurance ccmpanies for the best deal for themselves,
especially for high commissions. These commissions routinely
exceed 40% and, in the highest rate states, can exceed 70%. They
are then passed on by lender" to "captive borrowers,” as

PR S . TR N - - -
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on: Subject to constraints from

s, state insurance departments
credit life insurance, andéd all do.
tlem is that most do so 3acecuately. There is a

nsus among -egu’ators that because of the absence of real
iticn, a floor must be placed con the loss ratio, so that
ers are compelled to pay a set proportion of premiums out as
enefits. In fact, the Naticnal Asscciation of Insurance
Commissicners has adoptec a model requlation calling for a 60%
loss ratio. To date, in only four states —-— Maine, New York,
Vermont, New Jersey =-— is the lcss ratio this high. Yet, even a
§0% ratic overcharges consumers.
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In some states, such as Virginia, California, and North
Carclina, insurance requlators have tried to requlate credit life
insurance more adegquately but have been overruled by their
legizlatures. Auto dealers in particular have been an especially
powe::ul lobby for preserving the status quo.
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A variety of solutions have been provosed to remedy these
preclems. Many involve improved disclosures. For example, one
crovesal would require the costs cf credit life insurance to De
included in the finance charge. The problem with this approach
is that most consumers would still not know how overpriced or
unnecessary this insurance usually is.

There are only two effective solutions. First, state
insurance departments must require a minimum 70% loss ratioc on
credit life insurance policies, and state legislatures must
support this requirement. This would force a drastic reduction
in price in almost all states while still allowing insurers and
lenders to cover administrative expenses and earn a reasonable
profit.

Second, state insurance departments and others should
uncdertake & massive cconsumer education campaign to explain to
consumers that there are cther options to the purchase of credit



1iZe frcm lenders, Ilncluding buying no coverage. Such a camcaign
cannot ce considered a success until market penetration ratces
£all f£rom their currcent levels to less than 25%.
CEZARGES FOR CREDIT LIFE INSURANCZ BY STATE
Credit Life Charges on Loss Ratic
48-month $10,000 Loan Claims as % of
zat 12% APR ' '
Single Finance  Total Single Toctal
States Premium  Charge Charge Premium Charge
ME 5123 $32 $133 71% S6%
NY \ 124 33 157 740 56
vT i35 36 171 63 S1
NI 183 - 48 231 62 48
MA 186 49 235 47 37
NE 183 s1 244 58 46
opy 208 54 289 55 44
CA,EI, MN,WI 206 S4 260 55 44
RI 209 55 264 54 43
AZ,PA 228 60 288 50 40
0)33 244 64 _ 308 47 37
MI 249 66 315 46 36
DC 254 87 321 45 36
cT,IL,ND,TX,WY 259 63 327 44 35
VA T 268 71 338 43 . 34
OR : 286- 76 362 40 32
MD 281 77 368 39 31
AK,FL,ID,MO,MT,SD,WA 313 83 396 37 29
NB 334 88 422 34 27
AR,DE,IN,IA,RA,KY,
NV, 340 90 430 34 27
™ 345 91 436 33 26
v 351 83 444 33 26
CO,NC 367 97 464 - 31 25
Ga 394 104 498 29 : 23
MS 422 111 s33 28 22
OK,SC 449 113 568 26 21

AL,LA 533 141 674 22 17
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1. Premiums shown are based on maximum rates allowed by each )
sctate in :he absence of claims experience justifying higher
razes. A few states in the Norzheast recuire lower rates fcor
creditors WICh low claims rates; in these states higher claims
zatilcs may apply. Haximum rates vary 14 some states according to
tvpe of lender. In those states, rates for banks were used.

Rates in New York va:yv by creditor size and could be about 6%
lower or higher. A few states allow higher rates for small lcan
companies. -

2. Death claim costs are estimated at $88 or less in
Massachusetts, Maine, New York, and Vermont and at $117 or less
in the octher states. These costs are used in the numerators of
the claims ratics. The ratio of the estimated claims cost to the
ingle premium is known as the loss ratio. Claims as a
cercentage of total charges represents a better measure of value
frem the consumer's perspective; this ratio is more comparable to
loss ratics in other lines of insurance where premiums are paid
annually, rather than in one sum for the whole debt term.

0¥

-

3. Rentucky and West Virginia charges include "dismemberment”
ccverage at $.05 per $100 per year, judged nearly worthless.

Scme cebts in Florida may also include dismemberment at the same
rate, but it is neot included in the charges shown for this state.



JOHN HARRIS PAER
Attorney at Law
41 B Xepola Place
Honclulu, Hawaii 96817
Telephone: (808) 595-7179

September 13, 1397 VIA FAX AND MAIL
262-9115

President

Agsociates Financial Services
Company of Hawaii, Inc.

116 Hekili Street 104
Kailua, Bawaii 96734

Re: Lopez v. Associates Financial Services Company of Hawaii, Inc.
L.oan No.: 03165924 and 0317460

Dear Sir:
Please be advised that this office represents Ma. Teresa Lopez.

It is her position that she was not provided with accurate and
required disclosures under the PFederal Truth in Lending Act
regarding her loans on or about October 25, 1995 and September 30,
1996. For example, the Hotice of Right tc Rescind, the Annual
Percentage Rate, Finance Charge and Amount PFinanced were not
properly disclosed. These claims are also viclations of ERS §480-2
and entitle Ms. Lopez to treble damages.

Therefore, please be advised that Ms. Lopez hereby rescinds those
transactions as well as any other lcans she had with you. The
Truth in Lending Act provides for a three day rescission period;
however, that period does not start to rum until all the material
disclosures required by the Act are made. In this case disclosures
were never made properly. If you claim that proper disclosure was
made, please send maea copies of the same.

In addition, the credit life insurance should have paid off the
loan upon the death of Mr. Lopez.

If you are interested in settling this matter, please contact me
immediately. Ms. Lopez intends to institute litigation in federal
district court to cobtain the relief due her.

Very truly yours,

John Harris Paer

ce: Ms. Teresa Lopez

eYHIRIT K



CARLSMITH BALL

KATHERINE G. LEONARD 5576-0
2200 Pacific Tower

1001 Bishop Street

Honolulu, Hawaii 96813

Tel. No. (808) 523-2500

Attorneys for Defendants

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAII, INC. AND
ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY

IN THE UNITED STATES DISTRICT COURT

FOR THE DISTRICT OF HAWAII
TERESA ANN LOPEZ, CIVIL NO. 97-01384 DAE
CIVIL NO. 98-00205 DAE
Plaintiff,

Vs.

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAIIL INC,, AUGUST 19, 1998

Defendant. TRIAL: MARCH 16, 1999

TERESA ANN LOPEZ,
Plaintiff,
vs.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

Defendant.
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RESPONSE OF DEFENDANT ASSOCIATES
FINANCIAL LIFE INSURANCE COMPANY
TO PLAINTIFF’S FIRST SET OF
REQUESTS FOR ADMISSIONS DATED



4, As part of that transaction, Loan Company’s employee, Ms. Christine
West, asked Mr. and Mrs. Lopez if they wanted to purchase credit life insurance for the
transaction, and they agreed to do so.

Admit Deny

Objection. AFLIC lacks personal knowledge as to whether as part of that
transaction, Loan Company’s employee, Ms. Christine West, asked Mr. and Mrs. Lopez if they
wanted to purchase cregt life insurance for the transaction and therefore the request is denied in
this regard. ( /ﬂ/y , attorney). AFLIC admits that the Lopezes purchased credit
life insurance. —

S. The insurance was obtained through Defendant Insurance Co.
Admit X Deny
6. Detendant Insurance Co. is a Tennessee corporation, a non-domestic (in

Hawaii) insurer.

Admit Deny

AFLIC admits that it is a Tennessee corporation and that it is an admitted Hawaii
insurer. The request is otherwise denied.

7. Ms. West did not explain anything about the insurance to Mr. and
Mrs. Lopez except that they had to sign and date the disclosure statement requesting the
insurance and fill out the application form which she gave them. A copy of that application form
is attached hereto as Exhibit “C”.

Admit Deny

Objection, AFLIC lacks personal knowledge as to whether Ms. West did not
explain anything about the insurance to Mr. and Mrs. Lopez except that they had to sign and date
the disclosure statement requesting the insurance and fill out the gpplication form which she gave
them and therefore the request is denied in this regard. ( ﬁf , attorney). Deny
all other ailegations. V=

8. Ms. West left the room while they were filling out the application form.

Lid

01271850.1.018303-35



Admit Deny

Objection, AFLIC lacks personal knowledge as to this request and therefore the
request is denied. ( \}g( / , attorney).
v

9. When Ms. West returned, she took the appiication form without further
explanation regarding the insurance.

Admit Deny

request is denied. ( , attorney).

Objection, % lacks personal knowiedge as to this request and therefore the

10.  Neither Ms. West nor anyone else ever told Mr. and Mrs. Lopez thata
misstatement, intentional or otherwise, would prevent their recovery under the policy.

Admit Deny X

11.  Mr. and Mrs. Lopez filled out all forms given to them by Defendant Loan
Co. honéstly and to the best of their knowiedge and belief.

Admit Deny X

12. At all times herein, the licensed general agent in Hawaii for Defendant
Insurance Co. was Beneficial Services, Inc.

Admit X Deny

13. At all relevant times herein, Defendant Loan Co. was licensed in Hawaii
as a subagent of Beneficial Services, Inc.

Admit X Deny

14. On October 25, 1995, Christine West was licensed as a solicitor for

Defendant Loan Co.

01271850.1.018303-35 4.



Admit X Deny

15. Christine West and Defendant Loan Co. were the agents of Mr. and
Mrs. Lopez in connection with the purchase of credit life insurance from Defendant Insurance
Co.

Admit Deny X

16. Christine West and Defendant Loan Co., in the instant transaction, had
primary responsibility to the insureds, Mr. and Mrs. Lopez.

Admit Deny X

17. Christine West and Defendant Loan Co. owed Mr. and Mrs. Lopez a
fiduciary duty with respect to the sale of the credit life insurance.

Admit Deny X

18. Christine West and Defendant Loan Co. were the agents of Defendant
Insurance Co. in connection with the sale of credit life insurance to Mr. and Mrs. Lopez.

Admit Deny

yﬁ jection, vague and ambigﬁous, and/or calls for legal conclusion.
‘ , attorney).

vV

19. A copy of the credit life insurance policy issued for the October 25, 1995,
loan is attached hereto as Exhibit “D”.

Admit Deny X

There were no documents attached.

01271850.1.018303-35 5.



60. The profit structure is set deliberately high for credit life insurance as part
of its design so that everyone who requests will be eligible with age restrictions only.

Admut Deny

ObjectionW ambiguous, overbroad, not relevant, not likely to lead to
relevant evidence. ( , attorney). Otherwise denied.

LAV

DATED: Honolulu, Hawaii, September [/, 1998.

. | - ]

(THE . [/EONARLY M/
7A HIE'G. JEONARIY 77
/Attorney for Defendants :

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAII, INC. and

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY

01271850.1.018303-35 i4.



CARLSMITH BALL

KATHERINE G. LEONARD 5376-0
2200 Pacific Tower

1001 Bishop Street

Honolulu, Hawaii 96813

Tel. No. (808) 523-2500

Attorneys for Defendants

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAII, INC. AND
ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY

IN THE UNITED STATES DISTRICT COURT

FOR THE DISTRICT OF HAWAII

TERESA ANN LOPEZ, CIVIL NO.97-01384 DAE
CIVIL NO. 98-00205 DAE
Plaintiff,
RESPONSE OF DEFENDANT ASSOCIATES
FINANCIAL SERVICES COMPANY OF

HAWALII, INC. TO PLAINTIFF’S FIRST SET
OF REQUESTS FOR ADMISSIONS DATED

AUGUST 19, 1998

VS.

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAII, INC,,

Defendant. TRIAL: MARCH 16, 1999

TERESA ANN LOPEZ,
Plaintiff,
vs.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
Defendant. )
)

01271849.1.018303-35



The 1nsurance was obtained through Defendant Insurance Co.

(Ve

Admit X Deny
6. Defendant Insurance Co. is a Tennessee corporation, a non-domestic (in
Hawalii) insurer.
Admit Deny

Associates admits that AFLIC is a Tennessee corporation and that it is an
admitted Hawaii insurer. The request is otherwise denied.

7. Ms. West did not explain anything about the insurance to Mr. and
Mrs. Lopez except that they had to sign and date the disclosure statement requesting the
insurance and f{ill out the application form which she gave them. A copy of that application form

is attached hereto as Exhibit “C”.

Admit Deny X
8. Ms. West left the room while they were filling out the application form.
Admit Deny

Admit only that Ms. West left the room while the Lopezes filled out part of the
Application. Otherwise denied.

9, When Ms. West returned, she took the application form without further
explanation regarding the insurance.

Admit Deny

Admit Ms. West reviewed the responses, accepted the Application and issued the
Certificate for insurance based on the Lopezes “No” answers. Otherwise denied.

10.  Neither Ms. West nor anyone else ever told Mr. and Mrs. Lopez that a
misstatement, intentional or otherwise, would prevent their recovery under the policy.

Admit Deny X

01271849.1.018303-35 3.



11. Mr. and Mrs. Lopez filled out all forms given to them by Defendant Loan
Co. honestly and to the best of their knowledge and belief.

Admit Deny X

12. At all times herein, the licensed general agent in Hawaii for Defendant
Insurance Co. was Beneficial Services, Inc.

Admit X Deny

13. At all relevant times herein, Defendant Loan Co. was licensed in Hawaii

as a subagent of Beneficial Services, Inc.

Admit X Deny

14. On October 25, 1995, Christine West was licensed as a solicitor for
Defendant Loan Co.

Admit X . Deny

15.  Christine West and Defendant Loan Co. were the agents of Mr. and
Mrs. Lopez in connection with the purchase of credit life insurance from Defendant Insurance

Co.

Admit Deny X

16. Christine West and Defendant Loan Co., in the instant transaction, had
primary responsibility to the insureds, Mr. and Mrs. Lopez.

Admit Deny X

01271849.1.018303-35 4,



59. The sale of credit life insurance resulted in profit to Defendants and its
affiliates of more than 50% of the total premiums charged in 1997.

Admit Deny

relevant evidence. ( , attorney). Otherwise denied.

Objection, /'\?gtx@ambiguou& overbroad, not relevant, not likely to lead to
AV

A\

60. The profit structure is set deliberately high for credit life insurance as part

of its design so that everyone who requests will be eligible with age restrictions only.

Admit Deny
Objection, ueyand ambiguous, overbroad, not relevant, not likely to lead to
relevant evidence. { N\ , attormey). Otherwise denied.

:

DATED: Honolulu, Hawaii, September zﬂ , 1998.

Ay S
ttorney for Dé:dants

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAIL/INC. and
ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY

01271849.1.018303-35 13.



CARLSMITH BALL
KATHERINE G. LEONARD 5576-0
Pacific Tower, Suite 2200

1001 Bishop Street

Honolulu, Hawaii 96813

Tel. No. (808) 523-2500

Attorneys for Defendant
ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAII, INC.

IN THE UNITED STATES DISTRICT COURT

FOR THE DISTRICT OF HAWAII

TERESA ANN LOPEZ,
Plaintiff,
Vs.

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAIL INC.,

Defendant.

SO NI T N NP N NP N S S T e

CIVIL NO. 97-01384 DAE

DEFENDANT ASSOCIATES
FINANCIAL SERVICES COMPANY OF
HAWALII INC.’S SECOND
SUPPLEMENTAL RESPONSE TO
PLAINTIFF’S FIRST
INTERROGATORIES TO DEFENDANT
DATED MARCH 17, 1998

DEFENDANT ASSOCIATES FINANCIAL SERVICES COMPANY OF
HAWAII, INC.”S SECOND SUPPLEMENTAL RESPONSE TO PLAINTIFF’S

FIRST INTERROGATORIES TO DEFENDANT DATED MARCH 17, 1998
Defendant ASSOCIATES FINANCIAL SERVICES COMPANY OF

HAWALII, INC. (“Associates™), by and through its counsel, Carlsmith Ball hereby

01271944.1.018303-35
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responds to Plaintiffs’ First Interrogatories to Defendant Associates dated March 17,

1998 as follows:

INTERROGATORIES

1. Please state the name of the person or persons furnishing information for the
answers to these interrogatories.

Answer:

Defendant Associates Financial Services Company of Hawaii, Inc.
(“Defendant”) furnished the information for these answers.

The following peopie heiped provide information for these answers
(including the further responses which are still pending): Steve Massey, SVP,
Com;;iiance & Installations; Mark J. Morrison, V.P. & Controller/AIG
Accounting; Albert J. Rudnickas, SVP, Consumer Life and P & C Claims
Administration Servicing Team; Sheryl Hursh; Christine West; and Jeff
Hamiiton. In addition, in-house paralegais Kate Meler and Marjorie Alice
Bennett heiped compile information from business records and counsel for
Defendant assisted in Defendant’s response.

2. Please list and identify separately the owners, officers, directors of Defendant as
well as the owners, officers and directors of Associates Financial Life Insurance

Company. Please also identify the empioyees of Defendant’s Kailua office

from January 1, 1995 to the present.

01271944.1.018303-35 2.



Answer:

Defendant objects to this question on the grounds that it is overly broad,
harassing, burdensome, and seeks information that is irrelevant and unlikely to lead to
the discovery of admissible evidence in this action. Defendant also objects to the
extent that this question seeks discovery that should be directed to Associates Financial
Life Insurance Company, the defendant in a separate lawsuit filed by Plaintiff.
Notwithstanding this objection, Defendant is providing herewith a corporate listing for
Defendant and related entities. Defendant is owned by Associates Financial Services
Company, Inc., which is owned by the Associates Investment Company, which is
owned by Associates Corporation of North America, which is owned by Associates
First Capital Corporation, a publicly owned corporation. In addition, the Kailua office
employee who dealt with Plaintiff and her late husband in 1995 was Christine West,
and in 1996 and 1997 Sheryl Hursh was the Kailua office employee who dealt with
Plaintiff.

3. Please state separately the number of mortgage loans and non-mortgage loans
made by Defendant in the State of Hawaii for the period January 1, 1995 to
present.

Answers:

Defendant objects to this question as overly broad, irrelevant and
unlikely to lead to the discovery of admissible evidence. In addition, Defendant

objects because it considers this information to be proprietary.

01271944.1.018303-35 3.



The mortgage loans numbers for the State of Hawaii are as follows:

1995: 689
1996: 628
1997: 530
a. For the mortgage loans above, please state the number that combined the
sale of credit life insurance.
Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissibie evidence. [n addition, Defendant objects because it considers
this information to be proprietary.

The mortgage loans numbers inciuding credit life are as follows:

1995: 408

1996: 341

1997: 197

b. For the non-mortgage loans above, please state the number that
~ contained thc; sale of credit life insurance.
Answer:
Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects because it considers

this information to be proprietary.

01271944.1.018303-35 4,



c. For the mortgage loans above that contained credit life insurance, please
state how many claims were made under the credit life insurance.
Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as
unduly burdensome and expensive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each

and every individual file for Hawaii customers to formulate a response.

{995 Claims Mad Claims Paid Claims Denied
Hawaii Loans (w/Credit 46 40 6
Life Insurance)
Kailua Branch Loans 5 5 0
Real Estate Loans 6 4 2
Kailua Real Estate
Loans 0 0 0
Hawaii Loans 63 58 5
Kailua Branch Loans 4 3 1
Real Estate Loans 12 8 4
Kailua Rea_l Estate
Loans 1 0 1
1997 Claims Mad Claims Paid Claims Denied
Hawaii Loans 656 66 0
Kailua Branch Loans 4 4 0
Real Estate Loans 8 8 0
Kailua Real Estate
Loans 2 2 0

01271944.1.018303-35 J.



d. For the claims that were made, please state how many were paid under
the credit life insurance, how many were denied, and how many are still
pending.

Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as
unduly burdensome and expensive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each
and every individual loan file for Hawaii customers to formuiate a response.

See Answer to 3.c. above.

e. Plea;e list the names and addresses of the individuals that made the
claims that were denied.

Answer;

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as
unduly burdensome and exp;nsive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each
and every individual loan file for Hawaii customers to formulate a response.
Defendant aiso objects to releasing information regarding other individual customers
as such information is propriety, and constitutes trade secrets and the release of this

information would be unduly annoying, harassing, embarrassing and burdensome.

01271944.1.018303-35 6.



£ For each credit life insurance claim denied, please list the reasons for
each such denial.
Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as
unduly burdensome and expensive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each
and every individual loan file for Hawaii customers to formulate a respond.

g. How many of these policies, claims and denials invoived Associates

Financial Life Insurance Company?

Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as
unduly burdensome and expensive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each
and every individuai loan file for Hawaii customers to formulate a respond.

All or neariy all of the credit life insurance policies originated by
Defendant during the reievant periods invoived Associates Financial Life

Insurance Company.

01271944.1.018303-35 7.



4, Please state separately the number of mortgage loans and non-mortgage loans
made by Defendant’s Kailua, Hawaii office for the period January 1, 1995 to
the present.

Answer:

Defendant objects to this question as overly broad, irrelevant and
unlikely to lead to the discovery of admissible evidence. In addition, Defendant
objects because it considers this information to be proprietary.

The mortgage loans numbers for the Kailua Branch are as follows:

1995: 30

1996: 25

1997: 31

‘ a. For the mortgage loans above, please state the number that contained the
sale of credit life insurance.
Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evic;lencc. In addition, Defendant objects because it considers
this information to be proprietary.

The mortgage ioan numbers inciuding credit life are as follows:

1995: 33

1996: 12

1997: 11

01271944.1.018303-35 8.



b. For the non-mortgage loans above, please state the number that
contained the sale of credit life insurance.
Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects because it considers
this information to be proprietary.

c. For the mortgage loans above that contained credit life insurance, please
state how many claims were made under the credit life insurance.
Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as
unduly burdensome and expensive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each
and evefy individual loan file for Kailua customers to formulate a response.

See Answer to 3.c. abo?e.

'd.  For the claims that were made, please state how many were paid under
the credit life insurance, how many were denied, and how many are still
pending.

Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the

%

discovery of admissible evidence. In addition, Defendant objects'to this question as

01271944.1.018303-35 9.



unduly burdensome and expensive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each
and every individual loan file for Kailua customers to formulate a response.

See Answer to 3.c. above.

e. Please list the names and addresses of the individuals that made the
claims that were denied.
Answer;

Defendant objects to this question as irreievant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as
unduly burdensome and expensive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each
and ew}ery individual loan file for Kailua customers to formulate a response.
Defendant also objects to releasing information regarding other individual customers
as such information is propriety, and constitutes trade secrets and the release of this

information would be unduly annoying, harassing, embarrassing and burdensome.

f.  For each credit life claim denied, please state the reason for each such
denial.
Answer;

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as

unduly burdensome and expensive to respond to because Defendant-does-nothaves:. +.. ST

01271944.1.018303-35 10.



reports or summaries on credit life insurance claims and would have to review each

and every individual loan file for Kailua customers to formulate a response.

g. How many of these policies, claims and denials involved Associates

Financial Life Insurance Company.

Answer:

Defendant objects to this question as irrelevant and unlikely to lead to the
discovery of admissible evidence. In addition, Defendant objects to this question as
unduly burdensome and expensive to respond to because Defendant does not have
reports or summaries on credit life insurance claims and would have to review each
and every individual loan file for Kailua customers to formulate a response.

All or nearly all of the credit life insurance policies originated in the
Kailua Branch during the reievant periods involved Associates Financial Life
Insurance Company.

5. Please state whether compensation of any kind is paid by Associates Financial
Life Insurance Company, or by anyone else, to the Defendant, its employees, or
anyone else for the credit life insurance policies that are originated by
Defendant. If so, please describe in detail the method of determining that
compensation.

Answer:

Defendant objects to this question as overly broad and ambiguous, as

well as irrelevant and unlikely to lead:to the discovery of admissible evidence.

-
s Argant gE
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Notwithstanding this objection, neither Defendant nor its employees receive any direct
compensation of any kind for the credit life insurance policies that are originated by
Defendant.

No compensation of any kind is paid by Associates Financial Life
Insurance Company to the Defendant, its empioyees, or anyone else for the credit
life insurance policies that are originated by Defendant. No compensation of any
kind is paid by anyone else to the Defendant or anyone else for the credit life
insurance policies that are originated by Defendant. The only compensation of
any kind paid by anyone to employees of Defendant that may possibly be
considered to be for the credit life insurance policies that are originated by
Defendant is by means of bonus plans in which some employees of Defendant may
participate, which plans provide only a relatively smail portion of an employee’s
total compensation, and which plans change from time to time and vary for
different groups of empioyees. None of those bonus plans pay direct
compensation of any kind for the credit life insurance policies that are originated
by Defendant, but they do in some cases pay compensation based in part upon
whether the financial performance of the branch office or offices in which the
employee works exceeds certain targets of overall financial performance. One
component of the overall performance is the credit life insurance sold by a
branch. This financial performance component is the only component used in the

bonus plans which relates in any way to the origination of credit life insurance.

SOG4 L GIRINTLES e
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Not all of the bonus pians include a component for financial performance. Even
where applicable, financial performance is only one of many components that
determine whether a bonus is earned. The sale of credit life insurance by a
branch cannot alone produce a bonus because the bqnus is payable only when the
overall financial performance of the branch exceeds the target results and the
other bonus criteria are satisfied. With this response, Defendant is providing the
Branch Employee, Branch Manager and Group Manager Incentive Plans in effect
as of 1995 attached hereto and Bates number stamped A0000589 through
A0000606.

6. Please describe the corporate affiliation between Associates Financial Life
Insurance Company and Defendant, indicating any common ownership,
common officers and/or directors, and any other affiliation.

Answer:

Defendant and Associates Financial Life Insurance Company are both indirect
subsidiaries of Associates First Capital Corporation, a publicly owned corporation.
See also Exhibit A hereto.

7. Is Defendant licensed in the State of Hawaii to sell credit life insurance? If so,
identify and describe the license(s) so authorizing Defendant.

Answer:

Defendant is licensed to transact credit life insurance. See document Bates-

stamped A0000426, previously produced to Plaintiff.

e g8 3 ATEGsT A2 NI
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8. Is Defendant a credit life insurance agent for Associates Financial Life
Insurance Company? If so, describe fully the terms of that agency.
Answer: No.

9. Is Defendant a credit life insurance agent for any other company? If so, please
identify that company(ies) and state how many credit life policies have been

originated for that company(ies) in the period from January 1, 1995 to present.

Answer: No.

As to the objections made above

DATED: Honolulu, Hawail, om ho— §/ i 4 )

éﬁzﬁ%@l

Att ey for Defend t
ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWAII, INC

P 1
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VERIFICATION

STATE OF HAWAII )
) SS.

CITY AND COUNTY OF HONOLULU )

JEFFREY HAMILTON, being first duly sworn under oath, deposes and
says that he has read the foregoing answers to interrogatories and the same are true to
the best of his information, knowledge and belief.

FURTHER AFFIANT SAYETH NAUGHT.

N
JEFFWG}/TGN

Subscririxagd and sworn to before me on

this ™4 day of Septemiber, 1998.

s pm———.

Tandee M eyea Janee M. Reyes
Notary Public, State of Hawaii

My commission expires: ! Qr/ 7 / 99
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Dear Branch Employee:

Welcome to "Performance Plus,” the 1995 Associates branch employee cash
incentive award program. As an Associates branch employee, you have the
opportunity to earn quarterly awards when your branch meets or exceeds the
"Performance Plus” goals outlined below. These cash awards are in addition
tg your regular salary, and will be paid for "Performance Plus.” Goals have
been established in five key areas that have major importance to our 1995

Business Plan.

e Personal Loan Growth

o Real Estate Unit Volume

e Expense/Waived Fee Reduction
e 30+ CD Control

e Customer Satisfaction

As a branch employee, you will work as part of your branch team, each
quarter to achieve top levels of performance, and eligibility for the resuitmg
"Performance Plus” cash awardsi|

Please take this opportunity to familiarize yourself with the attached
program rules and award information. First quarter scoring examples have
been included to assist you in calculating your branch score during each

~ Quarter of the program.
“Performancs Plus” is your opportunity to have your performance mean cash

awards every quarter of 1995. We look forward to rewarding you for your
success as you cash in on “Performance Plusi”

Sincerely,

QA Seme

T.R. Slone
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PERFORMANCE PLUS™ SCORING AND AWARDS

I PERSQNAL LOAN GROWTH {Quartariy percantage growth of Personal Loan
outstanding dollars vs. prior quarter)

0.1% - 1.0% $100
1.1%-2.0% $200
2.1%+ $300

0. REAL ESTATE UNIT VOLUME (Improvement vs. prior quartar)

Improvement Award Per Emploves
10.0% - 14.9% $100
15.0% - 19.9% $200
20.0% - 49.9% $300
50.0%+ $500

III. EXPENSE/WAIVED FEE REDUCTION (Reduction vs. same quartar, prior year)
Includes waived fees and the following branch controilable expenses:

Overtime Communications
Supplies Travel
Collections Credit Bureau
Credit Investigation All Other

The goal for this category is & 10% reduction in expenses/waived fees versus the same
quarter, prior year. The Performance Plus cash award is 10% of the dollar reduction, above

the 10% goal, paid into a pool to be divided among all eligible employees.
IV. 30+ AVERAGE DAILY CD CONTROL (Ixnpmmnzvg prior month)

The goal for this category is to maintain an acceptable average daily 30+ CD percantage, as
measursd against the established standard. The CD monthly “standard” is determined by
adding 5% to the prior month end CD percentage. The award is $100 per employes, per
month, when the average daily CD percantags, computad as of month end, does not exceed
the standard. Compiets details will be included in your program materials package.

V. CUSTOMER SATISFACTION INDEX (CSD (Measured quartarly)
CSICOMPUTATION

The CSI will be a combination of three elemaents, sach one being evaluatad separataly, then
weighted and added togethaer for an overall branch CSI score. Each of the three elements is

listed below:

A Loan Closing Index (LCQ) - An cutbound telephons survey will be conducted
with our loan closing customers by an outside research firm. The customars will

boukadtowduuthobnnehlddivmelmethtySmaana.
The LCI is worth 30% of the total CSI score.
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8. Customer Reiationship Indax (CRD - An cutbound talephone survey wall be

conductad with our Customers at VArious times of their relationship with us. The
customers will be asked to evaiuata the branch's delivery of the Ten Quality
Servica Promises. The CRI is worth 30% of the tota] CSI scors.

C. Qperational Index (ON - Quartariy Ranewal % + Quartarly FB% + Quartarly
ATPC% - Quarteriy P/O%. Points determined for the CSI would be based on the
dered lavel described beiow. The Ol is worth 40 % of the total CSI score.

Queragopal Index 2aintsadded 1o CSI
6.0 and above 40 points
50t 59 32 points
4.0t 4.9 24 points
3.0 3.9 16 points
2.0t02.9 8 points
less than 2.0 0 points

CSI awards will be based on the following award scale, qQuartariy:

CSIPaints Award Par Empiloyas
30+ 3200

30-89 $100

70.79 $ 0

59 or less® ($100)

* This category carries a $100 penaity per ampioyee if the branch is below standard. Penaity
wiil be assessed agrinst awards earned for other categories. Completa details on CSI
calculations wiil be inciuded in your program matarials package.

FIRST QUARTER GOALS

Information on first quartar goals set for your branch will be forwarded later in January.
This information wiil expiain what performance levels you need to reach to be rewarded at
the various cash leveis in "Performance Plus.” Goals will be assigned by comparing
individuai branch resuits from the last quarter of 1994 to "Performance Plus” lavels to be
awarded in 1998.

TRACKING
Your branch's results in “Performance Plus® will be calculated by Branch Planning and sent
to your locatisn on a quartsriy basis. Use this status report to updats your standings on the

“Performance Plus” tracking postar to measure your success in the program each quartar.
First quarter tracking postars will be sent with first quartar branch goals.
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PROGRAM ELIGIL.LITY

mwbdunng the guarter,

All cash awards wiil be paid quarterly. Participants must be actively employed by The
Associates throughout the entirs quartar, and at the time of awards distribution, to earn
that quarter's cash awards. Active employment does not include employees on leave of
absencs for any reason. Employees who begin or end a leave of absence during the quartar
are not sligible for awards. Empioyees who transfer during the program are eligible for zash
awards based on their location at the end of the quartar. No award is earned untii paid.

Branch Managsrs are not inciuded in this program. Branch Sales Managers will be eligible
to earn 1.5 times thae full-time empioyee award. (This replacas the Branch Sales Manager
1994 Bonus Program.) Part-time employees are eligible to earn one half the cash award
earnings of full-Gme employeas, if they average 20 hours per week during the quartar.

Cash awards are reported as income and are subject to standard income tax deductions.
Quarteriy resuits will be subject to audit. Manipulation of data will not be toleratad.

Associates Financial Services Company, Inc reserves the right to amend or cancel this
program at any time. The decisions of management concerning participation thall be final
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1995 PERFORMANCE PLUS" SCORING EXAMPLES

L. PERSONAJ [OAN GROWTH (Compared to prior quarter anding outstandings)

[f your branch had personal loan cutstandings at 12/31/94 of ... $1.800,000
. and you finish the 1st quarter with personal loan outstandings of ... $1,840,500
... then your internal growth for the quarter is ... $40,500
... Qr as a percentage of your start point ... 2.25%

Based on the award ranges for personal loan growth, each employee
1o the branch would receive a first quartar award in this catagory of ...

issoo[

{Note: The growth w1l be adjustad for acquisitions and transfers to caiculate intarnal growth. No
distinction will be made between iocally-sourcad and corporate sequisitions.)

2) REAL ESTATE IINIT VOLUME (Compared tg ariar quarter unit volume)

If your branch had real estats unit volume in the 4th quartar of 1994 equalta ... 7
... and you finish the lst quartsr with real estats unit veiume of ... 9
... then your velume unit increase for the quarteris ... 2
... OT a8 a percsntage of your prior quarter ... 28.57%

Based on the award ranges {or reai estats unit volumae, each empioyes
in the branch would recaive a first quartar award in this category of ...

If your b@& had controliable expenses and waived fees in the

1st quarter of 1994 equal to ... $34,500

... and you finish the 15t quartar of 1995 with controllable expenses and

waived fees equal to ... $26,400

... then your reduction from the same quartar/prior year is equal to ... $8,100

... GT AS & percsntagse of the same quartar/prior year ... 23.48%

... and since this is over 10%, you will qualify for the award.

Sincs your savings were ... $3,100
... and the savings at a 10% reduction would have been ... $3,450

... the “excess savings” over 10% is equai to ... $4,650

The award that is shared by the branch employees (exziuding the manager)

is 10% of the "excess savings” ... $468

If the branch has 3 employees (excluding the manager), sach employes

in the branch would recsive a first quarter award in this category of ... -
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4) x, [ ¢
(Sum of avery day's 30+ CD Ratic divided by the number of work days)

If your branch had a 30+ CD ratio at 12/3L/94 of ... §1%
... then your target for January's average daily 30+ CD % ig ... 11.1%
If your branch maintains an average daily 30+ CD ratio in January of ... 10.9%
... each employee in the branch would be “credited” with o January

award in this category of ... $100
If your branch had a 30+ CD ratic at /3195, of ... 5.0%
... then your target for February's average daily 30+ CD % is ... 11.0%
If your branch maintains an averags daily 30+ CD ratio in February of ... 10.7%
... aach empioyee in the branch would be “creditad” with a February

award in this category of ... $100
If your branch had a 30+ CD ratio at 2/28/96, of .. 5.7%
... then your target for March's average daily 30+ CD % is ... . 10.7%
If your branch maintains an average daily 30+ CD ratio in March of ... 10.6%

.. aach employee in the branch would be "credited” with a Mareh
anrd in this category of ... $100

Based on the branches’ performancs in each month, each employes
in the branch would recaive a first quarter award in this category of ...

S CUSTOMER SATISFACTION INDEX (Quarteriv}
If your branch achieves a Customer Satisfaction Index in the 1st quarter equal to 94

Then based on the award ranges for the Customer Satisfaction Index, sach smployes
in the branch wouid receive a first quarter award in this category of ..

TOTAL BONUS PER EMPLOYEE FOR THE FIRST QUARTER EXAMPLE ..

(Lass applicable taxss; awards will not be “grossed up.”)
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INTER-OFFICE
late: Tebruary 10, 1995
To: S3ranch Managers
ce: H Fullen

-
ik e - s

R. L. Janning
K. E. Miza

Group Managers

T. R. Slone

iy

reom:

Subject: 1995 Branch Manager Incsntive Plan

Attached you will find the 1395 Branch Manager Incentive Plan.

Since controlling delinquency is very important to our overall
success, the 1995 plan has added a delinquency component. You
can now earn an additiocnal 10% of your quarterly bonus if the

average daily delinquency percentage for your branch dces not

axceed '""standard" fcr the quarterly incentive period. Please

review the new section in the attached plan document that

explains the delinquency component.

Besides this addition, the basic plan has not changed. It will
continue to provide you the opportunity to earn a significant
bonus based on yocur branch's profit and growth.

Thank you for your hard work. Remember that you are important tc
our overall succsess.

My best wishes for a successful and profitable 1995.

o Sincerely,

?5’.“ sﬁ'm—

119981 Commitment Xeeps the Drive Alive*

19183 G S 09 A0000596



ASSOCIATES FINANCIAL SERVICES COMPANY, INC.
BRANCH MANAGER
INCENTIVE PLAN

ELIGIBILITY FOR PARTICIPATION

Only those persons actively employed as a Branch Manager within the Associates
Financial Services Company, [nc. (the'Parucipant”), as defined within the Salary
Administration Program, are eligible for participation in this Plan.

PURPOSE

The objective of the Branch Manager Incentive Plan is to provide an opportunity
for Branch Managers to parucipate directly in the profits of their branch and
thereby earn supplementai income when profits are produced and the profit ratio
exceeds the minimum profit rauo.

The program is aimed at rewarding the top producers relative to profit performance.

BASE SALARY

The Corporation maintains a Salary Administration Program independent of this
Plan. Base salary is the primary source of compensaton and this plan shall serve
only as a means to potentiaily earn suppiemental income for superior operating
performance as defined within this document

PROFIT AND PROFIT RATI

The branch's fully ailocated contribution to profit will be the basis for the bonus.
[t will include an allocatdon of administrative overhead representing State and
Division administration, Consumer Headquarters and Corporate expense. [t will nog
include adjustments to loss reserves related to receivable growth (liquidation) nor
retroactive adjustments to insurance income. These items, which are not allocated,
have been considered in establishing the Minimum Profit Ratio (MPR).

A
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3ranch Manager [ncendve Plan
Page 2

The Minimum Profit Ratio by branch is established on a state basis and approved
by the Executive Vice Presidents, taking into account state regulatory environments
and overall Corporate profit objectives and strategies.

To provide a parnal allowance for the impact of large and dramatic increase (or

decrease) in money cost ranos, the company reserves the right to adjust the
Minimum Profit Ratio at any ume during the program year.

BONUS AWARDS

The quarterly bonus will be calculated as a percentage of the branch profit. The
percentage will be determined as follows:

Profit Rato Percentage of Branch Profit
Qver MPR ) for Bonus Calculation :
0.0 t0.99% 5%
1.0 to 1.99% 1.00%
2.0 t02.99% 1.25%
3.0 10 3.99% 1.50%
4.0 t04.99% 1.75%
5.0 to 5.99% 2.00%
6.0 t0 6.99% 2.25%
7.0 to 7.99% 2.50%
8.0 to 8.99% 2.75%
9.0 to 9.99% 3.00%

For each 1% increment in the Profit Ratio Over MPR above 9.99%,
the Percentage of Branch Profit is increased by .25%
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3ranch Manager [ncenuve Plan

page 3

[nte wth Adjuster

o} Branches with liquidation for the period will receive 75% of the calculated
bonus.

o) Branches with internal growth up to 2.5% for the period will receive 100%

of the caiculated bonus.

0 Branches with internal growth over 2.5% for the period will recsive 125%
of the calculated bonus.

NOTE: I[nternal growth calculaton will net out transfers and acquisitions.
Addidonally, ransfers from a CPO office to a branch will not be deducted

from internal growth.
30+ Average Daily CD Contro
The Branch Manager's quarteriy bonus, inciuding the Internal Growth adjustment,
if any, will be increased by 10%, if the average daily delinquency percentage does
not exceed "standard" for the quarterly incentive period.

"Standard” is the average of the month end percentages fot the branch for the three
months in the incentive period plus 5%.

Example: Avg. Daily Delinquency Month End
- For Branch During Month Delinquency
Jan 9.8 45
Feb 9.3 4.7
March ] 9.1 4.6
Avg. for Quarterly 94 4.6+5.0=9.6 = "Standard"

Incentive Period

Bonus Calculation:
94<96
Therefore, Branch Manager will be eligible to receive a 10%

increase in the quarterly bonus.
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Branch Manage: .nceauve Plan

Page ¢4

Example:

SAMPLE BRANCH =

SAMPLE BRANCH 22

Branch profit § for QTR §179.000 Branch profit for the QTR $297.000
Branch profit % for the QTR 9.50% Branch profit % for the QTR 3 80%
State MPR 5.00% State MPR 5 00%
Braﬁch profit % O/U MPR 4.50% Branch profit % O/U MPR 3 30%
% of profit § for calculancn 1.75% % of profit $ for calculation 1.50%
Bonus calculation based on $3,132.50 Bon‘us calculation based on $4,45500
profit profit

Beginning O/S $7,500,000 Beginning O/S $11,400,000
[ntermal growth for QTR $246,500 Internal growth for QTR ($34,000)
[nternal growth % 3.29% Internal growth % ~30%
Internal growth adjuster 125% Internal growth adjuster 75%
Bonus adjusted for growth $3,915.63 Bonus adjusted for growth $3.341 25
Average daily delinquency $391.56 Average daily delinquency $334.13

percentage does not exceed percentage does not exceed

"standard” for quarter "standard” for quarter

10% X 3915.63 - 10% X 334128 =

Total Quarterty Bonus $4,307.19 Totai Quarterly Bonus $3,675.38

BONUS PAYMENT DATES

The incentive award under this program will be calculated and paid approximately
60 days after the end of the incentive period.
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Sranch Manager [ncenave Plan
Page §

WINDFALL PROFITS

The division has the discretionary power of changing the bonus awards to adjust
for "windfall" profit siruations normaily associated with, but not limited to,
substanual loss recoveries for which the operating area had no responsibility, new
branch openings, bulk wansfers, etc. Any adjustments must be approved by the
Division Senior Vice President and the Executve Vice President.

PLAN PARTICTPATION

A Participant may enter the Plan at any time. Participation in the Plan may be
recoactvely revoked for violaung Company policy and the President may
determine not to award an incenuve when in his/her judgement actual results of the
Partucipant's branch vary from the reported results or subsequent variances are
encountered or for failure to foilow Company poiicies, violation of loan laws,
irregularities in branch operatuons or practices and other similar marters.

CHANGES OF ASSIGNMENT

Participants who are transferred during the plan period, or persons who are
promoted to a participating position during the period, will receive a prorated
payment based on the resuits of each assignment during the period.

For example, a participant who is transferred after 4 months would receive the full,
first quarter bonus earnings of the prior area plus %3 of the second quarter bonus
earnings of the prior area and % of the second quarter bonus eamings of the new

area.
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Sranch Manager [ncenave Plan
Page 6

TERMINATION

The Branch Manager [ncentive Plan is for continuing employees of the Company
who are actively at work dunng the incentive periods and nothing contained in the
Plan shail vest any night to the incenuve awards untl payment is actually made.
No award is earned untl paid. The terminadon of active employment for whatever
reason, other than by death or reurement, before the incentive awards are paid
voids all rights to eligibility for such awards.

ADMINISTRATION

The administration, interpretation and operation of this Plan will be primanly the
responsibility of the President. All determinatons of the President shall be final,

binding and conclusive.

PLAN AMENDMENTS AND TERMINATION

The Corporation reserves the right to amend or terminate this Plan at any time
without notice, at its sole discretion. This Plan does not constitute a contract of
employment or term or condition of employment.

AT-WILL EMPLOY]
Nothing in this plan shall be constued as creatng a contract or term of

employment. Employment remains at-will and may be terminated by the employee
or the Corporation at any time for any reason or no reason at ail.
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ASSOCIATES FINANCIAL SERVICES COMPANY, INC.
GROUP MANAGER
INCENTIVE PLAN
Revised 1/1,97

ELGIBILITY FOR PARTICIPATION

Only those persons actively employed as a Group Manager within the Associates
Financial Services Company, [nc (Pamcxpanr) as defined within the Salary
Administration Program, are eligible for participation in this Plan.

PURPOSE

The objective of the Group Manager [ncentive Plan is to provide an opportunity for
Group Managers to participate directly in the growth and profitability of their branches
and thereby earn suppiemental income when growth and/or profits are produced and the
branches meet or exceed their customer service index rating.

The program is aimédaz rewarding the top producers relative to growth and profitability.
BASE SALARY

The Corporation maintains a Salary Administration Program independent of this Plan.
Base salary is the primary source of compensation and this Plan shall serve only as a
means to potentiaily eam supplemental income for superior operating performance as
defined within this document.

INCENTIVE AWARDS

A Group Manager may be eligible to receive a quarterly incentive award. The quarterly
meawardmmlaﬂamdbynnﬁnpiymgﬁzavuageqtmulymwmveawmdforan
of the Branch Managers under his’her supervision, as calculated by the BMIP incentive

formuia, by a factor.

The exact factor is determined as follows:
Number of Branches Managed at the
Factor End of the Quarterly Incentive Period
2.00 Less than 9 branches
225 9 or 10 branches
2.50 More than 10 branches

Branch Managers who did not receive an incentive award should be inchuded for purposes
of determining the average quarterly incentive award.
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Page 2

v.

INCENTIVE PAYMENT DATES

[ncentive awards will be paid quarterly approximately 30 days after the end of the
guarterly incentive period.

WINDFALL PROFITS

The division has the discretionary power of changing the incentive awards to adjust for
"windfall" profit situations normally associated with, but not limited to, substantial loss
recoveries for which the operating area had no responsibility, new branch openings, bulk
ransfers, e1c. Any adjustments must be approved by the Group President.

PLAN PARTICIPATION

A Participant may enter the Plan a any time. Participation in the Plan may be
retroactively revoked for violating Company policy and the President of Consumner Branch
Operations may determine not to award incentive payments when in hisher judgement
actuai resuits of the Participant's group vary from the reported resuits or

variances are encountered, or for failure to follow Company policies, violation of loan
laws, irreguiarities in group operations or practices, and other similar matters.

CHANGES OF ASSIGNMENT

Participants who are transferred during the quarterly incentive period, or persons who are
promoted to a participating position during the quarterly incentive period, will receive a
prorated paymert based on the results of each assignment during the quarterly incentive
period.

For example, a participant who is tansfared May 1 would receive the full, first quarter
incentive award eamnings of the prior area pius 1/3 of the second quarter incentive award
eamings of the prior area and 2/3 of the second quarter incentive award earnings of the

new area.
TERMINATION

The Group Manager Incentive Plan is for contimuing employees of the Company who are
actively at work during the quarterly incentive periods and nothing contained in the Plan
shall vest any right to the incentive awards until the payment is actually made. No award
is earned until paid. The termination of active employment, for whatever reason, other

zhanbyamhcrrmmbefmﬂzmmvemu&mpud, voids all rights to
eligibility for such awards.
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Vanager . utive Plan

ADMINISTRATION

The administration, interpretation, and operation of this Plan will be primarily the
responsibility of the President of Consumer Branch Operations. All determinations of the
President of Consumer Branch Operations shall be final, binding, and conclusive.

PLAN AMENDMENTS AND TERMINATION

The Corporation reserves the right to amend or terminate this Plan at any time without
notice, at its sole discretion. This Plan does not constinute a contract of employment or

term or condition of employment.
AT-WILL FMPTOYMENT
Nothing in this plan shall be construed as creating a contract or term of employment.

Employment remains at-will and may be terminated by the employee or the Corporation
at any time for any reason or no reason at all.

A0000606



DEPOSITION OF JEFFREY HAMILTON TAKEN ON APRIL 9, 1998

PAGE 1 TO PAGE 124

RALPH ROSENBERG COURT REPORTERS

(808) 524-2090

CONDENSED TRANSCRIPT AND CONCORDANCE
PREPARED BY:

RALPH ROSENBERG COURT REPORTERS, INC.
1001 BISHOP STREET
SUITE 2460, PACIFIC TOWER
HONOLULU, HI 96813
Phone: (808) 524-2090
FAX: (808) 524-2596

exHBIT N



8SA DEP‘  "ION OF JEFFREY HAMILTON TAKEM APRIL 9, 1998 XMAX(2)

Page Page 10
al A Yes 111 Al would sssume Ed Wooten would know. | dont
21 Q. When gid you start working after that? 1 know.
7] A Let me answer that by saying | started in the el BY MR. PAER:
4 finance business in 1965, 4} Q. Who is the prasident of Associates Financial
w1 Q. That's fine. And pnor to that —~ 5l Life insurance Company, inc.?
s A Various jobs. # A ldon't know.
m Q. Who did you start with in 1965 in the financs ™ Q. Of the Hawaii company, you don't know?
18} businass? 8} A No. Associates -~
31 A. The company was known as Budget Finance. @ Q. - Financial -
o] Q. And how long did you work there? 1101 A. No. Restate the question.
11} A. | started on October 11, 1965. We were 1 Q. Okay. lf you know, who is president of
{12) purchased by Associates in 1972, {12} Associates Financial Services Company of Hawail, Inc.?
3 Q. Okay. So you started working for Associates [13) MS. LEONARD: That's a different queston.
14} in 197272 [14] MR. PAER: Okay. I'm somy.
1151 A Correct. ns MS. LEONARD: Go ahead and answer the last
el Q. What was your position then? {16} queston, Jeff.
1171 A, Branch manager. 171 Al don't know.
s Q. How long were you @ branch manager and whera 18} BY MR. PAER:
{19} wera you? 1191 Q. Okay. Do you know who any of the officers of
o] A, First assignment as branch manager for 120} that company are?
3] Associates was 1972 in Waipahu branch. | ieft there in rYy A lknow I'm one of them.
22 1978 and wemnt to work for Dial Finance on the Big =1 Q. You're a vice praesident?
23] Island. 31 A Right.
24 Q. How long did you work thera? r4 Q. Afright. Do you know who the members of the
251 A, My total time with Norwest — Dial was bought ] board of directors are for that company?
Page 8 Page 11
1] by Norwest. So then | worked for them for about 15 i1  A.No.
2] years, then returmed to Associates. 71 Q. None of them?
31 Q. So when did you retun to Associates? B A No.
141 A March 18, 1963, 1“1 Q. You're not one?
s Q. What was your position when you retumed? s1 A I'm going to have to say i think | am.
51 A. Division vice president. 51 Q. Adirector?
1 Q. And is that what youwr pasition is now? 71 A A director.
81 A Yes. 18l Q. Have you ever been (0 a directors meeting, a
31 Q. What are the duties of division vice 9 board meeting?
110] president? o1 A No.
1111 A I'm responsible for the operations in Hawaii, ‘1 1 Q. Are board meselings ever held, to your
112} the totai operations in Hawaii. (121 knowledge, in Hawaii?
13 Q. My understanding is you're the highest ranking 13 MS. LEONARD: Objection. Compound. Vague and
{14] person in Hawaii. {14] ambiguous.
1151 A.Correct. {151 BY MR. PAER:
pst Q. Is that comect? . (16 Q. You can answer it
1 A Correct. 1 A ldon’t know.
(18] Q. Who is your supervisor? ng Q OUnrdwanyatsﬂmmysmwwdtsamed
119) A His name is Ed Wooten, W-o-o-t-e-n. He's 119) this case with anybody?
201 executive vice president. o A No.
2y Q. Whereis he? r1} Q. You haven? talked the case over with Sheryl
121 A. Out of Dallas corporate office. 22 Hursh or ~
3] Q. Now, when you say ‘corporats office,” that's not 31 A.No, | have not.
124} Associates Financial Services Company of Hawali, inc.? R4 Q. Have you discussed it with Ed Wooten?
2s) Al ltisnot 5] A No, | have not.
Page 8 Page 12
1 Q Whatisit? 111 Q. You obtained a licanse for Associatas to seil
2] A.That's a good question. We've just recently 2 different kinds of insurances; is that correct?
3] undergone some changes with corporate 131 A No, ldid not.
14 because of the stock thing. So it wouid be the “ Q. Okay.
] Associates Corporation of North America, | believe, now. ] MR. PAER: Would you mark that Exhibit 1,
81 Q. Isthat inc. or is that just Associates? =] ?
1 A. That's part of Associates First Capital Corp., m (Exhibit 1 marked for identification.)
18} which is the parent. 18 BY MR. PAER:
1 Q. Is that a holding company? m1 Q. Showing you what's been marked Exhibit 1, can
{101 A. No. We are public traded. [t] you tell me what that Is?
i1y Q. I'm somy to ~ the latter company, does & {11} A. That's a subagent license for the license —
112) own all - let me ask you this: Who owns Associates 12 for the lines of insurance that are listed.
13] Financial Servicas Company of Hawali? 1131 Q. Your name is shown on there as designated
(141 A Associates First Capital Comp. 4] representative?
1151 Q. Do they aiso own the company that Mr. Woolen 15} A.Correct.
s} works for? 1181 Q. How did you come lo get that?
A Yes. 171 A The license?
1181 Q. Do they aiso own Associates Financial Life 18 Q Thislicense.
119} Insurance Company? 1191 A This license was obtained when | became a
20 A Yes. o} subagent when | was with Norwest Financial, as part of
1} Q. And has that been trua since 18957 -3} my duties there. When | transterred —~ when | moved
22 A ldon'tknow. =] back to Associates, the license was transterred to
231 Q. Who would know that? o] Associates.
124) MS. LEONARD: If you know. You're not r4 Q. Does that change your answer to the question
251 gUess. 25 aarfier that -~
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{11 A. Restate the question. {1 BY MR. PAER:
@l MR. PAER: Can you restate that question? »)  Q Youcananswer
a1 (Record was raad as requestad. ) 7 A Very similar roies. They both have very
A ldid not 14} similar powers. There is some provisions in the
15 2Y MR. PAER: 51 insurance code that as a subagent | wouid not be abie to
1 Q. You did not? 6] da, and I'd have to go back to the textbooks to refresh
m A No. m my mermaory on that, Basically, it's very similar to
@ Q. You didn't obtain tis license for Associates? B bemgagenemngem.
® A No, ldidnt s Q. What are the powers that a general agert has?
prop Q. How did it happen? {10} MS. LEONARD: Objection. Calls for a legal
(117 ATl repeat what | said eariier. | was 11 condusion.
12] required as part of my job with Norwest Financial to be 12} BY MR. PAER:
(131 the subagent for different lines of insurance that 131 Q. What is your understanding of the powers that
{14] Norwest soid during my tenure with them. When | moved [14] a general agent has?
15 back to Associates, this license was transferred to ~ 1151 A Genersal agent has the abiiity to manage an
(16} by the corporate offices to the Associates Financial (16} agency appo&t.oﬂeﬂon.coume:ugnhsumneecor
“n Services Company of Hawail o iines of insurance policies and related duties.
{18 | did not obtain a license for Associates s Q. Doesaswagemmmpowwtoappomt
{19] Financial Services to sell insurance in the state. (18} solicitors?
20 Q. So somebody in the corporate offica of 0 A Yes
21] Associates obtained the licanse with you as dasignated e Q. What is a solicitor?
z2) raprasentative; is that what you're saying? =21 A. Someone appointed by an agent, subagent or
23 MS. LEONARD: Objection. His answer spDaaks 231 general agent to represent the company in which the type
[24] for ftsalf. Misstates his answer. 24 of insurance line is being soid.
[25) MR. PAER: He cansay no. I'mtvingto s1__ Q. Is Exhibit 1 the only insurance kcanse that
Page 14 Page 17
1 understand what he's saying. {1 Associatas Financial Servicas Company of Hawaii, inc.
21 A Would you restate your question for me? = has?
31 BY MR. PAER: B1 Al believe so.
14 Q. Are you telling me that someone in the 4] Q. You're not aware of any others?
] corporate officas of Associatas Financial Services 51 A No.
6] Company of Hawaii, inc. or some other corporate office 151 Q. Are you aware of any licenses held by any of
in of Associales had the iicensae transtamed with you as g the empioyeas of Associatas Financial Saervices Company
i8] dasignated representative? (8] of Hawaii, Inc.?
B} A Yes. m1 A Could you clarify that question?
(o] Q. Okay. Was it the corporate office of 11 Q. WhatI'm trying to get at is: Do your
[ER)] Associates Financial Servicas of Hawali, inc. or was # {11} ampioyees write insurance under this kcense or do they
112 sorne other Associates office? 121 Fhave their own kicensa?
(131 A Well, | do know it was handled by our (131 A. They're appointed under this license.
{14) corporate offices in Dailas. Specifically which part of {41  Q So you're not aware of any kicenses heid by
{151 the corporate offices, | do not know. 115} individually?
ne] Q. #t was done with your consedt, | take &. . [i] MS. LEONARD: Objection. Vague and ambiguous.
1n A Yes i) BY MR PAER:
118t Q. Did you have to sign anything to complete the ney Q. Either you are or you arent.
{19} transfer? 119) MS. LEONARD: There couid be diffarent kinds
201 A ldon’t remember. f20y of icansas, John. It's a vague 5
1] Q. Okay. Do you remember how you got the kcense 211 A 'm having difficulty what it is
] in the first piace with sither Dial or Norwest? 2] re asking.
231 Al | remember that very weil. 23] BY MR. PAER:
R4 Q. What did you have to do? [Did you take an exam rq Q. Are you aware of any empioyee that hokds an
1251 or - 12s] insurance license other than this one?
Page 15 Page 18
11 A Yes. m MS. LEONARD: Objection. Vague and ambiguous.
21 Q. Anything eisa? ] You can answer ¥ you understand the question.
31 A There was an appointment by ~ | remember m THE WITNESS: Wall, the question is not right.
14 there’s forms that have to be compieted in order to be 1 MS. LEONARD: | know. Then you can't
5] appointed as general or subagent and | do remember that, =1 understand
1G] it's been a number of years, but yes, other than the 15 THE WITNESS: Yeah.
! licensing, there was an appointment to that position. 71 A lcan't answer that.
81 Q. An appointment and an exam? ) BY MR. PAER:
©1 A Examination for any of these licenses is = Q. Whynot?
] required by the state. Once you pass the examination, s A Wall, you need to state the questionina
{11 you have to be appointed either a general agent or 11} manner in which | can understand t.
1121 subagent by an authorized insurance carrier here in 171 Q Why can't you answer that question?
{13 Hawail, 131 A ljust said that. So if you want to restate
(14 Q. Axd who was that that appainted you? v & in & way | can answer it, I'll certainly answer it
sy A. I don't remember, (15] for you.
1161 Q. Do you have to be appointed when you transfer 116§ Q. This is an insurance license, s ik not,
i the license? m Exhibit 1? )
1181 A. | don't know. 15 A Right kis
1] Q. Are you appointed by anybody now, i you know? iw] Q. Okay. Does any other empioyee of Associates
1oy A ldon't know, 2oy Financial Services Company of Hawalil, inc. have
21} Q. Okay. What is your understanding as to the =1 personally an insurance license or kicense to sell any
2] differance between a genaral agent and a subagent? -2 kind of insurance or not?
1231 MS. LEONARD: Cbjecton. Calls for a legai 2 - A Yes.
[24] conclusion, g Q Who?
251 MR. PAER: lmaﬁmgbrﬁsmders:andm £51 . A Many employees.
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1) O Ckay What types of kcenses co they have? {1 this licensa, Exhibit 1, allows Assocsateas to seil
21 A Life, accident, heaith, property and casualty. i} cradit kife insurance?
m1 Q. When they sell instrance for Associates 1 A Credit iife insurance in this state comes
14] Financial Services Company of Hawaii, inc., they seil 1] under the limited license provision of the insurance
=] tham under the kcanse Exhibit 1 or under their own 51 code. As a subagernt or a general agent of an authorized
) licenses? 1G] carrier that is authorized to seil credit life, the
m  A. In order for them to sell insurance, they m provisions of this particutar license, to my
18] wouid have to be appointed as a solicitor under this 18] understanding, wouid allow for that.
5 license. @ Q. Sois it your understanding, then, that
(100 Q. Okay. So are they subagents of this license, {10} anything that you can do with a limited license you
{11} in your understanding, or - [&}] could also do with a subagent’s license?
(121 A.Ne. {12} MS. LEONARD: Obiection. Misstates the
31 Q. Okay. {13 .
(141 A They're solicitors. [14) MR. PAER: I'm not stating the answer. I'm
151 Q. Ad how do thaygetappamed" (151 iNg a queston.
1165 A. After successtully passing the examinations {16 BY MR. PAER:
1n required by the State, there's an atfidavit along with 1n Q. Is that your undsrstanding or not?
{18 an appiication for solicitors license that's compieted. {18} MS. LEONARD: Objecton. Vague and ambiguous.
[18] They're signed, notarized. | sign off as the subagent [19] THE WITNESS: Youll nead to restate the
{20} for our corporation and it's submitted to the insurance f20] queston, piease.
=1 division for issuance of a license. 21 BY MR. PAER:
=1 Q. So aii of the empioyees wno have licenses as 221 Q. Allnight My question is that a subagent’s
23 solicitors are appointed through this iicensa, 231 license inciudes all of the powers of a limited license
124} Exhibit 1~ 124] plus sorne others; s that nght? Is that your
251 A Correct. 5] understanding?
Page 20 Page 23
1 Q. -is that comact? U] MS. LEONARD: If that's not your
2] A (Withess nods.) 2 understanding, you can simply answer na. it is, you
3] Q. Are there any other kcensss that any t3 can answer yes. If you don't understand the question,
4] ampioyeas hoid, other than as solicitors? 4] you can say you don't understand the question. |
51 A No. 151 mean ~
® Q. Is it your understanding that Exiibit 1 aliows 6] A, It wouid depend on the authorized insurer that
m - i'm going to call Associates Financial Sarvices n you were representing as a sub or generai.
i8] Company of Hawaii, Inc. just Associates. 0] BY MR. PAER:
13} So is it your understanding that Exhibit 1 B Q. Why would it depand on the insurer?
110} aliows Associates to sell lifa insurance? 110 A They may not be in the business of credit
1] MS. LEONARD: Objection. Calls for a legai 1} insurance.
112} conciusion. 1121 Q. Wall, if they are -
{13 BY MR. PAER: 1131 A.Then it would.
(14 Q. You can answer. 1141 Q. Okay. So credit life is specifically provided
(151 A. Wouid you restate the question? {15] for in the kmited kicense section; is that your
pe] Q. Is it your understanding that Exhibit 1 allows ) und i
1 Associatas to sedl ife insurance? 1 A Yes.
1181 A. Would you clarify “life insurance”? e Q It'snotsoedﬂmliyplwdedlorhm
1181 Q. No. | think the Question is fairly clear. ¥ ] subagent section; is that your
1201 you wark to clarify your answer in some vway - 01 MS. LEONARD: Objection. Vague aMambsguots
1} A. 'l asnswer by saying yes. =1 Repeatmygmdob;aaont:mmungkxlegai
21 Q. Okay. Is it your understanding that Exhiblt 1 22 conclusions.
=i} allows Associates to sell credit kfe insurance? = THE WITNESS: Do you want 1o try that question
124 A Yes. 24] in? ’
1251 Q. You see on the document X says Authorized 125) BY MR. PAER:
Page 21 Page 24
3] insurance Classes, and then &t shows Lifa, yealir? M Q. Credit iife insurancs is not specifically
11 A.Correct. =2 discussed in the subagent section; is that your
B Q. But it doesnt show cradit Kfe, does &? o] ing?
“]  A.No, it doesn't. K1 A No.
51 Q. Okay. How do you come by your understanding B Q. it's not your undarstanding?
iG] that Extybit 1 allows Associates to solf credit Me? 151 A No, It's not my
m MS. LEONARD: I'm going 10 object. John, ¥ m  Q So credit ¥fe insurance is discussed in the
181 you'd like, 11 jJust put a standing objection on the 18] subagent section?
1 record 10 the extart that hese questions about 51 Al do remember a section in the examination
1o insurancs requrements cail for legai conciusions. 1o} that covered limited licenses, and limited licenses
11 Mr. Hamitton is not a lawyer and he’s not here ny appiy primarily to credit life, accident and heaith and
121 10 give expert iestimorny on Hawai's insurance iaws, and g certain types of travel insurance.
113) | object 1 your asking thoss questions. nmm Q Alnght Andamlhouatsommbonedh
[14) MR PAER: You can have a standing objection. ] the subagent section?
(151 'm asking for his understanding. (151 A The distinction between a subagent and a
118} MS. LEONARD: As long as wa're ciear you're L] general agent is very similar.
n mummnmmmuﬁmﬂm*sm 1 Q. ButI'm talking about the distinction batween
18] hers 1 give legal condiusions L] & kimitad license and a subagent’s licensa.
119} MR. PAER: Imdustandm Co 1181 A Alimited license and a subagent’s license are
20 MS. LEONARD: - for the company o anyons PO very different.
)] eise. el Q. Okay.
2] MR. PAER: | understand that. 1 A And | explained eariler the duties of a
= THE WITNESS: Would you restata the question? 123 subagent and general agent. The question you're asking
R4 BY MR. PAER: 24 about a limited license ~ when you use the terminology
251 Q. What do you base your understanding on that 251 limited license, that refers to a license that covers
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M A Na. g1} Q. what's the affference?
21 Q. Okay. Lst me quaiity that by creait life. 21 A Credit lite covers the credit transaction,
) Does that change your answer? That is, is Associates 3 wherens the iife insurance insures the iife of the
(4] Financial Servicas - Associates Financial Life “ individual.
s Insurance Company the only insurance company that writas 51 Q. Okay. And why would that affect the fiduciary
i8] cradit life ior - 6] a
m A Yes. m MS. LEONARD: Objection. Calls for a legal
3] Q. - Associatas of Hawail? {81 conciusion.
91 A Yes ] BY MR. PAER:
no) Q. Have you ever sean the master policy for {10] Q. You understand I'm asking you for your
{11} cradit life? {11 unaerstanding on all this.
121 A No. (121 A Yes, | understand.
p131 Q. s there one? 1131 Q. Why would that difference affect whether or
(141 A | don't know. (14 not someone fas a fiduciary duty?
115 Q. Do you know if the credit life is a group (151 Al dont know.
(16} iite? 161 Q. You said you wenre the highest ranking, |
(11 Al believe itis. nn guass, officer of Associatas Financial Servicas Company
pep Q. Ckay. Hitis-andi'msurs itis, too - {18 of Hawaii, inc. earfier; is that nght?
118} would thare be a master policy, nonmally? 181 A In Hawaii?
120} MS. LEONARD: Objecton. Calls for a legal 0] Q. In Hawaii.
211 conciusion. 211 A Yes
221 Al don’t know. =21 Q. Is thers anybody eisa in Hawali that is either
23 BY MR. PAER: 23 abave you in rank or charged with mora responsibility
241 Q. You don't know whether there would be or not? f24] than you regarding credit kife insurance?
251 A. No. 5] A. Not that 'm aware of.
Page 32 rage 35
1p Q. But you've never seen a master policy? 11 Q. Okay. Now, there are commission schedules,
21 A.ldontrecall seeing one. 3] are there not, that reguiate wiat the saller of cradit
@ Q.1 takae it in gelting your ficense and the work et lifa insurance is afiowed to take as a conmwnission, is
4 you ve done through insurance, you know wiat a fiduciary 0] that correct, in Hawaii?
5] duty is or you have an understanding of what it is. s MS. LEONARD: Objection.
51 A | have an understanding. 61 A No.
m 0. Can you tall me what your understanding is? m BY MR. PAER:
8] A When you're dealing with public money or other 81 Q. .No?
@) - gomecne eise’s money, that's the fiduciary part, and m A No.
{10 you have a duty to sateguard or whatever that money. fio; Q. Thera's nothing set by law that reguiates
{11 That's basically what that means. 1 COMmmissions ~
pnz1 Q. Ckay. Or it can be a duty to protect the (121 MS. LEONARD: Objection. Calls for a legal
{13 person whose money it is or ~ 1131 conciusion.
{147 A Yeah. It's all part of that. 149 A No.
(151 Q. As a general proposition, is it your 18} BY MR. PAER:
{161 understanding that a life insurance agent has a i16] Q. How do you determine commission on credit
17 fiduciary duty to the person that they are writing kife 1 life, or how does one -
RE) insurance or soliciting #fe instrance for? {18  A. There are no comunissions.
{19} - MS. LEONARD: Objection. Calls for a legal 9] Q. Okay. Where doss the premium go, then,
120} condusion. 201 the credit ife? Does # all go to the insurer?
1] A No. 213 A Premiums go - premiums go to the corporation.
22 BY MR. PAER: 221 Q. Which corporation?
231 Q. I'm asking for your understanding. 231 A. Associates corporation.
z¢) A Na. R4  Q Which one? Does it - premiums go to
51 Q. No, it's not your understanding? 2% Associatas Financial Servicas Company of Hawal, Inc.?
Page 33 Page 36
111 A Not my understanding. 111 A No.
1 Q. Okay. Let me just cianty this. ifIgoto 1 Q. Do they go to Associates Financial Life
s} the life insurance agent to buy tarm iife or whole kife =] insurance Company?
{4] or something iike that, t's not your understanding that #] A ldon't know.
5] that agent wouid have a fiduciary dity to me? 51 Q. You don't know where the premium goes?
161 MS. LEONARD: Objection. Calls for a legal 61 A. No. 1]ust know they go to the corporation.
m conciusion. m Q. It's your understanding as a general practice
8] A.ldon't know. 18] - or it's your understanding that a company or & persor
)] BY MR. PAER: 3 who writas credit #fe is not entitied to a commission,
o1 Q. You don't know? {10} in Hawali, of any kind?
111 A No. ‘ (111 A That's my understanding.
1121 Q. Do you have an understanding as to whether an 121 Q. Okay. How does the money go (o the
131 agent who seils credit life has a fiduciary duty to the 13 corporation? Trace with me, if you will, what happens
{14} customer? {14} to a cradit ke insurance premium that's been - that -
1% MS. LEONARD: Objecion. Calls for a legal {15} is charged in connection with a loan.
[161 condusion. ne MS. LEONARD: Objection. Vague and ambiguous.
“n BY MR. PAER: 1 Al don't know how to answer that. -
s Q. i you know. e BY MR. PAER:
1s1 A No. 1] Q. Answer It as best you can, uniess you dont
oy Q. No, they don, or no, you don't know? 1201 understand the question.
1) A No, they dont 21 MS. LEONARD: Would you liks 10 restats the
221 Q. Why do you feel they dont with credit life =i} question, John?
‘1231 and you dont know with reguiar life? Is thare a fre)] MR. PAER: Only ¥ he tells me he dossn't
24} differance? 24 understand it
s A Yes, 25 A Give me a moment to formuiate how | can answer
RALPH ROSEMBERG COURT BEPDORTERS (808) 524-2090 Page 311c Page 36
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0 this. 1l A As a trainee, many years ago, we were taught
12l Okay. All of the transactions are handied ] about the products that we were offering. We were, by
3] siectronicaily. So when s branch inputs a loan and the =] way of manuais, you know, written matecial -
4] insurance product of products are sokd, the total loan #l Q. Thisis Dial or Norwest or Associates?
&) includes the insurance charges, and based on a general 1 A This would have been Budget.
8} ledger accourting, those numbers are ail reported, 51 Q. Buaget?
o tracked, and beyond that. | don’t know ~ | don't think 1 A Uh-huh.
18] there's anything more to that, i Q. Okay.
@l BY MR. PAER: 51 A And we were — we offered credit life and
1101 Q. Thera's no check that's cut to Associates 10 credit disability insurance and we were trained by
{11} Financial Life insurance Company, for exampie - 11 various methods as to how to offer these products —
1121 A.Na. 121 Q. Okay.
us Q. ~for the pramium? (13} A - what the products were and ~
(14) Is there an electronic credit given to {1 Q.I'monly ~go ahead.
115] Associates Financial Life insurance Company? 1151 A We were provided on-the-job training by
116 Al ldon’t know. [16] working with another more experienced individual when it
171 Q. Okay. How do you know that Associates (7 came to actually closing a loan that had the products -
{18} Financial - how do you know that Associates of Hawail, 118} the customer had indicated they wanted the products.
119] your company, doesnt keep any of the premium? [19] And we observed and were also involved in being trained
20} A.Becausemmeaceounﬁng we maintain {201 on explaining the coverage to the individual, making
21] mNa«pm«uyrehﬁoMpw!ﬂxnbankbcaﬂytcr 211 sure that the forms were property completed.
z2) the deposit of local tunds, meaning payments. But == Q. Okay. Did Budget or Dial or Norwest get
fes)] beyond that, there's no other accounting set up tor the (23 commissions, to your knowledge, for wiiting cradit life?
124} exchange of any other finance income, insurance income, R A No
125 anything related to that. t's aif handled by way of 5] Q. Ckay. What do you axplain to somebody when
Page 38 Page 41
i the generai ledger, ] you seil them credit life?
21 Q. ! guess what I'm saying is that doesn 't tell 2 MS. LEONARD: Objection. Vag.:eandammgm
3 you that the premium leaves Associatas of Hawaii, does 3 Assumes facts not in evidence.
14 i? 4} MR. PAER: Hemstb!dmmat‘sonec(me
5 . A. | don't know how to answer that, 15} things they trained him on, 5o ~
61 Q.Is it possible that the entire premium could 16} . MS. LEONARD: in 1965 or somewhere
m stay with Associates of Hawaii? m thereabouts. Are you talking about presenty?
8l MS. LEONARD: Objection. Calls for {8l BY MR. PAER:
@) speculation. Anything is possibla. 5] Q. Atthe time you were just mentioning, what
110] Al | don't know how to answer that either. {10 types of things did you tell peopie?
1] BY MR. PAER: 1 Alnthe -
1121 Q. Really? You don't know whers the premium 1121 Q. Regarding credit life.
13 goes? {131  A. Basicaily, that the credit life insurance may
(141 A.No, | don't. {14] cover the balance of their lcan in the event of death.
1151 Q. It might go to Associates Financial Services 1151 Q. Okay. Anything else?
[16] - i mean, & might go to the life insurance company, R {161 A. Not that | remember.
1N might stay with Associates of Hawail.or & might go to un Q. Okay. Is that what Associatas tells peopie
(18] some other corporate aentity, and you just dont know; is {18} now? '
118} that corect? {191 A Basically.
o} A That's correct. oy Q. Aything eise?
211 Q. You may have covered this, but | take R, 3] MS. LEONARD: Objection. Cverty broad. What
221 then, you're not aware that even by electronic transier =22 Associatas wlls peopile?
23 that the premium for credit kfe insurance goes anywhers = BY MR. PAER:
24 outside of Hawail. raq Q. Its empioyess who are selling credit kfe, what
%) MS. LEONARD: Obiection. Vague and ambiguous. 25 ara they trained to tell peopie, if anything, differant
Page 39 Page 42
i1 A ldon't know how to answer that. m than that?
21 BY MR PAER: R A Basically, that's what they're trained -
B Q Well- <)} they're trained to understand the basic provisions of
@] A. Your - | don't know. 2] credit life. They’re trained to offer R to customers.
s Q. Okay. All ight. s i your understanding s Q Olay Mﬂnytaﬂdnmwm
1G] that insurance agents normally get commissions on 3] are?
m policias they write? ™ A.Yel. Yes, they do, because at the time -
8] MS. LEONARD: Objection. Calls for ] yes, they do.
sl speculation. B Q. Wnatare thase?
111 Al don't know. 101 A That the - as | mentioned earfier, that the
{11] BY MR. PAER: {11} policy will cover the ~- may cover ~ correct that.
1121 Q. You dont know what the general practice in 12 it's not will. It's may cover the remaining unpaid
(13 the ~ a1 balance at the time of death.
{141  A.No, idont. I'm not in the insurance 4] Q. Isthat about it or do they ted them more
115 business. ] than that or -
g Q. What training have you had in insurance? ns; A That's what we teil the customer.
nn MS. LEONARD: Objection. Overbroad. Do you 1 Q. Now, | want to go back to something eise.
18 want 10 give Us & time pericd, or is this sincs the ne Is this a true statarment: That Associales Financial
119} inning of tme? 119] Sarvicas Company of Hawad, inc. is icensed and
120 BY MR PAER: 20y registered in Hawaii as an insurance agent for the
211 Q. Since you started working with — in the =1 pwpomolsaﬂmgaadtﬂebum? Is that true
= finance industry. = or not?
=3 MS. LEONARD: Whattmhshamm &3] MS. LEONARD: Objection. Vague and ambiguous.
=4 BYMR. PAER: . R Cds-bralegalm .
s Q. Mwazbaiﬂ:g!nvsyoumhadhm:anoe? 5] A ldon'tknow.

RALPH ROSENBERG COURT REPCRTERS

{808) 524-2080

Page 37 to Page 42



DEF  TION OF JEFFREY HAMILTON TAKE:

1APRIL 9, 1998

8SA XMAX (8)
Page 4 Page 46
11 BY MR. PAER: m not be at ali or -
21 Q. You don't know? 21 MS. LEONARD: Objection. Vague and ambiguous.
3] A As | mentioned eariier, i'm not reaily 3 is that a quaston, John?
{4] familiar with how Associates Life Insurance and 0] MR. PAER: I'm rying 0 get -
] Associates Financial Services Company of Hawali are - | = A | wouid generally say it's at least once a
1] don't - I'm not - | don’t know the answer to how {61 year; bty more.
m they're structured as far as your question ks concemed. m BY MR. PAER:
i8] Q. Let ms repseatl that. Is Assocsates kcensed 181 Q. What would the training consist of?
181 and registersd in Hawaii as an insurance agent for the 5] A Product knowledge - generally, it's product
{101 purposa of selling credtt life insurance? {10 knowiedge and helping the empioyee to understand how to
(11 MS. LEONARD: Asked and answered. He said he f11} offer the products.
112} doasn't know. 1121 Q. Oray. In *how to offer,* do you mean
{13 BY MR. PAER; {13 salasmanship?
4] Q. You gon't know? {14} A. No. &t wouid be more appropriate to ~ as
1151 Al i don't know., [15) refated to product knowiedge, heiping the empioyees to
116 Q. Do you know if Associates Financial Services (18} heip the customers understand the benefits of the
1N Company of Hawali, Inc. is an agent, an insurance agent mn product.
{18 for Associates Financial Life insurance Company? 1181 Q. So doss that go with what you wers telling me
1197 A | believe so. {18 befors; that, for exampie, with credit life they wouid
201 Q. And as an agent, what do they do? {20} tell themn in the event of death, then the remaining
21} A Otfer various insurance products. 21} balance would gst paid off, that kind of thing?
21 Q. Okay. And do they Iave a licensa — doas [22) A. May be paid oft.
23 Associates of Hawaii have a license to do that, Exhibit 231 Q. May be paid off?
124] 1? 4] A Yes.
12s] A | believe so. 251 Q. Is it general practice for them to say when it
Page 44 Page 47
(11 Q. Isit registered to do that? {1 would and wouldn't be paid off or -
2] A l-1iwould believe so. 2] A No, it wouid not.
131 Q. Okay. Do you know approximately how many @ Q. Now, | take it there's — wall, | don't take
{4} credit life policies are soid in Hawaii every year? 14 iL Is there ssmilar training for tuth in lending;
51 A No. ] that is, about once a year, also?
151 Q. Do you know approximatsly how many credit life 151 A. We have training throughout the year on ail
) policias are soid in connection with mortgage loans — ] aspects of our business.
81  A.No. 8] Q. So it's sort of on an ad hoc basis?
s Q ~-ayear? B A Well, we have like ~ we have a formal
{10] You do know, | taka it, that Associates {10} training program. We aiso do much of our training in
{11} ampioyees are encouraged to offer cradit life in every 13)] mewayotm-mejobu'auung. We siso suppiement that
{12] loan where they feel that the person might be eligible. {12] with seminars.
{133 A Yes 1131 Q. What's the formal training program?
1141 Q. Is it fair to say that the nurnber of cradit {141 A it consists of manuals, reading materiais.
{15} life policias are in the thousands sach year? 15 There are some tests or quizzes that they take. And
1161 A Coulkd you be more specific? {16] then the - there's a formal review process — not a
11 Q. Yeah. In the state of Hawaii, does Associates nn formal review, but a review process after the
{18 write at-least a thousand cradit lifa policies every s examination. And there's a series of training work
119} year? {19} books that they have to go through in order to -
o] A Yes. po} Q. That's on afl - I'm sorry. Go ahead.
211 Q. Do they write a thousand in connection with 1] A There's a whole series of work books people go
[22) mortgags loans? 22 through.
23 A. | don't know, =3 Q. That's on all aspects of the -
124 Q. Is it fair to say that in not just mortgage 241 AYes itis
jr=] loans, but in all loans, there's at least 5,000 credit rs) Q. Can you describe wiat the training is that
rPage 45 Page 48
" life policies written a year? m relates specifically to tnuth in lending, if you know,
@ A ldon't know. jral and specifically relates to credit life?
@ Q. You know it's move than a thousand, but you <] MS. LEONARD: Objection. Compound.
{4] don't know if t's 5,0007? 1] BY MR. PAER:
51 A.Correct. 51 Q. Start with just truth in lending.
61 Q. Do you have credit life insurance seminars st A No,ldont
m that you attend perodically? m Q. if you can, describe the particular training
18] A. That | attend? 8 that relates to credit life, if you know.
© Q. Yes ®] A No, ldont
1101 A.No. 1o Q. Okay. You know, | take R, that in this case
1111 Q. Do emnpioyees of Associates attend such 1311 the life insurance company deciined the death claim.
12 seminars penodically, other ampioyees basides you? 1121 A Yes
13 A.Yes. 13 Q. /s that ight?
{14} Q. How often are those? [14) Are you aware of any other death claims that
1151  A. That wouid vary. {15] were denied by the life insurance company?
1165 Q. Once a yoar? {16} MS. LEONARD: Objection. Ars you asking him
11 A Well, a seminar - seminars and the content of 1n if ha's generally aware that death caims are
{18 the seminars vary, 30 it's conceivable that an empioyee nsy occasionally ~ or specificalty -
18} wouid - could attend a seminar sometime during the year 18] MR. PAER: I'm asking specdficaily ¥ he's
120 that would have something reiated to the offering of 1201 aware of any cases.
21 insurance products. 21 MS. LEONARD: Any spedific cases?
£22) OSoI:spoable,bunotoenamtmtk =2 MR. PAER: Yesh. B
1231 would be every year? {21 A No, not any specific cases.
R4 A Yes 124] BY MR. PAER:
1251 Q. And it might be every coupie of years or might 251 Q. Okay. Are you aware in general terms of any
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IS casas that death ciaims wers denved? i1 years?
2 A Yes. 21 A No
@1 Q Okay. Can you telf me about those? @ Q Less than that?
14} MS. LEONARD: Cbiecson. Overy broad. Vague “ MS. LEONARD: Are you asking him 0 guess or
= and ambIGUCUS. ] speculata?
18] BY MR. PAER: 61 A lwill not guess. | don't know.
m Q. I you can answer, you can answe. m BY MR. PAER:
@) A Couid you repeat the question? a1 Q. Ckay. You don'tknow if it's bean more than
51 Q. You said you can ramember — that you know in ) 20?
{10} general tarms something abouk other casss in which dsath 1101 Al don't know.
al] claims were denied. | want to know wrat you remember 111 Q. Do you know & it's been more than ten?
{12 about that. (121 A ldon’t know.
(131 A | dont recall any specific details. All | 1131 Q. Do you know i #'s been more than one?
[14] KNow is - {14] A In the last how many years?
(157 Q. There wers others? st Q. Three ysars.
(161 A There were others, yes. 116] A 1 don't know.
#n Q. More than one in the iast year? 1 Q. Okay. Now, when you sign off on, say, the
1181 A. i don't know. 118 credit life — strike thatl.
(19) Q. Mors than one in the last five years? {19] i there's a denial of credit life and the
20 A Yes. {20 pramium is going to be refunded and you sign off, what
211 Q. More than five in the last five years? =1 happens then? Do they get a check?
21 A ldon't know. zz} A The branch issues the check, correct.
=31 Q. Okay. How did you find out about these? tzny Q. Where do the funds come from tor that?
24} A, About what? ¢ A From our general accounting system.
251 Q. The denial of other death ciaims. s] Q. Does that come from Associatas Financial Life
Page 50 Page 53
{11 A In most cases, in my capacity as vice 11 Insurance Company?
2 president, | will have to sign the authorization to 21 A No, not that 'm aware of.
3 retund the premium, which requires, generally, my level @3] Q. Doss it come from any other corporate entity?
(4} of approval. So that's how { know. “l A it comes from our centralized checking
s1 Q. Okay. Soltake it you're saying that that's 1s] account.
18 . the normal practice; if they denied a death ciaim, they § Q. When you say *our* -
m refund the preriurm. [m A. Associates corporation.
8] A To my knowiedge. 181 Q. The Associatas Financial Services Company of
B Q. When was the last time you did that, you o] Hawaii, Inc., or -
{10 rafunded a premium? 110} A Each branch has checks issued to them drawn on
{111 A ldon't recail. 13} & master account.
121 Q. After this case or before this case? 1121 Q. Is the master account ~
1131 A When was this case? 1131  A. And each branch will have an individual -
(141 Q. The death in this cass was March 3rd, 96, and 4] they're licensed by the state, so that couid be
{15) | think the premim was refunded around Septamber of {18 Associates Financial Services Company of Kallus, for
{18} 6. . {16 exampie - or of Hawall, in Kallua. But the checks are
nnn AL'967 nn basically issued drawn on a master account.
1181 Q.1 believe. 181 Q. In Hawa# or somewhere else?
191 A. | don't recall signing any refunds for dental 119} A Our centralized banking is somewhere in the
120 of death ciaims since - from that period. Like | said, 2oy Mainiand, for the checks that we write. They're not
21} It's very difficult to recail. It's just very difficuit [~2}] drawn on a local bank.
22 to recall any of them. 21 Q. Letme just go back. There's not a - there's
231 Q. These are pretty major evertts, aren' they? =3 a separate corporation for Associates Financial Services
[24) Do these not appear significant to you? 124) of Kailua or sorething like that?
251 A. No, they do not. 2s]  A. Notthat 'm aware of.
Page 51 Page 54
{11 Q. A dsnial of a death claim isnt significant? (11 Q. Each branch ksn't saparataly incorporated?
2 MS. LEONARD: Objection. Calls for 1 A No. They're all part of the whole Associates.
il specuiation. Vague and ambiguous. ] There is some littie divisions on the license that's
] What do you mean “significant,* John? “ issued under Chapter 412, but basically we're all under
] BY MR. PAER: = Associates Financial Services Company of Hawall, Inc.
&1 Q. Toyou. 161 Q. What I'm trying to get at is if you know where
m  A.No. m the money comes from to write that check.
18] Q. Okay. What about disability, accidant 51 A ldon't know.
91 and health, denials of those; does that foliow the same ® Q. So you don't know whether & comes from the
noj pattem or - 1o Mainiand or -
11 MS. LEONARD: Objection. Vague and ambiguous. {111 A No. As | mentioned, all checis written in
12 What pattemn? 112} Hawali are out of a master accournt, some bank in the
[13] BY MR. PAER: 113 Mainiand.
{141 Q. That you have to write the check if there's a ) Q. Is that account just for the Associates
s darval, 115 Financial Servicas Comnpany of Hawaii? | mean, R's not
116]  A. You need to restate the question. L] mixed in with Associates of Colorado, bt? ‘
1171 Q. i there's a denial of a disabilily, accident 1 A ldon't know,
118 and health - credit accident and heafth ciaim, what s Q. You dont know?
118} happans then? Is the pramium refunded? {191 A (Witness nods)
ro; A Yes R} Q. You don't know whether Associates of Hawail
2y Q. And you have to sign off on that? -3} has its own saparate account or whether &'s mixed in
221 A Yes [-=1] with everybody elsa?
231 Q. How often does that happen? 231 A That's comrect.
12q A ldon‘trecall g Q. Hawyouavarlmdd&'mmm
251 Q. Can you remember 20 of thosa in the past three 251 A Yes, . =
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11 Q. Having said that, | thought you told me {11 Q. Okay. Why do you suil creatt ie?
12) belore you dont know wihat happens (o the prarmium. 2 A To provide protection to our customers who
B A True ) desire the coverage.
(4] MS. LEONARD: Is there a queston? w“} Q. Is that the only reason?
=) BY MR. PAER: s A No. Ultimatetly, the corporation, the total
) Q. That's rue? 16 corporation, eams income off of the premium.
m A Uh-huh M Q. But you don't know whether the Hawaii
@ Q. You gon't know whether it all goes to the life 8] ton -
18] insurance comparny, whether some of i stays with the ® A Yes, | don’t know.
{10 Hawaii company or whether - o) Q. Does the Hawaii corporation post resuits?
(11 A. | told you about & general accounting system. {11} Doas it post any kind of ~
112) But beyond that, I'm not tamiliar with how ~ you know, 1121 A. We have a summary of results, sure.
[13] you're asking specificaily as tar as compensation to an 13 Q. You do?
{14} empiloyee - 114 A Ub-huho
1ns) Q. Or the company. 11s] Q. What goss into that?
(15 A. Then, | dont know. 15 A Everything.
nn Q. So you're saying the empioyee doesnt gel ~ p#n Q. Does credit life go into that?
(189 A. Correct. f18) - A. It's broken down ~ each type of finance
t1s; Q. - any compensation? 119} income, insurance premiums, late charges, yeah,
0]  A. They do not. 201 everything is kind of summarized on that report.
@1 Q. But Associates of Hawaii might; you don't 1) Q. How often does that report come oW, every
=221 know? frd] month?
3] A. I don't know. =3 A Yes. Uh-huh,
4] Q. Well, you may have answered this aiready. Do pyq Q. Isit monthly? That's a monthly report?
[25] you know the comporate affiliation between Associatss 251 A Yes. We get R monthly.
Page 68 Page 71
{11 Financial Life insurance Company and Associates of 111 Q. t's not weekly or biweeidy?
12 Hawali? 21 A No. it's a monthly report.
3] A No,idont @ Q. Who prepares that report?
4] Q. Are you familiar with the credit insurance 4} A. 1 believe it's our systems group in South
1] reguiations in Hawaii? 51 Bend, indiana.
s} A Somewhat. 1 Q. Then they send it to you?
71 Q. Do you know whether they have been cranged A Correct.
181 since 19957 81 Q. Does that report reflect what happeans to the
1 A.No, ldon't ] credft life premiums ~
119} MR. PAER: | don't mind going ahead. if you ot A No.
11 want 10 take a break, I'm going 10 start with some (11 Q. - ordo you know?
{12 axhibits - whataver is most convenient. 121 But it does reflact what profit is charged to
13 MS. LEONARD: Lst's take Bn minutes. 113] you relating to each of these Rems?
{14 {Break taken.) (14  A.No, It's a summary of - it's a financial
18 {Exhibits 2 through § marked for {15 summary of what this division has doneona
{16 identification.) . {161 month-to-month basis, which encompasses everything we
17 BY MR. PAER: o do. .
(18] Q. Before we get into the axi¥bits, et me ask 18 Q. And “this division,* meaning Haweif?
119} you, what is your understanding as to what the incentive 9] A Yes. Uh-huh.
201 is for Associatas Financial Serwces Company of Hawail poy Q. Is that like a profit statemert, profit and
21 to sell credit life. What do they get out of that? -3}} loss statement or sornething ke that, or income
221 A it's ail part of the operating income. 22 Statement?
@1 Q. Forwho? 231 A Werefertoit as atrend.
24} A Forthe p4) Q. Doss it give you gross profit or net profit
s Q. Which corporation? 2s] figures?
~Page 69 Page 72
1] A 'd have to say i wouid be the Hawail 11 A Rt does.
3| corporation. 1 Q. s credit life insurance inchuxded in those
1 Q. Okay. So the cred? kfa insurance prermium is o] gross and net profit figures?
0] part of the operating incorme for the Hawaii corporation? “ A Yes
o] Ms. LEONARD: Objection. Mzsmsn 51 Q. Do you know how that's measured?
(8] question and answer., ] A.No.
m BY MR. PAER: m  Q.lsit lemized?
181 Q.Doesit? 18] A Yes Yes
s}  A. Couid you restate that for me? m Q. Okay. How many pages is it typically, this
oy Q. Wedl, | thougit you said that the incentive to 1o} report?
1 seil credit kife is & goes to the operating income of 111 A One
112 the Hawalii company. 121 Q. One page?
1131 A As | mentioned eariier, it's ail part of 1131 A {(Witness nods.)
114 everything that we do. That's ail | know. | mean, it f14] Q. Can you describe It for me category by
{15) - you're trying to put it into a narrow picture. 'm (18] categovy as you go down the sheel?
s saying it's all part of the big picture. That's the 116 A it's ajong, long page. Tl give you what |
tn onty way | can answer it. i can recoliect. .
18] Q. You mean & increases the profit of all of the na Q. Okay.
{19] Associates companies, $0 there's beneiit to the Hawail {199 A It has total receivables and income generated
20} comparny in that way or - oo} off the total portfolio on fine one.
2y A.ldon't know. Rr1 Line two breaks down real estate portiolia,
rz1 Q. Okay. Isthere any specific benaiit that 22 Next, line three, is personal loan or non-
=] you're aware of to the Hawa# company from seiling foxi} real estate portfolio.
124 credit kfe? 24} Line four Is, | believe, revolving credit.
251 A ldon't know. s) And then there’s severai lines for product -
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1] turther product definition, such as revoiving saies, it figure. I'm sorry. | misunderstood you.

21 revolving mortgages, and those are more specific to 21 Q. Do you recali the most recent documen, the

=i volume. = most recent trend you ve gotten?

4] And then we have a iine that shows product ~ “} A Which woulid have been February.

= production by product line. in other words, whether 51 Q. Yeah. Roughly, what was the gross income in

i8] we're doing like a refinance or a new customer, present 3] ?

Ul borrower, new borower, former borrower. it shows ~ m MS. LEONARD: Objection. imelevant. And

18} There's anather iine for the breakdown of the (8 that's highly proprietary informanon.

9] credit insurance product lines. ) BY MR. PAER:

110) Q. What does that breakdown show? 1o} Q. You can answer.

(111 A It shows the gross premium, the premium to 1] MS. LEONARD: Wall, wait Before -

{12 volume percentage and in each of the categories in which 1121 A | don't know.

{13} we seil those products, such as reai estate or personai {13) MS. LEONARD: Okay. You can answer -

{14] loans. (14} A ldon't know. i mean —

15 And then the next line would be retated to -~ {15 BY MR. PAER:

18] it will have pay-off information. You know, who's - 116) Q. Do you know what the credit life portion was?

1n the number and the dollar amount of pay-ofis, both real 17 A.No, | do not.

{18) estate and personal lcans. (18] Q. Was the cradit ife portion above 50,0007

119] it shows some cther statistical information (18] A i don't know.

120} with regard to, you know, iike number of bankruptcies, poy Q. You don't know if it was abowve 50,0007

(21] that kind of stutf. 1] A ldon’t know.

122 There's one line that shows delinquency. 2} Q. Going back to my question, then, is part of

{23 And the last two lines reiate to branch 23] the incentive for Associates to self credit life is

124 cperating expenses and then branch operating income as a R4) increased profit, as shown by these trend statements?

{251 percentage to average net advance. That's about it 25 Is that right?
Page 74 Page 77

11 Q. Is this for each branch or ~ {11 A I'd have to say ves.

2] A Each branch gets a trend of their own. ) Q.1mean, you're seiling credit life to make

31 Q. And the state gels a trend? 3 money; nght?

# A Trend, right “] A Ub-huh.

51 Q. Now, there's a trend for each branch, a trend ] THE REPORTER: Yes?

5] for the state as a whole? 5] THE WITNESS: Yes.

71 A. Uh-huh, m BY MR. PAER:

8] Q. Are there any other trends? 181 Q. Does the credtt life line or inforrnation that

m] A Yeah. There's a group summary. ] you get on the trend show you whal the gross premiums

(101 Q. And a group is wiat? {10} wers for credit life?

{111 A, Made up of the branches that are assigned in 1] A Yes.

{12 our group. 112] Q. Does it show you the net premiums -

(131 Q. Are there two groups? 1131 A Ne.

(141 A Currently. Well, two groups and a specialized {141 Q. - to the company?

{18} group, $o there are actually three groups. 11s]  A.No.

18] Q. What is the specialized groun? (15 Q. Just the gross premiums?

{171 A That are in my direct control, arxi that has 71 A Correct. )

{18} our collections center, recovery center. 18] Q. Do ail of the gross pramiums show up as income

1191 Q. Do the trends show a gross profit or net 19] for the Hawaii company?

20 profit or anything like that? 0] A No.

1211 A Shows a gross income, not profit. And it does R Q. Howis it - what is subtracted -

22 show a net -~ not a net. it shows a profit as a 221 A Payotfs and - pay-ofis. | mean, if we have

1231 percentage of average net advance. 231 to refund any uneamed premium on a short pay-off.

4] Q. What does that mean? R4} - Sometimes we have a ot of pay-ofis, and theretore, the

1251 AL Average net advance is the sum total of your s gross premium minus the refunds - the refunds exceed
Page 75 Page 78

it receivables over a 12-month period. You take an average {1 the gross premium, so we've actuaily had, in some cases,

2l and then your gross finance income after expenses. The ] a debit shown rather than a credit.’

)] difference is your net based on your average net Bl Q. is thera anything other than the refunds that

14] advance, which is the way we count our beans or measure 4] - or pay-offs that are sublracted from the gross

=] our money, You might say. 4] prarniums to get the incormne for the Hawai comparves?

5] Q. The credit life portion of that, how Is that 61 A Notthat 'm aware of.

m figured? m Q. So they show you what your gross credft ife

8] A. That comes in - all of that income is iumped (8] premiums were for the month for the whole state or for

i8] under other. There's a iittie box that says Other ] each individual branch, however?

110 income. 11o] A Correct.

(11} Q. But there is a bax for credit kfe? 1} Q. And then they subtract from that pay-offs and

(121 A There's a line that breaks down each product, (12 refunded premiums. And then the ramaining emount is

{13} yes. {131 profit to the Hawaii companies; is that correct?

(14} Q. And credit iife is a product? {14} A Well, t may not be a profit, though. As|

1157 A Correct. 18] explained to you, it may be - actually, on the trend &

ne; Q. In a typical month, what is the rough 1161 may show as a debit.

un proportion of credit kfe income to ~ (' Q. Either profit or loss.

1181 Al don't know. (18] A Yeah.

sy Q. Is it over five percent? 19 Q. Depending on whether there were more —

2o} A.Na. 120} MS. LEONARD: Couid be something eise. You're

=1 Q. 's less than five percent? Ry asking him i &k all shows up as profit? is that the

221 Al believe it's less than five, 22 question?

1z31 Q. Of total profits? 3 MR. PAER: Yeah.

24 A.Oh. No. You're talking about -~ no. | 4] A No, it doesn't.

1251 cannot give you that figure, because | don't know that 2s] BY MR. PAER:

RALPH ROSENBERG COURT REPURTERS

{808) 524-2080

Page 7310 Page 78



854 DEF  TION OF JEFFREY HAMILTON TAKE! {APRIL 9, 1998 XMAX(14)
Page .. Page 82
(11 . What elss does it ~ 11 A As it says. It discioses the terms of the
21 Al As | said, it will depend on the retund. t's 4] jcan.
3 a line item. 1t all gets dumped into an other ~ a i} BY MR. PAER:
14] specific column that says other, and if it's -~ if we've w} Q. And if you take a minite to look at that, what
5] written more premiums than we've given in refunds, then ] tarms of the loan doaes & disciose (o the borrower?
161 there will be a credit to that gross section there. 1 A Date of the ican, annual percentage rate,
m Ctherwise, & won't be a contribution to profit. m finance charge, amount financed, total of payments,
181 Q. So it's aither a profit or & loss, depending -] payment scheduile, security, type of - in this case,
sl on how much - ) was & mortgage, so it indicates whether t's a variable
(0] A lIt's part of the profit, correct. {10 or fixed rate mortgage, and it aiso discioses the
11 Elther part of the profit or part of the f11) insurance, it any, that was soid. In this
112 reduction of profit. 12) documennt, it discloses the life insurance that was sold.
(131 Q. Ckay. 8ut the components, though, are the 1131 Q. Isit your understanding that this is the
{14} Gross pramiums written against those refunded in 4] primary document that a customer is supposed to rely on
{15 pay-offs? 18] or can raly on to dascribe the terms of his loan - his
1161 A. Correct. {16] or her loan?
nn QAN tat's it? ] MS. LEONARD: | object to the extent #t calls
18] A Right 18] for a legal conciusion.
f191 Q. { think there's something hers I'm not 191 A iIt's part of the documents that are provided
120 understanding. To me, that sounds like of the total 0] - that provide tull disclosure.
21) prerruums, |t all stays in Hawaii, none of it goes to the 21} BY MR. PAER:
{22} lita insurance comparny. e Q. 1t is the disciosure statement; night?
31 A ldon’t know. 231 A Ubh-huh. Rt also makes up part of the total
24 Q. Wall, | thougit you were taliing me trat the [0 package that the customer gets when they make the loan.
1251 Qross premiums - @51 Q. Is it your understanding that this is the main
Page 80 Page 83
111 A. I'm telling you how it's reported. | don't m part - the most important part that the custormer can
21 Know the actual mechanics of what goes on. ] look at and rely on to know the terms of his ioan?
@31 Q. That's how ~ )] MS. LEONARD: 'm going to object He's
4] A That's what | see on the report, yeah. [Z] answered that twice now.
51 Q. Allight. Let me show you what's been markad sl BY MR. PAER:
161  as Exbit 2. Just for informational, | guess, this was s} Q. ] understand you said it was part of the total
m Exhibit 1 to Christine West's deposition. it's several m package. I'm asking you if it's the most important part
18 pages, A19, A20, A21, A22, A23 and A24. ] for the custorner to know the terrns of his loan.
13 Directing your attention to A19, have you ever ] MS. LEONARD: Also object o the extant it
£10) ssen that document befora? 110} calls for a legal condusion. And | would object  the
111} MS. LEONARD: Just for ciarification, do you 11} extant it doesn't ask for his personal knowledge. You
{12} mean other than perhaps or someatime this week ] appear 1© be asiing what is important © the customer.
113} when he may have discussaed the file with ma? s that - 1131 A I'd have to say | don't know.
{14) MR. PAER: | wart © know # ha's seen it [14] BY MR. PAER:
15] before. if he saw it when he talked 10 you, ha can fts51 Q. You don? know whether it's the most
116) stil say he's seen it | don't want 10 know what your 118 important?
17 discussions were, but - i A No, | don't know if it's the most im
{18} - MS. LEONARD: Okay. ns Q. You do know what's required by federal law, |
119 A Yes. 9] take .
1201 BY MR. PAER: g A Yes
=1 Q. When was the first time you saw I? p1 Q. And you do know, aiso, that it's required that
21 A | don't recall the - | don't recall the date. 2 at keast part of its purpose as required by federal law
31 Q. Was it within the fast week? I'm asking for =] is to disciose the terms of the foan?
124) the first ime. g A Yes
2s1 Al | know, and I'm trying to - trying to give ps; Q. You do know that it does discioses, in this
Page 81 Page 84
" you an honest answer, 1 cass, that a premium of $7,124.78 was charged to the
12l Okay The best way to answer this wouid have -] borrowers for joint credit life insurance -~
] M AVYes
“ Q Yesferdaywastheﬁfwﬁmewuwwsaan “ Q. -isthat ight?
i3] this? . 3] & says abowve the insurancs that It will not
5] A.Uh-huh " be provided uniess you sign below: is that ight?
m THE REPORTER: Yes? Instead of uh-huh, would M A That's what it says.
13) you piease - 8 Q. And they did sign below, yealr?
91 A Yes. Yesterday was the first time | looked at B A Yes.
110 these documents. Q. And the Lopezes were charged that amournt for
1 BY MR. PAER: 11} this insurance?
1121 Q. Can you tell me what the first page, A19, is? g A Correct.
(13]  A. Loan agreement. 11 Q. is there anyplace on this docunent that tells
1141 Q. Okay. This is tha ioan for Mr. and Mrs. Lopez ) tham that they may not have credit iife insurance for
115} in 1995; is that nght? {15 any reason, on this document, on the disciosure
151 A Correct. L] statement?
1#n Q. The first ime you saw A20 was yesterday, im A Do you want to repeat the question? 'm
(18 also? (s trying to understand what you're saying.
f19] A Correct. {1 Q. Is thers anything on this documert that teils
o] Q. What is A20? =2 Mr. and Mrs. Lopez that for any reason they migit not
1] A Loan discliosure statement, [-3)] have credit ife insurance?
221 Q. Okay. Now, whal is your understanding of the 221 A That they may not have credit life insurance?
fra)] purpose of the disciosure statement? R Q. Yes
24} MS. LEONARD: - Objaction 1 the extent k calls 2q - A. What does that mean? | don't understand what
125] for a legal conciusion. 8] that means.
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11 Q. You gon't undevstand what that means? 4 you feel telts the customer they might have a probiam
21 A.Ne. e fater on, that they might later on be denied coverage it
=1 Q. That if they die, the ioan wont be paid off. el one of themn dies?
#1  A. No. There's nothing on that document that “i A No.
5 taiks about that 51 Q. O.ay. It doesn't say that if any of these
81 Q. Ckay. So there's nothing on the disciosurs 18] questions are not answered correctly you can be denied
m staternanit that tells them that they may not be coverad mn coverage, doas #?
13 i one of tham dies? 18] MS. LEONARD: Are you asking him if those
m A That I'm aware of, yes. ®l particutar words ane printad on this form, John?
p1o1 Q. Tuming to page A22 of Exhibit No. 2 to your {10} MR. PAER. Or anything 10 that effect.
{11 deposition, do you know what — have you seen this {14 MS. LEONARD: Wall, I'd say the document
{12} document befora? {12] spaaks for ftself. He's already answered that.
131 A Yes. 113} BY MR. PAER:
nag Q. Do you know what it is? 1] Q. You can answer the question.
(151 A Yes. 1151 A Again, | would again refer you to that part of
1161 Q.1 take it you saw it yesterday, aiso. (18] the document that says, | represent that the above
1 A Yes. {17 answers are true and correct to the best of my
(181 Q. What is this? - {18] knowiedge and understand that these representations
(191 A Application for credit insurance. {18} shail be the basis for the company’s acceptance of this
o1 Q. What is the usual procedure, if you know, for 1201 application for the insurance applied for.
121 filling out this document? =11 Q. Okay. And my question is: It doesn't say
21 A Typicaily, after having otfered the insurance 221 that if any of the answers are incorrect, you ¢an be
231 coverage to the consumer, the branch will either - at 1231 denied coverage, does #?
124} the time of - generally at the time of loan closing, 41 A It does not specifically say that.
{251 have them - this would have been printed out and the 1251 Q. Is thera anything else that you're aware of
Page 86 Page 89
{1 customer is given an opportunity to ~ depending on the ] that tells the customer they may be denied coverage?
2 size of the loan - we require this form to be compieted 21 A Notthat I'm aware of.
@ when it's over $7,500, and this loan obviously was, so B Q. I'mgoing ta give you Exhibit 3, which has
(4} they would be asked to look over this form and read “ documents A25, 26, 27, 28, 29 - not 30 ~ 31, 32, and
51 the questions that are asked and initial either yes or 7} ask you first of all if you can contirm that those are
151 no with respect to answering the question. Then they're i8] the correct numbers.
n aiso asked to sign again and date the forms. m A Okay.
81 Q. This generally happens at closing? B Q. Those are the corect numbers?
©1 A Yes. There are times when we do ~ we will Bl A Yes.
110] ask customers -~ if they've asked for insurance, this 1101 Q. Now, have you seen that document before?
[t} form is going to be compieted - some of the questions 111 A No.
112} may have been asked prior to the loan ciosing. ny  Q Ever?
1131 Q. Except for the handwnritten portion, | take &, 131 A No.
{14} the form would be filled out and presented to them - 14 Q. Do you know what it is?
1151 A Correct. 1151 A Yes.
(151 Q. -andtheywouldfill ftin. 18] Q. Do you know how to read #?
1171 A Rt's printed out - it’s all part of the loan. o AYes .
181 Q. Is there anything on s form that tells the 18 Q. Okay. Whatisit?
19 custoner that if they sign and are charged for the 1191 A Well, the first three pages are a copy of the
2o} insurance, that they may not have #? 120 compaster screen print that basically is the customer’s
211 Al believe there is. Again, I'm not ail that jrai] account.
2] familiar with this. =21 Q. Just to save time, is it assentially a ledger
23 MS. LEONARD: I'm going 10 object The =3 that tells you wihat happened in the account?
124} document speaks for itself, John. Do you want him © 241 A That's ~ that would be a fair statement.
s simply read the document 10 you? 51 Q. It shows the paymnent history?
Page 87 Page 90
m MR. PAER: | want 10 - | want o know where m A Right.
3] on - Associates has denied coverage and | want 1o know 21 Q. And R has some notas?
)] how the customer is supposed 1o know that they might not Bl A Some notes, yes.
{4 get coverage for any rsason. «} Q. Now, does it show that this loan was paid
51 A Well, i you go down to the bottom, below the 51 timely or delinquent or -
161 numbered item six, in the second part of that, which 61 A Yes, it does.
m says, it | have been required to answer questions one m Q. It shows it was paid timely?
18] through six, | represent that the above answers are true # A Ub-huh
5 and correct to the best of my knowledge and understand m Q. And | will represent to you that Mr. Lopez
{10] that these representations shall be the basis for the {10} died on March 3rd, 1996.
1 company’s acceptance of this application for the {11 And & shows that it was paid timely even
12 insurance applied for ~ 2} after that, doesn't t?
{131 BY MR. PAER: 113] A Yes,
(141 Q. Okay. Is there anything eise on that 114 Q. And then at some point on page two, it shows
{15} docurnent? 1151 an insurance rafund of the premiurn; is that cormect?
116 A. The next paragraph below that, and then they 151 A Yes. Correct.
nn aiso indicatad their - 88 you can see on the document, 1 Q. When was that?
(18 they have to - we ask them to list their doctor's name, 1 A September 20, 1996,
{191 and proposes that - &t gives you the proposed term of 1151 Q. Okay. Do you know why that was?
2o the date of the application. The customer signs it. ey A Yes.
=1 It's witnessed. 1 Q. Why was that?
221 Q. They did kst their doctors’ narnes, yeal? 21 A The claim was denied by our insurance company.
r3 A Correct w1 Q. Okay. What is the purposs, then, of refunding
41 Q. Okay. Somy question is: Is there anvthing -3} the pramium?
fr=a] aise other than that sentence that you just read that 5] A it's required by our company.
RALPH ROSENBERG COURT REPORTERS {808) 524-2080 Page 85 to Page 90



DEPF TION OF JEFFREY HAMILTON TAKEM

*APRIL 9, 1998

DSA XMAX(16)
Pages Page 94
11 Q. Okay. Is it required by law, do you know? 11 Q. Your company, Associates.
21 A ldon't know. 2 MS. LEONARD: Of Hawai?
o1 Q. And is it required by your company to put the ] MR. PAER: Uh-huh.
{4] borrower back in the position ~ since they ciaim that 4] A Associastes Financial ~ we'll just say the
151 they should nol have golten cradit life, to put them 5 Hawail company s following direction given by the
G} back in the position where they would have been had they %] insurance company.
m not purchased the credit life? m BY MR. PAER:
8]  A. | don't understand the guestion. B Q. So you don't know why they're doing what
5] Q. We'll probably deal more with this later, but s they’re doing?
(10 ~wea'll do this. o] A.Ng, idont
1 MR. PAER: Wny don't you mark this Exhibit 67 11 Q. You're just taking direction -
1121 {Exhibit 6 marked for identification.) 1121 A Right.
{13} MS. LEONARD: lsn't Exhibit 4 naxt? (131 Q. - from somebody alsa?
[14] MR. PAER: Yes, but it's already been marked. {14 All right. Now, on page A28 of Exhibit 3, it
{15} MS. LEONARD: Wnat are Exhibits 4 and 57 sy talls you what direction you're supposed to take, does
{161 MR. PAER: Exhibit 4 is the envoliment 118 1t not, on the X marks over thera?
1n authorzaton. Exhibit 5 - 1171 A Correct.
{18] MS. LEONARD: Do you have a Bates samp? I'm 1181 Q. What does #t say? Could you read that?
{19] . (151 A Please refund ail premiums charged for credit
1201 MR. PAER: What's that? 120 ifte coverage, plus interest. Please call
21 MS. LEONARD: Bates stamp? 1] 1-214-541-7068 to advise when refund has been made.
2] MR. PAER: AZ22 21 Q. And the retund was made, wasnt it?
123} MS. LEONARD: Okay. 31 A Correct
24) MR. PAER: And Exhibit S is A289. Exhibit 5 re Q. On Septamber 20th?
{25 is Exhibit 4 10 Christine West's depaosition. 5] A Correct
Page 92 Page 95
Q] MS. LEONARD: Thank you. 11 Q. But it wasnt made plus interest, was it?
2 {Discussion off the record.) 21 A It does not appear to have been.
31 BY MR. PAER: 31 Q. Okay. Infact, on page A28, there's some
1} Q. Let me show you Exhibit 6 and | want to refer ] hanawritten notas to ask about the interast refund; is
{51 you particularty to - | want to refer you particutarty 7] that nght?
161 to the middie of the page that there are several ts1 A Correct
m paragraphs. 1 Q. Do you know why the interest wasnt refunded?
18] Is #t a fair summary of those paragraphs that B A Ng, ldont
19} the company s saying were denying coverage and we're s Q Okay Do you know what the normal procedure
{10} going to make the refunds to bring you back to the time (19
11 of the loan as if you had not purchased the credit ke? 1y A.Tomthowiedge.henmwnlpmeedmbw
112] MS. LEONARD: Waell, I'm going 1 object, [12) retund the full premium as directed.
13 because, A, the document speaks for itself; B, this 1131 Q. Plus interest or not?
{14} document was not issued by Jeff, 's not signed by {14 A This is an interest-bearing account. There's
115] Jefl. it's not - & has no indication that Jeff has 15) no interest to refund, to my knowiedge. | mean, it's
116 anything 1o do with this, and that he could - cails for (18 not - the interest is charged at the point -on a
nn a legal condlusion, a factual conclusion outside his ] daily basis. So If you're refunding aill of the
{18) personal knowledge. 18 insurance, you would credit the whole thing to
119} if you want him © simply read this 10 you for f19] the account and there'd be no interest.
o] the record, he can read that aloud for the record, but pol Q. But you charged intarest on the insurance.
21} he can't speak 1 some other company’s intant. R1] A We charged interest on the total loan, which
22 MR. PAER: That's not what I'm asking him. i) the insurance premium was part of.
123 BY MR. PAER: 2 Q. That'sright.
e} Q. What I'm asking you is: Is it your 4 A Okay.
{25 understanding that the refund that's described on the 251 Q. isntthat the interest they're lalking about
Page 83 Page 96
" second page of Exhibit 3 Is dasigned to bring the 3] refunding when they say plus interast?
fra] custorners back to whare they were had they not bought = A ldon't know.
i) the insurance? @1 Q. But t's not your podicy to - or so far as
14 A Could you clarily your statement with regard ] you know, they don' know normally refund intorest as
151 to bring the customer back to where they were had they 3] well as the premiun?
16} not bought the insurance? | don't understand. 1 A ldontknow.
m Q. Alleast financially, because the compary is m Q Okay. Who would know?
(8] saying that they - they were not eligibiée for B A Who wouid know? | don't know specifically who
(3] insurance, for whatever reason, and are not paying the ] would know.
{10} claim, that they are retuming the premium and trying to fi1 Q. No one in Hawaii would know, ¥ you wouldnt
111 make it as if they had never bought the insurance in the 11 know, | take R
12} first piace. 121 A.That 'm aware ot
{13] MS. LEONARD: Same objection. And U's 131 Q. No one that you're aware of in Hawaii would
{14] 5 [14) know?
[15] BY MR. PAER: 5] A Correct.
181 Q. Do you understand the quastion? (18] Q. Nonethelass, you do &omi, | take R, that the
(171 A.ldon't know. m Hawali company did not follow the instructions as set
(181 Q. You don't know what? 18} forth on page A28 from the instrance compary. Is that
(191 Al don’t know how to answer your question. 18] L]
201 Q. Okay. Do you know what the company wants lo o] MS. LEONARD: Objection 10 the exant it calls
=1 doumenmey'vadaﬁedcovuagehm“sa? What is -3} for something outside of Jeil's personal knowledge.
=22 their purpose in retuming the premium? 21 A. Say the question again.
=3 MS. LEONARD: Obijection. Vagus and ambiguous. <] - BYMR. PAER:
124 What company are we talking sbout, John? rq Q. The Hawai compeany did not followthe . - - -
2% 2Y MR. PAER: 5] instructions of the insurance company, did R, in this
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1] case, becauss they didnt refund any interast? L] for ~ k pays you in the event of loss. How is that a

] A Correct. fed] non-insurance?

31 Q. Okay. Going back to number six. the first B3] A Rt allows for, | believe, up to ~and it

7 page of number six is the check refunding the amour of [l might be just a fiat $S00. I you had a ciaim on your

5 tha insurance premiurn; is that comect? &3] property — let’s say your home was -~ had a fire and

6] A it appears to be. ] you had a claim for $10,000, & will provide coverage, |

m Q. Aad that check is writtan from Associates to m believe, up to $500. in other words, coverage meaning

8l Associates; is that ight? 8} it will provide compensation to that consumer for about

3] A That's correct 3] $500, | believe.

o Q. Do you know wiy that is? 110] Q. ! guess my question is: How is that different

(11 A Just standard cperating procedure. {11} from insurance?

12y Q. Isn't stanoard operaling procedura to refund 112 MS. LEONARD: I'm going o object 1o the

{13) the pramiurm to the customer? (13 aextant it call for a legal condlusion.

(14  A.No. It can either go to the account or the [14) MR. PAER: I'm just 1ying 1o get what he

115 customer. 115 rmeant by saying it wasn't nsurance.

sl Q. Ckay. And you don't normally write 1t to the {16) A Because It's not, not insurance.

on customer and have them endorse # back over to you? 1 : BY MR. PAER:

{18) You just write it to yourssif? When | say “you* and (18] Q. Well, how do you -

119) ‘Yourself,* | mean the company, of courss. f15] A It's a service product policy that provides a

o] A it the retund was to be made to the customer, 20 wide range of benefits to the consumer.

21} obvicusly the check would be payabie to the customer. 1] Q.1 guess what I'm trying to understand is some

22] it it's going to be credited to the account, then it's =1 of the benefits are payrnent for loss, which is wiat |

1 macie payabie the - it's made payabie to Associates and 231 think of in terms of insurance, payrnent for loss -

124) credited to the account, as you saw in that other 12¢) A Not necessarily. i you beiong to, for

[25] exhibit. £25) example, to AAA Auto Club and somebody breaks in to your
Page 98 Page 101

11 Q. Which other - this one? m car, you might be - part of their policy would provide

21 A Correct 2] for some sort of thett deterrent or something. But this

@ Q. So it is not normal that you would makea K to 3 is nothing more than a service product which provides

14 the custorner and have them sign it over to you? {4 monetary benefits for certain provisions of this plan.

51 MS. LEONARD: Asked and answered. 51 Q. Okay. Is this one of the products that shows

18] BY MR. PAER: 11 up on Associales’ trend, monthly trend statement?

m Q. isthat ight? 71 A It's part of the other income, correct.

s A. My answer was it would depend on whether it's 81 Q. And do you know wiat happens to the money

191 being credited to the acocount. 3] that's - the pramiums that are charged - the pramiums

110) Q. X itis being credited o the accountt, this [10) or price charged for this? | mean, is there a - well,

{11 is the normal way you would do it? 1 do you know wiat happens to the money that's charged for

1121 A lbelieve so. 12) that?

1131 Q. You would not write R to the customer and {13 A Yes

{14) have them sign it back over to you? {14 Q What?

1151 Al believe so. 115 A. The consumer purchases the product and we send

1161 Q. Do you know whoss signature that is on the {16 the enroliment form appiication along with a check to

1n check? un the company that seils this - this is an outside

1181 A.No, | don't. 18] company that seils this product.

1e; Q. But you had to approve #? You had to approve f15] Q. How much is the check for, in this case?

120} this process; #s that ight? o] A R will depend on the plan. The plans go from

21 A Typically, | do have to sign a form, =1 one to three years.,

22} typicaily. | don't recollect signing a form for 221 Q. Okay. How many years is this?

23] every singie one of them, 31 A This is a three ~ this was a three-year plan.

24 Q. Now, on Exhibit 3, A29, whal is that? 24] The premium was $309.95.

1251 _A. That appears to be credit insurance ciaimant’s 1251 Q. How much goes to the outside comparny and how
Page 99 Page 102

It proof of deati. | don't know. I'm not tamiliar with m much stays with Associates?

= the form. 21 A Well, the entire check goes to the company.

m Q. With this form? M Q. Yeah

41 A Yeah. ] A As tar as what we get back as a company, | do

s Q. Okay. Showing you Exhibt 4, can you tell me 51 not know.

151 what that is? 61 Q. But you get something back, because it shows

1 A Yes. It's a product called Home Security m up on your profit - on your trend line.

18] Plan, 12} A. The gross premium or the gross amount of this

5] Q. Okay. And how does that work? [} particutar sale, likewise with other products, is what

101 A R's a non-nsurance product that provides L] we see.

11 benefits to the consumer. 1y Q lswhatyou~

1121 Q. What are the benefits? (121 A, -see on the trend.

1131 A There's a whole list of them. I'm not 1131 Q. Okay. But then there’s minus some figure and

14 familisr with many of them. But R provides -~ if ] then there’s a figure -~

18] you're a homeowner, for exampie, R provides, | believe, 1151 A No. There's no minus figure.

18] the first $500 of caverage in the event of some sort of {181 Q. On this, there's no minus figure?

mn a claim on —~ a property claim. & provides with fin  A. No. Because in this case, i there's a claim

sy room medical service caverage in the event of {18) filed or, as | was mentioning earlier, refunds, f a

{19] a chiid - provided U's not organized - you know, an [19] customer canceiled this, | don't know how - | don't

=01 organiadapondmm There’s a whole gamut 20} know how that shows up on the trend. Okay?

R1 211 Q Oiay. Soyou cut - Associates cuts a check,

= Q Idn:gnyoumidlwuscmum =] In thés case in the amount of 309.95?

e} product, 31 A.Correct.

41 A Correct. Ris : - Re Q. And sends & off to what company? Is t Home

251 0. The way you're saving &, R provides coverage £25] Security Plan? Is that the name of -
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{11 A No. That's just the name of the pian. | R BY MR. PAER:

2 don't ~ you know, I'm soery. | just cannot recall the 21 Q. Showing you Exhibit 7, | assume you first saw

3 name of the -~ 3 that yasterday. is that night?

#) Q. Tha company? “  AYes

51 A The company, yeah. it might be American =1 Q. Can you tell me what Exhibit 7 is?

1G] Bankers or something. I'm sory. i'm just drawing s 151 A Standard loan agreement.

7 blank. m Q. Andis it your und ing that Exhibit 7 is

a1 Q. Amencan Bankers is an insurance comparny; o] assantially the refinancing of the October ‘85 loan

1) rght? i) after Mr. Lopez's death, by Mrs. Lopez?

(101  A.1lbelieve so. They sell a variety of 1100 A ldon't know that.

ny products. I'm not reaily sure on the name of the 111 Q. Well, maybe you could look it over and see.

112 company. 'm somry. | just can't seem to remember i 121 Al | would need to see other documentation to

(131 Q. In any event, Associates is not selling this {13 confirm that t was a refinance.

14 for free for American Bankers or whoever the company is. (14} Q. Okay. What do you - maybe | can short-

{15} They're gelling paid something for this; night? {15 circuit this a bit. Just a second.

(6] A Certainty. R} Showing you Exhibit 3, again, i's the -

7 Q. But you don't know how much? n MRA. PAER: Wouild you mark this Exhibit 8,

(18]  A. No, i don't. {18} plaasa?

ps] Q. And you don't know whether it comes to 19} (Exhibit 8 marked for identification.)

120 Associates Finance of Hawaii or to ona of the other 120} BY MR. PAER:

2 affiliates, or do you? 21} Q. Showing you Exhibit 8 and Exhibit 7, does that

221 A. | do know that we don'’t - as the Hawail 2] help you? To speed things, this isn't a trick question.

231 corporation specifically, we don't get a check sent =1 A lknow. |just want to be sure 'm giving you

124} directly to us. This is all part of the general ledger 124} the right answer.

125] accounting for the whole company. 125] Yes.
Page 104 Page 107

(11 Q. But it does appear on your trend staternent at (11 Q. In Exhibit No. 8, the total dishursed to pay

iz} some - o] off the old ican is 59,309 and 80 something cents; is

3] A. As part of other income. s} that right?

4] Q. So the Hawaii company gets some part of the 4] A Correct

3] 309.95, but you don't know how rnuch? B1 Q. Does that come from the ledger here, from the

5] A.Correct s number under the retum of the pramium?

m Q. isthat fact disclosed to the consumer A Correct.

18} anywhere? 181 Q. So essantially, what they did is took the

5] A What fact? )] amount due, subtracted the $7,124.78 premium, and the

(10 Q. That part of the 309.95 goes to the Hawai {10 balance due was the 539,309 and 80 something cents; is

11 company. 11 that ight?

(121 Asldon't believe ~ | don't think so. | dont {12 A It appears that that's correct.

{13} believe so. (131 Q Okay.

(14 Q. Showing you Exhibit 5 in this case, have you {14] {Discussion off the record.)

115 seen that docurmnent before? {15 MR. PAER: Let's make this nine, please.

1167 A Yes. . {18} (Exhibit 9 marked for identification.)

Q. Asitsays, it's a release of state tax ken. un BY MR. PAER:

{18 That's something that you require prior to making & (181 Q. Exhibit No. 9, | take R, Is the disciosure

{18] loan? {191 statemant for the 1996 loan by Mrs. Lopez. s that

120} A i we’re aware of a tax lien, yes. 120 right?

21 Q. You raquire it be cleared up - [21] A, Rt appears to be.

2 A Yes. frei MR. PAER: Hf you'd make that number ten -

231 © Q. - prior to - or in connection with the loan? 3 (Exhibit 10 marked for identification.)

4] A Right. It's part of the - 124] MS. LEONARD: Is it a compieta copy?

5] Q. Part of the pay-out or whatever? 125} THE WITNESS: You’m__nishgmbad(dit
Page 105 Page 108

11 A Yeah. In order to get a titie policy, m BY MR. PAER:

frd] generaily you have to clear out tax fiens. 1} Q. ls there a back?

B Q. Okay. And that's standard practice for you B Al believe so. lsn't there ancther part that

14} guys? ] shows the disbursements?

is1 A Yes. 51 Q. Oh yes. We had that. [ dont have & right

51 Q. Just something | meant to ask you before - | iG] hera. But there would be & back side - a back side of

m think | know the answer. But on Exhibit 2, number A22, m this page showing disbursement figures of the loan?

18] when the customer fills out their doctors’ names, as B A That's right.

s} they did in this case, #'s my understanding that #'s m Q And showing you Exhibit No. 10 -

{10} not Associates’ practice to check with the doctors prior {19} MS. LEONARD: John, Exhibit 10 appears © be

11 to issuing the policy and ciasing the loan. is that 11 two different docurnents out of sequence. s that what

{12 correct? ’ 121 you tendec?

131 A. Correct. 13 MR. PAER: No, it's not. Thank you.

(14 Q. What is the purpose of having the doctors 14] MS. LEONARD: You're weicome.

{15] listed? [15] BY MR. PAER:

{16 A In the event a question did arise, that they pe Q. Exhibit No. 10 is just one document. Can

(1n would know - there wouid be a record of what doctor we un tail me wiwat that is, please? .

18] could communicate with — or the insurance company. {15 A.It's a letter from Sheryt Hursh to me

{191 Q. When you say a question, you mean a question {19} requesting approval - or reapproval of the application

20} as to whether the claim was valid ornot, I take . 20 for loan on Lopez.

21 Is that what you mean? r1 Q. And did you approve £?

21 A That's my understanding. 221 A lbelieve | did

23 MS. LEONARD: Off the record. 21 Q. Sheis saying in thare, isnl she, that by

24} (Discussion off the record.) 124] doing thés loan, Associates is doing even better annual

125 {Exhibit 7 marked for identiication.) s3] percentage rate wise than they were belfore? Is that a
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: »;*"iwcg“g :’},wagwwx rﬁ Faut & iié%”;

S




8SA DEFR TION OF JEFFREY HAMILTON TAKE! | APRIL 9, 1998 XMAX(19]
Page 10 Page 112

1 fair staterment? {11 A. We charge = - ss allowabie by iaw, we charge

21 A Couid you restate the question? 2 a fee to originate real estate icans.

@ Q. st a fair statament to say that she says to @) Q. That's the $150 fee?

14] you in that letter that Associates would ba doing beltar 11 A Correct.

isi tran they were befors, even with the change she 51 Q. Then the points are five points; comect?

G} proposes? 151 A Correct

A No, it's not a fair staterment. 71 Q. So what happened in this case is, of Mrs.

B Q. What is wrong with that statement? ] Lopar's $7,100 returm of prerium, aimost half of that

g1 A. Well, the earlier ioan had a higher annuai =l werk {0 joan ongination fee and points right off the

{10) percentage rate. The refinance had a lower annual tio] top, yeah?

[£3)] percentage rate. So, therefore, the difference is that 1111 A That's not comrect.

{12 we're not making as much money as we were making on the 1127 Q. What's not comect about that?

{13] prior loan. (13} A The points and origination fee are spread out

(14} Q. Doesnt #t say this will still yield a higher [14) over the life of this particular loan.

{15 agreed rate, 13.25, than the one we have now of 12.747 {15 The refund that was made on insurance was made

ps]  A. Correct. {16) to the balance and dropped the balance immediatety down

pn Q. But the agreed rate does not maka a better o to where it wouid be — in other words, the tuil refund

(18] Ioan for you guys? {18 of that insurance affected the balance immediately.

(18] A. Not necessarily. [19) These points and origination fee are going to

1200 Q. What does the agreed rate do? f20] be earned over the life of this loan, which was, |

21) A. The agreed rate is the ditference between an 21 believe, ten years ~ fiiteen years.

221 annual percentage rate minus the points, if any were tz1 Q. Points and ongination fee are not normally

123 That's an agreed rate. jrai] rebated, are they?

24} Q. And that may or may not make i a better loan? 12¢j A We have a poliicy if the loan is refinanced in

1257 A Correct. 5] under a year, they are. | mean, the points are refunded
Page 110 Page 113

1 Q. Do you know in this case? ] on a pro rata basis and the origination fee is not.

2] A I'd have to look at the documents to answer 2] Q.lsnot?

3 that. B3] A Ubh-huh.

{4) MR. PAER: Can you maka this the next number? 4 Q. That'sif it's within a year?

51 (Exhibit 11 marked for identification.) 51 A Correct.

18] BY MR. PAER: 151 Q. Hit'smore than a year?

m OShowmgyouEmutNo 11, do these refiect m Altisnct

0] the charges on this loan, the second loan, of Septamber 8} Q. Msnotatall?

13 19967 ¢ A Correct.

0] A | would need to see the front page of this o1 Q. So if this loan isn't paid off in a year, the

[11) document, the transmittal letter, in order to determine [} points are eamed within that year; right?

(12 the date. it's not dated. 12} A Correct.

3] Q Oday. Going back to Exhibit No. 8, which is 1131 Q. So Associates has essantially taken 3,000 of

[14) dated 9/30/96, i shows the same information, | think, [14] the $7,000 back, if not night away, within the year,

(15 does it not? {15} have they not?

1161 MS. LEONARD: Do you want © let him look at {1 A.No.

(1 them both or - nn Q. Okay. Why not? -

118} MR. PAER: Swre. (18 A As | said, points are spread out over the life

11s) A.Yes. {19} of the ioan, as far as saming the income from the

{20 BY MR. PAER: 2o} points.

r1] Q. We probably can do it from number eight If you 21 You asked on the refund ~ if the loan is paid

221 like, because that does have the date on &. Maybe &'s 22] off - refinanced in under a year, then we refund part

23 aasier. 3 of the points back to the consumer. We don't eam all

[24] It shows a loan onigination fee of five points 24 of those points within that first year unless it's a

12s) essantially, is that nght, 2,.983.24? fe] refund basis,
Page 111 Page 114

111 A.That's incorrect. . {11 Q. Not only are the points charged rnight away,

@ Q Okay. 3] interast is charged on the paints, too, aren't they?

@ A.Doyoummmﬂuqucsdon? That's 5] A.That’aputdu\cwmmm

0] not correct. 4] Is disciosed.

s Q Tomkmysbandmoutﬁvapamm 51 Q. So you are taking ~ I'm not saying R's not

] tel disciosed. I'm saying that you're laking - batween the

m A.Thanks. m origination fee and points, you're taking $3,000 and

18] Q -~2983 0] charging interast on top of that from the day that this

31 A.That's correct. ] loan was made; isn' that right?

(10 Q. Is there a differance between ~ (15 A The points and origination fee are part of the

{111 A. Loan origination fee - [{B}] total amount financed to the borrower. And as | said,

121 Q. And -~ 121 that - those points are eamned over the life of the

[13) A. -and points are different. ()] lcan.

(14] Q. Discount is points? {14] Q. You mean part of the finance charge?

f15) A Correct. (151 A That's correct, they are part of the finance

(16l Q. And onigination fee is slightly diffarent? ] charge.

11 A Correct 1 Q. But they are also ~ they are treated as &

18 Q. What ks the Joan origination fee? e prepaid finance charge, aran they, so that you can

11s]  A.Whatis &? $150, {18] charge intarest on top of those finance charges?

o] Q. Yes But what's the diffarence between that g A in the event of earty pay-off, yes.

=1 and points? 11 Q. No, not in the event of early pay-offs.

21 A Under truth in lending, they’re both the same {--1] Period.

=3 - they're treated the same. t'sp-no(mm = When you figure out the loan, you're charging -

[24] mdﬁnmmm . e intarast upon the points and the origination fee; isnt

5] Q. So what is the diffarence? 23] that right?

AALPH ROSCENBERG COURT ARPCh i ERE Page 109 to Page 114
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111 A Correct 111 Q K you don't know what it is, how would a

2 MR. PAER: Okay. Can you mark this Exhibt 2] customner figure out what they're taliong about, if you

e 12, please? 3 know?

4] (Exhibit 12 marked for idertification.) 10 MS. LEONARD: Objection. Calls for

is] BY MR. PAER: 51 specuiaton.

51 Q. Showing you Exhibit 12, can you teil me what 1 A Na, | doa't know.

0! that is? Iy BY MR. PAER:

18] A. Basicaily, a standard insurance policy. 18] Q.I'm somy?

@ Q. That's the paiicy - B} Al don't know.

f1o] A Yeah. It's basicaily a policy, credit policy. oy Q. You don't know.

1 Q. Itindicates that it's a group poiicy, doesnt {1 If you were a customner and you wanted to see

(121 #? {12} what the terns of that group policy were, what would you

13} A. Correct 13 do?

(14 Q. Doesnt that mean to you that there must be a [14} A Me personaily?

(15 master policy somewhere? sy Q. Sure.

rs] A | would have to assume that, sure. (161 MS. LEONARD: Calls for speculaton.

07 Q. But you don't know who has that or whers it un BY MR. PAER:

{18] is? (18] Q. - orany customer.

119} A.No, i don't 115]  A. Probably call the State insurance Division.

o} Q. You don't have & copy in Hawaii of I, that o} Q. And do you feel that the State Insurance

21} you're aware of? ©=1] Division would have a copy of i?

zz1 A Not that I'm aware of. 21 A | would assume they would.

a1 Q. Mighnt it be on file with the State, or is that 1 Q. Do you know whether they do or not?

[24] not something that they do? 24 A No,ldon't

251 A i don't know. rsy Q. Thera's nothing in this document that tells
Page 116 Page 119

(11 Q. You've never heard of a master poiicy for any 1 the customar how to go about finding the terms of that

2 of this credit life; is that right? o] poiicy, is there?

31 A. | know there has to be a master - a group B3] A | would have to read this thoroughly to

[4] master palicy, however you want to word that. Beyond 1] answer.

ol that, that's all | know. i1 Q. Take a look.

51 Q. And you've never seen it on the Mainiand or IG] MS. LEONARD: ‘it appears there’s holes punched

] anywhers alse? ™ through part of the address at the top and on the second

a1 A.No. 8 3

51 Q. Okay. Do you know wiy wa don't have a copy of 131 MR. PAER: Okay.

{10} this information on the top filled in? {10} THE WITNESS: Your question, again, please?

1] 1'll represent to you that this document was 1] MR. PAER: Could you read it back, please?

{12} produced by Associates, and I'm just wondering how come 12 {Record was read as requestad.)

13 you or we don't have this filled in up here. [13] BY MR. PAER:

1147 A.No, |l dont. (14 Q. When | say that poiicy," | mean the group

s Q. Doesu‘atmdn:atemattheywenrgmn {15 paolicy that's referred to on the first page.

{18} this document or - {15 A. It does not appear to.

1 A.ldon't know, (11 Q. Then it says What We Wil Pay, and for joint

nel Q. Now, are you pretty farniliar with this 18 life & says, 1 think, as you discussed before, if one

19} document? {18} of tham dies, well pay the amount of insurance in force

o] A.No, 'm not. {20} at the time after we receive proof of death, and only

©1 Q. [mean, just general — 21} one death benafit will be paid; is that ight?

1221~ A. General, yeah. 221 A.That's what Rt says.

221 Q. Not the one in this case. 1 Q. It doesn' say that you might not be covered

@4 A | have a general - yeah, 12¢) for any reason, does if?

s Q. Do you know wihat t's for? [r=] MS. LEONARD: Are you referring to the fourth
Page 117 Page 120

m Alts- ] down on the first page, John?

= MS. LEONARD: Can | ses this? = MR PAER: Yes.

3 MR PAER. I'm sorty. Sure. <] {Discussion off the record )

14 MS. LEONARD: A 4] A No. &t just says that - &t states who gets

51 A In general, it's basicaily a - an insurance 0] paid and what they will pay.

8 poiicy. R outlines the provisions of the contract for 18 BY MR. PAER:

m insurance. m Q. It doasn't say how they might not be covered?

(8] BY MR. PAER: g1  A.Correct.

B} Q. And when does the customer get tHis? #1 Q. Then on the naxt page it says What We Won?t

{161  A. Atlcan ciosing. {10} Pay, on the ~ about a litlle less than a third -

11 Q. At closing? {11} maybe a quarter of the way down. Do you see that?

121 Ao Uh-huh, 121 A Uh-huh. Okay.

(131 Q. Now, #t says What You Get up at the top, yeah? (131 Q. Okay? Now, there are three categories of what

{147 A Ub-huh, [14] we won't pay. One is misstated age; is that comect?

nsy Q. And & says, We certify wa've been paid the 1151 A Correct.

(18} pramium and you're insured for the coverage shown in the e Q Onelssdddawona:slotaldmbiﬁhes

un schedule subjact to the terms of the group policy issued tn not covered; is that nght?

118 to the creditor. 115y A. Correct.

{19} Do you know what group policy they're talking (191 Q. None of those llems are applicable in this

0] abow? Is that the master policy we ve been discussing? 1201 case, are they?

11 A ldon't know, 1] A ldon't know.

221 Q. You've never saen that group policy that 2z Q. There was no misstated age that you're aware

23 they're — that's referred to in here, so far as you 3 of, is there?

R24) know? 4 A You're asking me for something | can’t give

sy A Correct. s you.

BALPH ROSENBERG COURT REPORTERS {B08) 524-2080 Page 115to Page 120
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IN THE UNITED STATES DISTRICT COURT

DISTRICT OF HAWAII

TERESA ANN LOPEZ,
Plaintiff,
vS.

ASSOCIATES FINANCIAL SERVICES
COMPANY OF HAWALII, INC.,

Defendants.

TERESA ANN LOPEZ,
Plaintiff,
Vs.

ASSOCIATES FINANCIAL LIFE
INSURANCE COMPANY,

Defendants.

CrviL No. 97-01384 SOM

CERTIFICATE OF SERVICE

CiviL No. 98-00205 DAE
(OTHER CIVIL ACTION)

CERTIFICATE OF SERVICE

THE UNDERSIGNED HEREBY certifies that a true and correct copy of the

foregoing was served on the date of filing by United States Mail upon the following:

Tom E. Roesser, Esq.
Katherine G. Leonard, Esq.
CARLSMITH BALL WICHMAN CASE & ICHIKI

Pacific Tower

1001 Bishop Street, Suite 2200
Honolulu, Hawaii 96813



DATED: Honolulu, Hawaii, October 28, 1998.

Ml fo

STANLEY E. LEVIN
JOHN HARRIS PAER
Attorneys for Plaintiff



	part_1.PDF.pdf
	part_2
	part_3
	part_4
	part_5

